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! OPERATING AGREEMENT 
2 THIS AGREEMENT, entered into by and between P e n w e l l E n e r g y , I n c . 
5 hereinafter designated snd referred to is ' Operator." and the signatory parry or parties other than Operator, sometimes 
« hereinafter referred to individually as "Non-Operator.'4 and collectively as Non-Operators." 
"> WITNESSETH: 
6 WHEREAS, the parties to this agreement are owners of Oil and Gas Leases and/or Oil and Gas Interests in the land 
7 identified in Exhibit "A." and the parties hereto have reached in agreement to explore and develop these Leases and/or Oil 
8 and Gas Interests for the produaion of Oil and Gas to the extent and as hereinafter provided, 
9 NOW. THEREFORE, it is agreed ts follows: 

'•0 ARTICLE I. 
i: DEFINITIONS 
I? As used in this agreement, the following words and terms shall have the meanings here ascribed to them: 
: '•> A. The term "AFE" shall mean .n Authority for Expenditure prepared by a parry to this agreement for the purpose oi 

estimating the costs to be incurred m conducting an operation hereunder. 
I") B. The term "Completion" or Complete" shall mean a single operation intended to complete a well as a producer of Oii 
16 and Gas in one or more Zones, including, but not limited to. (he setting of production cuing, perforating, well stimulation 
17 and production testing conducted in such operation. 
,18 C The term "Contraa Area" shall mean all of the lands, Oil and Gas Leases and/or Oil and Gas Interests intended to be 
19 developed and operated for Oil and Gu purposes under this agreement. Such lands. Oil and Gas Leases and Oil and Gas 
20 Interests are described in Exhibit "A." 
21 0. The term "Deepen" shall mean a single operation whereby a well is drilled to an objective Zone below the deepest 
22 Zone in which the well was previously drilled, or below the Deepest Zone proposed in the associated AFE, whichever is the 
2} lesser. 

24 E The terms "Drilling Parry" and "Consenting Parry" shall mean a parry who agrees to join in and pay its share of the 
2) cost of any operation conduaed under the provisions of (his agreement. 
26 F. The term "Drilling Unit" shall mean the area fixed for the drilling of one well by order or rule of any state or federa. 
27 body having authority. If a Drilling Unit is not fixed by any such rule or order, a Drilling Unit shall be the drilling unit is 
28 established by the pattern of drilling in the Contract Area unless fixed by express agreement of the Drilling Parties 
29 G. The term "Drillsite" shall mean the Oil and Gas Lease or Oil and Gas Interest on which a proposed well is to tx 
50 located. 
II H. The term "Initial Well" shall mean the well required to be drilled by the parties hereto as provided in Article VI.A. 
52 I. The term "Non-Consent Well" shall mean a well in which less than all parties have conduaed an operation as 
55 provided in Artide VI.B.2. 
54 J The terms "Non-Drilling Party" and "Non-Consenting Parry" shall mean a party who elects not to participate m i 
ti!) proposed operation. 
56 K. The term "Oil and Gas" shall mean oil. gas. casinghead gas. gas condensate, and/or all other liquid ot gaseous 
17 hydrocarbons and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is 
58 specifically stated. 
59 L The term "Oil and Gas Interests" or "Interests" shall mean unleased fee and mineral interests in Oil and Gas in tracts 
40 of land lying within the Contraa Area which are owned by parties to this agreement. 
41 M. The terms "Oil and Gas Lease," "Lease" and "Leasehold" shall mean the oil and gas leases or interests therein 
4 2 covering tracts of land lying within the Contract Area which are owned by the parties to this agreement. 
«> N. The term "Plug Back" shall mean a single operation whereby a deeper Zone is abandoned in order to attempi a 
44 Completion in a shallower Zone. 
45 O. The term "Recompletion" or "Recomplete" shall mean an operation whereby a Completion in one Zone is abandoned 
46 in order to attempt a Completion in a different Zone within the existing wellbore. 
47 P. The term "Rework" shall mean an operation conducted in the wellbore of a well after it is Completed to secure. 
48 restore, or improve production in a Zone which is currently open to production in the wellbore. Such operations include. Dui 
49 are not limited to. well stimulation operations but exclude any routine repair or maintenance wotk or drilling, Sidetracking. 

Deepening. Completing, Recompleting, or Plugging Back of a well. 
51 Q. The term "Sidetrack" shall mean the directional control and intentional deviation of a well from vertical so as :o 
52 change the bottom hole location unless done to straighten the hole or to drill around junk in the hole to overcome oiner 
55 mechanical difficulties. 
54 R. The term "Z«nc" shall mean a stratum of earth containing or thought to contain a common accumulation of Oil and 
55 Gas separately producible from any other common accumulation of Oil and Gas. 
56 Unless the context otherwise clearly indicates, words used in the singular include the plural, the word "person" includes 
57 natural and artificial persons, the plural includes the singular, and any gender includes the muculine, feminine, and neuter 
\8 ARTICLE II. 
}9 EXHIBITS 
60 The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof: 
61 X A. Exhibit "A," shall include the following information. 
62 (1) Description of lands subject to this agteement. *t. 
65 (2) Restrictions, if any. as to depths, formations, or substances, "̂ 
64 (J) Parties to agreement wich addresses and telephone numbers for notice purposes, 
6\ (4) Percentages or fractional interests ol parties to this agreement. 
66 (5) Oil and Gas Leases and/or Oil and Gas Interests subject to this agreement, . ( 

67 (6) Burdens on production. "rj, ' 
68 B. Exhibit "B." Form of Lease. . ..^N-' 
69 X C. Exhibit "C," Accounting Procedure. /.-' / | j 
70 X D. Exhibit "D." Insurance. ' ' ' 
7 1 X E. Exhibit "E." Gas Balancing Agreement 
72 X F Exhibit "F." Non-Discrimination and Certification ol Non-Segregated Facilities. 
"5 G. Exhibit "G." Tax Partnership 
•« H. Other: —— — 
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1 If any provision of any exhibit, except Exhibits "E." "F' ind "G," is inconsistent with any provision contained in 
2 the body of this agreement, the provisions in the body of this agreement shall prevail. 
5 ARTICLE III. 
4 INTERESTS OF PARTIES 
5 A. Oil and G u Interests: 

6 if any parry owns an Oil and Gas Interest in the Contract Area, that Interest shall be treated for all purposes of this 
' agreement and during the term hereof as if it were covered by the form of Oil and Gas Lease attached hereto as Exhibit "B." 
8 and the owner thereof shall be deemed to own both royalry interest in such lease and the interest of the lessee thereunder 
9 B. Interests of Parties in Costs and Production: 

10 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be bomr 
i i and paid, and all equipment and materials acquired m operations on the Contract Area shall be owned, by the parties as then 
i 2 interests are set forth in Exhibit A " In the same manner, the parties shall also own all production ol Oil and Gas Irom inc 
: !> Contract Area subject, however, to the payment of royalties mc other burdens on production as described hereafter 
14 Regardless of which parry has contributed any Oil and Gas Lease or Oil and Gas Interest on which royalry or other 

burdens may be payable and except as otherwise expressly provided in this agreement, each party shall pay or deliver, oi 
16 cause to be paid or delivered, all burdens on.its share of (he production from the Contract Area up to, but not in excess oi. 

1 7 r .he r o y a l t y b u r d e n s On 4&P&i\| indemnity, defend and hold the other parties Iree from any liability therelor 
18 Except as otherwise expressly provided in this agreement, if any parry has contributed hereto any Lease ot Interest which is 
19 burdened with any royalry, overriding royalty, production payment or other burden on production in excess of the amounts 
20 stipulated above, such parry so burdened shall assume and atone bear all such excess obligations and shall indemnify, defend 
21 and hold the other parties hereto harmless from any and all claims attributable to such excess burden. However, so long as 
22 the Drilling Unit for the productive Zone(s) is identical with the Contraa Area, each party shall pay or deliver, or cause to 
2) be paid or delivered, all burdens on production from the Contract Area due under the terms of the Oil and Gas Lease(s) 

24 which such party has contributed to this agreement, and shall indemnify, defend and hold the other parties free from any 
25 liability therefor. 
26 No party shall ever be responsible, on a price basis higher than the price received by such parry, to any other parry's 
2' lessor or royalry owner, and if such other parry's lessor or royalry owner should demand and receive settlement on a higher 
2fi price basts, the parry contributing the affected Lease shall bear the additional royalty burden attributable to such higher price. 
.'9 Nothing contained in this Article III.B. shall be deemed an assignment or cross-assignment of interests coveted hereby. 
50 and in the event two or more parties contribute io this agreement jointly owned Leases, the parties' undivided interests m 
i: said Leaseholds shall be deemed separate leasehold interests for the purposes of this agreement. 
5? C Subsequently Created Interests: 
H If any parry has contributed hereto a Lease or Interesi thai is burdened with an assignment of production given as secun:v 
*1 lor ihe payment of money, or if. after the dale ol this agreement, any party creates an overriding royally, proaucnon 

payment, net profits interest, assignment of production or otner burden payable out of production attributable to us working 
r̂. interest hereunder, such burden shall be deemed a Subsequently Created Interesi Further, il any parry has contribute 

5' hereto a Lease or Interest burdened with an overriding royalry, production payment, net profits interesi. or other buraen 
58 payable out of production created prior to the date of this agreement, and such burden is not shown on Exhibit "A. sucn 
59 burden also shsll be deemed a Subsequently Created Interest to the extent such burden causes the burdens on such parry s 
40 Lease or Interest to exceed the amount stipulated in Article III.B. above. 
41 The party whose interest is burdened with the Subsequently Created Interest (the "Burdened Parry") shall assume ana 
42 alone bear, pay and discharge the Subsequently Created Interest and shall indemnify, defend and hold harmless the other 
4J parties from ind against any liabiliry therefor. Further, if the Burdened Parry fails to pay, when due. its share of expenses 
44 chargeable hereunder, all provisions of Article VII.B. shall be enfotceable against the Subsequently Created Interest in ihe 
4 5 same manner as they are enforceable against the working interest of the Burdened Party. If the Burdened Party is requireo 
46 under this agreement to usign or relinquish to any other party, or parties, all or a portion of its working interest and/or the 
41 produaion attributable thereto, said other parry, or parties, shall receive said usignment and/or produaion free and clear oi 
48 said Subsequently Created Interest, and the Burdened Party shall indemnify, defend and hold harmless said other parry, or 
49 parties, from any and all claims and demands for payment asserted by owners of the Subsequently Created Interest. 
•>0 ARTICLE IV. 
•>: TITLES 
S2 A. Title Examination: 
Si Title examination shall be made on the Drillsite ol any proposed well prior to commencement of drilling operations and. 
V. if a majority in interest of the Dtilling Parties so request or Operator so elects, title examination shall be made on the ennrr 
55 Drilling Unit, or maximum anticipated Drilling Unit, of the well. The opinion will include the ownership ol the working 
Vi interest, minerals, royalty, overriding royalty and producnon payments under the applicable Leases. Each parry contributing 
">• Leases and/or Oil and Gas Interests to be included m the Drillsite or Drilling Unit, if appropriate, shall furnish to Operate 
MJ all abstracts (including federal lease status reports) mlc opinions, title papers and curative material in its possession Iree u' 
\9 charge All such information not in the possession of or made available to Operator by the parties, but necessary io> the 
60 examination of the title, shall be obtained by Operator Operator shall cause title to be examined by attorneys on us siaii c 
61 by outside attorneys. Copies of sll title opinions shall be futnished to each Drilling Party. Costs incurred by Operator m 
62 procuring abstracts, fees paid outside attorneys fon title examination (including preliminary, supplemental, shut-id royalry 
CO opinions and division order title opinions) and other direct charges as provided in Exhibit "C" shall be borne by theriDrilling 
M Parties in the proportion that the interest of each Drilling Parry bears to the total interest ol all Drilling Partielvu such 
65 interests appear in Exhibit "A." Operator shall make no charge for services rendered by its staff attorneys ot other."r*rsonnel 
66 in tts^psciqfmuife of the above functions. j j . ^ 
67 cJUi p«uj shall be responsible for securing curative master and pooling amendments or agreements rrtuued m 
68 connection with Leues or Oil and Gu Interests contributed by•***<» parry. Operator shall be responsible forfSgpT^lwration 
69 and recording of pooling designations or declarations and communitiiation agreements as well as the j§&fajF$?t,ntt 

70 
71 

before governmental agencies for the securing of spacing or pooling orders or any other orders necessaWfottapro^riate to 
the conduct of operations hereunder. This shall not prevent any party from appearing on its ^ " f ^ y W ^ ^ ^ ^ ^ - k , 

72 Costs incurred by Operator, including fees paid to outside attorneys, which are associated witn hearings b t̂fosVjgaqSfoeri'al 
:") agencies, and which costs are necessary and proper for ihe activities contemplated under this agrê fn'ehY.'sh'alF'bi direct 
: - charges to the ioint account and shall not be covered by the administrative overhead charges as proved*, in ..Exhibit "C" 
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1 Operator shall nuke no chirge for services rendered by us staff attorneys or other personnel in the performance ol the above 
2 luncnonj 

i No well shall be drilled on the Contract Area until after (15 the title to the Drillsite ot Drilling Unit, if apptopriate. has 
« been examined as above provided, and (2) the title has Been approved by the examining attorney or title has been accepted by 
I all of the Drilling Parties in such well 
6 B. Loss or Failure of Title: 
7 K-railun of TillL. flliwild am Oil and C u IMI.T. n fl.l ,»A C.», I - . - k. i»>. • l .m,^ fm'li,.. n( •;.[., ,.t,.rl. n • 

8 reduction of interest from that shown on Exhibit "A." the parry credited with contributing the affected Lease or Interesy 
9 (including, if applicable, a successor in interest to such parry) shall have ninety (90) days from final determination ol it 

10 Iailure to acquire a new lease or other instrument curing the entirety ol the title failure, which acquisition will not be sweet 
11 to Article Vlll.B.. and failing to do so. this agreement, neverihclcss. shall continue in force as to all remaining Oil aito Gas 
,2 Leases and Interests; and, 

(*) "The parry credited with contributing the Oil and Gas Lease or Interest affected by the title failure (including, il 
M applicable, a successor in interesi to such party) shall bear alone the entire loss and it shall not be entitled to.recover (torn 
I") Operatot or the other parties any development or operating costs which it may have previously paid or incurred, but there 
16 shall be no additional liability on its part to the other parties hereto by reason of such title failure; 
I I 'b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the 
• 8 ' Lease or Interest which has failed, but the interests of the parties contained on Exhibit "A" shall be /fcvised on an acreage 
19 basis, as of the time it is determined finally that title failure has occurred, so that the interest of the parry whose Lease or 
20 Interest is affeaed by the title failure will thereafter be reduced in the Contraa Area by the amount of ifie Lease or Interest failed. 
21 (c) If the proportionate interest of (he other parties hereto in any producing well previoosly drilled on the Contract 
22 Area is increased by reason of the title failure, the party who bore the costs incurred in connection with such well attributable 
2) to the Lease or Interest which has failed shall receive the proceeds attributable to the increas/in such interest (less costs and 
24 burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such well 
J") attributable to such failed Lease or Interest; 

26 (d) Should any person not a parry to this agreement, who is determined to bi the owner of any Lease or Interest 
?' which has failed, pay in any manner any part oi the cost ol operation. development, .or equipment, such amount shall be paiO 
28 io ihe parry or parties who bore the costs which are so refunded. 
29 (e) Any liability to account to a person not a party to this agreement lor/prior production of Oil and Gas which arises 
10 by reason of title failure shall be borne severally by each parry (including a/predecessor to a current parry) who received 
11 production for which such accounting is required based on the amount of such production received, and each such party shall 
12 severally indemnify, defend and hold harmless all other parties hereto for /ny such liability to account; 
1) <f) No charge shall be made to the joint account for legal expen/es. fees or salaries in connection with the defense of 
14 the Lease or Interest claimed to have failed, but if the parry contributing such Lease or Interest hereto elects to defend its title 
11 it shall bear all expenses in connection therewith; and 
16 (g) If any party is given credit on Exhibit "A" to a Leis'e or Interesi which is limited solely to ownership of an 
1? interest in the wellbore of any well or wells and ihe production therefrom, such parry's absence of interest in the remainder 
18 of the Contract Area shall be considered a Failure of Title a/to such remaining Contract Area unless that absence of interest 
19 is reflected on Exhibit "A." 
40 2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight, any rental, shui-in wel 
4 1 payment, minimum royalry or royalry payment, or yrer payment necessary to maintain all or a portion of an Oil and Gas 
42 Lease or interest is not paid or is erroneously paid/and as a result a Lease or Interest terminates, there shall be no monetary 
41 liability against the parry who failed to make ruch payment. Unless the parry who failed io make the required payment 
44 secures a new Lease or Interest covering the stfme interest within ninety (90) days (rom the discovery of the failure to make 
41 proper payment, which acquisition will not/fcc subject to Article Vlll.B., the interests of the parties teflected on Exhibit "A" 
46 shall be revised on an acreage basis, effective as of the date of termination of the Lease or Interest involved, and the parry 
<s? who failed to make proper payment win no longer be credited with an interest in the Contract Area on account of ownership 
48 of the Lease or Interest which has terminated. If the parry who failed to make the required payment shall not have been fully 
49 reimbursed, at the time of the Ion. from the proceeds of the sale of Oil and Gas attributable to the lost Lease or Interest 
IG calculated on an acreage basis, for the development and operating costs previously paid on account of such Lease ot Imetcsi 
11 it shall be reimbursed for utrrecovered actual costs previously paid by it (but not for its share of the cost of any dry hole 
12 previously drilled or wells itreviously abandoned) from so much of the following as is necessary to effea reimbursement. 
11 (a) Proceeds of Ofl and Gas produced prior to termination of the Lease or Interesi, less operating expenses and lease 
14 burdens chargeable hereunder to the person who failed to make payment, previously accrued to the credit of the lost Lease or 
11 tnterest, on an acreage basis, up to the amount of unrecovered costs; 
16 (b) Procetas of Oil and Gas, less operating expenses and lease burdens chargeable hereunder to the person who failcc 
17 to make payment, up to the amount of unrecovered costs attributable to ihat portion of Oil and Gas thereafter produced inc 
18 marketed (excluding production from any wells thereafter drilled) which, in the absence of such Lease or Interest termination. 
19 would be/attributable to the lost Lease or Interest on an acreage basis and which as a result of such Lease or Interest 
60 termination is credited to other parties, the proceeds of said portion of the Oil and Gas to be contributed by the other parties 
61 in proportion to their respective interests reflected on Exhibit "A"; and, 
62 / (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, tfie owner 
61 of ihi. Line eir Inicicji toji, far iht pri»iUg« «f participating in tha Contract a,r«-i nr becoming i party to thit agmffuni, 
64 L - j . Other Losses: All losses of Leases or Interests committed to this agreement, ether thew thm* -w-i fouli irirtun-iLj 
61 IV 0 I and IV.D.Z. alxj.e. shall be ioint losses and shall be borne by all parties in proportion to their interests ihOwn on 
66 Exhibit A." This shall include but not be limited to the loss of any Lease or Interest through failure to develop pt. because 
67 express or implied covenants have not been petfotmed (other than performance which requires only the payment c>(.money) 
68 and the loss of any Lease by expiration at the end of its ptimary term if it is not renewed or extended. Jhwe sM"] be no 
69 readjustment of interests in the remaining portion of ihe Contract Area on account of any joint loss. .'.f/'l l s ! v 

70 4. Curing Title: In the event of a Failure of Title under Article IV.B.l. or a loss of title under Article;^VS.l. above, any 
"• Lease or Interest acquired by any parry hereto (other than the parry whose interest has failed ot wis lost\:during^^evininery 
"2 (90) day period provided by Article IV B.I and Article IV B 2 above covering all or a portion of the intete^jniiii^tijS&fiicc 

or was lost shall be offered at cost to the parry whose interest has failed or was lost, and the provisions "of "Article VII! 3 
"<•• shall not apply to such acquisition. 
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: ARTICLE V. 
J OPERATOR 
5 A. Designation ind Responsibilities of Opentor: 

4 — P e n w e l l E n e r g y , I n c . j h l , | ^ | h e Operator o f ( h e Contrict Area, and shall conduct 

I and direct and have full control of all operations on the Contract Area as permitted and required by, and within the limits ol 
6 this agreement. In its performance of services hereunder for the Non-Operators. Operator shall be an independent conttactor 
7 not subject to the control or direction of the Non-Operators except as to the rype of operation to be undertaken in accordance 
8 with the election procedures contained in this agreement. Operator shall not be deemed, or hold itself out as, the agent of the 
9 Non-Operators with authority to bind them to any obligation or liability assumed or incurred by Operator as to any third 

!0 parry. Operator shall condua its activities under this agreement as a reasonable prudent operator, ia.a good and workmanlike 
i I manner, with due diligence and dispatch, in accordance with good oilfield practice, and in compliance with applicable law ana 
.2 regulation, but in no event shall it have any liabiliry as Operator to the other parties for losses sustained or liabilities incurred 
II except such as may result from gross negligence or willful misconduct. 
14 B. Resignation or Removal of Opentor and Selection of Successor: 
15 I- Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators. 
16 if Opentor terminates iu legal existence, no longer owns an interest hereunder in the Contraa Area, or is no longer capable of 
17 serving as Operator, Opentor shall be deemed to have resigned without any anion by Non-Opentors, except the selection of a 
18̂  successor. Operator may be removed only for good cause by the affirmative vote of Non-Operators owning a majority interest 
19 based on ownership as shown on Exhibit "A" remaining after excluding the voting interest of Opentor; such vote shall not be 
2C deemed effective until a written notice has been delivered to the Operator by a Non-Operator detailing the alleged default and 
21 Operator has failed to cure the default within thirty (50) days from its receipt of the notice or, if the default concerns an 
22 operation then being conduaed, within forry-eight (48) hours ol its receipt of the notice. For purposes hereof, "good cause shall 
2} mean not only gross negligence or willful misconduct but also the material breach of or inability to meet the standards ol 
24 operation contained in Article V A. or material failure or inabiliry to perform its obligations under this agreement. 
25 Subject to Article VII.O.I., such resignation or removal shall not become effective until 7:00 o'clock A.M. on the first 
26 day of the calendar month following the expiration of ninery (90) days after (he giving of notice of resignation by Operator 
27 or action by the Non-Opentors to remove Operator, unless a successor Operator has been selected and assumes the duties of 
28 Operator at an earlier date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a 
29 Non-Operator. A change of a corporate name or structure of Operator or transfer of Operator's interest to any single 
50 subsidiary, parent or successor corporation shall not be the basis for removal of Operator. 
11 2. Selection of Successor Operator: Upon the resignation or removal of Operator under any provision of this agteement. a 
52 successor Operator shall be selected by the parties. The successor Operator shall be selected from the parties owning an 
55 interest in the Contraa Area at the time such successor Operator is selected. The successor Operator shall be selected by the 
54 affirmative vote of rwo (2) or more parties owning a majoriry interest based on ownership as shown on Exhibit "A . 
55 provided, however, if an Operator which has been removed or is deemed to have resigned fails to vote or votes only to 
56 succeed itself, the successor Operator shall be selected by the affirmative vote of the party or parties owning a majority 
57 interest based on ownership as shown on Exhibit "A" remaining after excluding the voting interest of the Operator that was 
58 removed or resigned. The former Operator shall promptly deliver to the successor Operator all records and data relating to 
59 the operations conduaed by the former Operator to the extent such records and data are not already in the possession of the 
40 successor operator. Any cost of obtaining or copying the former Operator's records and data shall be chatged to the joint 
4 1 account. 
42 J. Effect of Bankruptcy: If Operator becomes insolvent, bankrupt or is placed in receivership, it shall be deemed to have 
< 5 resigned without any action by Non-Operators, except the selection of a successor. If a petition for relief under the federal 
44 bankruptcy laws is filed by or against Operator, and the removal of Operator is prevented by the federal bankruptcy court. al< 
45 Non-Operators and Operator shall comprise an interim operating committee to serve until Operator has elected to reject or 
46 assume this agreement pursuant to (he Bankruptcy Code, and an election to reieci (his agreement by Operator as a debtor m 
47 possession, or by a trustee in bankruptcy, shall be deemed a resignation as Operator without any action by Non'Operaiurs 
48 except the selection of a successor. During the period ol ume the operating committee controls operations, all actions snai. 
49 require the approval of two (2) or more parties owning a majoriry interest based on ownership as shown on Exhibit "A. In 
50 the event there are only two (2) parties to this agreement, during the period of time (he operating committee controls 
51 operations, a third party acceptable to Operator, Non-Operator and the federal bankruptcy court shall be selected as a 
52 member of the openting committee, and all actions shall require the approval of two (2) members of (he operating 
55 committee without regard for their interest in the Contract Area based on Exhibit "A." 
14 C. Employed and Cootracton: 
51 The number of employees or contractors used by Operator in conducting operations hereunder, (heir selection, and the 
56 hours of labor and the compensation for services performed shall be determined by Operator, and all such employees or 
17 contractors shall be the employees or contractors of Operator. 
18 D. Righu and Dutiea of Opentor: 
59 1. Competitive Rates and Use of Affiliates: All'wells drilled on the Contract Area shall be drilled on a competitive 
60 contract basis at the usual rates prevailing in the atea. If it so desires. Operator may employ its own tools and equipment in 
61 the drilling of wells, but its charges therefor shall not exceed the prevailing rates in the area and the rate of suc&chargcs 
62 shall be agreed upon by the parties in writing before drilling operations are commenced, and such work shall be pcrCjtmed by 
65 Operator under the same terms and conditions as are customary and usual in the area in contracts of independent contractors 
64 who are doing work of a similar nature. All work performed or materials supplied by affiliates ot related parties orQperaiot 
61 shall be performed or supplied at competitive rates, pursuant to written agreement, and in accordance with custjbms mc 
66 standards prevailing in the industry. 
67 2. Discharge of Ioint Account Obligations: Except as herein otherwise specifically provided. Operator shall promptly pay 
68 and discharge expenses incurred in the development and operation of the Contract Area pursuant to this agreemenbihd shall 
69 charge each of the parties hereto with their respective proportionate shares upon the expense basis provided ̂ n Exhibit C 
'0 Operator shall keep an accurate record of the iomt account hereunder, showmg expenses incurred andichacges and crecus 
' made and received. " 
72 5. Protection from Liens: Operator shall pay. or cause to be paid, as and when they become due and pa7ahlc..*ll<?q;o.unis 
i \ ol contractors and suppliers and wages snd salaries for services rendered or performed, and for materials' supplied on. to or m 
"< respect of the Contract Area or any operations for the ioint account thereof, and shall keep the Ccunr.act. Area free from 
• exclusive of Saturdays. Sundays and legal holidays 
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1 liens and encumbrances resulting therefrom except for those resulting from a bona fide dispute as to services rendered or 
2 materials supplied. 

} 4. Custody of Funds: Operator shall hold for the account of the Non-Operators any funds of the Non-Operators advanced 
4 or paid to the Operator, either for the condua of operations hereunder or as a result of the sale of produaion from the 
5 Contraa Area, and such funds shall remain the funds of the Non-Operators on whose account they are advanced or paid until 
6 used for rheir intended purpose or otherwise delivered to the Non-Operators or applied toward the payment of debts as 
7 provided in Artide VII.B. Nothing in this paragraph shall be construed to establish a fiduciary relationship between Operator 
8 and Non-Operators for any purpose other than to account for Non-Operator funds as herein specifically provided. Nothing in 
9 this paragraph shall require the maintenance by Operator of separate accounts for the funds of Non-Operators unless the 

10 parties otherwise specifically agree. ~ 

11 5. Access to Contraa Area and Records: Operator shall, except as otherwise provided herein, permit each Non-Operator 
12 or its duly authorized representative, at the Non-Operator's sole risk and cost, full and free access ar all reasonable times to 
l j all operations of every kind and character being conducted for the joint account on the Contract Area and to the records of 
14 operations conducted thereon or production therefrom, including Operator's books and records relating thereto. Such access 
15 rights shall not be exercised in a manner interfering with Operator's conduct of an operation hereunder and shall not obligate 
16 Opetator to furnish any geologic ot geophysical data of in interpretive nature unless the cost of preparation of such 
17 interpretive data was charged to the joint account. Operator will furnish to each Non-Operator upon request copies of any 
18 ' and all reports and information obtained by Operator in connection with production and related items, including, without 
19 limitation, meter and chart reports, production purchaser statements, run tickets and monthly gauge reports, but excluding 
20 purchase contracts and pricing information to the extent not applicable to the production of the Non-Operator seeking the 
21 information. Any audit of Operator's records relating to amounts expended and the appropriateness of such expenditures 
22 shall be conducted in accordance with the audit protocol specified in Exhibit "C." 
2} 6. Filing and Furnishing Governmental Reports: Operator will file, and upon written request promptly furnish copies to 
24 each requesting Non-Operator not in default of its payment obligations, all operational notices, reports or applications 
25 required to be filed by local. State, Federal or Indian agencies or authorities having jurisdiction over operations hereunder. 
26 Each Non-Operator shall provide to Operator on a timely basis all information necessary to Operator to make such filings. 
27 7. Drilling and Testing Operations: The following provisions shall apply to each well drilled hereunder, including but not 
28 limited ro the Initial Well: 
29 (a) Operator will promptly advise Non-Operators of the date on which the well is spudded, or the date on which 
30 drilling operations are commenced. 
31 (b) Operator will send to Non-Operators such reports, test results and notices regarding the progress of operations on the well 
32 as the Non-Operators shall reasonably request, induding. but not limited to, daily drilling reports, compieuon reports, and well logs. 
33 (c) Opeator shall adequately test all Zones encountered which may reasonably be expeaed to be capable of producing 
34 Oil and Gas in paying quantities as a result of examination of the electric log or any other logs or cores or tests conducted 
35 hereunder. 
36 8. Cost Estimates. Upon request of any Consenting Parry. Operator shall furnish estimates of current and cumulative costs 
37 incurred for the joint account at reasonable intervals during the conduct of any operation pursuant to this agreement. 
38 Operator shall not be held liable for errors in such estimates so long as the estimates are made in good faith. 
39 9. Insurance: At all times while operations are conducted hereunder. Operator shall comply with the workers 
40 compensation law of the state where* the operations are being conducted; provided, however, that Operator may be a self-
41 insurer for liability under said compensation laws in which event the only charge that shall be made to the joint account shall 
42 be as provided in Exhibit "C." Operator shall also carry or provide insurance for the benefit of the joint account of the parties 
43 as outlined in Exhibit "D" attached hereto and made a part hereof. Operator shall require all contractors engaged in work on 
44 or for the Contraa Area to comply with the workers compensation law of the state where the operations are being conducted 
45 and to maintain such other insurance as Operator may require. 
46 In the event automobile liability insurance is specified in said Exhibit "D," or subsequently receives the approval of the 
47 parties, no direa charge shall be made by Operator for premiums paid for such insurance for Operator's automotive 
48 equipment. 
49 ARTICLE VI. 
50 DRILLING AND DEVELOPMENT 
51 A. Initial Well: 
52 On or before the 1 5 t h day of N o v e m b e r 1 9 9 6 Operator shall commence the drilling of the Initial 

53 Well at the foUowing location: 1,980' FS & E Lines of Section 24, Township 22 
54 South, Range 32 East, Lea County, New Mexico. 
55 
56 
57 
58 
59 
60 and shall thereafter continue the drilling of the well with due diligence to a d e p t h o f 9 , 0 0 0 ' o r a d e p t h 
6 1 sufficient to adequately test the Bone Spring Formation, T 
6 2 whichever is the lesser. Srs 

63 jP 
64 >Ii 
« t 
66 , k : 
67 The drilling of the Initial Well and the participation therein by all parties is obligatory, subjea to Artide VI.Cl. as to paijeipation 
68 in Completion operations and Artide VI.F. as to termination of operations and Article XI as to occurrence of forc-e^ajeui^ 
69 B. Subsequent Operations: ' / 1 1-1 ^ 
70 I. Proposed Operations: If any party hereto should desire to drill any well on the Contraa Area other than theclhituj jW*ell, or 
71 if any parry should desire to Rework, Sidetrack. Deepen. Recomplete or Plug Back a dry hole or a well r«>lc^ei\oi>ible of 
72 produdng in paying quantities in which such party has not otherwise relinquished its interest in the proposedj 
73 this agreement, the parry desiring to drill. Rework, Sidetrack, Deepen, Recomplete or Plug Back such a wilj |Sh^^^Vrinen 
74 notice of the proposed operation to the parties who have not otherwise relinquished their interest i l,^suj^,iflp|^ixel»^r>e) 
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under ihis agreement and lu all other parties .n the case ol i proixjsal lor Sidetracking or Deepening, specifying the work to Pe 

performed, the location, proposed depth, objective Znnc and the estimated cost 0/ (he operation. The pardes to whom such t 

I nonce is delivered shall have th i r ty ( j0> days after receipt ul ihe nonce w i ih .n which to notify the parry proposing tu do the work 

1 whether ihey elect to participate in the cost of the proposed operation. I I a dr i l l ing rig is on location, notice o l a proposal to 

I Rework. Sidetrack. Recomplete. Plug Back or Deepen may be given by (elephone*and (he response period shall be l imiied (0 forty. 

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

' - " ' I ' m the pcruxl above fixed shall constiniic .in electinn by th.11 parry not to participate in the cost of the proposed operation. 

8 Any proposal by a parry to conduct an operation conflicting w,,h ihe operation initially proposed shall be delivered to all parties 

0 wi ihm the t ime and in the manner provided in Article VI.8.6. 
1 0 " Parties tti w h o m such notice is delivered elect to participate in such a proposed operat ion, the parties shall be 

contractually commi t ted to part ic ipate therein provided such operations are commenced w i th in the t ime period hereafter set 

12 for th , and Operator shal l , no later than ninety (90) days after exp i ra t ion of the notice period of th i r ty (30) days (or as 

i ) prompt ly as practicable after the expi ra t ion of the forty-eight (48) hour period when a dr i l l ing rig is on location, as the case 

1 \ .nay be), actually commence the proposed uperat ion and thereafter complete it w i i h due diligence ai the risk and expense o l 

• ihe parties part ic ipat ing there in ; provided, however, said commencement date may be extended upon wr i t ten notice of same 

" ' u » ' V c r a i o r 10 the other part ies, (or a period o l up in rhir ty (JO) addit ional days if, in the sole op in ion of Operatot. such 

'1 -Jdiunnal ume is reasonably necessary to obtain permits ( rum governmenta l authori t ies, surface rights ( including rights-of 

' 8 . - j y l or appropriate d r i l l i ng equipment , or tu complete mlc examinat ion or curative matter required (or t i t le approval O' 

'0 acceptance " the actual operat ion has not been commenced w i i h m ihe l ime provided ( including any extension thereof aj 

:n ••nci'lically permit ted herein or in the force majeure provisions of Art icle X I ! and If any party hereto sti l l desires tn conduct 

21 <aul operat ion, wr i t ten notice proposing same must be resubmitted to the other parties in accordance herewith as i l no prior 

22 proposal had been made. Those parties that did not participate m the d r i l l i ng of 1 well for which a proposal to Deepen 0 ' 

'» ^iJcirack is made hereunder shsl l . if such parties desire to participate in the proposed Deepening or Sidetracking operation 

? i 'cnnhiirse the D r i l l i n g Parties in accordance w i t h Arncle V l U 4 in the event ol J Deepening operat ion and in accordance 

J5 W H I I Art icle V I .B . l . in the event of a Sidetracking operation 

y> 2 Operations by Ixss T h a n A l l Panics 

(a) Oe ie r in ina i ion of Part ic ipat ion If any party m whom such nonet: IN delivered as provided in Art ic le V I .B . l . or 

2H V I C I (Opr iun N o . 2) elects not to part icipate in the proposed operat ion, then, in order to be ent i t led to (he benefiis of (his 

29 Art ic le, the party or parties g iv ing the notice and such other parties as shall elect (0 participate in (he operat ion shall, no 

10 later than ninery (90) days after the expi rat ion of the notice period of th i r ty (30) days (or as p rompt ly as practicable after the 

\ l o p l r a n o n of the for ty-eight (48) hour period when a dr i l l ing ng is on locat ion, as the case may be) actually commence the 
K 2 piopuscd operat ion and complete it w i t h due diligence. Operator shall pe r fo rm all work for (he account of the Consenting 

Parties, provided, however, if no d r i l l i ng rig or other equipment is un location, a n j if Operator is a Non-Consent ing Party, 

n <in.- Consenting Parties shall ei ther: (1) requcM Operator n> per for in ihe work required by such proposed operanon lor the 

\ \ account of the Consent ing Parties, nr ( i i ) designate one nf the Consent ing Parties as Operator to per form such work. The 

56 n g h i i and duties granted ro and imposed upon the Operator under thi» agreement ure granted 10 and imposed upon ihe p j r i j -

W designated as Operator for an operat ion in which the or ig inal Operator is a Non-Consent ing Party. Content ing Parties, when 

SB conducting operat ions on the Contract Area pursuant to this Art ic le VI.B.2.. shall comply w i th all terms and conditions o l this 

*V agreement. 

10 If less than all parties approve any proposed operation, the proposing parry, immediately after the expiration of the 

I I jpplicahlc nonce period, shall advi>c all I'arnes of ihe mial interest nf the parties approving such operation and us 

'ccommendanon as to whether the Consenting Parties should proceed wi th the operation as proposed. Each Consenting Parry 

1) w. ih in fu r i ye igh t (48) hours (exclusive of Saturday. Sunday and legal holidays) after delivery of such notice, shall advise the 

1.1 proposing parry of i(S desire (O ( i ) l imit participation 10 such parry's interesi as shown on Exhibit "A" or ( i i ) carry only us 

•<1 proportionate part (determined by div id ing such party's Interest in the Contract Area by the interests of all Consenting Parties m 

<6 the Contract Area) of Non-Con ienr ing Parties' interests, or (<ii) carry •<» proport ionate part (determined as provided in (11)) of 

11 N o n G i n s e n t m g Parties' interests together wi th all or a poruon of its proport ionate part of any Non-Consenung Parnes 

*& interests that any Consenting Parry did not elect to nke Any interest of Non-Consenting Parties thai is not carried by a 

•19 Consenting Party shsll be deemed to be carried by the party proposing the operat ion if such party doei not wi thdraw m 

10 proposal. Failure to advise the proposing party w i t h i n the t ime required shall be deemed an election under ( i ) . In (he event t 

11 dr i l l ing rig is on locat ion, notice may be given by telephone, and the t ime permi i ted for such a response shall not exceed a 

12 total of forty-eight (48) hours (exclusive of Saturday, Sunday and legal hol idays). The proposing party, at its election, may 

15 wi thdraw such proposal if there is less than 10096 part ic ipat ion and shall not i fy all parties of such decision w i th in ten (10) 

V. days, or w i t h i n twenty- four (24) hours if a d r i l l i ng ng is on locat ion, fo l low ing expi rat ion of the applicable response period 

11 I I 100% subscript ion to the proposed operat ion is obtained, the proposing party shall prompt ly not i fy the Consenting Parties 

16 of their propor t ionate interests in the operat ion and the party serving as Operator shall commence such operat ion w i th in the 

17 period provided in Ar t ic le V I . B . l . , subject to the same extension r ight as provided (herein. 

18 (b) Rel inquishment of Interest for Non-Part icip-anon The ent i te cost and risk o l conducting such operations shall be 

19 borne by the Consent ing Parties in the proport ions they have elected to bear same under the terms of (he preceding 

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

r,i encumbrances of every k i nd created by or arising I rom the operat ions o l the Consent ing Parties. If such an operat ion results 

62 m a dry hole, then subject to Art ic les VI.8.6. and VI.E.J., ihe Consenting Parlies shall plug and abandon the well and reitore 

65 the surface location at their sole cost, risk and expense, provided, however, that those Non-Consent ing Parties thai 

(yt participated in the d r i l l i ng . Deepening or Sidetracking of the wel l shall remain liable (or. and shall pay, their propornonaie 

61 shares o l ihe cost of p lugg ing and abandoning the well and restor ing the surface location insofar only ts those costi were no. 

6f» increased by ihe subsequent operations of the Consenting Parties. If any wel l d r i l led . Reworked. Sidetracked. Deepencc 

67 Recompleted or Plugged Back under the provisions of this Art ic le results m a wel l capable o l producing O i l and/or Gas m 

68 pay.ng quanti t ies, the Consent ing Parties shall Complete and equip .he wel l to produce at their aole cost and risk, . n d the 

M well shall rhen be turned over ,0 Operator (if the Operator did no. conduct the opera. ion) and shall be operated by it a. .he 

' 0 e.pense and for the account of the Consenting Parnes Upon commencement of opef . t ions lor the d r i l l i ng . Rework ing. 

•• S.ne.racking. Recomple tmg. Deepening or Plugging Back ol any such wel l by Consenting Parties ,n accordance w,,h ,«« 

• : p r o v s i o n , of . h i , A r t i c le , each Non-Consenung Party shall be deemed .0 have relinquished .0 Consenting Patties, and the 

Consenting Parties shall o w n and be enti t led .0 receive, in p ropor t ion to their respective interests, all of such Non 

Consennng Party's interest in the wel l and share of production theref rom or. in the case of a Rework ing. Sidetracking. 

• c e l e g r a m , c e l e x , c e l e c o p l e r . or ocher fo rm o f f a c s i m i l e 
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Deepening. Recompleting or Plugging Back, or i Compieuon pursuant to Article Vl.C.l. Option No. 2, ill ol such Non 
2 Consenting Parry's interest in the production obtained from the operation in which the Non-Consenting Parry did not elect 
5 to participate. Such relinquishment shall be effective until the proceeds ol the sale of such share, calculated at the well, or 
4 market value thereof if such share is not sold (after deducting applicable ad valorem, production, severance, and excise taxes. 
5 royalry. overriding royalty and other interests not excepted by Article III.C. payable out of or measured by the production 
6 from such well accruing with respect to such intetest until it reverts), shall equal the total of the following: 
7 (i) * u u — % of each such Non-Consenting Parry's share of the cost of any newly acquired surface equipment 
8 beyond the wellhead connections (including but not limited :o stock tanks, separators, treaters, pumping equipment ana 
9 piping), plus 10096 of each such Non-Consenting Parry's share of the cost of operation of the well commencing with firsi 

10 production and continuing until each such Non-Consenting Parry's relinquished interest shall revert to it undet other 
provisions of this Article, it being agreed that each Non-Consenting Parry's share of such costs and equipment will be that 

• 2 interest which would have been chargeable to such Non-Consenting Parry had it participated in the well from the beginning 
13 of the operations', and 
1 4 (ii) 300 % of (a) that portion of the costs and expenses of drilling, Reworking, Sidetracking, Deepening. 
I j Plugging Back, testing. Completing, and Recompleting, after deducting any cash contributions received under Article VUl.C . 
16 and of (b) that portion of the cost of newly acquired equipment in the well (to and including the wellhead connections). 
17 which would have been chargeable to such Non-Consenting Parry il it'had participated therein. 
18 Norwithstanding anything to the contrary in this Article VI.B.. if the well does not reach the deepest objective Zone 
'.9 described in the notice proposing the well for reasons other than the encounteting of granite or practically impenetrable 
20 substance or other condition in the hole tendering further operations impracticable, Operator shall give notice thereof to each 
21 Non-Consenting Party who submitted or voted for an alternative proposal under Article VI.B.6. to drill the well to a 
22 shallower Zone than the deepest objective Zone proposed in the notice undet which the well was drilled, and each such Non-
25 Consenting Parry shall have the option to participate in the initial proposed Completion of the well by paying its share of the 
2- cost of drilling the well to us acrual depth, calculated m the manner provided m Article VLB.4. (a). If any such Non 

25 Consenting Party does not elect to patticipate in the first Completion proposed for such well, the relinquishment provisions 
26 of this Article V|.8.2. (b) shall apply to such parry's interest 
27 (c) Reworking, Recompleting or Plugging Back. An election not to participate in the drilling. Sidetracking or 
28 Deepening of a well shall be deemed an election not to participate in any Reworking or Plugging Back operation proposed in 
29 such a well, or portion thereof, to which the initial non-consent election applied that is conducted at any time prior to lull 
50 recovery by the Consenting Parties of the Non-Consenting Party's recoupment amount. Similarly, an election not to 
31 participate in the Completing or Recompleting of a well shall be deemed an election not to participate in any Reworking 
52 operation proposed in such a welt, or portion thereof, to which the initial non-consent election applied that is conducted at 

55 any time prior to full recovery by the Consenting Parties of the Non-Consenting Patry's recoupment amount. Any such 
34 Reworking, Recompleting or Plugging Back operation conducted during the recoupment period shall be deemed part of the 
3) cost of operation of said well and there shall be added to the sums to be recouped by the Consenting Parties -5UU % oi 
56 that portion of the costs of the Reworking, Recompleting or Plugging Back operation which would have been chatgeable to 
37 such Non-Consenting Party had it participated therein. If such a Reworking, Recompleting or Plugging Back operation is 
58 proposed during such recoupment period, the provisions of this Article VI.B. shall be applicable as between said Consenting 
59 Parties in said well. 
40 (d) Recoupment Matters. During the period of time Consenting Parties are entitled to receive Non-Consenting Parry s 
<l share ol production, or the proceeds therefrom. Consenting Parties shall be responsible for the payment of all ad valorem. 
42 production, severance, excise, gathering and other taxes, and all royalry, overriding royalty and other burdens applicable to 
4 5 Non-Consenting Parry's share of production not excepted by Article III.C 
44 In the case of any Reworking, Sidetracking, Plugging Back. Recompleting or Deepening operation, the Consenting 
45 Parties shall be permitted to use. free of cost, all casing, tubing and other equipment in the well, but the ownership ol all 
46 such equipment shall remain unchanged: and upon abandonment of a well after such Reworking, Sidetracking, Plugging Back. 
47 Recompleting or Deepening, the Consenting Parties shall account for all such equipment to the owners thereof, with earn 
48 parry receiving its proportionate part in kind or in value, less cost of salvage. 
49 Within ninety (90) days after the completion of any operation under this Article, the parry conducting the operations 
50 for the Consenting Parties shall furnish each Non-Consenting Parry with an inventory of the equipment in and connected to 
51 the well, and an itemized statement of the cost of drilling. Sidetracking, Deepening, Plugging Back, testing. Completing 
52 Recompleting, and equipping the well for production; or. at us option, the operating patty, in lieu of an itemned statement 
5 5 of such costs of operation, may submit a detailed statement of monthly billings. Each month thereafter, during the time the 
54 Consenting Parties are being reimbursed as provided above, the party conducting the opetations for the Consenting Parties 
55 shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the operation of 
56 the well, together with a statement of the quantity of Oil and Gas produced from it and the amount of proceeds realized Irom 
57 the sale of the well's working interest production during the preceding month. In determining the quantity of Oil and Gas 
58 produced during any month. Consenting Parties shall use industry accepted methods such as but not limited to metering or 
59 periodic well tests. Any amount realized from the sale ot other disposition of equipment newly acquired in connection with 
60 any such operation which would have been owned by a Non-Consenting Parry had it participated therein shall be credited 
61 against the total unrerurned costs of the work done and of the equipment purchased in determining when the interejfjrof such 
62 Non-Consenting Parry shall revert to it as above provided: and if there is a credit balance, it shall be paid to suih Non-
6> Consenting Parry. ";' 
64 If and when the Consenting Parties reeovet from a Non-Consenting Party's relinquished interest the amountsIpcpvidee 
61 for above, the relinquished interests of such Non-Consenung Parry shall automatically revert to it as of 7:00 a.m. d&thc dav 
66 following the day on which such recoupment occurs, and, from and after such reversion, such Non-Consenting wry shall 
67 own the same interest in such well, the material and equipment in or pertaining thereto, and the production therefrom as 
68 such Non-Consenting Parry would have been entitled to had it participated in the drilling. Sidetraĉ ifigc-.Reworking. 
69 Deepening, Recompleting or Plugging Back ol said well Thereafter, such Non-Consenting Parry shall befchirged. with anc 
'0 shall pay us proportionate part of the lurther cosrs ol the operation ol said well in accordance with the' terens. oi m * 
1 1 agreement and Exhibit "C" attached hereto. >̂ '." , 
•>J J Stand-By Costs: When a well which has been drilled or Deepened has reached us authorized dcpthrrt&;iiaJ»^}g?fta ve 
'1 been completed and the results thereof furnished to the parties, or when operations on the wellj'Kaye' been otherwise 
7« terminated pursuant to Article VI.F.. stand-by costs incurred pending response to a party's notice p&pcjsirig » Reworking. 
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Sidetracking. Deepening. Recomplet ing. Plugging Back or Complet ing operat ion m such a wel l ( inc luding the period required 

? under Arrtcle V|.B.6. to tesolve compet ing proposals) shall r< charged and borne as part o l (he dr i l l ing or Deepening 

i operat ion just completed. Stand-by costs subsequent to all pari.es responding, or expirat ion o l the response t ime permuted 

" wh.chever first occurs, and pr ior to agreement as to the part ic ipat ing interests of all Consenting Parlies pursuant to the terms 

> of the second grammat ica l paragraph of Art ic le VI.B.2. (a), shall be charged to and borne as part of the proposed operation. 

6 but if the proposal is subsequently w i thdrawn because of insuff icient part ic ipat ion, such stand-by costs shall be alloca(ed 

between the Consent ing Parties in the p ropor t ion each Consenting Party's interest as shown on Exhibi t " A " bears to the total 

8 •merest as shown on Exhibi t " A " of all Consenting Parties 

9 In ihe event that notice for a Sidetracking operat ion is given while the dr i l l ing rig 10 be ut i l ised is on location, any party 

•l> m j y ,cn,uc>. and receive u p io l ive (1) addit ional days after expirat ion nf .he for ty-e igh, hour response period specified .r. 

A , . . , le VI 111 w „ h . n which ,n respond by paying (nr all s.and-by cns.s and n.hcr costs incurred dur ing such extended 

'.} response per iod. Operator may require such party to pay ihe estimated stand-by t ime ,n advance as a condi t ion tu emending 

13 .he response period. If more than one parry elects to take such addit ional time to respond to the notice, standby costs shall be 

i« allocated between the parties taking .dd i t iona l t ime to respond on a day-to-day basis in the p ropo r t i on each elecnng party s 

I i .merest as shown on I n h i b i t " A " bears in the tntal interest as shown nn P.xhibit " A " nf all the electing parties. 

' » 4 Deepening: If less than all ihe parties elect 10 panic.pate in a d r i l l i ng . Sidetracking, or Deepening operat ion proposcJ 

'> pursuant io Art ic le V I .B . l . . the interest rel inquished by .he Non-Conseni ing Panics 10 the Consent ing Parties undet Article 

18 . VI 8 2 shall relate only and be l im i ted to the lesser of ( 0 the total depth actually dr i l led or ( i i ) the objective depth ot Zajne 

' 9 n l which the parties were given notice under Art ic le V I . B . l . ( In i t ia l Objective ). Such wel l shsll not be Deepened beyond the 

20 In i t ia l Objective wi thout f i rst comply ing w i t h (his Art ic le to afford the Non-Consent ing Parties the oppor tun i ry to participate 

21 m the Deepening operat ion. 

•2 ihe event any Consent ing Party desires tn d r i l l nr Deepen j Nion-Cnnsent Wel l tn a depth belnw the In i t ia l Objective. 

21 such party shall give notice (hereof, comply ing w i th the requirements ol Art icle VI .B. l . to all parties ( including Nun 

?< Cnnsennng Panics). Thereupon. A r i i c l c j V I .B. l and 2 shall apply and all parties receiving such notice shall have the right io 

21 part icipate or no i part icipate in the Deepening of such w f | l pursuanr to sa.d Articles V I .B . l . and 2. If a Deepening operation 

2d .» approved punuan i to such provisions, and if any Non.Consent ing Party elects to participate in the Deepening operation 

V such Non-Consent ing party shall pay or make reimbursement (as the case may be) of the fo l low ing costs ond expenses: 

28 (a) If the proposal to Deepen is made pr ior to the Complet ion of such well as a wel l capable of producing in paying 

29 quanti t ies, such Non-Consent ing Party shall pay (or reimburse Consent ing Panics for, as ihe case may be) (hat share of costs 

JO and expenses incurred in connection w i th the d r i l l i ng of said wel l f r om the surface to (he In i t ia l Objective which Non-
; : Consenting Party would have paid had such Non-Consent ing Party agreed to part icipate there in, plus the Non-Consent ing 

S2 I 'any s share of the cost of Deepening and o l par t ic ipat ing m any further operations on the wel l in accordance w i th ihe othe; 

\ i provisions of this Agreement ; provided, however, all costs for testing and Complet ion or at tempted Complet ion ol the weii 

.ncurrcd by Consent ing Parties pr ior to the pom i o l actual operations to Deepen beyond the In i t ia l Objective shall be lor ihe 

)1 sole account of Consenting Parties. 

V' (b) If the proposal is made for a Non-Consent We l l that has been previously Completed as a we l l capable of producing 

)7 m paying quanti t ies, but is no longer capable of producing in paying quantit ies, such Non-Consent ing Party shall pay lor 

\8 reimburse Consent ing Parties for, as the case may be) ns proport ionate share of all costs of d r i l l i ng , Complet ing, and 

19 equipping said wel l f r om the surface lo the In i t ia l Objective, calculated in the manner provided in paragraph (a) above, less 

tO those costs recouped by the Consent ing Parties f r o m the sale of product ion f rom the well . The Non-Consent ing Party shall 

i i j l>n pay its proport ionate share of all costs of re-enter ing said well . The Nun-Consent ing Parties' proport ionate pan (based 

42 nn the percentage of such wel l Non-Consent ing Party would have owned had it previously part icipated in such Non-Con icm 

4 ) We l l ) of the costs of salvable materials and equipment remain ing in the hole and salvuble surface equipment used in 

44 connection w i t h such we l l shall be determined in accordance w i t h Exhibi t "C . " If (he Consent ing Parties have recouped the 

*1 cost of d r i l l i ng . Comple t ing , snd equipping the wel l at the t ime such Deepening operat ion is conducted, (hen a Non . 

>6 Contenting Party may participate in the Deepening of the well with no payment for costs incurred prior 10 re-entering ihe 

t> wel l fur Deepening. 

J8 The foregoing shall not imply a r ight of any Consent ing Pany 10 propose any Deepening for a Non-Consent Wel l pr ioi 

49 to the d r i l l i ng of such wel l io its In i t ia l Objective wi thout the consent of the other Consenting Parties as provided in Arucie 

10 VI f 

11 V Sidetracking: Any parry hav ing the r ight to participate in a proposed Sidetracking operat ion that does noi own an 

12 interest in the affected wel lbore at the t ime of the notice shall , upon electing to part ic ipate, tender to the wellbore owners us 

1) proport ionate share (equal tn its interesi in the Sidetracking operat ion) of the value of (hat por t ion of (he existing wellbore 

14 to be ut i lueO as fo l lows: 

11 (a) I I the proposal is for Sidetracking an exist ing dry hole, reimbursement shall be on the basis of the actual costs 

16 >nfurred m the in i t ia l d r i l l i ng of the wel l down to the depth at which ihe Sidetracking operat ion is ini t iated. 

•)•''' <b) If the proposal is for Sidetracking a well which has previously produced, reimbursement shall be on the b u n o.' 

18 such party's proport ionate share of d r i l l i ng and equipping costs incurred in the in i t ia l d t i l l i ng of the wel l down to the depih 

19 ai which the Sidetracking operat ion is conducted, calculated in the manner described in Art ic le V| .B.4(b) above. Such party s 

ftO proport ionate share of ihe cost uf the well 's salvable materials and equipment down to the depth at which the Sidetracking 

61 operat ion is ini t iated shall be determined in accordance w i th the provisions of Uxhibit "C . " 

62 6 Order of Preference of Operat ions. Except as otherwise specifically provided in this agreement, if any party desires .0 

6 ) propose the conduct of an operat ion that confl icts wit'h a proposal thai has been made by a party under this Arnele V I , suth 

M party shall have f i f teen (11) days f r o m delivery of the in i t ia l proposal, in the case o l a proposal to d r i l l a wel l or to per lorm 

61 an operat ion on a wel l where no d r i l l i ng r ig is on location, or twenty- four (24) hours, exclusive of Saturday. Sunday and ieg>: 

66 holidays, f r om delivery of the in i t ia l proposal, if a d r i l l i ng r ig is on location for the wel l on wh ich such operat ion is 10 be 

61 ronducted. 10 deliver to all parties ent i t led to part icipate in the ptoposed operat ion such party's alternative ptoposal. such 

68 alternate proposal to contain the same in fo rma t ion required to be included in the in i t ia l proposal. Each party teceiving such 

69 proposals shall elect by delivery of notice 10 Operator w i t h i n five (1) days alter exp i ra t ion of the proposal period, or w i thm 

*C .weniy lour (241 hours (exclusive of Saturday. Sunday and legal holidays) i l a d r i l l i ng r ig is on location for the wel l that is the 

" subiec. o l ihe proposals, to part icipate m one o l the compet ing proposals. Any party not electing w i t h i n the nm» reouuee 

•2 >hall be deemed not to have voted The proposal receiving ihe vote of panies own ing the largest aggtegate percentage 

* \ .merest o l the parties vot ing shall have pr ior i ty over all other compet ing proposals; in the case of a tie vote 

* or Deepening 
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1 . n . i u l proposal shall prevai l . Operator shall deliver nonce nf surh result tn sll parties entit led to participate in the operation 

2 w. th in five (J ) day, , f , e f expi rat ion of the election period (or w i t h i n twenty- four (24) hours, exclusive of Saturday. Sunday 

) and legal holidays, if a d r i l l i ng r ig is on location). Each party shall then have two (2) days (or twenty- fou t (24) hours if a r.g 

4 is on location) f r om receipt of such notice to elect by delivery of notice to Operator to participate in such operat ion or to 

1 rel inquish interest in the affected wel l pursuant to the provisions of Art ic le VI.B.2.; failure by a parry to deliver notice w. ih.n 

6 such period shall be deemed an election not to participate in the prevai l ing proposal. 

' 7 Con lo rm i t y to Spacing Pattern. Notw i ths tand ing the pmv, 4 ,ons n l this Amc l c VI.B.2.. it is agreed that no wells shall be 

8 proposed to be dr i l led to or Completed in or produced f rom a Zone f rom which a wel l located elsewhere on the Coniraci 

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

:0 8 Paying Wel ls . N o party shall conduct any Rework ing. Deepening. Plugging Back. Comple t ion . Recomplet ion. or 

' I Sidetracking operat ion under this agreement w i th respect to any well then capable of producing in paying quantities excepi 

>2 w n h ihe consent n l all parties that have nnt rel inquished inicrcsts in ihe well i t ihe ume o l such operat ion 

1 1 C C o m p l e t i o n of We l l s ; R e w o r k i n g and P lugg ing Back: 

I Completion-. W i thou t the consent o l all parties, no w C U shall be dr i l led. Deepened or Sidetracked, except any well 

•a dr i l led. Deepened or Sidetracked pursuant to the provisions ol Art ic le VI.B.2. of this agreement. Consent to the dr i l l .ng. 

16 Deepening or Sidetracking shall include: 

^ Op t ion No . I : A l l necessary expenditures (or the d r i l l i ng . Deepening or Sidetracking, test ing. Complet ing and 

'? equipping of the wel l , including necessary tankage and/or surface facilities. 

" ^ Op t i on N o . 2: A l l necessary expenditures for the d r i l l i ng , Deepening or Sidetracking and testing of the well When 

2° , u e h w c " h » » reached its author i ted depth, and all logs, cores and other tests have been completed, and the results 

2 ' (hereof furnished to the parties, Operator shall give immediate notice to (he Non-Opera iors having the right to 

22 part icipate in a Comple t ion attempt whether or not Operator recommends at tempt ing to Complete (he well , 

21 ioge(her w i t h Operator's AFE for Comple t ion costs if not previously provided. The parties receiving such notice 

2 4 l n » " h , v e forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) in wh ich to elect by delivery of 

25 nodce to Operator to part ic ipate in a recommended Comple t ion . a>tt»mai Q» ia maka a Comp le t ion p ropo ja l * i t h an 

2 U »«*t>mp»«jing AFTi. Operator shall deliver any such Comple t ion proposal, ar »ny Getwptei ion pr»poa<l ceWlicnng 

• " nnih Qp«my> '« t w e p e u l , to the other parties ent i t led to participate io-such Cump l c t i un - i n iccurdince »nh-t i>c 

28 » 'M(cJv i f i , «p««ifi»J i» .*.»titl« Ul .0.6. Election to parucipate in a Complet ion attempt shall include consent to all 

2*) necessary expenditures for the Comple t ing and equipping of such wel l , including necessary tankage and/or surlace 

)f) facil it ies but excluding any s t imulat ion operat ion not contained on (he Complet ion AFE. Failure of any p t n y 

\ ' receiving such notice nt reply w i t h i n the period above fixed shall constitute an election by that party not io 

)2 part icipate in the cost of (he Comple t ion at tempt ; provided, that Art ic le VI.B.6. shsll contro l in the case of 

) ) conf l ic t ing Comple t ion proposals. If one or more, but less than all of the parties, elect to at tempt a Compieuon. the 

provisions of Art ic le V I B.2. hereof (the phrase "Rework ing, Sidetracking. Deepening. Recomplet ing or Plugging 

)1 Back'' as contained in Art ic le VI.B.2. shall be deemed to include "Complet ing") shall apply to the operations 

)6 thereafter conducted by less than all parties, provided, however, thai Art icle VI.B.2 shall apply separately io cam 

) ' separate Comple t ion or Recomplet ion at tempt undertaken hereunder, and an election to become a Non-Consenung 

\H Party as to one Comple t ion ur Rccnmplcnnn aucmp i shall noi prevent a parry f rom becoming • Content ing Parry 

i ' / >n subsequent Comple t ion or Rccomplcnon attempts regardless whether ihe Consenting Parties is io e i r l i c 

-10 Complet ions or Recomplet ions have recouped their costs pursuant to Art icle V I 0.2., provided fur ther, that j n , 

i l recoupment of costs by a Consenting Party shall be made solely f t o m the production attr ibutable to the Zone m 

42 wh ich the Comp le t ion at tempt is made. Election by a previous Non-Consenung Party to part icipate in a tubsequem 

4J Comple t ion or Recomplet ion attempt shall require such parry to pay its proport ionate share of the con of salvable 

44 materials and equipment installed in the well pursuant to the previous Complet ion or Recomplet ion attempt. 

15 insofar and nnly insofar as such materials and equipment benefit the Zone in which such parry participates in a 

•iA Comple t ion at tempt. 

4? 2. Rework. Recomplete or Plug Back: N o well shall be Reworked. Recompleted or Plugged Back except a wel l Reworked. 

48 Recompleted. or Plugged Back pursuant to the provisions of Ar t ic le VI.B.2. of this agreement. Consent to the Reworking, 

40 Recomplet ing or Plugging Back of a wel l shall include all neceasary expenditures in conducting such operations and 

10 Complet ing and equipping of said we l l , including necessary l inkage and/or surface facilities. 

11 D. Other Opera t ions : 

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

l j T M r r y T h m i c a n d Dol lars (J " 1 0 , 0 0 ( 1 0 0 ) excepi in connection w i th the 

54 d r i l l i ng . Sideiracking. Rework ing . Deepening. Comple t ing . Recomplet ing or Plugging Back of a wel l that has been previously 

55 authorixed by or pursuant to this agreement; ptov ided. however, that, in case o l explosion, f i re , flood or other sudden 

56 emergency, whether of the same or d i f fereni nature. Operator may take such s(eps and incur such expenses as in its opinion 

57 are required to deal w i t h the emergency to safeguard life and property but Operatot . as prompt ly as possible, shall teport the 

58 emergency io the Other parties. If Operaior prepares an AFE lor its own use, Operaior shall furn ish any Non-Opera io t so 

59 requesting sn in fo rmat ion copy thereof for any single project costing in excess of T w e n C V - f I v e T h o u s a n d Dollars 

60 ( } ?S n n n n n ). Any party who has not rel inquished its interest in a well shall have (he r ight to propose that 

61 Operator pe r fo rm repair work or undertake the ins t i l l a t ion of i r t i f i c ia l l i f t equipment or ancillary product ion facilities aueh i t 

62 ta l i water disposal wells or to conduct addit ional work w i t h respect to a wel l dr i l led hereunder or other similar project (but 

6 ) noi inc luding the insta l lat ion of gather ing lines or other t ranspor ta t ion or market ing fac i l i t ies the instal lat ion of which sht l l 

(y* be governed by separate agreement between the parties) reasonably estimated io require an expenditure in excess of me 

65 amount f irst set fo r th above in this Art ic le V I . D . (except in connection w i th i n operat ion required to be proposed under 

66 Articles V I . B . l . or V L G l . O p t i o n N o . 2. which shall be governed exclusively by those Art ic les). Operator shall deliver such 

67 proposal to all parties ent i t led to participate therein. If w i t h i n th i r ty (JO) days thereof Operator secures the wr i t ten consen. 

68 of any party or parties o w n i n g st least 6 0 % of the interests of (he pardes ent i t led to participate in such opetat.on. 

69 each patty having the r igh t to part icipate in such project shall be bound by the terms of such proposal and ahall be obligated 

•>0 io pay its propor t ionate share of the costs of the proposed project as if it had consented to such project pursuant to the terms 

7 • of the proposal. 
E Abandonmen t o f Wel ts : 

i Abandonment of D ry Holes: Exeept for any wel l dr i l led or Deepened pursuant to Art ic le VI.B.2.. any well which his 

'« been dri l led or Deepened under the terms of this agrecmeni and is proposed to be completed as a dry hole shall not be 

- or such well has been approved as an exception co the existing spacing 
oaccern for such zone by che appropriate regulacory agency. 
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plugged ind abandoned without the consent of all parues Should Opetaior, after diligent effort, be unable to contact anv 

2 parry, or should any party fail to reply within forry-eight (48) hourj (exclusive of Saturday. Sunday and legal holidays) alter 

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

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

5 cost, risk and expense of the parties who participated in the cost of drilling or Deepening such well. Any party who ob|ects to 

6 plugging and abandoning such well by notice delivered to Operator within forry-eight (48) hours (exclusive of Saturday. 

7 Sunday and legal holidays) after delivery of notice of the proposed plugging shall take over the well as of the end of such 

8 forty-eight (48) hour notice period and conduct further operations in search of Oil and/or Gas subject to the provisions ol 

9 Article VLB.; failure of such party to provide proof reasonably satisfactory to Operator of its financial capability to conduct 

10 such operations or to take over the well within such period or thereafter to conduct operations "On such well or plug and 

: I abandon such well shall entitle Operator tq retain or take possession of the well and plug and abandon the well. The parry 

:2 taking over the well shall indemnify Operator (if Operator is an abandoning parry) and the other abandoning parties againsi 

IJ liability for any further operations conducted on such well except for the costs of plugging and abandoning the well and 

14 restoring the surface, for which the abandoning parties shall remain proportionately liable. 

'5 2 Abandonment of Wells That Have Produced. Excepi for any well in which a Non-Consent operation has been 

16 conducted hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has 

!7 been completed as a producer shall not be plugged and abandoned without the consent ol all parties. II all parties consent to 

'•8», such abandonment, the well shall be plugged and abandoned in accordance with applicable regulations and at the cost, nsw 

19 and expense of all the parties hereto. Failure of a parry io reply within sixty (60) days of delivery of nonce of proposed 

20 abandonment shall be deemed an election to consent to the proposal. If. within sixry (60) days after delivery of notice ol the 

21 proposed abandonment of any well, all parties do not agree to the abandonment of such well, those wishing to continue us 

22 operation from the Zone then open to production shall be obligated to take over the well as of the expiration of the 

2) applicable notice period and shall indemnify Opetator (if Operator is an abandoning parry) and the other abandoning parues 

24 against liability for any further operations on the well conducted by such parties. Failure of such party or patties to provide 

25 proof reasonably satisfactory to Operator of their financial capability to conduct such operations or to take over the well 

26 within the required period or thereaftet to conduct operauons on such well shall entitle Operator to retain or take possession 

27 of such well and plug and abandon the well. 

28 Parties taking over a well as provided herein shall tender to each of the other parties its proportionate share of (he value ol 

29 the well's salvable material and equipment, determined in accordance with (he provisions of Exhibit "C," less the estimated cost 

50 of salvaging and the estimated cost of plugging and abandoning and restoring the surface; provided, however, that in (he event 

51 (he estimated plugging and abandoning and surface restoration costs and the estimated cost of salvaging are higher than the 

52 value of the well's salvable material and equipment, each of the abandoning parties shall tender to (he parties continuing 

55 operations their proportionate shares of the estimated excess cost. Each abandoning party shall assign to the non-abandoning 

54 parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and material, all 

55 of us interest in the wellbore of the well and related equipment, together with its interest in the Leasehold insofat and only 

56 insofar as such Leasehold covers the right to obtain production from that wellbore in the Zone then open to production. If the 

57 interest of the abandoning parry is or includes an Oil and Gas Interest, such party shall execute and deliver to the non-

58 abandoning parry or parries sn oil and gas lease, limited to the wellbore and (he Zone then open to production, for a term of 

59 one (I) year and so long thereafter as Oil and/or Gas is produced from the Zone covered thereby, such lease to be on the lorm 

40 attached as Exhibit "B." The assignments ot leases so limned shall encompass the Drilling Unit upon which (he well is located 

41 The payments by. and the assignments or leases to. the assignees shall be in a ratio based upon the relationship of (heir 

42 respective percentage of participation in the Contract Area (0 the aggrega(e of (he percentages of participation in the Contract 

4 5 Area of all assignees. There shall be no readjustment of interests in (he remaining portions of the Contract Area. 

4-4 Thereaftet. abandoning parties shall have no further responsibility, liability, or interest in the operation of ot production 

45 from the well in the Zone then open other than the royalties retained in any lease made under the terms of this Article. Upon 

46 request. Operator shall continue to operate the assigned well (or the account of the non-abandoning parties at the rates ana 

47 charges contemplated by this agreement, plus any additional cost and charges which may arise as (he result of (he separate 

48 ownership of ihe assigned well. Upon proposed abandonment ol the producing Zone assigned or leased, the assignor ot lessor 

49 shall then have the option to repurchase its priot interest in the well (using the same valuation formula) and parucipate m 

50 further operations therein subject io the provisions hereof. 

51 J. Abandonment of Non-Consent Operations: The ptovisions of Article VI .E. l . or VI.E.2. above shall be applicable as 

52 berween Consenting Parties in the event of the proposed abandonment of any well excepted (rom said Articles; provided. 

5) however, no well shall be permanently plugged and abandoned unless and until all parties having the right to conduct further 

54 operations therein have been notified of the proposed abandonment and afforded the opportunity to elect to take over (he well 

51 in accordance with the provisions of this Article VI.E.; and provided further, (hat Non-Consenting Parties who own an interest 

56 m a portion of the well shall pay their proportionate shares of abandonment and surface restoration costs for such well as 

Si provided in Article VI.B.2.(b). 

58 F. Termination of Operations: 

59 Upon the commencement of an operation for the drilling. Reworking, Sidetracking, Plugging Back, Deepening, testing. 

60 Completion or plugging of a well, including but not limited to the Initial Veil , such operation shall not be terminated without 

61 consent of parties bearing ^ % 0 [ , n c costs 0 ( s u ch operation; provided, however, that in the event granite*pr other 

62 practically impenetrable substance ot condition in the hole is encountered which renders further operations impractical 

65 Operator may discontinue operations and give notice of such condition in the manner provided in Article Vl.B.lc-snd the 

64 provisions of Article VLB. Or VI.E. shall (hereafter apply to such operation, as appropriate. (._ _ 

65 G. Taking Produaion in Kind: '•* 
en ' ' 

66 O Option No. 1: G u Balancing Agreement Attached , , 
67 Each parry shaU take in kind or separately dispose of its proportionate share of all Oil and Gas produ«d4(rom ihe 
68 Contraa Area, exclusive of produaion which may be used in development and producing operations and;,u%]pcspftiing and 
69 treating Oil and Gas for marketing purposes and production unavoidably lost. Any extra expenditure iocvjrred in; the' taking 
'0 m lond or separate disposition by any parry of us proportionate share of the production shall be borne by :'sueh ;pajry Any 
?! parry taking its share of produaion in kind snail Se required io pay for only us proportionate share of sScV pan n-
'2 Operator's surface facilities which it uses _ l̂ t3ausCflfe."> 

•>5 Each parry shall execute such division orders and contracts as may be necessary for the:sale of its interest o 

74 production from the Contract Area. and. excepi as provided in Article VU.B.. shall be entitlfcij.,to receive paymen: 

10 
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1 directly f rom the purchaser thereof lor ns share of i l l production. 

2 If any parry fails- to make the arrangements necessary to take in k ind or separately dispose of its proport ionate 

) share of the O i l produced f rom the Contract Area. Operator shall have the r ight , subject (0 the revocation at w i l l by 

1 the party own ing it. but not the obl igat ion, tn purchase such O i l or sell it to Others at any t ime and f rom time to 

1 t ime, (or the account of the non-taking party Any such purchase or sale by Operator may be terminated by 

Operatnr upon at least ten ( IO) days wr i t ten notice to ihe owner o l said product ion and shall be subject always to 

• the right nf the owner of the production upon : I I least ten i l l ) ) days wr i t t en notice to Operator in exercise at any 

8 t ime us right to take in k ind , or separately dispose of, Its share of all OH not previously del ivered io a purchaser 

0 Any purchase or sale by Operaior of any other party's share of OH shall be only for such reasonable periods o l ume 
i n as are consistent w i th (he m i n i m u m needs of the industry under the particular c i rcumsiancM, but in no event lot a 
; i period in excess of one ( I ) year 

'2 Any such sale by Operator shall be in a manner commercial ly reasonable under the circumstances but Operator 
1 * shall have no duty in share any exist ing market or to obtain a price equal to that received under any existing 

'•' market. The sale or delivery by Operator of a non-taking party's share of O i l under the terms of any existing 
! ^ contract of Operator shall not give the non-taking party any interest in or make the non- tak ing party s parry io said 

'6 contract. N o purchase shall be made by Operator wi thout first g iv ing the non- tak ing party at least ten (10) days 

' ' wr i t ten notice of such intended purchase and the price tn be paid nr ihe pr ic ing basis to be used. 
I H * ' A l l parties shall give t imely wr i t t en notice to Operator n l their t>.t> market ing arrangements for the fo l lowing 

month, excluding price, and shall not i fy Operaior immediately in the event of a ehange in such arrangements 

20 Operator shall mainta in records of all market ing arrangements, and of volumes actually sold or t ransported, which 

?' records shall be made available tn Nnn-Operators upon reasonable request. 

22 In the event one or more parties' separate disposition ol its share of the Gas ouses split-stream deliven.i in separate 

25 pipelines and/or deliveries which on a day-to-day basis for any reuson are not exactly equal to a parry's respective proportion. 

?1 are share of dual Gas sales ro be allocated tn it, the balancing nr accounting between the panies shaU be in accordance with 

.'1 any Gas balancing agreement berween the panics hereto, whether such an agreement is attached as Exhibit "U" or is J 

lf< ne rural tr agreement. Operator shall give notice m all panies nf ihe firm sales of C.a» from any well under this agreement 

2 ' O Op t i on N o . 2: N o Gas Balancing Agreement . 

.'N K.nli party .shall take in k ind or separately etisp.>\c " ( us pmpnr i inna te >hare nf all O i l and Gas produced ( rom 

2') the Cnn i r j c i Area, exclusive n l product ion which may be used m d i ve l opmen i anil producing uner j imnN j n j >n 

si' preparing and treat ing O i l and (ias for market ing purposes and product nm unavoidably lost Any extra r>pendnu ' r 

M incurred in the taking in k ind or separate disposit ion by any party uf ns propor t ionate share of the product ion shal ' 

12 be borne by such party. Any party taking its share o l product ion in k ind shall be required to pay for only ns 

15 proport ionate share nf such par i of Operator's surface facilities which it uses. 

54 Each party shall execute such div is ion orders and contracts as may be necessary for the sale of Its interest m 

55 production f rom the Contract Area, and, excepi as provided in Ar t ic le VI I .B. . shal l be ent i t led to receive payment 

56 directly f rom the purchaser thereof for its share of all produeiion. 

1? If any party fails to make the arrangements necessary to take in k ind nr separately dispose of its proport ionate 

58 share nf the O i l and /o r Gas produced f rom the Contract Area. Operator shall have the r ight , subject to the 

V) reviseation ai w i l l by ihe party own ing it. but not the obl igat ion, to purchase such O i l and /o r Gas or sell it io others 

<n at any t ime and f rom t ime to t ime, for the account of the non-tak ing party. Any such purchase or sale by Operator 

i i may be terminated by Operator upon at least ten (10) days wr i t ten notice ro the owner o l said product ion and shall 

a) be subiect always to the r ight of the owner of the product ion upon at least ten (10) days wr i t t en nonce to Operator 

1) m exercise its r ight io lake in k ind , or separately dispose of. its share of all O i l and/or Gas not previously delivered 

14 to a purchaser; provided, however, that the effective date of any such revocation may be deferred at Operaior s 

11 election (or a period not to exceed ninety (90) days if Operator has commi t ted such product ion io a purchase 

I d contract having a term extending beyond such ten (10) -day period Any purchase or sale by Operator of any other 

47 pariy's share of O i l and/or Gas shall be only lor such reasonable periods of t ime as are consistent wi th i h r 

18 m i n i m u m needs of the industry under the particular circumstances, but m no event for a per iod >n excess nf one ( : : 

year. 

' i f Any such sale by Operator shall be in a manner commercially reasnnable under the circumstances, but Operator 

M shall have no duty to share any exist ing market or i ransportat iun arrangement or to obta in a price or t ransportat ion 

12 'ee equal io that received under any existing market or t ranspor tat ion arrangement. The sale or delivery by 

15 Operator o l a non-taking pariy's share of production under the terms of any exist ing contract of Operator shall nm 

14 give the non-tak ing pany any interest in nr make the non-taking party a party to said contract N o purchase o l 0> : 

11 and Gas and no sale of Gas shall be made by Operaior wi thout f i rs i g iv ing the non-tak ing party ten days wr i t ten 

I r j notice of such intended purchase or sale and the price to be paid or the pr ic ing basis io be used. Operator shall g ivr 

I 1 notice to all parties of the first sale of Gas f rom any wel l under this Agreement. 

18 A l l parties shall give t imely wr i t ten notice to Operator of their Gas market ing arrangements for the fo l lowing 

19 month , excluding price, and shall not i fy Operator immediately in the event of a change in such arrangements 

60 Operator shsll main ta in records of all market ing arrangements, and of volumes actually sold or transported, which 

f>t records shall be made available to Non-Operators upon reasonable request. 

62 A R T I C L E V I I . 

65 E X P E N D I T U R E S * A N D L I A B I L I T Y O F P A R T I E S 

64 A. L iab i l i ty of Part ies: 

61 The liability of the parties shall be several, not ioint or collective. Each parry shall be responsible only for its obligations. 

66 ind shall be liable only for its proport ionate share o l ihe costs of developing and operat ing the Contract Area. Accordingly, ihe 

67 liens granted among the panies in Art icle VII .B are given to secure unly the debts o l each severally, and no parry .shall have 

6fi .,ny liability IO th i rd parties hereunder tn satisfy the default of any nther parry in the payment of any expense or obligation 

f>9 hereunder It is not the intent ion of the parties to Create, nor shall this agreement be construed as creating, a min ing ot other 

' 0 partnership, ioint venture, agency relationship or association, or to render the parties liable as partners, co-venturers, o-

principals In their relations wi th each other under this agreement, the parties shall not be considered fiduciaries or to nave 

'? established a confidential relat ionship but rather shall be free to act on an arm's- length basis in accordance wi th their o » -

' fspernve self-mteresr. subject, however, to the obi iganon of the parnes to aci m good fa i th in their dealings w i th each other 

- . i h reaper' io activities hereunder 
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1 B. Liens i n d Seeuriry Interests: 

2 Each parry g r in ts to the other parties hereto a lien upon any interest it n o * owns or herealter acquires in Oi l and Gas 

* Uavcs and Oi l and (ias Interests in the Gwt rac t A r i a , and a security interest and/or purchase money security interest in any 

* ""crest it now owns or hereafter acquires in the personal properry and fixrures on or used or obtained for use in connection 

S therewith, to secure performance of all of its obl igat ion* under this agreement including but not l im i ted to payment of expense. 

Ci interest and (ees. the proper disbursement of all monies paid hereunder, the assignment or re l inquishment of interest in O i l 

' j nd Gas leases as required hereunder, and the proper performance of operations hereunder. Such l ien and security interest 

8 granted by each party hereto shall include such party's leasehold interests, work ing interests, operat ing r ights, and royalty ano 

9 overr id ing royalty interests in the Contract Area now owned or hereafter acquired and in lands pooled or unit ized therewi th or 

10 otherwise becoming subject to this agreement, the Oi l and Gas when extracted theref rom and equipment situated thereon or 

i i Died or obtained (or use in connection therewi th ( including, without l imi ta t ion, all wells, tools, and tubular goods), and accounts 

•2 (<ntlutlmg. wi ihnut l imi ta t ion, accounts arising f m m gj> nnLulances nr f rom the sale nf O i l and/or Gas at the wellhead) 

' 1 rnn t r i c i r ights, inventory and general intangibles relating therein or arising theref rom, and all proceeds and products of the 

; 1 I n r e g o m g 

1) Tn perleet the lien and security agreement provided herein, each parry hereto shall execute and acknowledge the recording 

16 supplement and/or any f inancing statement prepared and submitted by any parry hereto in conjunct ion herewi th ot ai any time 

17 lo l lowing execution hereof, and Operator is authorized to file this agreement or the recording supplement executed herewith as 

18 a l ien or mortgage in the applicable real estate records and as a f inancing statement w i t h the proper off icer under the VJnilotm 

10 Commercial Code in the state in which the Contract Area is siruated and such other states as Operator shall deem appropriate 

20 tn perleet the security interest granted hereunder. Any parry may file this agreement, the recording supplement executed 

21 herewith, or such other documents as it deems necessary as a lien or mortgage in the applicable real estate records and/or a 

22 l inancing statement w i th the proper officer under the U n i f o r m Commercial Code. 

2) Each parry represents and warrants to the Other parties hereto that the lien and security interesi granted by such party to 

24 the other parties shsll be a first and pr ior l ien, and each parry hereby agrees to mainta in the p r io r i t y of ssid l ien snd seeuriry 

25 interest against all persons acquiring an interesi in O i l and Gas Leases and Interests covered by this agreement by. through or 

26 under such parry. A l l parties acquiring an interesi in Oi l and Gas Leases and Oi l and Gas Interests covered by this agreement. 

2 7 whether by assignment, merger, mortgage, operation u l law. or otherwise, shall be deemed to have taken subiect 

2)1 ro the lien and security interesi granted by (his Article VI I B as to all obligations attr ibutable io such interest hereunder 

}') whether ur nnt such obligations arise befnre or afrer such interest is acquired 

SU Tn the extent thai parties have a security interesi under the U n i f o r m Commerc ia l Code of the state in which the 

51 Contract Area is si tuated, they shal l be en t i t l ed to exercise the r ights and remedies of a secured party under the Code 

52 The b r i ng ing of a suit and the ob ta in i ng of judgment by a party (or the secured indebtedness shal l no i be deemed an 

55 election of remedies or o therwise affect the l ien r ights or security interest as securi ty fo r the payment thereof In 

i-l add i t ion, upon default by any par ty in the payment of its share of expenses, inrerests or fees, or upon the improper use 

\S of funds by the Operator , the other part ies shall have the r igh t , w i thou t prejudice to Other r igh ts or remedies, io collect 

56 f rom the purchaser the proceeds f r o m the sale of such de fau l t ing party's share of O i l and Gas u n t i l the amount owed bv 

\ 1 l u c h party, plus interest as p rov ided in "Exh ib i t C." has been received, i n d shall have the r igh t to of fset the amouni 

58 owed against the proceeds f r o m the sale of such de fau l t ing party 's share of O i l and Gas. A l l purchasers o l producnon 

50 may rely on a no t i f i ca t ion of defaul t f r o m the non-de fau l t ing party or part ies s ta t ing the amount due as a result of the 

40 default , and all parties waive any recourse available against purchasers ior releasing p roduc t i on proceeds as prov ided in 

4 I this paragraph. 

42 I I any party fails to pay its share of COS( w i t h i n one hundred twenty (120) days after rendi t ion of a statement therefor by 

4 5 Operaior. the non-default ing parties, including Operator, shall, upon request by Operator , pay the unpaid amount in the 

«4 proport ion that the interest of each such party bears to the interest o l all such parties. The amount paid by each parry so 

4) paying iis share of the unpaid amouni shall be secured by the liens and security r ights described in Ar t ic le VI I .B. . and each 

46 paying party may independently pursue any remedy available hereunder or otherwise. 

47 |( m y party does not per fo rm all of its obl igations hereunder, and (he failure to pe r fo rm subjects such party to foreclosure 

48 or execution proceedings pursuant to the provisions of this agreement, to the extern al lowed by govern ing law, the default ing 

40 party waives any available r ight of redempi ion f rom and after the date of judgmen(. any required valuation or appraisement 

50 of the mortgaged or secured property pr ior to sale, any available r ight to stay execution or to require i marshal l ing of u%tn 

S\ and any required bond in the event a receiver is appointed In addit ion, to the extent permi t ted by applicable law, each parry 

52 hereby grants to the other parties a power of sale as to any property that is subject 10 the l ien and security rights granted 

5 5 hereunder, such power ro be exercised in the m m n e r provided by applicable law or otherwise in a commercial ly reasonable 

manner snd upon reasonable notice. 

55 Each parry agrees that the Other parties shall be enti t led to uti l ize the provisions of O i l and Gas l ien law or other hen 

56 law of any state in which the Contract Area is situated to enforce the obligations of each parry hereunder. Wi thou t l imn ing 

57 ihe generality nf the foregoing, io (he ex(ent permit ted by applicable law, Non-Operators agree that Operator may invoke or 

•ix i m l u c the mechanics' or materialmen's l ien law nf the state in which ihe Contract Area is siruated in order to sercure the 

10 payment to Operator of any sum due hereunder (or services performed or materials supplied by Operator. 

00 C. Advances: 

61 Operator, at its election, shall have the r ight ( rom t ime to t ime to demand and receive f r o m one or more o l the other 

62 parties payment in advance of their respective shares of the estimated amouni o l the expense to be incurred in operations 

65 hereunder dur ing the next succeeding m o n t h , wh i ch ' r i gh t may be exercised only by submission io each such parry of an 

64 i temi ied statement of such estimated expense, together w i t h an invoice for its share thereof..Eaeh such statement and invoice 

f i l for the payment in advance of estimated expense shall be submitted on or before the 20 ih day of the next preceding montn 

66 Each parry shall pay to Operator irs proport ionate share of such estimate w i t h i n f i f teen (15) dsys after luch ei t icnire and 

67 invoice is received. If any parry fails to pay its share o l said estimate w i t h i n said t ime, the amount due shall bear iniercst is 

68 provided in Exhibi t " C " un t i l paid. Proper adjustment shall be made month ly between advances and actual expense to the end 

69 thai each party shall bear and pay its proport ionate share of actual expenses incurred, and no more, 

70 O. Defaults and Remedies: 

" If any parry fails to discharge any financial obl igat ion under this agreement, including wi thout l im i ta t ion the failure to 
7 7 mike m y advance under the preceding Art ic le V| | .C. or any other provis ion of this agreement, w i t h i n the period required for 

" s such payment hereunder, then in addit ion to ihe remedies provided m Art icle VI I .B. or elaewhere in this agreement, the 

'cmedies specified below shall be applicable For purposes o' ihis Arucie V I I D . i l l nonces and elections shall be de l i vceo 

1 
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' only by Operator, except thit Opentor shall deliver any such nonce and eiecuon requeued by » non-defaulting Non-Operator 

2 jnd when Opentor is the pirty in defiult. (he applicable- notices and elections can be delivered by any Non-Operaiot 

} Election of any one or more of (he following remedies shall not preclude the subsequent use of any other remedy specified 

* below or otherwise available to a non-defaulting parry 

I 1- Suspension of Rights: Any parry may deliver to the parry in default a Notice ol Default, which shall specify the default. 

6 specily the action to be taken to Cure the default, and specify that failure to take such £ S l p n reptsaU J ° 'he exercise of one 

' or more of the remedies provided in this Article. If the default is not cured within thirty*ffiff days of the delivery of such 

8 Nonce of Default, all of the rights of the defaulting parry granted by rhij agreement may upon notice be suspended until the 

9 default is cured, without prejudice to (he right of the non-defaulting parry or parties 10 continue to enforce the obligations of 

10 the defaulting party previously accrued or thereafter accruing under this agreement. If Operator is__ihe parry in default, the 

II Non-Operators shall have in addition (he right, by vote of Non-Operators owning a majority in interest in the Contract Area 

12 after excluding the voting interest of Operator, to appoint a new Operaior effective immediately. The rights of a defaulting 

I 1 parry that may be suspended hereunder at the election of the non.defaulting parties shall include, without limitation, ihe tight 

14 io receive information as to any operation cnnducted hereunder during the period of such default, ihe right 10 elect to 

11 participate in an operation proposed under Article VI B of this agreement, the right 10 participate in an operation being 

6 conducted under this agreement even tl the party has previously elected to participate in such operation, and the right io 

'•*> receive proceeds of production from any well subject to this agreement. 

'8 ^ 2 Suii for Damages: Non-defaulting parties or Operator (or the benefit of non-defaulting parties may sue (at iomt 

19 account expense) to collect the amounts in default, plus interest accruing on the amounts recovered from the date of default 

JO until the date of collection at the rate specified in Exhibit "C" attached hereto. Nothing herein shall prevent any parly from 

21 suing any defaulting parry to collect consequential damages accruing to such parry as a result of the default. 

22 ). Deemed Non-Consent: The non-defaulting party may deliver a written Notice of Non-Consent Election to the 

2) defaulting party at any time after (he expiration nf the-t^-oiVW period following delivery of (he Nodce of Default, m 

24 which event if the billing is for the drilling of a new well or the Plugging Back. Sidetracking, Reworking or Deepening of a 

21 well which is io be or has been plugged as a dry hole, or for the Completion or Recompletion of any well, the defaulting 

26 party will be conclusively deemed to have elected not to participate in the operation and to be a Non-Consenting Parry with 

27 respect thereto under Article VLB. or V | . C , as the case may be, to the extent of the costs unpaid by such party. 

28 notwithstanding any election to participate theretofore made If election is made to proceed under this provision, then the 

29 non-defaulting parties may not elect to sue for the unpaid amount pursuant to Article VII.D.2. 

)0 Until the delivery of such Notice of Non-Consent Election to the defaulting parry, such party shall have the right 10 cure 

>i -is default by paying its unpaid share of costs plus interesi at the rate set forth in Exhibit "C." provided, however, such 

12 payment shall not prejudice (he rights of (he non-defaulting parties to pursue remedies for damages incurred by the non 

\ \ defaulting panics as a result of (he default. Any interest relinquished pursuant to this Article VII.D ). shall be offered 10 the 

14 non-defaulting parlies in proportion to their interests, and the nun-defaulting parties electing to participate in the ownership 

11 nf such interesi shall be required to contribute their sharej^cj/ the defaulted amouni upon their election 10 participate therein 

16 4. Advance Payment: If a default is not cured within tlWty. days of the delivery of a Notice of Default. Operaior. o» 

\7 Nun.Operators if Operator is the defaulting parry, may rhereafter require advance payment from ihe defaulting 

18 parry ol Such defaulting parry's anticipated share of any nem of expense for which Operator, or Non-Operators, as the case rn J r 

)9 be would be entided to reimbursement under any provision of this agreement, whether or not such expense was the subicc o< 

iO ihe previous default. Such right includes, but is not limited to, the right to require advance payment for the estimated costs m 

al drilling a well or Completion of a well as to which an eiecuon to participate in drilling or Completion has been made If the 

42 defaulting parry fails to pay the required advance payment, the non-defaulting parties may pursue any of the remedies provideo 

41 .n this Article V||.D. or any other default remedy provided elsewhere in this agreement Any excess of funds advanced remaining 

44 when the operation is completed and all costs have been paid shall be promptly returned to the advancing parry 

41 1 Costs and Attorneys' Fees. In the event any party u required to bring legal proceedings to enforce any financial 

46 obligation of a parry hereunder, the prevailing parry in such action shall be entitled to recover all court cons, costs o' 

4 7 collection, and a reasonable attorney s fee, which the lien provided (or herein shall also secure. 

48 E. Rentals, Shut-in Well Payments and Minimum Royalties: 

49 Rentals, shut-in well psymencs and minimum royalties which may be required under the terms of any lease shall be pud 

10 by Y ^ f f l ^ 0 ^ ftRll»^^6|e-eiey»ur^reas^ at its or <K«i. n.»««.sc. In the event two or more parties 

11 own and have contributed interests in the same lease to this agreement, such parties may designate one of such panics to 

12 make said payments for and on behalf of all such parties Any party may request, and shall be entitled to receive, proper 

11 evidence of all such payments. In the event of failure to make proper payment ol any rental, shut-in well payment or 

1« minimum royalty through mistake or oversight where such payment is required to continue the lease in force, any loss which 

11 results Irom such non-payment shsll be borne in accordance with the provisions of Article IV.B.2. 3 

16 Operator shall notify Non-Operators of the anticipated completion of a shut-in well, or the shutting in ot return ro 

17 production of a producing well, ai least five (1) days (excluding Saturday, Sunday and legal holidays) prior to taking such 

18 action, or at the earliest opportunity permitted by circumstances, but assumes no liability for failure io do so. In the event of 

19 failure by Operaior to so noiify Non-Operators, the loss ol any lease contributed hereto by Non-Operators for failure to make 

60 nmely payments of any shut-in well payment shall be borne lomtly by the parties hereto under ihe provisions of Article 

6' i V B ) 

62 F Taxes: 

6) Beginning with the first calendar year after the effective date hereof. Operator shall render for ad valorem taxation ail 

64 property subject to this agreemeni which by law should be rendered for such taxes, and ii shall pay all such taxes assessce 

61 thereon before they become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operaior information as 

66 io burdens (to include, but not be limited to, royalties, overriding royalties and production payments) on Leases and Oil and 

67 Gas Interests contributed by such Non-Operator II the assessed valuation of any Lease is reduced by reason ol its being 

68 subiect to outstanding excess royalties, overriding royalties or production payments, the reduction in ad vilotem taxes 

69 resulting therefrom shall inure (O the benefit of the owner or owners of such Lease, and Operator shall adjust the charge io 

'ri such owner or owners so as to reflect the benefit of such reduction. If the ad valorem taxes are based in-whole or in part 

" upon separate valuations of each party's working interest, then notwithstanding anything to the contrary herein, charges to 

72 the joioi account shall be made and paid by the panic* hereto in accordance with the tax value generated by each party s 

'1 working interesi. Operator shall bill the other parties lur ihcir proportionate shares of all tax payments in the manner 
1 4 provided in Exhibit "C." 
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II Operator considers my tax assessment improper. Operator may. n its discretion, protest within the time ino manner 

? prescribed by liw, ind prosecute the protest to i final determinanr.n. unless ill panies igree to abandon the protest pnor to (ma. 

') determination During the pendency of administrative or judicial proceedings. Operator may elea to pay, under protest, all such ia>ti 

4 and any interest and penalty. When any sueh protested assessment shall have been finally determined. Operator shall pay the tu lor 

1 the inini account, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be 

fi paid by them, is provided in Exhibit " C " 

7 Each pany shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon or with respect 

8 to the produaion or handling of such parry's share of Oil and Gis produced under the terms of this agreement. 

1 ARTICLE Vl l l . 

» ACQUISITION, MAINTENANCE OR T R A N S F E R OF I N T E R E S T 
A Surrender of Leases: ~* 

i< The Uases covered by this agreement, insofar as they embrace acreage in the Contraa Area, shall not be surrendered in whole 
i J nr m part unless all parties consent thereto. 

M However, should any parry desire to surrender its interest in any Leise or in any portion thereof, such parry shall give written 

' 1 nonce ol the proposed surrender to all parties, and the parties to whom such notice is delivered shall have thirry (JO) days alter 

if. <lilivery nf the notice within which tn notify the parry proposing the surrender whether they elea to consent thereto. Failure ol a 

" parry in whom such notice is delivered to reply within said JO day period shall constitute a consent to (he surrender of the Leases 

18 described in the notice. If all parties do not agree or consent thereto, the parry desiring to surrender shall assign, without express or 

10 ' implied warranty of title, all of its interest in such l^ase. or portion thereof, and any well, material and equipment which may be 

20 located thereon and any rights in produaion thereafter secured, rn the parties noi consenting to such surrender. If the interest of the 

Ji assigning parry is or includes an Oil and Gas Interest, the assigning parry shall execute and deliver to the parry or parries nor 

22 consenting to such surrender an oil and gis lease covering such Oil ind Gas Interesi for a term of one (I) year and so long 

25 'here-after as Oil and/or Gas is produced from the land covered thereby, such lease to be nn the form attached hereto as Exhibit 8 

24 Upon such assignment or lease, the assigning parry shall be relieved from all obligations thereafter accruing, but not theretofore 

21 accrued, with respect to the interest assigned or leased and the operation ol any well attributable thereto, and the assigning parry 

26 shall have no further interest in the assigned or leased premises and its equipment and produaion other than the royalties retainec 

2' HI any leane made under the terms nf this Article. The parry assignee nr lessee shall pay tn the party assignor nr lessor ihe 

28 reasonable salvage value of the latter's interesi in any well's salvable materials and equipment attributable to the assigned or leased 

29 acreage. The value of all salvable materials and equipment shall be determined in accordance with (he provisions of Exhibit "C" less 

50 the estimated cost of salvaging and the estimated cost of plugging and abandoning and restoring the sorface. If such value is less 

11 ihan such costs, then the party assignor or lessor shall pay to the parry assignee or lessee the amouni of such deficit. If the 

12 assignment or lease is in favor of more than one parry, the interest shall be shared by such panies in ihe proportions that the 

15 mierest nf each bears to the total interesi of all such parties If the interest tsl the parties to whom the assignment is 10 be made 

14 vanes according to depth, then the interest assigned shall similarly reflect such variances. 

11 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 

\fi parry's interest as it wnj immediately before the assignment, lease or surrender in the balance uf the Contract Area; and the acreage 

57 assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subjea to the terms and provisions o' this 

18 agreement but shall be deemed subjea to an Operating Agreement in the form of this agreement. 

10 8 Renewal or Extension of Leases: 

40 If any parry secures a renewal or replacement of an Oil and Gas Lease or Interest subjea to this agreement, then all Other parties 

41 shall be notified promptly upon such acquisition or, in the case ol a replacement Lease taken before expirauon of an existing Lease 

42 promptly upon expiration of (he existing l̂ ease. The parties notified shall have the right for a period of thirry (JO) days follow.ng 

"1 delivery of such notice in which to elea to participate in the ownership of the renewal or replacement Lease, insofar as such Lease 

44 alfeas lands within the Contraa Area, by paying to the parry who acquired it their proportionate shares of the acquisition cost 

11 jllocated to that pan of such Lease within the Contract Area, which shall be in proportion to the interests held at thai time by me 

46 carries in the Contraa Area. Each parry who participates m the purchase of a renewal or replacement Lease shall be given ir. 

•1' assignment ol ns proporuonate interest therein by ine acquiring parry 

48 II some, but less than all. of the parties elea to participate in the purchase of a renewal or replacement Lease, it shall be o«"«: 

49 by the parties who elect to participate therein, in a ratio based upon the relationship of their respeaive percentage of participation m 

10 the Contraa Area to the aggregate of the percentages of participation in the Gsntraa Area of all parlies participating in the 

11 purchase of such renewal or replacement Lease. The acquisition of a renewal or replacement Lease by any or all of the parties hereto 

12 shall not cause a readjustment of the interests of the parties stated in Exhibit "A." but any renewal or replacement Lease in which 

11 less than all panies elect to participate shall not be subject to this agreement but shall be deemed subjea to i separate Operating 

14 Agreement in the form of this agreement. 

11 II the interests of the panies in the Contraa Area vary according to depth, then their right to participate proportionately m 

16 renewal or replacement Leases and their right to receive an assignment of interesr shall also reflect sueh depth variances. 

17 The provisions of this Article shall apply to renewal or replacement Leases whether they are for the entire interest covered by 

18 ihe expiring lease nr cover only a portion of its area or- an interesi therein. Any renewal or replacement Lease taken before the 

10 expiration of its predecessor Lease, or taken or eontraaed (or or becoming effeaive within six (6) months after ihe expiration of the 

60 existing Lease, shall be subject to this provision so long is this agreement is in effea it the time of such acquisition or si the time 

61 the renewal or replacement Lease becomes effeaive. but any Leue taken or eontraaed for more than six (6) months'afier the 

62 expiration ol an existing Lease shall not be deemed a renewal or replacement Levse and shall not be subiea to the provisions ol 

65 agreement 

6̂  The provisions in this Article shall also be applicable to extensions of Oil and Gas Leases. 

61 C. Acreage or Cash Contributions: 

66 While this agreement Is in force, if any parry contraas for a contribution of cash towards the drilling of a well or any otner 

67 operation on the Contraa Area, such contribution shall be paid to the party who conduaed the drilling or other operitionlind snai 

68 be applied by it against the cost of such drilling or other operation, if the contribution be in the form of acreage, the parry to whom 

60 ihe contribution is made shall promptly tender an assignment of the acreage, without wirranry of title, to the Drilling Parties in the 

70 proportions said Drilling Panies shared the cost of drilling the well. Such acreage shall become a separate Contraa Area and. to the 

': extent possible, be governed by provisions identical io this agreement Each parry shall promptly notify all other panics of an. 

*2 tereage or cash contributions it may obtain in support of any well or iny other operation on ihe Contraa Area. The ito»r 

*V amviiKsni thail also be applicable io optional rights to earn acreage outside the Contraa Area which are in suppon of well dnllec 
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1 II any parry contraas for any consideration relating to disposition of such parry's share of substances produced hereunder. 
2 such consideration shall not be deemed a contribution as contemplated in this Article VIH.C 
I D Assignment: Maintenance of Uniform Interest: 
e For the purpose of maintaining uniformity ol ownership m the Contract Area in the Oil and Gas Leases. Oil and Gas 

nieresrs. wells, e-quipmrnr and produaion covered oy this agreement no parry shall sell, encumber, transfer or make other 
6 disposition of its interest in the Oil and Gas Leases and Oil and Gas Interests embraced within the Contraa Area ot m wells. 
r equipment and produaion unless such disposition covers either: 
8 I. the entire interest of (he parry in all Oil and Gas Leues, Oil and Gas Interests, wells, equipment and produaion: or 
9 2. in equal undivided percent of (he parry's present Interest in all Oil and Gas Leases. Oil snd Gas Interests, wells 

10 equipment and produaion in the Contraa Area. 
II Every sale, encumbrance, transfer or other disposition made by any parry shall be made expressly subject to this agreement 
12 and shall be made without prejudice to the right of (he other parties, and any transferee of an ownership interest in any Oil me 
D Gas Lease or tnterest shall be deemed a party to this agreement as to the interest conveyed from and after the effective date ol 
M the transfer of ownership; provided, however, (hat the other parlies shall not be required to recognize any such sale. 
H encumbrance, transfer or other disposition for any purpose hereunder until thirty (JO) days after they have received a copy of the 
16 instrument of transfer or other satisfaaory evidence (hereof in writing from the transferor or transferee. No assignment or other 
17 disposition of interest by a party shall telieve sueh parry of obligations previously incurred by such parry hereunder with respect 
18*- to the interest transferred, including without limitation the obligation of a parry to pay all costs attributable to an operation 
19 conduaed hereunder in which such parry has agreed to participate prior to making such assignment, and the lien and security 
20 interest granted by Article VII.B. shall continue to burden the intetest transferred to secure payment of any sueh obligations. 
21 If, at any time the interest of any party is divided among and owned by fout or more co-owners, Operator, at its discretion. 
22 may require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures. 
2} receive billings for and approve and pay such party's share of (he joint expenses, and to deal generally with, and with power to 
24 bind, the co-owners of sueh party's interest within the scope of (he operations embraced in this agreement; however, all sueh co-
21 owners shall have the right to enter into and execuie all contraas or agreements for the disposition of their respective shares ol 
26 'he Oil and Gu produced from the Contract Area and they shall have the right to receive, separately, payment of the salt 

O'oceedi thereof 
?S E Waiver of Rights to Partition: 
TO II permuted by the laws of the state or states m which the properry covered hereby is located, each parry hereto owning an 
10 undivided interest in the Contract Area waives any and all rights n may have 10 partition snd have set aside to M m severalty us 
1! undivided interest (herein. 
)2 Fi'Preferential RighMo Pwrthaaai —v-
1) • (Optional; Check if applicable.) ^ — 
)4 Should any party desire to sell all or any part of iis interests under this agreement, or its rights and inte^»»cjin the Contrac 
11 Area, it shall promptly give written notice to the other parties, with full information concerninjjta>-p"foposed disposition, whicn 
16 shall include the name and address of (he prospective transferee (who must be ready. w]UiVrg**and able to purchase), the purchase 
)7 price, a legal description sufficient to identify the properry, and all other termjj&f-lf'e offer. The other parties shall then have an 
18 optional prior right, for a period of ten (10) days after the noticeis-<W"vered, to purchase for the stated consideration on the 
59 same terms and conditions the interest which the othec^atryproposes to sell; and, if this optional right is exercised, the 
40 purchuing panies shall share the purchased intfteir^n the proportions (hat the interest of each bears to the total interest ol ill 
41 purchasing panies. However, there sĥ ail-beno preferenrial right io purchue in (hose cases where any party wishes to mortgage 
42 its interests, or to trarufertjrJe-ttSus interests to its mortgagee in lieu of or pursuant to foreclosure of a mortgage of its interests. 
41 or to dispose ofjt>arrrerests by merger, reorganization, consolidation, or by sale of all or substantially all of its Oil and Gu assets 
44 to inyoinffot by transfer of its interest to a subsidiary or pareni company or to a subsidiary of a parent company, or io in\ 
41 ctTmpany in whi<K such pany 8»M a majeriry «f ihe st»ek. 

»6 ARTICLE IX. 
47 INTERNAL REVENUE CODE ELECTION 
48 If. (or federal income tax purposes, this agreement and the operations hereunder are regarded u i partnership, and if the 
40 parties have not otherwise agreed ro form a rajr parrnership pursuant to Exhibit "G" or other agreement between them, each 
IC parry thereby iffeaed elects to be excluded from the application of all of the provisions of Subchapter "K." Chapter I. Subtitle 
v A " of the Internal Revenue Code of 1986. is amended ( Code "). u permitted and authorized by Section 761 ol the Code me 
12 the regulations promulgated thereunder. Operator is authorized and directed to execute on behalf of each parry hereby afleaec 
11 such evidence of this election as may be required by the Secretary o( the Treasury ol the United States or the Fedetal Internal 
14 Revenue Service, including specifically, but not by way of limitation, all of the rerurns. statements, and the data required sv 
11 Treuury Regulations §1.761. Should there be any requirement that each parry hereby affeaed give further evidence ol this 
16 eleaion, each sueh parry shall execute such documents and furnish such other evidence as may be required by the Federal Interna' 
17 Revenue Service or u may be necessary to evidence this eleaion. No such parry shall give any notices or take any other aaion 
18 inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the Contract 
19 Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter "K." Chapte-
60 1. Subtitle "A." of (he Code, under which an election similar to that provided by Section 761 of the Code is permitted, each parry 
61 hereby affected shall make such election u may be permitted or required by such laws. In making the foregoing election, eicn 
62 such party states that the income derived by such parry from operations hereunder can be adequately determined without the 
61 computation of partnership taxable income. 
M ARTICLE X. * . 
6i CLAJMS AND LAWSUITS 
66 Operator may settle any single uninsured third parry damage claim ot suit arising from operations hereunder if the ejax neb aire 
67 does not exceed Ten TVinnganH Dollars (I 10.001*1.01*) _ ) and if the payment is in complete Jrtlcment 

of such claim or suit. If the amouni required for scrtlcment exceeds (he above arnount, the parties hereto shall assume •arvoUe over 
the further handling of the claim or suit, unless such authority Is delegated to Operator. All costs and expenses ^^ridilngi'senling. 
or otherwise discharging such claim or suit shaU be at the ioint expense of the parties participating in the operifî n.nrom which tne 
claim or suit arises. If a claim Is made against any parry or if any parry is sued on account of any matter uiswg r̂ort?!operatior\j 
hereunder over which such individual hu no control because of the righu given Operator by this igwmepcj^uqiiufj^ .̂r^ha.. 
immediately notify all other parties and the claim or suite shall be treated u inv other claim or suit involving'bperarions hereunce" 

68 
60 
JO 
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A R T I C L E XI . 

FORCE MAJEURE 

5 If my pirry ij rendered unible, wholly or in pari, by (orce mi|eure to carry ou< its obligations under trus agreement, othet 

4 than the obligation to indemnify or make money payments nr furnish security, thai parry shall give 10 all other parties 

5 prompt written notice of the force majeure with reasonably full particulars concerning if. thereupon, the obligations of the 

6 parry giving the notice, so far as they are affected by the force majeure, shall be suspended during, but no longer than, the 

7 continuance of the force majeure. The term "force majeure." as here employed, shall mean an act of God, strike, lockout, or 
S other industrial disturbance, act of the public enemy, wit, blockade, public riot, lightning, fire, storm, flood or other aci of 
0 nature, explosion, governmental action, governmental delay, restraint or inaction, unavailability of equipment, and any other 

10 cause, whether of the kind specifically enumerated above or otherwise, which is not reasonably within the control of ihe parry 

li claiming suspension. 
'•3 The al'ected party shall use all reasonable diligence to remove ihe force majeure situation as quickly as practicable The 
M requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes. 

"< lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall 
i l be eniirely within the discretion of ihe parry concerned 

16 A R T I C L E X I I . 
:7 N O T I C E S 

'8, All notices authoriied or required between the parties by any of the provisions of this agreement, unless otherwise 

IV scsecifically provided, shall be in writing and delivered in person or by United States mail, courier service, telegram, telex. 

70 iclecopier or any other form of facsimile, postage or charges prepaid, and addressed to such parties at ihe addresses listed on 

21 Exhibit "A." All telephone or oral notices permitted by this agreement shall be confirmed immediately thereafter by written 

22 nonce The originating notice given under any provision hereof shall be deemed delivered only when received by the parry to 

25 whom such notice is directed, and ihe time for such parry to deliver any notice in response thereto shsll run from the date 

24 ihe originating notice is received. "Receipt" for purposes of this agreement with respect io written notice delivered hereunder 

25 shall be actual delivery of the notice to the address of the party to be notified specified in accordance with this agreement, or 

26 to the telecopy, facsimile or telex machine of sueh party. The second or any responsive notice shall be deemed delivered when 

27 deposited in the United States mail or at the office ol ihe courier or telegraph service, or upon transmittal by telex, telecopy 

28 or facsimile, or when personally delivered to the parry to be notified, provided, that when response is required within 24 or 

29 48 hours, such response shall be given orally or by telephone, telex, telecopy or other facsimile within such period. Each parry 

50 shall have the right to change its address ai any time, and Irom time to time, by giving written notice thereof to all other 
51 parries. If a parry is not available to receive notice orally or by telephone when a parry attempts to deliver a notice required 

52 m be delivered within 24 or 48 hours, the notice may be delivered in writing by any other method specified herein and shall 

\5 he deemed delivered in the same manner provided above fnr any responsive notice. 

5t A R T I C L E XII I . 

55 T E R M OF A G R E E M E N T 

56 This agreement shall remain in (ull force and effect as to the Oil and Gas Leases and/or Oil and Gas Interests subiect 

57 hereto for the period of time selected below; provided, however, no parry hereto shall ever be construed as having any right, ntie 

58 or interest in or to any Lease or Oil and Gas Interest contributed by any other party beyond the term of this agreement. 

59 0 Option No. I: So long as any of the Oil and Gas Leases subject to this agreement remain or are continued m 

4Q force as to any part of the Contract Area, whether by production, extension, renewal or otherwise. 

! O Option No. 2: In the event the well Jcscribcd m Article VI A . nr any subsequent well drilled under any provision 

1} of this agreement, results m the Completion nf a well as J well capable n( production of Oil and/or Gas in paying 

*5 quantities, this agreement shall continue in force so long as any sueh well is capable of production, and lor an 

44 additional period of days thereafter; provided, however, if. prior to the expiration of such 

45 additional period, one or more of the parties hereto are engaged in drilling, Reworking, Deepening. Sidetracking 

ifi Plugging Back, testing or attempting to Complete or Re-complere a well or wells hereunder, this agreement shall 

47 continue in force until such operations have been completed and if production results therefrom, this agreement 

48 shall continue in force as provided herein In the event the well described m Article VI.A.. or any subsequent well 

49 drilled hereunder, results in a dry hole, and no other well is capable of producing Oil and/or Gas Irom the 

50 Contract Area, this agreement shall terminate unless drilling. Deepening, Sidetracking, Completing, Re-

51 completing. Plugging Back ur Reworking operations are commenced within _ _ _ _ _ _ _ _ _ days from the 

5 2 date of abandonment of said well. "Abandonment" for such purposes shall mean either (i) a decision by sll parties 

5 5 nnt to conduct any further operations on the well or (ii) the elapse of 180 days from the conduct of any 

54 operations on the well, whichever first occurs. 

55 The termination of this agreement shall not relieve any parry hereto from any expense, liability or other obligation or any 

55 remedy therefor which has accrued or attached prior to the due of such termination. 

5" Upon termination of this agreement and the snijftcnon of all obligations hereunder, in the event • memorandum ol ihu 

58 Operating Agreement has been filed of record, Operator is authoriied to file of record in all necessary recording offices • 

59 notice of termination, and each parry hereto agrees to execute such a notice of termination as to Operator's interesi, upon 

60 request of Operaior. if Operator has satisfied all its financial obligations. 

61 A R T I C L E X I V . 

62 C O M P L I A N C E W I T H LAWS A N D R E G U L A T I O N S 

6i A Laws. Regulations and Orders: 

6-* This agreement shall be subject to the applicable laws of (he state in which the Contract Area is located. (0 the valid rules 

65 regulations, and orders of any duly constituted regulatory body ol said state, and to all other applicable federal, staie 

66 snd local laws, ordinances, rules, regulations and orders. 

6 7 B Governing Law. 

68 This agreement and all matters pertaining hereto, including but not limited to matters of performaoce, non-

69 performance, breach, remedies, procedures, rights, duties, and interpretation or construction, shall be governed and 

70 determined by the law of the state in which the Contraa Area is located. If the Contract Area is in two Of more states. 
7 1 the law of the state of T P V * " shall govern 
, " C Regulatory Agencies: . 
•"5 Norhing herein contained shall grant, or be construed io grant. Operator the right or authoriry to waive or release an\ 
1 'i nghts. privileges, or obligations which Non-Operators may have under Federal or state laws or under rules, regulations o: 

6 
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'. orders promulgated under sueh l>«t in reference to oil. gu >nd miners! operations, including the location, operation, ot 
2 production of wells, on tracts offsetting or adjacent to the Contraa Area. 
5 With respect to the operations hereunder. Non-Operators agree to release Operator from any and all losses, damages. 
4 injuries, claims and causes of action arising out of. incident to or resulting directly or indirealy from Operator's interpretation 
5 or application of roles, rulings, regulations or orders of the Department of Energy or Federal Energy Regulatory Commission 
6 or predecessor or successor agencies to the extent such interpretation or application was made in good faith and does not 
7 constitute gross negligence. Each Non-Operator further agrees to reimburse Operator for such Non-Operator's share of 
8 produaion or any refund, fine, levy or other governmental sanction that Operatot may be required to pay as a result of such 
9 an incorrea interpretation or application, together with interest and penalties thereon owing by Operator as a result of such 
10 Incorrea interpretation or application. ~ 
l'. ARTICLE XV. 
12 MISCELLANEOUS 
15 A. Execution: 
'4 This agreement shall be binding upon each Non-Operator when this agreement or a counterpart thereof has been 
'. 5 executed by such Non-Operator and Operator notwithstanding that this agreement Is not then or thereaiter executed by all ol 
'6 the parties to which it is tendered or which are listed on Exhibit "A" as owning an interesi in the Contract Area or which 
17 own, in fact, an Interest in the Contract Area. Operator may. however, by written notice to all Non-Operators who havC 

18* = become bound by this agreement as aforesaid, given at any time prior to the actual spud date of the Initial Well but in no 
'.9 event later than five days prior to the date specified in Article VI.A. for commencement of the Initial Well, terminate this 
20 agreement if Operator in its sole discretion determines that there is insufficient participation to justify commencement ot 
21 drilling operations. In the event of such a termination by Operator, all further obligations of the parties hereunder shall cease 
22 ts of such termination, ln the event any Non-Operator has advanced or prepaid any share of drilling or othet costs 
2} hereunder, all sums so advanced shall be returned to such Non-Operator without interest. In the event Operaior proceeds 
24 with dtilling operations for the Initial Well without the execution hereof by all persons listed on Exhibit "A" as having a 
25 current working interest in such well, Operator shall indemnify Non-Operators with respect to all costs incurred for the 
26 Initial Well which would have been charged to such person under this agreement if such person had executed the same and 
27 Operator shall receive all revenues which would have been received by such person under this agreement if such person hac 
28 executed the same. 
29 B. Successors and Assigns: 
50 This agreement shall be binding upon and shall inure to the benefit of the parties hereto and their respective heirs. 
)l devisees, legal representatives, successors and assigns, and the terms hereol shall be deemed to run with the Leases or 
52 Interests included within the Contract Area. 
51 C. Counterparts: 
54 This instrument may be executed in any number of counterparts, each of which shall be considered an original lor all 
55 purposes. 
56 D. Severability: 
5' For the purposes of assuming or rejecting this agreement as an executory contract pursuant to federal bankruptcy laws. 
58 this agreement shall not be severable, but rather must be assumed or rejected in its entirery. and the failure of any parry :o 
59 this agreement to comply with all of its financial obligations provided herein shall be a material default 
40 ARTICLE XVI. 
4 1 OTHER PROVISIONS 
4) 

45 
44 

iS 

«6 
47 

48 

A. SEISMIC OPERATIONS 

Should the Operator or Non-Operators hereunder wish to propose 
seismic operations on the joint property, the party proposing the 
operation shall contact the other parties under this Agreement in 
writing. The proposing party shall provide each party with the 
location and estimated cost of the seismic line or lines, and shall 

\ l request an election by each party either for or against the 
operation. Should two or more parties to this Agreement which own 
a majority interest, based upon ownership as set out in Exhibit "A" 
hereto, and inclusive of the proposing party, elect "for" the 
proposed seismic operation, a l l parties shall be obligated to bear 
their proportionate share of the cost of the seismic. Failure of 
any party to respond to a seismic proposal within 15 days from 
receipt thereof shall be construed as a vote "for" the proposed 
operation. 

50 
M 
52 
55 
54 
55 
56 
57 
58 
59 
60 
rv 
62 
65 

64 

6> 

66 

67 

68 

69 

B. DESIGNATION OF BURDENS AGAINST WORKING INTEREST 

If any party hereto hereinafter should create any overriding 
royalty, production payment, or other burdens against i t s working 
interest production and if any other party or parties should 
conduct non-consent operations pursuant to any provisions of ti^is 
agreement and, as a result, become entitled to receive the worWi-ng 
interest production otherwise belonging to the non-part icysa'ip.ng 
party, the party or parties entitled to receive the ...yybrkiVig 

7 interest production of the non-participating party shali"Y4 f* c? VV v e 

°̂ such production free and clear of burdens against such pr^ue^iion 

75 
It 

which may have been created subsequent to this agreement 
non-participating party creating such subsequent burdenspsri-c 
the participating party or parties harmless with respept"to- this 
receipt of such working interest production. 

3 
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1 IN WITNESS WHEREOF, this agreement shall be effective as of the 1 0 t h day of September . 

19 
96 

ATTEST OR WITNESS: OPERATOR 

PENWELL ENERGY, I N C . 

Type or print name 

8 

9 

10 • 

II 

12 

IJ 

14 

15 

Title Vice President 

n,,. September 10, 1996 

Ta, ID or ss. M„ 75-2223190 

NON-OPERATORS 

BURLINGTON RESOURCES OIL & GAS 
COMPANY 

By. 

16 
17 Type or print name 

18 

19 

20 

21 

22 

Title . 

Date 

Tax ID or S.S. No. 

2} 

24 
25 

By. 

A . J . L O S E E 
Type or print name 

26 

27 

28 

29 

50 

51 
52 

55 

54 

55 

56 

37 

Title. 

Date . 

Tax ID or S.S. No. 

By 

Type or print name 

Title 

Date 

Tax ID or S.S. No. 
• ' T I •- '. 

\ '. \ * 

— a W M r t > * * r - C • * * • -

- 18 • 
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ACKNOWLEDGMENTS 

Note: The following forms of acknowledgment are the short forms approved by the Uniform Law on Notarial Acts. The 

validity and effect of these forms in sny state will depend upon the statutes of that state. 

Individual acknowledgment: 

6 State of _ _ _ _ _ _ _ _ _ _ _ _ _ ) 

7 ) ss. 

8 County of _ _ _ _ _ _ _ _ _ _ _ ) 

9 This instrument was acknowledged before me on 

10 * 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

•by. 

(Seal, if any) 

Title (and Rank) 

My commission expires: 

Acknowledgment in representative capacity: 

State of T E X A S ) 

) ss. 

County MIDLAND } 

This instrument was acknowledged before me on 

September 10. 1996 by Steven R. Foy 

Vice President of Penwell Energy, Inc 
a Texas corpora t i o n , on behalt oT saTcT 
(Seal, if any) 

, K . I - , - , — « i " " " " " " " " 

rporat i 

Tammy/ Baimbridge f 
itie (and Rank) Secretary U 

_ _ _ _ 1, 
TAMMY BAIMC'V""**: 
Notary Public. S:a'e c' T j , 

My commission ax. ir« 9/13/97 My commission expires: 9/23/97 

31 

32 

33 

34 

35 

36 

37 

- 19 -
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CHECKERS-PROSPECT 
(NM 096) 

l 

2 

3 

4 

ACKNOWLEDGMENTS 

Note: The following forms of acknowledgment are the short forms approved by the Uniform Law on Notarial Acts. The 

validity and effect of these forms in any state will depend upon the statutes of that state. 

5 Individual acknowledgment: 

6 State of ) 

7 ) ss. 

8 County of ) 

9 This instrument was acknowledged before me on 

l6 by . 

11 

12 (Seal, if any) 

13 

14 

15 

16 Acknowledgment in representative capacity: 

17 State of TEXAS ) 

18 ) ss. 

19 n t MIDLAND } 

20 This instrument was acknowledged before me on 

21 by 

Title (and Rank) 

My commission expires: 

n ( BURLINGTON RESOURCES OIL & GAS COMPANY 

23 (Seal, if any) 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

36 

Title (and Rank) 

My commission expires: 

i - „ 

, t . 

> \ 



Checkers Prospect(NM-096) 

EXHIBIT "A" 

To that certain Operating Agreement dated September 10, 1996, by 
and between PENWELL ENERGY, INC., as Operator,and BURLINGTON 

RESOURCES OIL & GAS COMPANY, et al as Non-Operators. 

1. IDENTIFICATION OF LANDS SUBJECT TO THIS AGREEMENT: 

SE/4, NE/4 NE/4 and W/2 SW/4 of Section 24; 
T-22-S, R-32-E, NMPM, Lea County, New Mexico 

2. RESTRICTIONS, IF ANY, AS TO DEPTHS, FORMATIONS, OR SUBSTANCES 

Limited from the surface of the earth down to the 
Base of the Bone Spring formation 

3. PERCENTAGES OR FRACTIONAL INTERESTS AND ADDRESSES OF PARTIES 
TO THIS AGREEMENT: 

Penwell Energy, Inc. 81.5750% 
600 N. Marienfeld, Suite 1100 
Midland, Texas 79701 

Burlington Resources 
Oil & Gas Company 
P. O. Box 51810 
Midland, Texas 79710-1810 

13.4010% 

A. J. Losee 5.0240% 
P. O. Box 1720 
Artesia, New Mexico 88211-1720 

100.0000% 



NO EXHIBIT " B " 



COPAS - 1984 - ONSHORE 

US/MS 6 0 1 , soxeoo 
TULSA OK 74101 

Rccommtndtd by th« Council 
ol PttroUum Accountant, 
Socittid 

EXHIBIT 

Attached to and made a part of Operating Agreement by and between Penwell Energy, Inc 
and Burlington Resources Oil & Gas Company, dated September 10, 1996. 

A C C O U N T I N G P R O C E D U R E 

JOINT O P E R A T I O N S 

I. GENERAL PROVISIONS 

1. Definitions 

"Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting Procedure 
is attached. 
"Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and mainte
nance of the Joint Property. 
"Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera
tions and which are to be shared by the Parties. 
"Operator" shall mean the party designated to conduct the Joint Operations. 
"Non-Operators" shall mean the Parties to this agreement other than the Operator. 
"Parties" shall mean Operator and Non-Operators. 
"First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct supervision 
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity. 
"Technical Employees" shall mean those employees having special and specific engineering, geological or other profes
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problems 
for the benefit of the Joint Property. 
"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 
"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 
"Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual as 
most recently recommended by the Council of Petroleum Accountants Societies. 

Statement and Billings 

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint Ac
count for the preceding month. Such bills will be accompanied by statements which identify the authority 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 identified and fully described in 
detail. 

3. Advances and Payments by Non-Operators 

A. Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 
share of estimated cash outlay for the succeeding month's operation within fifteen (15) days after receipt of the bill
ing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust each 
monthly billing to reflect advances received from the Non-Operators. 

B Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not made 
within such time, the unpaid balance shall bear interest monthly at tho primo i-otc in effeet at 1 3% 
{_§_ annum b e g i n n i n g nn the first day of the month in which delinquency occurs plua l%«r the maximum 

• aontraat rr>to pormittod by- thc applicable usury lawo in tho ototo in whieh the Join* Ppopopty io locatodi whichever 
is the lesser, plus attorney's fees, court costs, and other costs in connection with the collection of unpaid amounts 

Adjustments 

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof, 
provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall con
clusively be presumed to be true and correct after1 twenty-four (24) months following the end of any such calendar year 
unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes claim on 
Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same prescribed 
period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of Controllable 
Material as provided (or in Section V 

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies. 
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S Audi ts 

A A Non-Operator, upon notice in writing to Operator and ail other Non-Operators, shall have the right to audit Opera
tor's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) monih 
period following the end of such calendar year: provided, however, the making of an audit shall nol extend the time 
(or the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this Section 
I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a 
joint audit in a manner which will result in a minimum of inconvenience to the Operaton-Operttor shall bear no por
tion of the Non-Operators' audit cost incurred under this paragraph unless agreed to by the Operator. The audits 
shall nol 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 approving such audit. 

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

fi Approval By Non-Operators 

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of this 
Accounting Procedure and if the agreement lo which this Accounting Procedure is attached contains no contrary provisions 
m regard thereto, Operator shall notify all Non-Operators of the Operator's proposal, and tht agreement or approval o'. 
a majority in interest of the Non-Operators shall be controlling on all Non-Operators. 

II. DIRECT CHARGES i 

Operator shall charge the Joint Account with the following items: j 
i 

1 Ecological and Environmental i 

Costs incurred for the benefit of the Joint Property as 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 archaeological 
nature and pollution control procedures as required by applicable laws and regulations. 

2. Rentals and Royalties j 

i Lease rentals and royalties paid by Operator for the Joint Operations. j 
i ! 

3 Labor i 
i 

\ (1) Salaries and wages of Operator's field employees directly employed on the Joint Property in the conduct of Jon; j 
Operations. 

' (2) Salaries of First Level Supervisors in the field. 

I (3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are excluded 
from the overhead rates. 

(4) Salaries and wages of Technical Employees euhc' temporarily or permanently assigned to and directly ern̂ ioyec 
in the operation of the Joint Property if such charges are excluded from the overhead rales. 

! B Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to emoioyees 
| whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section II. Such costs under I 
j this Paragraph 3B may be charged on a "when and as paid basis" or by "percentage assessment" on the amount of 
! salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section II. If percentage assessment I 
1 is used, the rate shall be based on the Operator's cost experience. 

i 
' C Expenditures or contributions made pursuant to assessments imposed by governmental authority which are apphcaole ; 
| to Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section II. \ 

' D Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragrapn j 
I 3A of this Section II, excluding moving or relocat ion expenses. | 

I 
1 4 Employee Benefits i 

Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, retirement stock 
nurchase. thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to the Jo"-; 
Account under Paragraphs 3A and 3B of this Section II shall be Operator's actual cost not lo exceed the percent most -»ce-: 
\ 'ecommended by the Council of Petroleum Accountants Societies. 

5 Material 

Material purchased or furnished by Operator for use on the Joint Properly as provided under Section IV. Only such Materia! 
shall be purchased for or transferred to the Joint Properly as may be required for immediate use and is reasonably orac.ica 
and consistent with efficient and economical operations The accumulation of surplus stocks shall be avoided. 

6 Transportation 

Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations 

' A. If Material is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall be na;' 
1 to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like materia! 
' is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties 
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n If surplus Material is moved to Operator's warehouse or oiher storage point, no charge shall be made to the Jmnt Ac 
count for a distance greater than the distance to the nearest reliable supply store where like material is normally 
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be 
made lo the Joint Account for moving Material lo other properties belonging to Operaior. unless agreed to by the 
Parties. 

f in the application of subparagraphs A and B ahove. the option io equalize or charge actual trucking cost is avaiiaoie 
when the actual charge is S400 or less excluding accessorial charges The $400 will be adjusted to the amount .-cs: 
recently rec'immenrted by the Council of Petroleum Accountants Societies. ~ 

S e r v i c e s 

The cost of contract services, equipment and utilities provided by outside sources, excepi services excluded by Paragraph 
10 of Section II and Paragraph i. ii, and iii. of Section III. The cost of professional consultant services and contract ser 
vices of technical personnel directly engaged on ihe Joint Property if such charges are excluded from the overhead rates 
The cost of professional consultant services or contract services of technical personnel nol directly engaged on the Joint 
Property shall not be charged to the Joint Account unless previously agreed to by the Parties. 

8. Equipment and Facilities Furnished By Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities ai rates commensurate 
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense. 
msur ance. taxes, depreciation, and interesi on gross investment less accumulated depreciation not lo exceed 

v*6 oereant I 12 v,\ ner annum Snr-h rate? ehall not #yr##H average commercial rates eurren twelve percent per annum. Such rales shall nol exceed average commercial rates currently pre
vailing in the immediate area of the Joint Property 

i 

In lieu of charges in paragraph 8A above. Operai/jr may elect to use average commercial rates prevailing in the immerii i 
ale area of the Joint Properly less 20%. For automotive equipment. Operaior may elect lo use rales published by the ] 
Petroleum Motor Transport Association. 

9 Damages and Losses to Joint Property 

* !' costs or expenses necessary for the repair or replacement of Joint Properly made necessary because of damages or losses 
•ncurred by fire, flood, storm, theft, accident, ur olher cause, excepi Ihose resulting from Operator's gross negligence or 
willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as soon as pracucaole 
after a report thereof has been received by Operator 

i in Legal Expense 

j Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and 
j amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect 
i or reenver the Joint Property, except lhat no charge for services of Operator's legal staff or fees or expense of outside attor 
I ney* shall be made unless previously agreed lo by the Parties. All other legal expense is considered to be covered by me 
I overhead provisions of Section III unless otherwise agreed to by the Parties, excepi u provided in Section I. Paragraor 
j 3. 
i 
! I). Taxes 

I All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof. 
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If ihe ad valo 
rem taxes are based in whole or in pari upon separate valuations of each parly's working interest, then notwithstanding 
.inylhinv; io the cnnlrary herein, charges lo the Joint Account >h;ill l»c m:ule and paid hy the Parlies herein in accniri;mcc 
w,ih the lax value generated by each parly's working interest. 

i 12 Insurance 

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties In me 
event Joint Operations are conducted in a stale in which Operator may act as self-insurer for Worker's Compensation and/ 

Employers Liability under the respective slate's laws. Operator may. at its election, include the risk under its solf 
-<uranc« program and in that event. Operator shall include a charge al Operator's cosi nol to exceed manual rates 

! 13 Abandonment and Reclamation 

I Costs incurred for abandonment of the Joint Properly, including costs required by governmental or oiher regulatory i 
| authority. ! 
i i 

; 1 
! I 
| 14 Communications : 

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and 
microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint 
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section II 

' 15 Other Expenditures 

Any other expenditure not covered or deall with m the foregoing provisions of this Section II. or in Section III and whic1* 
•s of direct benefit lo the Joint Properly and is incurred by the Operator in the necessary and proper conduct of me Jo"-, 
Ooerations 

•3-
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I I I . OVERHEAD 

1. Overhead - Drilling and Producing Operations 

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

(X ) Fixed Rate Basis. Paragraph IA. or 
( ) Percentage Basis. Paragraph IB 
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries 
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph 
3A. Section II. The cost and expense of services from outside sources in connection with matters of taxation, traffic, 
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates 
provided for in the above selected Paragraph of this Section III unless such cost and expense are agreed to by the 
Parties as a direct charge to the Joint Account. 

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

( ) shall be covered by the overhead rates, or 
K ) shall not be covered by the overhead rates. 

iii. The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services 
and contract services of technical personnel either temporarily or permanently assigned to and directly employed in 
the operation of the Joint Property. 

( ) shall be covered by the overhead rates, or 
K ) shall not be covered by the overhead rates. 

A. Overhead - Fixed Rate Basis 

(1) Operator shall charge the Joint Account at the following rates per well per month: 

Drilling Well Rate $ ^ 1 7 8 - Q 0 

(Prorated for less than a full month) 

Producing Well Rate $ 4 4 0 . 0 0 

(2) Application of Overhead - Fixed Rate Basis shall be as follows: 

(a) Drilling Well Rate 

(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill
ing rig. completion rig, or other units used in completion of the well is released, whichever is later, except 
that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or 
more consecutive calendar days. 

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive 
work days or more shall be made at the drilling well rate. Such charges shall be applied for the period 
from date workover operations, with rig or other units used in workover, commence through date of ng 
or other unit release, except that no charge shall be made during suspension of operations for fifteen 
(15) or more consecutive calendar days. 

(b) Producing Well Rates 

(1) An active well either produced or injected into for any portion of the month shall be considered as a one-
well charge for the entire month. 

(2) Each active completion in a multi-completed well in which production is not commingled down hole shall 
be considered as a one-well charge providing each completion is considered a separate well by the govern
ing regulatory authority. 

(3) An inactive gas well shut in because of overproduction or failure of purchaser to take the production shall 
be considered as a one-well charge providing the gas well is directly connected to a permanent sales 
outlet. 

(4) A one-well charge shall be made for the month in which plugging and abandonment operations are com
pleted on any well. This one-well charge shall be made whether or not the well has produced excepi when 
drilling well rate applies. 

(5) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease allow
able, transferred allowable, etc.) shall noi qualify for an overhead charge. 

(3) The well rates shall be adjusted as of ihe first day of April each year following the effective date of the agreement 
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the raie cur
rently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum and Gas 
Production Workers for the last calendar year compared to the calendar year preceding as shown by the index 
of average weekly earnings of Crude Petroleum and Gas Production Workers as published by the United Stale-
Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as published by Statist 
Canada, as applicable. The adjusted rates shall be the rates currently in use. plus or minus the computed a 
justment. 

Bi—Overhead—Percentage Basic 

<1) Oueialui shall chaige the Juint Accuuiit at the fulluw ing lates.-

-4- i 
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-hri—Development • 

Percent( %) of the cost of development of the Joint Property exclusive of cosjs-provtcec 
mder Paragraph 10 of Section II and all salvage credits, 

(b) Operating 

%) of the cost of operating the JojruvPfoperty exclusive of costs provided uncer 
Paragraphs 2 and 10 of SectiSrr-lJ^all salvage credits, theyahfeof injected substances purchased for secondary 
recovery and all taxes and assessmeTrKt̂ which areJc^reoTassessed and paid upon the mineral interest m ano 
to the Joint Property. 

(2) Application of Overhead - Percent Jasis shall be as (oT 

For the purpose of deteĵ RrrfTng charges on a percentage basis under PaTigc^ph IB of this Section 111. development 
shall include allcoecftn connection with drilling, redrilling. deepening, or alî î̂ rnedial operations on any or aii 
wells invobtirnfthe use of drilling rig and crew capable of drilling to the producin^ojerval on the Joint Prop 
erty^stfTpreliminary expenditures necessary in preparation for drilling and expendituresmeu^red in abandoning 

•ten the well is not completed as a producer, and original cost of construction or installation orrMced assets the 
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Constr-tscjjori as 
defined in Paragraph 2 of this Section Ml AH other costs shall be considered as operating. 

Overhead - Major Construction 

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of 
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the 
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint 
Account for overhead based on the following rales for any Major Construction project in ex ces.* of $25,000,00— 

A. 

B 

C 

5 , % of first J 100.000 or total cost if less, plus 

. % of costs in excess of $100,000 but less than Sl.000.000. plus 

. % of costs in excess of $1,000,000. 

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single 
project shall not be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be 
excluded. 

Catastrophe Overhead 

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due 
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are necessary 
to restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures. Operator 
shall either negotiate a rate prior to charging the Joint Account or-ohoU charge the Je-inl AeeouM for »werhcad baaed en 
ikp toll»niing ratos: 

fr-of total eosla through 0100.000. 

% oUojaU*e4S-nrTxcess of $100,000 but less than SI.000,000: plus 

Kre-f total watJ in CALCSS uf 31,000,000. 

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

4 Amendment of Rates 

The overhead rates provided for in this Section III may be amended from lime to lime only by mutual agreement oetween 
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 

Oocrator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material move
ments affecting the Joint Property. Operator shall provide all Material for use on the Joint Property, however, at Operator's 
oouon. such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or surolus 
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 lo purchase, interest of Non-Operators in surplus condition A or B 
Material The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parnes 

Purchases however Operacor shall not be 
. . ~ , required to cake discounts/ 

Material purchased shall he charged at inc price paid by Operator after deduction of all discounts receiveo ^ case o' 
Material found to be defective or returned to vendor tor any other reasons, credit shall be passed lo the Joint •'• ccou-1' 
when adjustment has been received by the Operator 

Transfers and Dispositions 

Material furnished to the Joint Property and Material transferred from the Joint Properly or disposed of by the Ooera:-
unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts: 
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A New Material (Condition A) 

(0 Tubulnr-Cooda Other thon Line Pipe 

Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill p> 
cYcJoad base prices effective as of date of movement olus transportation cost using the 80.000 popoa carload 
weighj. basis to the railway receiving point nearest the Joint Property for which published/fa 
tubulaXgoods exist. If the 80.000 pound rail rate 15 not offered, the 70.000 pound-or SO.OOjypound rail rate 
may be usbd̂ . Freight charges for tubing will be calculated (rom Lorain. Ohio and casino/from Youngstown. 
Ohio. 

Wished 

(bl For grades which "axe special to one mill only, prices shall be computed at the mill'base of that mill plus trans
portation cost from that mill to the railway receiving point nearest the Joint/Property as provided above m 
Paragraph 2.A.(lXa). For\{ransportation cost from points other than EasUrXmills. the 30.000 pound Oil Field 
Haulers Association intersHj* truck rate shall be used. 

(c) Special end finish tubular goodVshall be priced at the lowest ojrnlished out-of-stock price, f.o.b. Houston 
Texas, plus transportation cost, USTAX Oil Field Haulers Association interstate 30.000 pound truck rate to 
the railway receiving point nearest theN̂ oint Property. 

(d) Macaroni tubing (size less than 2% inch OD>shall be orfced at the lowest published out-of-stock prices f.c.t 
the supplier plus transportation costs, using theXjil Pfeld Haulers Association interstate truck rate per weight 
of tubing transferred, to the railway receiving pdfqj: nearest the Joint Property. 

(21 Line Pipe 

(a) Line pipe movements (except size 7A inch OD and larger with^alls V, inch and over) 30.000 pounds or more 
shall be priced under provisions-^ tubular goods pricing in Para^aph A.(lXa) as provided above. Freight 
charges shall be calculated pwn Lorain. Ohio. 

(b) Line pipe movements (except size 24 inch OD and larger with walls V, inchNtrid over) less than 30.000 pounds 
shal) be priced at Eastern mill published carload base prices effective as of dat* of shipment, plus 20 percent 
plus transportatioH ĉosts based on freight rates as set forth under provisions of tubular goods pricing in Para
graph A.(lWaLas provided above. Freight charges shall be calculated from LorainSOhio. 

(cl Line pip/̂ 24 inch OD and over and V, inch wall and larger shall be priced f.o.b. the poSot of manufacture 
al cutrtnt new published prices plus transportation cost to the railway receiving point fht̂ resl the Joint 
Property. 

Line pipe, including fabricated line pipe, drive pipe and conduit nol listed on published price lisls^shall be 
priced al quoted prices plus freight to the railway receiving point nearest the Joint Properly or ai pvjees 
igrnad 1.0 by iha Pirtiut — 

(3) 0*Ker Material shall be priced at ihe current new price, m effect at dale of movement, as listed by a reliable suppiy 
store nearest the Joint Properly, or point of manufacture, plus transportation costs, if applicable, to the railway 
receiving point nearest the Joint Property. 

(4) Unused new Material, axcapt tubular goods, moved from the Joint Property shall be priced al ihe current new 
price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or point of 
manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint Property 
Unused new tubulara will be prieed as provided above in Porogroph 3 A (1) and (3). 

B Good Used Material (Condition B) 

Material in sound and serviceable condition and suitable for reuse without reconditioning: 

(1) Material moved to the Joint Property 

At seventy-five percent (75%) of current new price, as determined by Paragraph A. 

121 Material used on and moved from the Joint Prooeriy 

(a) Al seventy-five percent (75%) of current new price, as determined by Paragraph A. if Material was originally 
charged to the Joint Account as new Material or 

(b) Al sixty-five percent (65%) of current new price, as determined by Paragraph A. if Material was original-
charged to the Joint Account as used Material. 

(3) Material nol used on and moved from the Joint Property 

Al seveniy-five percent (75%) of current new once as determined by Paragraph A. 

The cost of reconditioning, if any, shall be absorbed by the transferring property. 

Other Used Material 

(1) Condition C 

Msierial which is not in sound and serviceable condition and not suitable for its original function until after recon
ditioning shall be priced al fifty percent (50%) of current new price as determined by Paragraph A. The cos; c' 
reconditioning shall be charged to the receiving properly, provided Condition C value plus cost of reconditioning 
does not exceed Condition B value. 
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(2) Condition D 

Material, excluding junk, no longer suitable (or its original purpose, but usable (or some other purpose shall be 
priced on a basis commensurate with its use. 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 as Grade A and B seamless line pipe of com , 
parable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used Imc . 
pipe prices. — 

(b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe. e.g. power oil lines i 
shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods shaii 
be priced on a non upset basis. 

(3) Condition E 
i 

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under procedures nor j 
mally utilized by Operator without prior approval of Non-Operators. I 

D Obsolete Material ' 

Material which is serviceable and usable (or its original (unction but condition and/or value of such Material is noi 
equivalent to that which would justify a price as provided above may be specially priced as agreed to by the Parties 
Such price should result in the Joint Account being charged with the value of the service rendered by such Matenai 

E. Pricing Conditions 

(1) Loading or unloading costs may be charged to the Joint Account a t ^ M ^ Q or"j"r8niy-y»wo'oonlc fcfiiT) po> hss^sad 
weight on all tubular goods movements, in lieu of actual loading or unloading r,mti niiilnnu il If lln "Tftr'-;nr 
point. The above rate shall be adjusted as of the firstday of April nm Ii JI ,ir lniriT-"ing hmi.ry 1. 1985 by the same 
percentage increase or ' ' • " " i * -̂ rrt '" *'4r-~' |" ]"' I T""' in Section III, Paragraph l.A(3). Each year, the 
rate calculptrfl 1 "i**"* ...--..•> C Crn and shall be the rate in effect until the first day of April next 
yew. fc>uek role oholl be publiohed coch year by »ho Counoil of Poiroloum AeaauntantG Seaiaiias. 

(2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down price of 
new Material. 

3 Premium Prices 

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other 
unusual causes over which the Operator has no control, the Operaior may charge the Joint Account for the reau'rec 
Material at the Operator's actual cost incurred in providing such Material, in making il suitable for use. and m moving 
il io the Joint Property: provided notice in writing is furnished lo Non-Operators of the proposed charge prior to billing 
Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operaior withm 
ten days after receiving notice (rom Operator, to furnish in kind all or part of his share of such Material suitable (or use 
and acceptable to Operator. 

A Warranty of Material Furnished By Operator 

Operator does nol warrant the Material furnished In case of defective Material, credit shall not be passed to the Joint 
Account until adjustment has been received by Operator from the manufacturers or their agents. 

V. INVENTORIES 

The Ooerator shall maintain detailed records of Controllable Material. 

1 Periodic Inventories. Notice and Representation 

Al reasonable intervals, inventories shall be taken by Operator of ihe Joint Account Controllable Material. Written nonce 
of intention to lake inventory shall be given by Operaior at least thirty (30) days before any inventory is to begin so that 
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators lo be represented ai an inven
tory shall bind Non-Operators to accept the inventory taken by Operator. 

2 Reconciliation and Adjustment of Inventories 

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within s•» 
months following the laking of the inventory. Inventory adjustments shall be made by Operaior to the Joinl Account Io' 
overages and shortages, but. Operator shall be held accountable only (or shortages due to lack of reasonable diligence 

3. Special Inventories , 

Special 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 after the transfer of interesi takes 

! nlace. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases involving a change 
I of Operaior. all Parties shall be governed by such inventory. 

4 Expense of Conducting Inventories 
I 

A The expense of conducting periodic inventories shall nol be charged to the Joint Account unless agreed to by the 
Parties. 

' B The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except m 
veniories required due to change of Operaior shall be charged to the Joint Account. 

7. 



EXHIBIT "D" 

Attached to and made a part of Operating Agreement dated 
September 10, 1996, by and between Penwell Energy, Inc., as 
Operator, and Burlington Resources Oil & Gas Company, as Non-

Operator . 

At a l l times during the conduct of operations hereunder, Operator 
shall maintain in force the following insurance at the expense of and for the 
benefit of, the joint account: 

(a) Worker'8 Compensation Insurance with limits of $500,000 for 
Bodily Injury by Accident and Bodily ZnjTiry by Disease, 
covering Operator's employees and employees of Operator's 
contractors and subcontractors engaged in operations under 
this Agreement, in compliance with the laws of the State where 
the work is to be performed. 

(b) Commercial General Liability Insurance covering the parties 
hereto in connection with a l l operations conducted by Operator 
or Operator's contractors and subcontractors with the 
following limits: 

General Aggregate Limit $2,000,000 
Products-Completed Oper. Aggregate Lt. 1,000,000 
Personal Injury Limit 1,000,000 
Each Occurrence Limit 1,000,000 
Fire Damage Limit 50,000 
Medical Expense Limit 5,000 
Underground Eguipment 100,000 

(c) Umbrella Liability with policy aggregate limit of $5,000,000. 

If Operator is audited by i t ' s insurance carrier and determined to owe additional 
workers compensation over and above what has been charged to the well, Buch 
additional amounts will be 
proportionately charged to the joint account. 

The Operator also carries well control insurance. EACH PARTICIPANT WILL 
AUTOMATICALLY BE INCLUDED AS A NAMED INSURED UNDER THE COVERAGE PROVIDED BY 
OPERATOR'S POLICY UNLESS WITHIN (10) DAYS OF THE SPUD DATE OF A WELL UNDER THIS 
AGREEMENT. OPERATOR HAS RECEIVED WRITTEN REFUSAL OF THE COVERAGE PROVIDED BY 
OPERATOR AND PROOF OF PARTICIPANT'S EQUIVALENT OR BETTER COVERAGE. Joint 
participants afforded coverage under Operator's policy w i l l be billed for their 
proportionate share of insurance costs. 

Operator's current policy is described a follows: 

COVERAGE: (1) Drilling, completion and production of a well; 

(2) Reworking, reconditioning, recompletion, and 
workover of a well; and 

(3) Deepening of a well. 

ENDORSEMENTS: (1) Cost of Well Control; 

(2) Deliberate Well Firing; 

(3) Underground Blow-out; 

(4) Contingent Joint Venture Coverage; 

(5) Evacuation Expense Endorsement; 

(6) Seepage & Pollution, Clean-up & Contamination; 

(7) Unlimited Redrill; 

(8) Care, Custody and Control; and, 

(9) Making a Well Safe. 

PURPOSE OF COVERAGE: 

This policy protects from loss incurred from a well fire, cratering (including 
the expense of clean-up or containment), seepage, pollution or contamination, 
expense of re-drilling the hole lost from fire, etc.; and affords 
care/cuBtody/control legal l i a b i l i t y . 

LIMITS: Control of well, etc. - $5,000,000 scaled to interest 
Care, Custody & Control - $500,000 



Exhibit "E 1 

ATTACHED TO THAT CERTAIN OPERATING AGREEMENT 
DATED SEPTEMBER 10, 1996, BY AND BETWEEN 
PENWELL ENERGY, INC., AS OPERATOR, AND 

BURLINGTON RESOURCES OIL & GAS COMPANY, AS NON-OPERATOR 

GAS BALANCING AGREEMENT 

Ownership of Gas Production — 
(a) It is the intent of the parties that each party shall have the right to take in kind and separately 

dispose of its proportionate share of gas (including casinghead gas) produced from each formation in each well 
located on acreage ("Contract Area") covered hy the Operating Agreement to which this Exhibit is attached 
("Operating Agreement"). 

(b) Operator shall control the gas production and be responsible for administering the provisions of 
this Agreement and shall make reasonable efforts lo deliver or cause to be delivered gas to the parties' gas 
purchasers as may be required in order to balance the accounts ofthe parties in accordance with the provisions 
herein contained. For proposes of this Agreement, Operator shall maintain production accounts of the parties based 
upon the number of MMBtu's actually contained in the gas produced from a particular formation in a well and 
delivered at the outlet of lease equipment for each party's account regardless of whether sales of such gas are made 
on a wet or dry basis. All references in this Agreement to quantity or volume shall refer to the number of MMBtu's 
contained in the gas stream. Toward this end. Operator shall periodically determine or cause to be determined the 
Btu content of gas produced from each formation in each well on a consistent basis and under standard conditions 
pursuant to any method customarily used in the industry. 

Balancing of Production Accounts 
(a) Any time a party, or such party's purchaser is not taking or marketing its full share of gas 

produced from a particular formation in a well ("non-marketing" party), the remaining parties ("marketing" parties) 
shall have the right, but not the obligation, to produce, lake, sell and deliver for such marketing parties' accounts, in 
addition lo the full share of gas to which the marketing parties are otherwise entitled, aU or any portion ofthe gas 
attributable to a non-marketing party. (Gas attributable to a non-marketing party, taken by a marketing party, is 
referred to in this Agreement as "overproduction"). If there is more than one marketing party taking gas 
attributable to a non-marketing party, each marketing party shall be entitled to take a non-marketing party's gas in 
the ratio that such marketing party's mterest in production bears to the total interest in production of all marketing 
parties. 

(b) A party that has not taken its proportionate share of gas produced from any formation in a well 
("Underproduced Party") shall be credited with gas in storage equal to its share of gas produced but not taken, less 
its share of gas used in lease operations, vented or lost ("underproduction"). Such Underproduced Party, upon 
giving timely written notice to Operator, shall be entitled, on a monthly basis beginning the month following receipt 
of notice, to produce, take, sell and deliver. In addition to the full share of gas to which such party is otherwise 
entitled, a quantity of gas ("make-up gas") equal to fifty percent (50%) of the total share of gas attributable to all 
parties having cumulative over production (individually called "Overproduced Party"). Such make-up gas shall be 
credited against such Underproduced Party's accrued underproduction in order of accrual. Notwithstanding the 
foregoing and subject to subsection (e) below; (i) an Overproduced Party shall never be obligated to reduce its takes 
to less than fifty percent (50%) of the quantity to which such party is otherwise entitled and (ii) an Underproduced 
Party shall never be allowed to make up underproduction during the months of December, January, February, and 
March. 

(c) If there is more than one Underproduced Party desiring make-up gas, each such Underproduced 
Party shall be entitled to make-up gas in the ratio that such party's interest in production bears to the total interest in 
production of all parties then desiring make-up gas. Any portion of the make-up gas to which an Underproduced 
Party is entitled and which is not taken by such Underproduced Party may be taken by any other Underproduced 
Party(ies). 

(d) If there is more than one Overproduced Party required to furnish make-up gas, each such 
Overproduced Party shall furnish make-up gas in the ratio lhat such party's interest in production bears to the total 
interest in production of all parties then required to furnish make-up gas. Except as provided in (e) below, each 
Overproduced Party in any formation in a well shall be entitled, on a monthly basis, to take its full share of gas less 
its share ofthe make-up gas then being produced from the particular formation in the well in which it is 
overproduced. 

(e) If Operator in good faith believes that an Overproduced Party has recovered one hundred 
percent (100%) of such Overproduced Party's share of the recoverable reserves from a particular formation in a 
well, such Overproduced Party, upon being notified in writing of such fact by Operator, shall cease taking gas from 
such formation in such well and the remaining parties shall be entitled to take one hundred percent (100%) of such 
production until the accounts of the parties are balanced. Thereafter, such Overproduced Party shall again have the 
right to take its share ofthe remaining production, if any, in accordance with the provisions herein contained. 
Notwithstanding anything to the contrary herein, after an Overproduced Party has recovered one hundred percent 
(100%) of its full share ofthe recoverable reserves as so determined by Operator from a particular formation in a 
well, such Overproduced Party may continue to produce if such continued production is (i) necessary for lease 
maintenance purposes, or (ti) permitted by a majority of interest ofthe parties who have not produced one hundred 
percent (100%) of their recoverable reserves from such formation in such well after written ballot conducted by 



Cash Balancing Upon Interim Imbalances or Upon Deletion 
(a) On January 15th and July 15th of each Calendar Year Underproduced Party may give notice that 

he desires cash balancing for any Underproduced volumes. This notice and request to cash balance shall constitute 
an "Interim Accounting". 

(b) If gas production from a particular formation in a well ceases and no attempt is made to restore 
production (or substitute therefor) within sixty (60) days, Operaior shall distribute, within ninety (90) days ofthe 
date the well last produced gas from such formation, a statement of net unrecouped underproduction and 
overproduction and the months and years in which such unrecouped produced accrued ("Final Accounting"). 

(c) Within thirty (30) days of receipt of either Final Accounting or an Interim Accounting, each 
Overproduced Party shall remit to Operator for disbursement to the Underproduced Parties', a sum of money (which 
sum shall not include interest) equal to the amount actually received or constructively received under subparagraph 
(e) below, by Overproduced Party for sales during the month(s) of overproduction, calculated in order of accrual 
but less applicable taxes, royalties and reasonable costs of marketing and transporting such gas actually paid by 
such Overproduced Party. Such remittance shall be based on number of MMBtu's of overproduction and shall be 
accompanied by a statement showing volumes and prices for each month with accrued unrecouped overproduction. 

(d) Within thirty (30) days of receipt of any such remittance by Operator from an Overproduced 
Party, Operator shall disburse such funds to the Underproduced Party(ies) in accordance with the final accounting. 
Operator assumes no liability with respect to any such payment (unless such payment is attributable to Operator's 
overproduction), it being the intent ofthe parties that each Overproduced Party shall be solely responsible for 
reimbursing each Underproduced Party for such Underproduced Party's respective share of overproduction taken 
by such Overproduced Party in accordance with the provisions herein contained. If any party fails to pay any sum 
due under the terms hereof after demand therefor by the Operator, the Operator may turn responsibility for the 
collection of such sum to the party or parties to whom it is owed, and Operator shall have no further responsibility 
for collection. 

(e) In determining the amount of overproduction for which settlement is due, production taken 
during any month by an Underproduced Party in excess of such Underproduced Party's share shall be treated as 
make-up and shall be applied to reduce prior deficits in ihe order of accrual of such deficits. 

(0 An Overproduced Party that took gas in kind for its own use. sold gas to an affiliate, or 
otherwise disposed of gas in other than a cash sale shall pay for such gas al market value at the time it was 
produced, even if the Overproduced Party sold such gas lo an affiliate at a price greater or leaser than market value. 

(g) If refunds are later required by any governmental authority, each party shall be accountable for 
its respective share of such refunds as finally balanced hereunder. 

Deliverability Tests 
At the request of any party. Operator may produce the entire well stream for a deliverability test not to 

exceed seventy-two (72) hours in duration (or such longer period of time as may be mutually agreed upon by the 
parties) if required under such requesting party's gas sales or transportation contract. 

Nominations 
Each party shall, on a monthly basis, give Operator sufficient time and data either to nominate such 

party's respective share of gas to the transporting pipclinc(s) or, if Operator is not nominating such party's gas, to 
inform Operator of the manner in which to dispatch such party's gas. Except as and to the extent caused by 
Operator's gross negligence or willful misconduct, Operator shall not be responsible for any fees and/or penalties 
associated with imbalances charged by any pipeline to any Underproduced or Overproduced Party(ies). 

Statements 
On or before the twenty-fifth (25th) day of the month following the month of production, each party taking 

gas shall furnish or cause to be furnished to Operator a statement of gas taken expressed in terms of MMBtu's. If 
actual volume information sufficient to prepare such statement is not made available to the taking party in sufficient 
time to prepare it, such taking party shall nevertheless furnish a statement of its good faith estimate of volumes 
taken. Within twenty (20) days of the receipt of all such statements, Operator shall furnish to each party a statement 
ofthe gas balance among the parties, including the total quantity of gas produced from each formation in each well, 
the portion thereof used in operations, vented or lost, and the total quantity delivered for each party's account. Any 
error or discrepancy in Operator's monthly statement shall be promptly reported to Operator and Operator shall 
make a proper adjustment thereof within thirty (30) days after final determination ofthe correct quantities involved; 
provided, however, that if no errors or discrepancies are reported to Operator within two (2) years from the date of 
any statement, such statement shall be conclusively deemed to be correct. Additionally, within thirty (30) days from 
the end of each calendar year, non-operators shall furnish to Operator, for the sole purpose of establishing records 
sufficient to verify cash balancing values, a statement reflecting amounts actually received or constructively received 
under paragraph 3(e), on a monthly basis for the calendar year preceding the immediately concluded calendar year. 
Operator shall not allow a party to produce gas for its account during any month when such party is delinquent in so 
furnishing the monthly or annual statements. 

Payments of Taxes 
Each party taking gas shall pay or cause to be paid any and all production, severance, utility, sales, 

excise, or other taxes due on such gas. 

Operating Expenses 
The operating expenses are to be borne as provided in the Operating Agreement, regardless of whether all 

parties are selling or using gas or whether the sales and use of each are in proportion to their respective interests in 



Overproducing Allowable 
Each party shall give Operaior sufficient time and data lo enable Operator to make appropriate 

nominations, forecasts and/or filings with the regulatory bodies having jurisdiction to establish allowances. Each 
party shall at all times regulate its takes and deliveries from the Contract Area so that the well(s) covered hereby 
shall not be curtailed and/or shut-in for overproducing the allowable production assigned thereto by the regulatory 
body having jurisdiction. 

Payment of Leasehold Burdens 
At all times while gas is produced from ihe Contract Area, each party agreea to make appropriate 

settlement of all royalties, overriding royalties and other payments out of or in lieu of production for which such 
party is responsible just as if such party were taking or delivering to a purchaser such party's full share, and such 
party's full share only, of such gas production exclusive of gas used in operations, ventecTor lost, and each party 
agrees to indemnify and hold each other party harmless from any and all claims relating thereto. 

Application of Agreement 
The provisions of this Agreement shall be separately applicable and shall constitute a separate agreement 

with respect to gas produce form each formation in each well located on the Contract Area. 

Term 
This Agreement shall terminate when gas production under the Operating Agreement permanently ceases 

and the accounts ofthe parties are finally settled in accordance with the provisions herein contained. 

Operator's Liability 
Except as otherwise provided herein. Operator is authorized to administer the provisions of this 

Agreement, but shall suffer no liability to the other parties for losses sustained or liability incurred which arise out 
of or in connection with the performance of Operator's duties hereunder except such aa may result from Operator's 
gross negligence or willful misconduct. 

Audits 
Any Underproduced Party shall have the right for a period of two (2) years after receipt of payment 

pursuant to a final accounting and after giving written notice to all parties, to audit an Overproduced Party's 
accounts and records relating to such payment. Any Overproduced Party shall have the right for a period of two (2) 
years after tender of payment for unrecouped volumes and upon giving written notice to aU parties, to audit an 
Underproduced Party's records as to volumes. The party conducting such audit shall bear its costs ofthe audit. 
Additionally, Operator shall have the right for a period of two (2) years after receipt of an annual statement from a 
non-operator under paragraph 6 after giving written notice to the affected non-operator to audit such non-operators 
accounts and records relating to such payment. Costs of such audit shall be borne by the joint account. 

Successors and Assigns 
The terms, covenants and conditions of this Agreement shall be binding upon and shall inure to the benefit 

of the parties and to their respective successors and assigns, and may be assigned in whole or in part from time to 
time; provided, however, that (a) any such assignments shall be made subject to this Agreement and as among the 
parties shall not be valid without the express written acceptance ofthe terms of this Agreement by the Assignee, (b) 
the Assignee shall acquire such tnterest subject tn any overproduction and/or underproduction imbalances existing at 
such time as well as any cash balancing obligation created thereby and (c) no such assignments shall relieve the 
Assignor from any obligation to the other parties with respect to any overproduction taken by Assignor prior to such 
assignment. 

Liquefiable Hydrocarbons Not Covered Under Agreement 
The parties shall share proportionately in and own all liquid hydrocarbons recovered with the gas by lease 

equipment in accordance with their respective interests. 

Conflict 
If there is a conflict between the terms of this Agreement and ihe terms of any gas sales contract covering 

the Contract Area entered into by any party, the terms of this Agreement shall govern. 

Arbitration 
Any controversy or claim arising out of or relating to this Agreement, or the breach thereof, shall be 

settled by binding arbitration in accordance with the Commercial Arbitration Rules of the American Arbitration 
Association, and judgment upon the award may be entered in any Court having jurisdiction thereof. The arbitrator 
shall not award punitive damages in settlement of any controversy or claim. 



EXHIBIT " F " 

ATTACHED TO AND MADE A PART OF THE OPERATING AGREEMENT DATED SEPTEMBER 10,1996 
BY AND BETWEEN PENWELL ENERGY, INC., AS OPERATOR, AND 

BURLINGTORFRESOURCES O I L & GAS COMPANY, 

AS NON-OPERATOR, COVERING CHECKERS PROSPECT 

NONDISCRIMINATION AND CERTIFICATION OF NONSEGREGATED FACILITIES 

A. Equal Opportunity Clause (41 CFR 60-1 A\. (Applicable only to contracts or purchase orders for more 
than $10,000.) 

During the performance 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 affirmative action to ensure that 
applicants are employed, and that employees are treated during employment, without regard to their 
race, color, religion, sex, or national origin. Such action shall include, but not be limited to the following: 
Employment, upgrading, demotion, or transfer, recruitment or recruitment advertising, layoff or 
terminations, including apprenticeship. The Operator agrees to post In conspicuous places, available 
to employees and applicants for employment, notices to be provided by the contracting officer setting 
forth the provisions of this nondiscrimination clause. 

(2) The Operator will, in all solicitations or advertisements for employees placed by or on behalf of the 
Operator, state that all qualified applicants will receive consideration for employment without regard 
to race, color, religion, sex, or national origin. 

(3) The Operator will send to each labor union or representative of workers with which it has a collective 
bargaining agreement or other contract or understanding, a notice to be provided by the agency 
contracting officer, advising the labor union or workers' representative of the Operator's commitments 
under section 202 of Executive Order 11246 of September 24,1965, and shall post copies of the notice 
in conspicuous places available to employees and applicants for employment. 

(4) The Operator will comply with all provisions of Executive Order 11246 of September24,1965. and 
of the rules, regulations, and relevant orders of the Secretary of Labor. 

(5) The Operator will furnish all information and reports required by Executive Order 11246 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 accounts by the contracting agency and the 
Secretary of Labor for purposes of investigation to ascertain compliance with such rules, regulations, 
and orders. 

(6) In the event of 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 Operator may be declared ineligible for further Government contracts in 
accordance with procedures authorized in Executive Order 11246 of September 24,1965, and such 
other sanctions may be imposed and remedies invoked as provided in Executive Order 11246 of 
September 24.1965. or by rule, regulation, or order of the Secretary of Labor, or as otherwise provided 
by law. 

(7) The Operator will include the provisions 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 11246 of September 24,1965, so 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 United States. 

B. Certification of Nonseqreqated Facilities (41 CFR 60-1.8.) (Applicable only to contracts or purchase 
orders which are not exempt from the provisions ofthe Equal Opportunity Clause set out above.) 

The Operator certifies that it does not, and will not, main*?'" "r provide for its employees any 
segregated facilities at any of its establishments, and that it doe; id will not, permit its employees 
to perform their services at any location, under its control, whe - "-gated facilities are maintained. 
The Operator agrees that a breach of this certification is a vie ; ' the Equal Opportunity Clause 
in this contract or purchase order. As used in this certification, th i "segregated facilities* means 
any waiting rooms, work areas, rest rooms and wash rooms, restr ts and other eating areas, time 
clocks, locker rooms and other storage or dressing areas, parkin ts, drinking fountains, recreation 
or entertainment areas, transportation, and housing facilities ; fovided for employees which are 
segregated by explicit directive or are in fact segregated on the 1 of race, creed, color, or national 
origin, because of habit, local custom, or otherwise. The Ope' r further agrees that (except where 
it has obtained identical certifications from proposed subcor- • actors for specific time periods) it will 
obtain identical certifications from proposed subcontrar' )rs prior to the award of subcontracts 
exceeding $10,000 which are not exempt from the provi- s of the Equal Opportunity Clause; that it 
will retain such certifications in its files; and that it wil' rd the following notice to such proposed 
subcontractors. 



NOTICE TO PROSPECTIVE SUBCONTRACTORS OF REQUIREMENT FOR CERTIFICATIONS 
OFNONSEGREGATED FACILITIES. A Certificate of Nonsegregated Facilities must be submitted prior 
to the award of a subcontract exceeding $10.000 which is not exempt from the provisions of the Equal 
Opportunity Clause. The certification may be submitted either for each subcontract or for all 
subcontracts during a period (i.e., quarterly, semiannually, or annually). 

Affirmative Action Compliance Program (41 CFR 60-1.40.1 (Applicable only if (a) the Operator has 50 
or more employees and (b) the contract or purchase order is for $50,000 or more.) 

The Operator shall develop a written affirmative action program for each of its establishments, and 
within 120 days from the effectiveness of this contract or purchase order, shall maintain a copy of 
separate programs for each establishment, including evaluations of utilization of minority group 
personnel and the job classification tables, at each local office responsible for the personnel matters 
of such establishment. 

Employer Information Report (41 CFR 60-1.7:) (Applicable only if (a) 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 (c) the 
contract or purchase order is for $50,000 or more.) 

The Operator agrees to file with the appropriate Federal agency annually, on or before the 31st day 
of March, complete and accurate reports on Standard Form 100 (EEO-1) promulgated jointly by the 
Office of Federal Contract Compliance, the Equal Employment Opportunity Commission and Plans 
for Progress or such form as may hereafter be promulgated in its place. 

Affirmative Action for Disabled Veterans and Veterans of the Vietnam Era (41 CFR 60-250.1 
(Applicable only to contracts or purchase orders for $10,000 or more.) 

The affirmative action clause prescribed in section 60-250.4 of Title 41 of the Code of Federal 
Regulations is incorporated herein by reference (as permitted by section 60-250.22 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 from the effectiveness of this contract or 
purchase order, the Operator shall prepare and maintain an affirmative action program at each 
establishment which shall set forth the Operator's policies, practices and procedures in accordance 
with section 60-250.6 of said Regulations. 

Affirmative Action for Handicapped Workers (41 CFR 60-741.4.) (Applicable only to contracts or 
purchase orders for $2,500 or more.) 

The Affirmative Action Clause prescribed in section 60-741.4 of Title 41 of the Code of Federal 
Regulations is incorporated herein by reference (as permitted by section 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 and maintain an affirmative action program at each 
establishment, which program shall set forth the Operator's policies, practices and procedures in 
accordance with section 60-741.6 of said Regulations. 

Utilization of Minority Business Enterprises (Federal Procurement Regulations 1-1.13.1 (Applicable only 
to contracts or purchase orders which may exceed $10,000.) 

(1) It is the policy of the Government that minority business enterprises shall have the maximum 
practicable opportunity to participate in the performance of Government contracts. 

(2) The Operator agrees to use his best efforts to carry out this policy in the award of his 
subcontracts to the fullest extent consistent with the efficient 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 or, in case of publicly owned 
businesses, at least 51 percent of the stock of which is owned by minority group members. 
For the purposes of this definition, minority group members are Negroes, Spanish-speaking 
American persons, American-Orientals, American-Indians, American-Eskimos, and American 
Aleuts. Contractors may rely on written representations by subcontractors regarding their 
status as minority business enterprises in lieu of an independent investigation. 



PENWELL ENERGY, INC. 
AUTHORITY FOR EXPENDITURE 

WELL NAME: Checkers "24" Federal #1 PROSPECT NAME: Checkers 

WATER 
BITS, REAMERS, ETC. 
FUEL 
CEMENTING SURFACE 
CEMENTING INTERMEDIATE 
CEMENTING PRODUCTION 
TUBULAR SERVICES AND TOOLS 
CASING CREWS / PU LD MACHINE 
FLOAT EQUIPMENT 
TESTING; DST & COMPLETION 
OPEN HOLE LOGGING / CORES 
MUD LOGGING 
WELDING & HOURLY LABOR 
EQUIPMENT RENTAL 
TRUCKING, TRANSPORTATION. FORKLIFT 
COMPLETION UNIT 
FORMATION STIMULATION 
WIRELINE SERVICES 
GEOLOGIC / ENGINEERING 
CONTRACT LABOR 
DRILLING WELL RATE (A/O) 
INSURANCE 
MISCELLANEOUS 
CONTINGENCY (5%) 

TOTAL INTANGIBLES 

13,000 

4,000 
14.000 

2.500 

700 

18,200 
5,000 
1,200 
2,400 
2,000 

700 
2,000 
6,000 

400 
3,000 

500 
12,035 

252.735 

3.000 
500 

17,000 
2,500 

3,300 

8.500 

11.000 
5,000 

15,000 
38,000 

4.000 
1,000 
4.000 
2.000 

500 
5,935 

124,635 

LOCATION: 1980' FSL & 1980' FEL COUNTY & STATE: Lea, New Mexico 
Section 24 - T22S - R32E OBJECTIVE: 9.000' Bone Spring Oil Well 

INTANGIBLE COSTS BCP ACP TOTAL 

APD & ARCHAEOLOGICAL 750 45a 1,200 
TITLE OPINION & CURATIVE 2.000 0 2.000 
SURVEYING / STAKE LOCATION 500 300 800 
DAMAGES & R-O-WS 150 150 300 
ROADS, LOCATION, PITS, LINERS. ETC. 22.000 2.500 24.500 
DRILLING - FOOTAGE 126,000 0 126.000 

DRILLING-DAYWORK 6,200 0 6.2X 
DRILLING MUD & CHEMICALS 7,500 0 7,500 

16,000 
50C 

4.000 
14.000 
17.000 
5.000 

4.000 

18.200 

5.00C 
9.70C 

13.400 
7,000 

15.000 
38.000 

4.700 
3,000 

10.000 
2.400 
3.000 
1.00C 

17.970 
377.37C 

TANGIBLE COSTS 

CONDUCTOR CASING 
SURFACE CASING 15,300 15.300 

INTERMEDIATE CASING 

DEEP INTERMEDIATE CASING 

48,300 48,300 

PRODUCTION CASING / LINER 52.650 52,650 

TUBING 
WELLHEAD EQUIPMENT 
SURFACE LIFT & ELECTRICITY 
RODS AND PUMP 
PACKERS, BP'S, DOWNHOLE EQUIPMENT 
GAS PRODUCTION EQUIPMENT 
SEFARATER, TREATER 
FLOWLINES, VALVES. CONNECTIONS 
TANKS (Water and Production) 
MISCELLANEOUS 
CONTINGENCY (5%) 

TOTAL TANGIBLES 

TOTAL WELL COSTS 

4,500 

3.405 

71,505 

'" * ->40 

25.500 

3,000 

58.000 

28,000 

750 

8,500 

8.000 

6,500 

9.545 

200,445 

325,080 

25.500 

7.500 

58.000 

28.000 

75C 

8.500 

8.000 

6.500 

0 

12,950 

271 950 

649,320 

PLUGGING COST 
TOTAL DRY HOLE 

Penwell Energy, Inc. / J 

Bill Pierce, Engineer 

We approve 

5.024% 

By: 

A. J . TJosee 

Date: September 2 4 , 1996 

33-. 0 

BEFORE THE 
OIL CONSERVATION COMMISSION 

Santa Fe, New Mexico 

Case Nos. 11622 and 11613 (De Novo) Exhibit No. _3_ 

Submitted by: Penwell Energy. Inc. 

Hearing Date: January 16.1997 



PENWELL ENERGY, INC. 
1 1 0 0 ARCO BUILDING 

BOO N. MARIENFELD OFF: (915) 6 8 3 - 2 5 3 4 

MIDLAND. TEXAS 7 9 7 0 1 FAX: ( 9 1 5 1 6 8 3 - 4 5 1 4 

September 13, 1996 

Ms. Leslyn M. Swierc, CPL 
Burlington Resources Oil & Gas Company 
P. O. Box 51810 
Midland, Texas 79710-1810 

Checkers "24" Federal #1 Well 
1980* FS&EL ofSection 24, 
T-22-S, R-32-E, N M P M 
Checkers Prospect ( N M 096) 
Lea County, New Mexico 
Your: Red Tank (NM-35793) 

Dear Ms. Swierc: 

Reference is made to our previous letter dated September 10, 1996 regarding the captioned well. 
Please find enclosed a corrected Authority For Expenditure covering the Checkers "24" Federal 
#1 Well. Your review and approval of die enclosed AFE would be appreciated. Please forward 
one copy of the executed AFE to our office as soon as possible. Please feel free to call our 
office if you should have any questions. Thank you for your cooperation in this matter. 

Sincerely, 

P E N W E L I ^ ^ N E R G Y . / H N J C 

Tammy Baimbndgc 
Land Secretary \ 

enclosure 
Ab nm096(lwp) 



PENWELL ENERGY, INC. 
AUTHORITY FOR EXPENDITURE 

WELL NAME: Checkers "24" Federal #1 PROSPECT NAME: Checkers 
LOCATIONS 980' FSL & 1980' FEL COUNTY & STATE: Lea, New Mexico 
Section 24 - T22S - R32E OBJECTIVE: 9,000' Bone Spring Oil Well 

INTANGIBLE COSTS BCP ACP TOTAL 

APD & ARCHAEOLOGICAL 750 450 1,200 
TITLE OPINION & CURATIVE 2,000 0 2,000 
SURVEYING / STAKE LOCATION 500 300 800 
DAMAGES & R-O-WS 150 150 300 
ROADS, LOCATION, PITS, LINERS, ETC. 22,000 2,500 24,500 
DRILLING - FOOTAGE 126,000 0 126,000 
DRILLING-DAYWORK 6,200 0 6,200 
DRILLING MUD & CHEMICALS 7,500 0 7,500 
WATER 13,000 3,000 16,000 
BITS, REAMERS, ETC. 0 500 500 
FUEL 0_ 0 0 
CEMENTING SURFACE 4,000 0_ 4,000 
CEMENTING INTERMEDIATE 14,000 0 14,000 
CEMENTING PRODUCTION 0 17,000 17,000 
TUBULAR SERVICES AND TOOLS 2,500 2,500 5,000 
CASING CREWS / PU LD MACHINE 0_ 0 0 
FLOAT EQUIPMENT 700 3,300 4,000 
TESTING", DST & COMPLETION 0 0 0_ 
OPEN HOLE LOGGING / CORES 18,200 0_ 18,200 
MUD LOGGING 5,000 0_ 5,000 
WELDING & HOURLY LABOR 1,200 8,500 9,700 
EQUIPMENT RENTAL 2,400 11,000 13,400 
TRUCKING, TRANSPORTATION, FORKLIFT 2,000 5,000 7,000 
COMPLETION UNIT 0 15,000 15,000 
FORMATION STIMULATION 0 38,000 38,000 
WIRELINE SERVICES 700 4,000 4,700 
GEOLOGIC / ENGINEERING 2,000 1,000 3,000 
CONTRACT LABOR 6,000 4,000 10,000 
DRILLING WELL RATE (A/0) 400 2,000 2,400 
INSURANCE 3,000 0_ 3,000 
MISCELLANEOUS 500 500 1,000 
CONTINGENCY (5%) 12,035 5,935 17,970 

TOTAL INTANGIBLES 252,735 124,635 377,370 

TANGIBLE COSTS 

CONDUCTOR CASING 
SURFACE CASING 15,300 

INTERMEDIATE CASING 48,300 

DEEP INTERMEDIATE CASING 

PRODUCTION CASING / LINER 

TUBING 
WELLHEAD EQUIPMENT 4,500 
SURFACE LIFT & ELECTRICITY 
RODS AND PUMP 
PACKERS, BP'S, DOWNHOLE EQUIPMENT 
GAS PRODUCTION EQUIPMENT 
SEPARATER, TREATER 
FLOWLINES, VALVES, CONNECTIONS 
TANKS (Water and Production) 
MISCELLANEOUS 
CONTINGENCY (5%) 3,405 

TOTAL TANGIBLES 71,505 
TOTAL WELL COSTS 324,240 

PLUGGING COST 5 760 
TOTAL DRY HOLE 330,000 

52,650 

25,500 
3,000 

58,000 
28,000 

750 

8,500 

8,000 
6,500 

9,545 
200,445 
325,080 

15,300 

48,300 

52,650 

25,500 
7,500 

58,000 

28,000 
750 

8,500 

8.000 
6,500 

12,950 
271,950 
649,320 

Bill Pierce, Engineer 

We approve / disapprove: 
13.401% WI 

Company: Burlington Resources Oil & Gas Company 

By, 
Printed Name: 
Title: 
Date: 

BEFORE THE 
OIL CONSERVATION COMMISSION 

Santa Fe, New Mexico 

Case Nos. 11622 and 11613 (De Novo) Exhibit No. 

Submitted bv: Penwell Energy. Inc. 

Hearing Date: January 16.1997 

Revised 9/13/96 



PENWELL ENERGY, INC. 

September 10, 1996 
1 1 0 0 ARCO BUILDING 

6 0 0 N MARIENFELD 

MIDLAND. TEXAS 7 9 7 0 1 
OFF: (915) 6 B 3 - 2 5 3 4 

FAX (915) 6 8 3 - 4 5 1 4 
Burlington Resources 
Oil & Gas Company 
P. O. Box 51810 
Midland, Texas 79710-1810 

HAND DELIVERED - 9/11/96 AND 
MAILED CERT. RECEIPT REQUESTED 

Attn: Leslyn M. Swierc, CPL 
Senior Staff Landman 

Re: Checkers "24" Federal #1 Well 
1980' FS&EL ofSection 24, 
T-22-S, R-32-E, NMPM 
Checkers Prospect 
Lea County, New Mexico 
Your: Red Tank (NM-35793) 

Dear Leslyn: 

Pursuant to our telephone conversation yesterday, please be advised that since Burlington has 
thus far been unwilling to postpone its upcoming OCD hearing concerning the drilling of the 
proposed well location despite Penwell owning a majority of the working interest under said well, 
we have instructed our attorney, Mr. Bill Carr, to file an application for the captioned proposed well 
on our behalf at the same location for the October 3, 1996 OCD hearing 

Enclosed for your review and approval are two (2) copies of our AFE for said well, as well 
as our proposed Joint Operating Agreement covering the SE/4, W/2 SW/4 and NE/4 NE/4 of said 
Section 24. If satisfactory to Burlington, please execute and return one (1) copy ofthe AFE and the 
extra signature page to the JOA. As I stated during our call, Penwell is prepared to drill the 
captioned well in the immediate future, as well as possible development wells, since we have staked 
and will permit locations on the remainder of the acreage listed herein. 

Should you have any questions concerning these matters, please feel free to contact us. 

Sincerely yours, 

Land Manager, Permian Basin 

/cmw:checkers (Im) 
xc: Steve Foy / John Thoma / Bill Carr 



PENWELL ENERGY, INC. 
AUTHORITY FOR EXPENDITURE 

WELL NAME: Checkers "24" Federal #1 PROSPECT NAME: Checkers 

CEMENTING INTERMEDIATE 
CEMENTING PRODUCTION 
TUBULAR SERVICES AND TOOLS 
CASING CREWS / PU LD MACHINE 
FLOAT EQUIPMENT 
TESTING; DST & COMPLETION 
OPEN HOLE LOGGING / CORES 
MUD LOGGING 
WELDING & HOURLY LABOR 
EQUIPMENT RENTAL 
TRUCKING. TRANSPORTATION. FORKLIFT 
COMPLETION UNIT 
FORMATION STIMULATION 
WIRELINE SERVICES 
GEOLOGIC / ENGINEERING 
CONTRACT LABOR 
DRILLING WELL RATE (A/O) 

INSURANCE 
MISCELLANEOUS 
CONTINGENCY (5%) 

TOTAL INTANGIBLES 

14.000 

2,500 

700 

18.200 
5,000 
1,200 
2,400 
2,000 

700 
2,000 
6,000 

400 
3.000 

500 
12,010 

252,710 

20.000 
5,000 

3.300 

8,500 
11,000 
5,000 

15,000 
50,000 
4,000 
1,000 
4,000 
2,000 

500 
6.785 

142,985 

LOCATIONS 980" FSL & 1980' FEL COUNTY & STATE: Lea, New Mexico 
Section 24 - T22S - R32E OBJECTIVE: 9,000' Bone Spring Oil Well 

INTANGIBLE COSTS BCP ACP TOTAL 

APD & ARCHAEOLOGICAL 750 450 1,200 
TITLE OPINION & CURATIVE 2,000 0 2,000 
SURVEYING / STAKE LOCATION 500 300 800 
DAMAGES & R-O-WS 150 150 300 
ROADS. LOCATION, PITS, LINERS, ETC. 22,000 2,500 24.500 
DRILLING - FOOTAGE 126,000 0 126,000 
DRILLING - DAYWORK 6,200 0 6,200 
DRILLING MUD & CHEMICALS 7,500 0 7,500 
WATER 13,000 3,000 16,000 
BITS, REAMERS, ETC. 0 500 500 
FUEL 0 0 0 
CEMENTING SURFACE 4,000 0 4,000 

14.000 
20,000 

7,500 

4,000 

18,200 
5,000 
9,700 

13,400 
7,000 

15,000 

50,000 
4,700 
3,000 

10,000 
2,400 
3,000 
1,000 

18.795 

395,695 

TANGIBLE COSTS 

CONDUCTOR CASING 
SURFACE CASING 
850'of 13 3/8" 
INTERMEDIATE CASING 
4600' of 8 5/8" 
DEEP INTERMEDIATE CASING 

15,300 

48,300 

PRODUCTION CASING / UNER\ 
9000 0151/2" 
TUBING - 9000 of 2 7/8" L-80 
WELLHEAD EQUIPMENT 
SURFACE LIFT & ELECTRICITY 
RODS AND PUMP 
PACKERS, BP'S, DOWNHOLE EQUIPMENT 
GAS PRODUCTION EQUIPMENT 
SEPARATER.TREATER 
FLOWLINES, VALVES, CONNECTIONS 
TANKS (Water and Production) 
MISCELLANEOUS 
CONTINGENCY (5%) 

TOTAL TANGIBLES 
TOTAL WELL COSTS 

4.500 

3,405 
71,505 
324,215 

52,650 

28,000 
3,000 
80,000 
31,500 

750 

8,500 
8,000 
6,500 

10,945 
229,845 
372,830 

52,650 

28,000 
7,500 
80,000 
31,500 

750 

8,500 
8,000 
6,500 

14,350 
237,750 
633,445 

PLUGGING COST 
TOTAL DRY HOLE 

5,785 

330,000 

Penwell Energy, Inc 

By: 

Bill Pierce, Engineer 

We approve / disapprove: 
13.401% WI 

Company: Burlington Resources Oil & Gas Company 

By; 
Printed Name: 
Title: 
Date: 



PENWELL ENERGY, INC. 
AUTHORITY FOR EXPENDITURE 

WELL NAME: Checkers "24" Federal #1 PROSPECT NAME: Checkers 

CEMENTING PRODUCTION 
TUBULAR SERVICES AND TOOLS 
CASING CREWS / PU LD MACHINE 
FLOAT EQUIPMENT 
TESTING; DST & COMPLETION 
OPEN HOLE LOGGING I CORES 
MUD LOGGING 
WELDING & HOURLY LABOR 
EQUIPMENT RENTAL 
TRUCKING, TRANSPORTATION, FORKLIFT 
COMPLETION UNIT 
FORMATION STIMULATION 
WIRELINE SERVICES 
GEOLOGIC / ENGINEERING 
CONTRACT LABOR 
DRILLING WELL RATE (A/O) 
INSURANCE 
MISCELLANEOUS 
CONTINGENCY (5%) 

TOTAL INTANGIBLES 

2,500 

700 

18,200 
5,000 
1.200 
2,400 
2,000 

700 
2,000 
6.000 

400 
3,000 

500 
12,035 

252,735 

17,000 
2,500 

3,300 

8,500 
11,000 
5.000 

15,000 
38,000 
4,000 
1.000 
4.000 
2,000 

500 
5,935 

124,635 

LOCATIONS 980' FSL & 1980' FEL COUNTY & STATE: Lea, New Mexico 
Section 24 - T22S - R32E OBJECTIVE. 9,000' Bone Spring Oil Well 

INTANGIBLE COSTS BCP ACP TOTAL 

APD 8. ARCHAEOLOGICAL 750 450 1,200 
TITLE OPINION & CURATIVE 2,000 0 2,000 
SURVEYING / STAKE LOCATION 500 300 800 
DAMAGES & R-O-WS 150 150 300 
ROADS, LOCATION, PITS, LINERS, ETC. 22,000 2.500 24,500 
DRILLING - FOOTAGE 126,000 0 126,000 
DRILLING - DAYWORK 6,200 0 6,200 
DRILLING MUD & CHEMICALS 7,500 0 7,500 
WATER 13.000 3,000 16,000 
BITS, REAMERS, ETC. 0 500 500 
FUEL 0 0 0 
CEMENTING SURFACE 4,000 0 4,000 
CEMENTING INTERMEDIATE 14,000 0 14,000 

17,000 
5,000 

4,000 

18.200 
5,000 
9,700 

13,400 
7,000 

15,000 
38,000 

4,700 
3,000 

10,000 
2,400 
3,000 
1,000 

17,970 
377,370 

TANGIBLE COSTS 

CONDUCTOR CASING 0 0 
SURFACE CASING 15,300 0 15.300 

0 0 0 
INTERMEDIATE CASING 48,300 0 48,300 

0 0 0 
DEEP INTERMEDIATE CASING 0 0 0 

0 0 0 
PRODUCTION CASING / LINER 0_ 52.650 52,650 

0 0 0 
TUBING 0 25,500 25,500 
WELLHEAD EQUIPMENT 4,500 3,000 7.500 
SURFACE LIFT & ELECTRICITY 0 58,000 58,000 
RODS AND PUMP 0_ 28,000 28,000 
PACKERS, BP'S, DOWNHOLE EQUIPMENT 0 750 750 
GAS PRODUCTION EQUIPMENT 0 0 Q 
SEPARATER, TREATER 0 8,500 8,500 
FLOWLINES, VALVES, CONNECTIONS 0 8,000 8,000 
TANKS (Water and Production) 0 6,500 6,500 
MISCELLANEOUS 0 Q Q 
CONTINGENCY (5%) 3,405 9,545 12.950 

TOTAL TANGIBLES 71,505 200,445 271,950 
TOTAL WELL COSTS 324,240 325,080 649,320 

PLUGGING COST 5,760 
TOTAL DRY HOLE 330,000 

Penwell Energy, Inc. 

By. 

Bill Pierce, Engineer 

We approve / disapprove: 
13.401* WI 

Company: Burlington Resources Oil & Gas Company 

By: 
Printed Name: 
Title: 
Date: 



BURLINGTON 
RESOURCES 
MID-CONTINENT DIVISION 

August 14, 1996 

TO: WORKING INTEREST OWNERS 

Re: Checkmate 24 Federal #1 
1980' FSL & 1980' FEL Section 24 
T-22-S, R-32-E 
Lea County, New Mexico 
Red Tank Prospect 
NM35793 

Ladies and Gentlemen: 

Burlington Resources Oil & Gas Company, formerly Meridian Oil Inc., ("BR") hereby proposes 
the drilling of the Checkmate 24 Federal #1, a 9,000' Bone Spring test to be drilled at the 
captioned location. Enclosed please find an original Authority for Expenditure in the amount of 
$651,700, which represents drilling, completing and facility costs. Also enclosed for your 
review and execution, is a Joint Operating Agreement dated September 1, 1996, between 
Burlington Resources Oil &. Gas Company and Frederick H. Prince, IV, et al. 

The Checkmate 24 Federal #1 is the same well which was proposed to you by Meridian in April, 
1995. As you may recall, Mr. Trainer stated in a letter to all partners dated May 4, 1995, thai he 
agreed with the well location, but submitted a separate AFE for partner approval in the amount of 
$675,300 for the drilling of the Mills Fed #2, which has not been drilled to date. As you can see, 
BR has reduced its costs and stands ready to drill. 

Please evidence your acceptance of this well proposal by executing the AFE in the space 
provided, as well as one signature page ofthe Joint Operating Agreement, and returning same to 
the undersigned within thirty (30) days of your receipt of same. 

Should you have any questions concerning this proposal, please do not hesitate to contact me 
directly at (915) 688-6928. 

Very truly yours, 

MERIDIAN OIL INC. 

Senior Staff Landman 

LMS/cs 
Ends. 

3300 N. "A" St., Bldg. 6, 79705-5406, P.O. Box 51810, Midland. Texas 79710-1810, Telephone 915-688-baOO 



Mid-Continent Region 
P.O. BOX51810 
Midland, Texas 79710-1810 
(915) 688-6800 

Date: 
AFE No. 

BURLINGTON RESOURCES 
AUTHORITY FOR EXPENDITURE 

Checkmate 24 Federal #1 Lease/Well Name: 
Field/Prospect: West Red Tank Delaware 
Location: 

Foreman Area Team Name 
DP No. \ 

Lease No. 

Hobbs 
58678A 

Region: Mid-Continent 
1980" FSL & 19801 FEL, Sec. 24, T22S, R32E 

AFE Type: New Drill Well Original 
County: 
X Supplement 

Lea State: 
Addendum 

New Mexico 
Cost Center 

API Well Type: Dev. 
Objective Formation: 
Project Description: 

Operator Burlington Resources 

Bone Spring Authorized Total Depth (Feet) 9,000' 
New Drill Well 

Est. Start Date: 9/10796 Prepared By M. M. Stewart 

Est. Completion Date. 10/10/96 

GROSS WELL COST DATA 

DRILLING WORKOVER CONSTRUCTION 
DRY HOLE SUSPENDED COMPLETION OR FACILITY TOTAL 

DAYS: 
THIS AFE: 
PRIOR AFE's. 
TOTAL COSTS. 

16 16 8 5 29 DAYS: 
THIS AFE: 
PRIOR AFE's. 
TOTAL COSTS. 

325,300 394,500 116,000 141,200 651,700 
DAYS: 
THIS AFE: 
PRIOR AFE's. 
TOTAL COSTS. 

DAYS: 
THIS AFE: 
PRIOR AFE's. 
TOTAL COSTS. 325,300 394,500 116,000 141,200 651,700 

COMPANY 

JOINT INTEREST OWNERS 

WORKING INTEREST _ 
PERCENT % 

NET $ EXPENDITURES 
DRYHOLE $ 

C. W. Trainer et al. 86.599 281.707 

COMPLETED $ 

564,366 

BURLiNGTON RESOURCES: 

AFE TOTAL: 

13.401% 43,593 

100.00% 325,300 

87,334 

651,700 

Recommende 
Recommended: 
R e c o m m e n d e d : ^ ^ ; ^ 

Company Name: 
Date: 

~Z> Date: 

Date: 8/r/-y<r 

?T0N RESOURCES APPROVAL ( { ( A/1 

& I M Approved: ffllbiiif/w^ 

Approved: r ^ j - ^ M ^ j ^ -
Approved 

PARTNER APPROVAL 

Authorized By: 
Title: 

SAWI:M\AI LS\CIIMIHUI IHX: 



DRILLING WELL COST ESTIMATE 

LEASE WELL: 
COUNTY/STATE: 
PROPOSED TOTAL DEPTH: 
FOOTAGE TOTAL DEPTH: 

Checkmate " 2 4 " Federal No. 1 PREPARED BY: T. J . Friesenhahn^OATE: 

Lea / New Mexico DATE: 

9,000 

APPROVED BY: H. A. Lee 
AFE TYPE: DEVELOPMENT DRILLING 

9,000 
|ACCT| 1 AFE NOMENCLATURE | DRYHOLE COST | SUSPENDED COST 

248- INTANGIBLE DRILLING COSTS DAYS: 16 16 

2 Environmental Studies 2 SI,200 ~2 $1,200 

3 Construction (location, roads, etc) 3 $22,000 3 $22,000 

4 Surface restoration 4 4 

5 Move in, move out 5 5 

6 Contractor Fees-Footage; $/ foot: $14.60 6 $131,400 6 $131,400 

7 Contractor Fees-Daywork; $/day: $4,950.00 7 $6,200 7 $6,200 

8 Environmental fire and safety 8 $1,700 8 $1,700 

9 Drilling fluids 9 $7,500 9 $7,500 

10 Gas and Air Drilling IC 1 10 

i1 Drilling fluids - Processing & Maint. equip 1 1 11 

12 Specialty fluids and chemicals 12 12 

13 Engineering services-fluids and chemicals 13 13 

14 Salt/brine water 14 $5,000 14 $5,000 

15 Salt water disposal 15 15 

16 Water 16 $8,000 16 $8,000 

17 Bits, reamers and stabilizers 17 17 

18 Primary cement, services and accessories 18 $33,000 18 $45,000 

19 Squeeze cement, services and accessories 19 19 

20 Mud logging/paleo 20 $3,100 20 $3,100 

21 Wireline logging 21 $17,000 21 $17,000 

22 Coring and analysis 22 $1,200 22 $1,200 

23 Fuel 23 23 

24 BOP's and wellhead rentals - surface 24 $700 24 $700 

25 Drill/work string rentals - subsurface 25 2b 

26 Fishing tool rentals 26 26 

27 Tank rentals 27 27 

28 Other rentals 28 28 

29 Transportation 29 $6,200 29 $6,200 

30 Disposal services (offsite) 30 30 

31 Drill stem tests 31 31 

32 Directional drilling 32 32 

33 Tubular inspection 33 $2,600 33 $2,600 

34 Cased hole logs 34 $700 34 $700 

40 Casing crews and laydown services 40 40 

43 Consultants 43 43 

45 Roustabout and contract labor 45 $1,200 45 $1,200 

46 Miscellaneous 46 $500 46 $500 

62 Environmental compliance 62 62 

72 Company supervision and overhead 72 $8,000 72 $8,000 

TOTAL INTANGIBLE COST $257,200 $269,200 

TANGIBLE DRILLING COST 
80 Casing 

850 f t . O 13 3/8 i n . $17.95 / f t (SURFACE) 

80 

$15,300 

80 

$15,300 

4 .600 f t . O 8 5/8 i n . S10.50 / f t (INTERMEDIATE) $48,300 $48,300 

9.000 f t . 0 5 1/2 i n . J5.85 / f t (PRODUCTION) $52,700 

f t . Of i n . / f t (LINER) 

82 Downhole equipment (packers, bridge plugs) 32 82 

84 Downhole equipment accessories 34 84 

86 Wellhead equipment. 36 $4,500 86 $9,000 

87 Miscellaneous I 37 87 

TOTAL TANGIBLE COST $68,100 $1 25.300 

TOTAL DRILLING COST ESTIMATE $32S;300] Q 
$36.14 / f t . 

S 3 t J 4 , 5 0 O | 

$43.83 / I t . 



MERIDIAN OIL INC. 
W E L L C O S T E S T I M A T E 

FACILITIES / PRODUCTION FACILITIES 

LEASE/WELL NAME: Checkmate PREPARED BY: Paul Gelger TFt/frC*- DATE: } / I M'y 
COUNTY/STATE Lea County, New Mexico PREPARED BY: Bill G. Rea DATE: 
AFE TYPE: New Drill WeU - Bone Spring Tresnor sand APPROVED BY: LH S l n d a j c x ^ f f i ' V V 
PROPOSED TD: 9,00(7 AFE TYPE: C V ' ' ' ~ 
JOB SCOPE Equip NDW to produce to Checkerboard battery 

ACCOUNT NO: AFE NOMENCLATURE PRODUCTION FACIUT1ES EST. TOTAL 
247 FACILITIES 

Intangible 
02 Install Labor $8,000 

Labor $5,000 $1,500 
Dirt Work $1,500 
Painting 

03 Company Vehicles 
08 Location. Roads or Canals 
12 Overhead 
17 Damages, Property Losses and Other 
43 Safety 
44 Engineering/Lab/Technical Contract Service $500 $500 
47 Rental Compressors & Maintenance 
48 Rental Equipment 
49 Cathodic Protection 
50 Right-of-Way @ $ / rod $3,900 $3,900 
57 Pulling Unit Costs - (Subsurface) 
62 Environment Compliance (Assessment) 
63 Environment Compliance (Remediation) 
68 Company Supervision $1,500 $500 $2,000 
73 Freight / Transportation $4,000 $4.000 

Total Intangible.. $11.000 $7,400 $18,400 

Tangible 
20 Equipment Coating and Insulation 
27 Separators 0_ 

Unfired 
Fired 

28 Gas Sweetening Equipment 
29 Pumping Unit AC 912-427-168 $59,500 $59,500 
31 Prime Mover 100 Hp Nema D $4,500 $4,500 
32 Tanks 0 

Oil Tank 500 BBL @ 
Wtr Tank 500 BBL @ 
Tank Walkway 

33 Equipment ' 
Metering Equipment $1,000 $1,000 
LACT Unit 

35 Compressor - Company Owned 
36 Buildings 
39 Misc. Flowlines, Pipes, Valves, & Fittings $1,000 $1,000 
51 Minor Pipelines $9,600 $9,600 
53 Surface Pumps ^ 
54 Electrical Accessories Size 4 Control Panel $1,500 $10,000 $11,500 
55 Miscellaneous - Facility Expense 
81 Tubing 
82 Rods FG/STL 11,400' $29,000 529,000 
83 Down Hole Pumps 1 V* " $2,500 $2,500 
84 Alternative Artificial Lift Equipment Delta-X POC $4,200 $4,200 
86 Conventional Artificial Lift Well Head Equipment 
96 Gas Dehydrator 

Total Tangible.. $101.200 $21.600 $122,800 
Totals (Production/Facilities) $112,200 $29,000 

M 4 TOTAL FACILITIES COST ESTIMATE : $141,200 



M f c K l O i A A OIL. I N C . 
W E L L C O S T E S T I M A T E 

COMPLETION 

LEASE/WELL NAME: Checkmate 24 No. 1 
LEASE/WELL TYPE: Oil Producer - Bone Spring 
AFE TYPE: 0 1 - Development 

PREPARED BY: Jack R. Gevecker ^ T l ^ D A T E : 
APPROVED BY: DATE: 
COST CENTER: 

ACCOUNT NO: 

COMP. WORK 
249 244 
02 02 
03 03 
04 04 
OS 05 
06 06 
07 07 
Oi 08 
09 09 
10 10 

11 11 
12 12 
14 14 
15 15 
16 16 
17 17 
18 18 
19 19 
20 20 
21 
22 22 
23 23 
24 24 
25 25 
26 26 
27 27 
28 26 
29 29 
30 30 
31 31 
32 32 
33 33 
34 34 
36 36 
37 37 
33 38 
39 39 
40 40 
41 41 
•42 42 
43 43 
44 44 
45 45 
46 46 
4a 48 
49 49 
SO SO 
62 62 
63 63 
65 65 
68 68 
72 72 

AFE NOMENCLATURE BUDGET 
INTANGIBLE COSTS DAYS 8 

Location. Roads of Canals (Pre-Constr.) _ - _ 
Location. Roads or Canals - Construction and Maintenance _ _ 
Location, Roads or Canals - (Surface Restoration) „ 1,000 
Movo-in. Move-out _ „ . . _ 
Fees of Contractor - Footage ( VFT) 
Fees of Contractor - Daywork and Compieuon Rig ( 1500 t/Dav) 12.000 
Fir a and Safety Equipment 
Drilling Fluid Systems - Liquids 
Drilling Fluid Systems • Gas and Air Driiiing 
Drilling Fluid Systems - Processing and Maintenance 
Fluids and Chemicals - Specialty Fluids... ..„ . 
Salt/Btine Water _ „ 
Onsite Disposal Services _ 
Fresh Water _ _ _ „ „ 3,000 
Bits _ _ „ 500 
Primary Cement, Cement Services, & Acces -
Remedial Cementing . „ _ „ „ „_ . . „ 
Mud Logging „ „ 
Wtroline Logging - Open Hole _ „ „ 
Coring and Analysis ...... „ . „ . . „ „ _ 
Fuel/Electricity _ .._ „ 
BOP'S and Wellhead Rentals (Surface) ...... 1,000 
Drill/Work Suing Rentals (Subsurface) _ _ 4,000 
Fishing Tool Rentals Reverse Unit ....... _ 
Tanks Rentals „. . „ . „ . „ _ 3,000 
Other Rentals _ _ „_ _ _ „ . _ 
Transportation „ 1,000 
Offsilu Disposal Services „ _ „ 
Drill Slum Tests _ 
Diroctional Services „ 
Tubular Inspection „ „ 
Casod Hole Services _ _ 4,000 
Production Testing _ 
Swabbing and Coiled Tubing „ 
Stimulation _ 3,000 
Fracturing „ _ _ 34,000 
Casing Crews and La/down „ 
Gravul Pack/Sand Control „ _ 
BOP Testing _ _ 
Consultants _ _ _ „ 
Technical Contract Services _ 2,000 
Roustabout Labor „ „ 2,000 
Miscellaneous ......... „__. „ _ _„„............._ 1,500 
Communication Systems _ 
Packer Rental. ..„ „ . 3,000 
Pumping Charges ...... „ 2,000 
Environmental Compliance - Assessment _ „ 
Environmental Compliance - Remediation . „ 
Company Vehicles... „ _ 
Direct Labor „ „ 
Company Supervision and Overhead _ „ _ _ 8,000 
TOTAL INTANGIBLES 85,000 

TANGIBLE COSTS 
80 80 Casing 
81 81 Tubing & Tie backs __ 

( 9000 f t _2-7/8 N-80 In. 3.10 Vtl) 28.000 
( ft. In. Vtt) 
( ft. In. Vtl) 

82 82 Pdckors and Bridge Plugs 
84 84 Cusiny/Uner Equipment 
85 85 Tubing Equipmont 
86 86 Wollhoad Equipment and Xmas Tree 3,000 

TOTAL TANGIBLE 31.000 

TOTAL COMPLETION 116.000 
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BURLINGTON 
RESOURCES 
MID-CONTINENT DIVISION 
August 27, 1996 

TO: WORKING INTEREST OWNERS 1 '•P.** 1 " Q ' 

Rc: Checkmated Federal # I 
1980' FSL & 1980' FEL Section 24 
T-22-S, R-32-E 
Lea County, New Mexico 
Red Tank Prospect 
NM35793 

Ladies and Gentlemen: 

Under cover letter dated August 14, 1996, Burlington Resources Oil & Gas Company ("BR 
the drilling ofthe Checkmate 24 Federal #1 at the captioned location (the "Well") and ask 
decision within thirty (30) days. However, in a meeting with Mr. C. W. Trainer on August '. 
revealed that he and Mr. Jerry Losee have rejected BR's proposal to drill and operate the 
Trainer stated that he agreed the Well should be drilled, but that he would prefer to operate th 
also stated that he was in the process of promoting a portion of his interest in the Well befo 
be ready to drill same. 

These events are essentially a repeat of the events which occurred in April and May, 1995 
predecessor to BR, proposed the drilling of the Checkmate 24 Federal #1 on April 21, 1995. 
returned Meridian's AFE and submitted a separate AFE for the drilling of the Mills Fedei 
same location. Meridian executed Mr. Trainer's AFE and returned same to Mr. Trainer in 
To date, the Well has not been drilled. In an effort to avoid further delay in the drilling of tl 
has applied to the New Mexico Oil Conservation Division for compulsory pooling, to be sc 
hearing on September 19, 1996. 

Please note that, as proposed in my letter of August 14, 1996, you, as a working interest own 
have until September 18, 1996 to elect to participate in the drilling of the Well. BR operates < 
area and is prepared to move immediately. If all parties should agree to participate in B 
proposal, compulsory pooling will not be necessary. 

I will be happy to discuss any issues or concerns which you may have with respect to this pro 
may contact me directly at (9IS) 688-6928. 

Very truly yours, 

BURLINGTON RESOURCES OIL & GAS COMPANY 

Lesjyn M. Swierc, CPL 
Senior Staff Landman 

LMS/cs 

cc: Don Davis 
Tom Kellahin 
Mike Wallace 
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WORKING INTEREST OWNERS: 

Frederick H. Prince, IV 
816 Connecticut Ave., NW 
Washington, D.C. 20006 

C W. Trainer and wife, Jackie Trainer 
500 West Texas, Suite 710 
Midland, Texas 79701 

Ann Ransome Losee 
4733 Galleta Rd., NW 
Albuquerque, New Mexico 87120 

Elizabeth Losee 
20 First Plaza, Suite 213 
Albuquerque, New Mexico 87120 



BURLINGTON 
RESOURCES 
MID-CONTINENT DIVISION 
August 14, 1996 

TO: WORKING INTEREST OWNERS 

Re; Checkmate 24 Federal # 1 
1980' FSL & 1980' FEL Section 24 
T-22-S, R-32-E 
Lea County, New Mexico 
Red Tank Prospect 
NM35793 

Ladies and Gentlemen; 

Burlington Resources Oil & Gas Company, formerly Meridian Oil Inc., ("BR") hereb) 
the drilling of the Checkmate 24 Federal #1, a 9,000' Bone Spring test to be dril 
captioned location. Enclosed please find an original Authority for Expenditure in the : 
$651,700, which represents drilling, completing and facility costs. Also enclosed 
review and execution, is a Joint Operating Agreement dated September 1, 1996 
Buriington Resources Oil & Gas Company and Frederick H. Prince, IV, et al. 

The Checkmate 24 Federal #1 is the same well which was proposed to you by Meridiai 
1995. As you may recall, Mr. Trainer stated in a letter to all partners dated May 4, 19' 
agreed with the well location, but submitted a separate AFE for partner approval in the . 
$675,300 for the drilling of the Mills Fed #2. which has not been drilled to date. As yo 
BR has reduced its costs and stands ready to drill. 

Please evidence your acceptance of this well proposal by executing the AFE in 
provided, as well as one signature page of the Joint Operating Agreement, and returnin 
the undersigned within thirty (30) days of your receipt of same. 

Should you have any questions concerning this proposal, please do not hesitate to c 
directly at (915)688-6928. 

Very truly yours, 

MERIDIAN OIL INC. 

LeslyYi M . ( § U e r c , CPL 

Senior Staff Landman 

LMS/cs 
Ends. 
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MERIDIAN ©OL 
June 15, 1995 

4f 
C. W. Trainer 
8090 Kalil Drive 
Scottsdale, AZ 85260 

RE: Mill* Federal« 
Red Tank (Bom Spring) Field 
Lea County, New Mexico 

Dear Mr. Trainer: 

Attached is your ballot which has been approved by Meridian Oil Inc. to drill and 
complete the subject well. 

Please notify Meridian in writing when this work has been completed, what 
expenditures were actually incurred, and what results were obtained. Attached for your 
referral is an information requirement sheet. 

Also, please provide copies of regulatory forms filed with the respective agencies. 

Yours very truly, 

MERIDIAN OIL INC. 

P. M. Callaway 
Production Superintendent 

»:\cjbVdoc\mills2V5/l 5/95 

P O Box 5)810. Midland. Texas 79710-1310. Telephone 915-688-6800 
3300 N. A St , Bldg 6, 79705-5406 
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Toco LLC 
P.O. Box 888 

Hobbs, Now Mexico 88241-088 
AUTHORITY FOR EXPENDITURE 

LEASE NAME 
COUNTY 
LEGAL DESC. 
FIELD 

LEA_ 
PROJ'D OEPTH 
STATE 
LOCATION 
HORIZON 

WW 

RECEIVED 

MAY "51995 

- IT.OP6B.WSST 

Hono Spring 

INTANGIBLE DRILLING COSTS. 
Staking, Permit*, Legal Foes 
Location, right of way 
Pit Lining, Fencing, Teat line* 
Drilling, Footage 900? £ $14.00 
Drilling, Daywork 2 Dayt © $4500 
Drilling water Freeh & Brine 
Drilling mud & additive* 
Mudlogglng Unit & Sample Bag* 
Cementing—Surface 
Cementing-lntermediate 
Drill 8tern Testa 
Tool 4 Equip Rentals 
Trucking & Welding 
Electric logs & sidewall core* 
Supervision & Engineering 
Administrative Overhead 
Contingencies 
Pulling Unit 
Cementing-Prod. Csg. 
Laydown Maching & Csg. Crew* 
Water & Additives 
Anchors 
Rentals, trucking, etc. 
Cased hole, electric, CBL, Perforating 
Stimulation & Treating 
Testing, BHP, 4 pi 
Supervision A Engines ring-corn pi. 
Administrative Overhead-compl. 
Total (ntangfete Costa 

TANGIBLE EQUIPMENT COSTS: 
Wellhead & tree 
Surface Casing: 
Intermediate Ceg: 
Production Csg: 
Tubing: 
Rod* 
Subsurface equipment 
Pumping Equipment 

Production, Separating & Storage Equip. 
Fiowlines, meters, etc. 
Total Tangible Costs 
Total Well Costs 

DRY HOLE 
1500 

1.8000 
4100 

. 120000 
9000 

15000 
JflQW 

WW 
JQQQ 
JS02 
_Z52Q 
13000 
J8QQ0 

J5QQQ 

jsLm 

13 3/S" © 800* 
8 S/S"© 4650* 
5 1/2" © 9000' 
2 7/8" © WOO* 
1". 7/B-, 3/4" 

16000 
S800Q 

78000 

COMP?) WELL 
1500 

18000 

12WQQ 
9000 
l5opg 
10900 

..,,3000 
. 9500 
..IgQQQ 

4000 
380Q 
25QQ 

.JflOOQ 
6000 

. . 40QQ 

. .10000 
15000 

.24000 
3800 

800 
3S00 

...woo 
60000 APPROVAL 4500 
J3S0Q 
JSQS 

for 

-fiQQQ 
..16000 
.graoo . x # 
6PQ0O Superintendent 

P. M. Callaway 
Production 

25000 
125CQ 
55CQ 

-6Q0QP 
29J2Q0 

_8QW 

SuperiNTenaenT 

MOITVI = 13.40 IX 
MOI NET » $?fc3M 

9o.f 

res; irw> ^frr 
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Tooo LLC 
P.O. Box 888 

Hobbs, Now Maxieo 882414)88 
AUTHORITY FOR EXPENDITURE 

LEASE NAME 
COUNTY 
LEGAL DESC. 
FIELD 

L£A_ 

Rid Tunh Bwt gpftifl 

PROJ'D OEPTH 
STATE 
LOCATION 
HORIZON 

8000 

HtCFMft 

MAY 51995 

M O l - M I O l A N D 
J T . O P e R . w e S T 

itiy pmnwo* PEL 
Bent gyring. 

TANGIBLE EQUIPMENT COSTS: 
Wsllhesd & tree 
Surface Casino; 
Intermediate Csg: 
Production Csg: 
Tubing: 
Rod* 
Subsurface Equipment 
Pumpinq Equipment 

Production, Separating & Storage Equip. 
Flowllnes, meters, etc. 
Total Tangible Costs 
Total Weil Costs 

13 3/8" © 800* 
8 5/8"© 4650* 
5 1/2" © OOOO* 
2 7/8" © soar 
1", 7/8", 3/4" 

.126000. 
9000 

15QQ0 
10000 
JQQQ 
JSflO 
18000 
JfiQQ 
jsast 
J2500 

INTANGIBLE DRILLING COSTS: DRY HOLE 
Staking, Permits, Legal Fees 1SPQ 
Location, right of way 
PK Lining, Fencing, Test lines 
Drilling, Footage 9000* © S14.00 
Drilling, Daywork 2 Days © 84500 
Drilling water Fresh & Brine 
Drilling mud & additives 
Mudlogging Unit & Sample Bags 
Cememing-Surface 
CementJng-lntermediate 
Drill Stem Tests 
Tool & Equip Rentals 
Trucking & Welding 
Electric ioge & eidewall cores 
Supervision & Engineering 
Administrative Overhead 
Contingencies 
Pulling Unit 
Cementlng-Prod. Csg. 
Laydown Machirtg & Cag. Crews 
Water & Additives 
Anchors 
Rentals, trucking, etc. 
Cased hole, electric, CBL, Perforating 
Stimulation & Treating 
Teeong, BHP, 4pt 
Supervision 6 Engfneerfng-compl. 
Administrative Overhead-compl. 
Total Intsnoable Costs 

i n a a s t s r e s i a a s B s r c e s s n a 

.18000 
_8QQQ 
JQQQ 
_§QQQ 

5000 
16000 

JSfiQQfl 

7t000 
IW.4PP 

COMP*D WELL 
1S00 

18000 
4100 

_12fiOQQ 
WOP 
15Q00 
10000 
9000 
2500 

18000 
4000 
2200 
25QQ 

18000 
6000 

, .4000 
10000 
13000 
24000 
2SQ0 
3800 
fiQQ 

250Q 
8500 

00000 
4500 

.9500 
2502 

mm 
8000 
18000 

JSSQQQ 
66000 

APPROVAL 

MBS31AN01NC 

for 

P. M. Callaway 
Production 

Superintendent 

A35SS. 
5800 MOTW 

80000 
28QOQ 

13.401% 
MOt NET = 



Foim 3000-r« 
(October 1992) 

UNITED STATES 
DEPARTMENT OF THE INTERIOR 

BUREAU OF LAND MANAGEMENT 

TRANSFER OF OPERATING RIGHTS (SUBLEASE) IN A 
LEASE FOR OIL AND GAS OR GEOTHERMAL RESOURCES 

Mineral Leasing Act of 1920 (30 U.S.C. 181 et seq.) 
Act for Acquired Lands of 1947 (30 U.S.C. 351-359) 
Geothermal Steam Act of 1970 (30 U.S.C. 1001-1025) 

Department of the Interior Appropriations Act. Fiscal Year 1981 (42 U.S.C. 6508) 

FORM APPROVED 
OMB NO. 1004-0034 
Expires: July 31.1995 

Lease Serial No. 

NM-81633 

Type or print plainly In Ink and sign In Ink. 

PART A: TRANSFER 
1. Transferee (Sublessee)* P e n w e l l E n e r g y , I n c . 

Street 600 N. M a r i e n f e l d , Sui te 1100 
City, State, ZIP Code Midland , Texas 79701 

• I f more than one transferee, check here • and list the name(s) and addrcss(cs) of all additional transferees on the reverse of this form or on a 

separate attached sheet of paper. 

This transfer is for: (Check one) JS Oil and Gas Lease, or Ll Gcoihcrm;il Lease 

Interest conveyed: (Check one or both, as appropriate) 03 Operating Rights (sublease) (J Overriding Royally, payment out of production or other 
similar interests or payments 

2. This transfer (sublease) conveys the following interest: 

Land Description 

Additional space on reverse, if needed. Do not submit documents or agreements other than 
this form: such documents or agreements shail only be referenced herein. 

Township 22 South-Range 32 East, NMPM 

S e c t i o n 2 4 : SE/4, NE/4 NE/4, W/2 SW/4 
Lea County, New Mexico 

From the surface of the ground down to 
100' below depth d r i l l ed in each wel l . 

* D i f f e r e n c e between e x i s t i n g burdens and 25% 
before payout ; d i f f e r e n c e between e x i s t i n g 
burdens and 28% a f t e r payout, p r o p o r t i o n a t e l y 
reduced. 

Percent of Interest 
Owned Conveyed 

31.324% 

Retained 

Percent of 
Overriding Royally 
or Similar Interests 

31.324;; -o-

Reserved Previously 
reserved 

or conveyed 
f 

FOR BLM USE ONLY—DO NOT WRITE BELOW THIS LINE 

THE UNITED STATES OF AMERICA 

This transfer Is approved solely for administrative purposes. Approval docs not warrant that either party to this transfer holds legal or equitable 
title to this lease. 

• Transfer approved effective . 

By 
(Authorized Officer) (Title) (Due) 

Tear PART C: GENERAL INSTRUCTIONS Tear 

1. Tr*juferor/Triiuferoe(s) must complete Parts A1 and A2 and Part B. All parties 
to transfer must sign as follows: The transferor(s) must manually sign. 3 original 
copies, and the tnuuferee(s) must manually sign at least 1 of the 3 original cop
ies. File three (3) completed copies of this form in the proper BLM office for 
each transfei of operating rights (sublease). For a transfer of overriding royally 
interest, payment out of production or other similar interest or payment, file 
one (1) manually signed copy of this form. The required filing fee (nonrefunda
ble) must accompany the transfer, payment out of production or other similar 
interests or payments. File transfer within ninety (90) days after date of execu
tion by transferor. 

2. Separate form must be used for each lease being affected by this transfer and 
for each type of interest conveyed. 

3. In hem No. 2 of Part A. describe lands affected (See 43 CFR 3106. 3135. or 
3241). For columns b, c, d. and e, enter the interest expressed as • percentage 
of total interest In the lease; e.g., if transferor transfers one quarter of a 20% 
interest, enter 20% in column b, 5% in column c, and 15% in column d. 

<t. If any payments out of production or similar interests, arrangements or payments 
have previously been created out of the Interest being transferred, or if any such 
payments or interests are reserved under this transfer include a statement giving 
full details as to amouni, method of payment, and other pertinent terms as provided 
under 43 CFR 3106. 3135. or 3241. 

5. The lease account must be in good standing before this transfer (sublease) can 
be approved (43 CFR 3106 and 3241.) 

6. Transfer, if approved, lakes effect on the first day of the month following datr 
of filing in the proper BLM office. If a bond is necessary, it must be furnished 
prior to approval of the transfer. 

7 Overriding royalry and payment out of production or other similar types of trans
fers must be filed with BLM, but will be accepted for record purposes only No 
official approval will be given. 

8 Upon approval of a transfer of operating rights (sublease), the sublessee is respon
sible for all lease obligations under the lease rights transferred to the sublessee. 



Part A (Continued): ADDITIONAL SPACE for Names and addresses of additional transferees in Item No. I , if needed, or for Land Description in Item No. 2 if needed. 

PART B: CERTIFICATION AND REQUEST FOR APPROVAL 

1. The transferor certifies as owner of an interest in the above designated lease that he/she hereby transfers to the above transferee(s) the rights specified above. 

2. Transferee certifies as follows: (a) Transferee is a citizen ofthe United Slates: an association of such citi»en»: a municipality: or a corporaiion organized under the la*> 
ofthe United States or ofany State or territory thereof. For the transfer ol N P K - A leases, transferee is a ciiuen. national, or resident alien ofthe United Stmes or 
associations of such citizens, nationals, resident aliens or private, public i>' municipal corporations, (b) Transferee is nol considered a minor under the lawn of ihe Si me 
in which the lands covered by this transfer are located; (Cl Transferee'* chargi: a bit (meters, direct and indirect, in each public domain and acquired lands separately in 
Ihe same Slate, do not exceed 246.080 acres in oil and gas leases (ol which up to 200.000 acres may be in oil and gas options), or 300.000 acres in leases in each teasmit 
District in Alaska of which up to 200.000 acres may be in options, il this is an oil and gas lease issued in accordance with the Mineral Leasing Act of 1920. or 51.200 
acres in any one State if this is a geothermal lease; and td) All parlies holding an interest in ihe transfer are otherwise in compliance with the regulations (43 C F R Group 
3100 or 3200) and the authorizing Acts: (e)Transferee is in compliance with reclamation requirements for all Federal oil and gas lease holdings as required by sec 17(g) 
of ihe Mineral Leasing Act: and (0 Transferee is not in violation of sec. 41 of the Mineral Leasing Act. 

3 Transferee's signature to this assignment constitutes acceptance of all applicable terms, conditions, stipulations and restrictions pertaining to the lease described herein. 
Applicable terms and conditions include, but ire not limited to. an obligation to conduct all operations on the leasehold in accordance with the terms and conditions of 
the lease, to condition all wells for proper abandonmeni. to restore the leased lands upon completion of any operations as described in the lease, and to furnish and maintain 
such bond as may be required by the lessor pursuant to regulations 43 CFR 3KM. 3134. or 3206 

For geothermal transfers, an overriding royalty may not be less than one-fourth I'A) of one percent of the value of output, nor greater than 30 percent of the rate of royalty 
due to the United States when this transfer I * added to all previously created overriding royalties (43 CFR 3241), 

I certify that the statements made herein by me are true, complete, and correct to the best of my knowledge and belief and are made in good faith. 

Executed th day of . 19 96 

Name of T , . - ^ , - n . W . TttATMTO a n d .TACKTR TRATNKR 
I Please type or print 

C. W. Trainer (Signature) { _ J 
or 

3ptDroryfirc5& 
JapKie Trainer Signature) -

500 West Texas, Suite 710 

J 

Midland 
(Transferor's Address) 

Texas 79701 
(City) (Sute) (Zip Code) 

Executed this _ 

30th d i y of September l9 96 

PENWEL£?ENERGY, INC. Transferee 

or Steven R. (ToyJ^' n a , u r e )Vice President 
Auorney-in-faci 

(Signature) 

BURDEN HOURS STATEMENT 

Public reporting burden for this form is estimated to average 30 minutes per response, including the time for reviewing instructions, gathering and maintaining data, and 
completing and reviewing the form. Direct comments regarding the burden estimate or any other aspect or this form to U.S. Department ofthe Interior, Bureau of Land 
Management. (Alternate) Bureau Clearance Officer, (W0-771). 18 and C Streets. N.W.. Washington. D.C. 20240. and the Office of Management and Budget. Paperwork 
Reduction Project (1004-0034). Washington. D.C 20503 

Title 18 U.S.C. Sec. 1001 makes it a crime for any person knowingly and willfully to make to any Department or agency of the United Suites any false.'fictitious or fraudulent 
statements or representations as to any matter within its jurisdiction. , . 



PAPERWORK REDUCTION ACT STATEMENT 

1. This information is being collected pursuant to the law. 

2. This information wil l be used to create and maintain a record of oil and gas.' 
geothermal lease activity. 

3. Response to this request is required lo obtain benefit. 

NOTICE 

The Privacy Act of 1974 and the regulation in 43 CFR 2.48(d) provide that you be 
furnished the following information in connection with Information required by this 
oil and gas/geo thermal lease transfer application. 

AUTHORITY: 30 U.S.C. 181 et seq; 30 U.S.C. 1001-1025; 42 U.S.C. 6508 

PRINCIPAL PURPOSE—The information is to be used to process transfers of oper
ating rights (subleases) for oil and gas/geotherma! resources leases. 

Tear 

ROUTINE USES: 

f l ) The approval of transferee's rights to the land or resources. 

(2) Documentation for public information in support of notations made on land status 
records for the management, disposal, and use of public lands and resources 

(3) Transfer to appropriate Federal agencies when concurrence is required prior to 
granting a right in public lands or resources. 

(4) (5) Information from the record and/or the record wil l be transferred to appropri
ate Federal, State, local or foreign agencies, when relevant to civil, criminal or regula
tory investigations or prosecutions. 

EFFECT OF NOT PROVIDING INFORMATION—If all requested Informa
tion is not provided, the transfer may not be approved. See regulations at 43 
CFR Groups 3100 and 3200. 

ir Tear 

ACKNOWLEDGMENTS 

STATE OF TEXAS 

COUNTY OF MIDLAND 
• 

Given under my hand and seal of office, this instrument was acknowledged before 
me on the 2 day of _ 

My Commission Expires: 

CAROLYN DIXON 
NotaryPiAIiaStalaafltoas 
My Cornm Expire 11-10-97 

, 1996, by C. W. Trainer. 

Notary Public in and for tKe State of Texas 

STATE OF TEXAS 

COUNTY OF MIDLAND 

# 

• 

Given und 
me on the J7L 

Tdexmy hand and seal of office this instrument was acknowledged before 
^ day of ^ ^ J ^ ' Z ^ ^ 1996, by Jackie Trainer. 

My Commission Expires: 
Notary Publir/in and for the State of Texas 

CAROLYN DIXON 
Notary Public. State of Texas 
My Comm. Expires 11-10-97 

STATE OF TEXAS 

COUNTY OF MIDLAND 

* 

* 

This instrument was acknowledged before me on the 30th day of 
September 1996, by STEVEN R. FOY, Vice President of Penwell Energy, Inc., 

a Texas corporation, on behalf of said corporation. 

Given under my hand and 
Septemher , 1996. 

My Commission Expires 
9/23/97 

of office this th<r\ 30 th day of 

j 0 d 
Notary Public, Sfat 9 of Ten , 

My commission erpires 9/23/97 

te of Texas 



Form 300C;» 
(Ockfc iSvi) 

UNITED STATES 
DEPARTMENT OF THE INTERIOR 

BUREAU OF LAND MANAGEMENT 

TRANSFER OF OPERATING RIGHTS (SUBLEASE) IN A 
LEASE FOR OIL AND GAS OR GEOTHERMAL RESOURCES 

Mineral Leasing Act of 1920 (30 U.S.C. 181 et seq.) 
Act for Acquired Lands of 1947 (30 U.S.C. 351-359) 
Geothermal Steam Act of 1970 (30 U.S.C. 1001-1025) 

Department of the Interior Appropriations Act, Fiscal Year 1981 (42 U.S.C. 6508) 

FORM APPROVED 
OMB NO. 10044)034 
Expires: July 31.1995 

Lease Serial No. 

NM-81633 

Type or print plainly In Ink and sign In Ink. 

PART A: TRANSFER 
I . Transferee (Sublessee)* P e n w e l l E n e r g y , I n c . 

S"e« 600 N. M a r i e n f e l d , Sui te 1100 
City. State. zî .Code . ^ .Mid land , Texas 79 701 

• I f more than one transferee, check here • and list the name(s) and address(es) of all additional transferees on the reverse of this form or on a 

separate attached sheet of paper. 

This iransfer is for: (CTifC* one) (8 Oil and Gas Lease, or G Gcntherm;il Lease 

Interest conveyed: (Check one or both, as appropriate) Sf Operating Rights (sublease) LJ Overriding Royalty, payment out of production or other 
similar interests or payments 

2. This transfer (sublease) conveys the following interest 
Land Description j Percent of Interest Percent of 

Additional space on reverse, if needed. Do not submit documents or agreements other than 
this form: such documents or agree menu thai] only be referenced herein. 

Owned Conveyed Retained Overriding Royalry 
or Similar Interests 

Additional space on reverse, if needed. Do not submit documents or agreements other than 
this form: such documents or agree menu thai] only be referenced herein. 

Reserved Previously 

a b c d e 

reserved 
• or conveyed 

f 

Township 22 South-Range 32 East, NMPM 50.251% 50.25151 -0- * -

Sect ion-24: SE/4, NE/4 NE/4, W/2 SW/4 
Lea County, New Mexico 

From the surface of the ground down to 
100' below depth d r i l l ed in each wel l . 

* D i f f e r e n c e be tween e x i s t i n g bu rdens and 2 5% 

b e f o r e p a y o u t ; d i f f e r e n c e be tween e x i s t i n g i 

burdens and 28% after payout , proportionately 
reduced. 

i 

FOR BLM USE ONLY—DO NOT WRITE BELOW THIS LINE 

THE UNITED STATES OF AMERICA 

This transfer Is approved solely for administrative purposes. Approval does not warrant that either party to this transfer holds legal or equitable 
title to this lease. 

• Transfer approved effective 

By 
(Authorized Officer) (Tide) (Date) 

Tear PART C: GENERAL INSTRUCTIONS Tear 

1. Trensferor/Trvisferee(s) must complete Parts Al and A2 and Part B. A!! parties 
to transfer must s ip u follows: The transferor(s) must manually sign 3 original 
copies, and the transferee(s) must manually sign at least I of the 3 original cop-
les. File three (3) completed copies of this form in the proper BLM office for 
each transfet of operating rights (sublease). For a transfer of overriding royalty 
interest, payment out of production or other similar interest or payment, file 
one (1) manually signed copy of this form. The required filing fee (nonrefunda
ble) must accompany the transfer, payment out of production or other similar 
Interests or payments. File transfer within ninety (90) days after dale of execu-
tion by transferor. 

2. Separate form must be used for each lease being affected by this transfer and 
for each type of interest conveyed. 

3 In Item No. 2 of Part A. describe lands affected (See 43 CFR 3106. 3135. or 
3241). For columns b, c, d, and e, enter the interest expressed as t percentage 
of total interest in the lease: e.g.. if transferor transfers one quarter of a 20% 
interest, enter 20% in column b, 5% in column c, and 15% in column d 

4. If any payments out of production or similar interests, arrangements or payments 
have previously been created out of the interest being transferred, or if any sueh 
paymenu or interests are reserved under this transfer include a statement giving 
full details as to amount, method of payment, and other pertinent terms as provided 
under 43 CFR 3t06. 3135, or 3241. 

5 The lease account must be in good standing before this transfer (sublease) ca^ 
be approved (43 CFR 3106 and 3241.) 

6 Transfer, if approved, takes effect on the first day of the month following date 
of filing in the proper BLM office, If a bond is necessary, it must be furnished 
prior to approval of the transfer, 

7 Overriding royalry and payment out of production pr other similar types of trans
fers must be filed with BLM. but will be accepted for record purposes only. No 
official approval will be given. 

8 Upon approval of a transfer of operating rights (sublease), the sublessee is respon
sible for all lease obligations under the lease rights transferred to the sublessee 



Pan A (Continued): ADDITIONAL SPACE for Names ind addresses of additional transferees in Item No. 1, if needed, or for Land Description in Item No. 2 if needed. 

PART B: CERTIFICATION ANO REQUEST FOR APPROVAL 

1 The transferor certifies as owner of an interest in the above designated lease that he/she hereby transfers lo the above transferee(s) the rights specified above. 

2 . Transferee certifies as follows: (a) Transferee is a citizen ofthe United States: an assoaauon of such citiiens: a municipality: or a corporation organised under the l«w\ 
ofthe United States or of any State or territory thereof For the transfer of NPR-A leases, transferee is a citiien. national, or resident alien of Ihe United States or 
associations of such citizens, nationals, resident aliens or private, public nr municipal corporations: (b) Transferee is not considered a minor under the lawn of ihe Si ate 
in which the lands covered by this transfer are located, (el Transferee's chargeable mi crests, direct and indirect, in each public domain and acquired lands separate! v in 
the same State, do not enceed 246.080 acres in oil and gat leases (ol which tip to 200 000 acres may be in oil and gas options), or 300.000 acres in leases in each leasinit 
District in Alaska of which up to 200.000 acres may be in options. >( ih^ is an ml and gas least issued in accordance with the Mineral Leasing Act of 1920. or SI .200 
acres in any one State if this is a geothermal lease; and (d) All parties holding an mi ere si m the transfer are otherwise incompliance with the regulations (43 CFR Group 
J100 or 3200) and the authorizing Acts: (e) Transferee is incompliance with reclamaiion requirements for all Federal oil and gas lease holdings as required by sec Higi 
of ihe Mineral Leasing Act: and (f) Transferee is noi in violanon ol sec. 4| ol the Mineral Leasing Act 

3. Transferee's signature lo this assignment constitutes acceptance of all applicable terms, conditions, stipulations and restrictions pertaining lo the lease described herein 
Applicable terms and conditions include, but are not limited to, an obligation to conduct all operations on the leasehold in accordance with the terms and conditions of 
the lease, to condition all wells for proper abandonment, to restore ihe leased lands upon completion of any operations as described in the lease, and to furnish and maintain 
such bond at may be required by the lessor pursuant to regulations 43 CFR 3104 3134. or 3206 

For geothermal transfers, an overriding royalty may not be less than one fourth (lu) of one percent of the value of output, nor greater than 50 percent of the rate of royalty 
due to the United States when this transfer is added to all previously created overriding royalties (43 CFR 3241). 

I certify that the statements made herein by me are true, complete, and correct io the best of my knowledge and belief and are made in good faith. 

Kaecuter? this day'of fya*fr»*\ , 0 9_6 Executed this 3 0 t h d l y o f S e p t e m b e r _ | 9 9 6 

N.rwT^fernr FREDERICK PRINCE, IV and DIANA C. PRINCE PENWELL^BNERGY, INC. 
Please type or print ^-"^/s^ 

Tr^eror f ****** **** * Transferee t ^ T ~ \ - . ^ 

m Frederick PrinccM^re) ^ o r Steven R. F o j ^ ^ V i c e President 
Alluim.j-iii-fact ^ v Q l N C S ^ > \ J \V>-^C_a_ Attorney-in-fact 

D i a n a C P r i n c e (Signature) ' (Signature) 

816 Connecticut Avenue. NW 
(Transferor's Address) 

Washington, D.C. 20006 
(City) (Stile) (Zip Code) 

BURDEN HOURS STATEMENT 

Public reporting burden for this form is estimated to average 30 minutes per response, including the time for reviewing instructions, gathering and maintaining data and 
completing and reviewing the form. Direct comments regarding the burden estimatt or any other aspect of this form toU.S. Department of ihe Interior Bureau of Land 
Management, (Alternate) Bureau Clearance Officer. (VVO-771), I g and C Streets. N' w , Washington. D.C. 20240. and the Office of Management and-Bud.et Paoerwork 
Reduction Protect (1004-0034). Washington. D C 20503 * " P 

Title IS U.S.C. Sec. 1001 makes it a crime for any person knowingly and willfully , 0 make io any Department or agency of the United Suites any false' fictitious or fraudulen. 
statements or representations as to any matter within its jurisdiction. ' irauouieni 



PAPERWORK REDUCTION ACT STATEMENT 

1. This information is being collected pursuant to the law, 

2. This information will be used to create and maintain a record of oil and gas' 
geothermal lease activity. 

3 Response to this request is required to obtain benefit 

NOTICE 

The Privacy Act of 1974 and the reguladon in 43 CFR 2.48(d) provide that you be 
furnished the following Information in connection with information required by this 
oil and gas/geotherma) lease transfer application. 

AUTHORITY: 30 U.S.C. 181 el seq; 30 U.S.C. 1001-1025; 42 U.S.C. 6508 

PRINCIPAL PURPOSE—The information is to be used to process transfers or oper 
ating rights (subleases) for oil and gas/geothermal resources leases. 

Tear TCJW 

ROUTINE USES: 

(1) The approval of transferee's rights to the land or resources. 

(2) Documentation for public information in support of notations made on land starui 
records for the management, disposal, and use of public lands and resources 

(31 Transfer lo appropriate Federal agencies when concurrence is required prior to 
granting a right in public lands or resources. 

(4)(5) Information from the record and/or the record wil l be transferred to appropri
ate Federal. State, local or foreign agencies, when relevant to civil, criminal or regula
tory investigations or prosecutions. 

EFFECT OF NOT PROVIDING INFORMATION—1/ all requested Informa
tion Is not provided, the transfer may not be approved. See regulations at 43 
CFR Croups 3100 and 3200. 

Tear 

COttNTY-BF cT Co/- "40/g 

ACKNOWLEDGMENTS 

« 

Given 
me on the 

i undermy hand and sea) ofpffice, this instrument was 
^ > n j a v o f ^ n ^ J c ? , 19SjjB, by 

Notar^Publicnn and for the 
My Commission Expires: c/ 

acknowledged before 
Frederick Prince, IV. 

• 

CQUNT^QF-

Given undeomy hand and sea? of pffice, this instrument was acknowledged before 
me on the S r ^ day of ^ ^ ^ 6 M ^ f , 1996, by Diana C. Prince. 

My Commission Expires: 

STATE OF TEXAS 

COUNTY OF MIDLAND 

This instrument was acknowledged before me on the 30th day of 
September , 1996, by STEVEN R. FOY, Vice President of Penwell Energy, Inc., 

a Texas corporation, on behalf of said corporation. 

Given under my hand and seaj^ of office this the _30th day of 
September , 1996. 

My Commission Ex 
9/23/97 

T A r J H v ^ l R b f e B f e ^ 
Notary Public, State of Texas 

My commission expires 9/23/97 

n<p for the State pflTexas 
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LEGEND 
# INDUSTRY LOCATIONS 
<£> PENWELL CHECKERS 24 FED. #1 

PENWELL LEASEHOLD 
A OTHER PROPOSED PENWELL LOCATIONS 
# AVALON SAND PRODUCTION TESTED 

PENWELL ENERGY 

SOUTHEAST NEW MEXICO PLAY AREA 
CHECKERS PROSPECT, LEA COUNTY 

AVALON SAND ISOPACH MAP 

JWNTHOMA C1:W 1-10-97 
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Date: 
AFE No.: 

BURLINGTON RESOURCES 
AUTHORITY FOR EXPENDITURE 

Foreman Area Team Name Hobbs 
DP No. 58678A 

LeaseAA/ell Name: Checkmate 24 Federal #1 Lease No. 
Field/Prospect. West Red Tank Delaware Region: Mid-Continent 
Location: 1980' FSL & 1980' FEL. Sec. 24, T22S. R32E County: Lea State: New Mexico" 
AFE Type. New Drill Well Original X Supplement Addendum Cost Center 
API Well Type: Dev. Operator Burlington Resources 
Objective Formation: Bone Spring Authorized Total Depth (Feet) 9.000' 
Project Description: New Drill Well 

Mid-Continent Region 
P.O. Box 51810 
Midland. Texas 79710-1810 
(915) 688-6800 

Est. Start Date: 
Est. Completion Date: 

1/01/97 Prepared By 
1/20/97 

D. P. Seams 

DAYS: 
THIS AFE: 
PRIOR AFE's: 
TOTAL COSTS: 

GROSS WELL COST DATA 

DRILLING 
DRY HOLE 

18 
316,800 

316,800 

SUSPENDED 
18 

375,800 

375,800 

WORKOVER 
COMPLETION 

8 
111,000 

111,000 

CONSTRUCTION 
OR FACILITY 

5 
131,600 

131.600 

TOTAL 
31 

618,400 

618,400 

COMPANY 

JOINT INTEREST OWNERS 

WORKING INTEREST _ 
PERCENT % 

NET $ EXPENDITURES 
DRYHOLE S COMPLETED $ 

Misc. 86.599 274.346 535,528 

BURLINGTON RESOURCES: 

AFE TOTAL: 

13.401% 42,454 

100.00% 316,800 

Recommended: 
Recommended: 
Recommended: 

BURLINGTON RESOURCES APPROVAL 

Date 
Date 
Date 

Approved: 
Approved: 
Approve 

PARTNER APPROVAL 

82,872 

618,400 

Company Name: 
Date: 

Authorized By: 
Title: 



MERIDIAN OIL INC. 
DRILLING WELL COST ESTIMATE 

LEASE WELL: 
COUNTY STATE: 
PROPOSED TOTAL DEPTH: 
FOOTAGE TOTAL DEPTH' 

Zhecxmate 24" c eaerai No. 

sa i New Mexico 

3.000 

-REPARED BY: 

APPROVED BY: 

AFE TYPE: 

Fnesennann 1 OATE: M<*(, 
H. A. 3 ATE: 

DeveiODment Dril l ing 

.000 
ACCT 

248-
AFE NOMENCLATURE 3 R Y H 0 L E C O S T SUSPENDED C O S T 

INTANGIBLE DRILLING COSTS DAYS: 1 8 • 8 
Environmental Stuaies 2 S I . 2 0 0 2 5 1 . 2 0 0 

Construction (location, roads, etc) 3 5 1 8 . 0 0 0 3 5 1 8 . 0 0 0 

4 Surface restoration 4 4 

5 Move in, move out 5 5 

6 Contractor Fees-Footage; $ / foo t : si4 60 6 5 1 3 1 4 0 0 6 S 1 3 1 . 4 0 0 

7 Contractor Fees-DayworK; $/day: s5.0oo.0o 7 5 6 . 3 0 0 7 5 6 . 3 0 0 

3 Environmental fire and safety 8 3 1 . 7 0 0 8 5 1 . 7 0 0 

Q Drilling tluias 9 5 7 5 0 0 9 S 7 . 5 0 0 

io Gas ana Air Drilling 1 0 10 

: i Drilling fluids - Processing & Maint. equip 1 1 1 1 

12 Specialty rluids ana chemicals 12 12 

13 Engineering services-fluias and chemicals 13 13 

14 Salt/brine water 14 S 5 . 0 0 0 14 5 5 , 0 0 0 

15 Salt water disposal 1 5 15 

16 Water 16 S 8 . 0 0 0 16 5 8 . 0 0 0 

17 Bits, reamers ana stabilizers 1 7 17 

18 Primary cement, services and accessories 18 5 3 3 . 0 0 0 18 5 4 5 . 0 0 0 

19 Squeeze cement, services and accessories 19 19 

20 Mud loggmg/paleo 2 0 5 4 . 8 0 0 2 0 5 4 . 8 0 0 

21 Wireline logging 2 1 $ 1 2 , 0 0 0 21 $ 1 2 , 0 0 0 

22 Coring and analysis 2 2 2 2 

23 Fuel 2 3 2 3 

24 BOP's and wellhead rentals - surface 2 4 S 7 0 0 2 4 S 7 0 0 

25 Drill/work string rentals - subsurface 2 5 S 6 . 5 0 0 25 5 6 , 5 0 0 

26 Fishing tool rentals 2 6 2 6 

27 Tank rentals 2 7 27 

28 Other rentals 2 8 28 

29 Transportation 2 9 5 6 . 2 0 0 2 9 5 6 . 2 0 0 

30 Disposal services (offsite) 3 0 3 0 

31 Drill stem tests 3 1 31 

32 Directional drilling 3 2 3 2 

33 Tubular inspection 3 3 5 2 . 6 0 0 3 3 5 2 , 6 0 0 

34 Cased hole logs 3 4 5 7 0 0 3 4 5 7 0 0 

40 Casing crews and laydown services 4 0 4 0 

43 Consultants 4 3 4 3 

45 Roustabout and contract labor 4 5 5 1 . 2 0 0 4 5 5 1 . 2 0 0 

46 Miscellaneous 4 6 5 5 0 0 4 6 $ 5 0 0 

62 Environmental compliance 6 2 6 2 

72 Company supervision and overhead 7 2 5 9 . 0 0 0 72 5 9 . 0 0 0 

TOTAL INTANGIBLE COST 5 2 5 6 . 3 0 0 5 2 6 8 . 3 0 0 

TANGIBLE DRILLING COST 
30 Casing 

3 6 0 ' t . 0 1 5 ;B , n . 5 1 3 . 4 5 f t ^SURFACE) 

8 0 

5 1 1 . 4 0 0 

8 0 

5 1 1 . 4 0 0 

4 8 0 0 ' t . 0 " i n . 59 3 0 f t INTERMEDIATE! 5 4 4 . 6 0 0 $ 4 4 , 6 0 0 

-VOO0 ; t . 0 4 1 2 n . 54 5 0 f t PRODUCTION) $ 4 0 , 5 0 0 

' t . Of n . f t LINER) 

32 Downnoie equipment (packers, bridge plugsl 8 2 82 

34 Downhole eauipment accessories 8 4 84 

36 Wellhead eauipment. 8 6 5 4 5 0 0 86 5 1 1 , 0 0 0 

37 Miscellaneous 87 37 

TOTAL TANGIBLE COST 5 6 0 . 5 0 0 5 1 0 7 . 5 0 0 

TOTAL DRILLING COST ESTIMATE $316,800 5375 800 



MERIDIAN OIL INC. 
W E L L C O S T E S T I M A T E 

COMPLETION 

LEASE/WELL NAME: Checkmate 24 No. 1 PREPARED BY: Jack R. Gevecker-Q ^ 3 DATE: 
LEASE/WELL TYPE: Oil Producer - Bone Spnng APPROVED BY: DATE: 
AFE TYPE: 01 - Development COST CENTER: 

ACCOUNT NO: 
COMP WORK 

249 244 
02 02 
03 03 

04 04 

05 05 

06 06 

07 07 

08 08 
09 09 

10 10 
11 11 

12 12 
14 14 
15 15 

16 16 
17 17 

18 18 
19 19 

:o 20 

Z1 
22 22 
23 23 
24 24 

25 25 
26 26 

27 27 
28 28 

29 29 

30 30 
31 31 

32 32 
33 33 
34 .34 
36 36 

37 37 
38 38 
39 39 
40 40 
41 41 

42 42 
43 43 
44 44 

45 45 
46 46 

48 48 
49 49 

50 50 

62 62 

63 63 

65 65 

68 68 
72 72 

SO 80 

81 81 

32 82 
34 84 

35 55 

36 36 

AFE NOMENCLATURE 
INTANGIBLE COSTS 

Location, Rood* or Canals (Pre-Constr.) 
Location. Roads or Canals - Construction and Maintenance 
.ocaiion. Roods or Canals - iSurface Restoration) 
Move-in. Move-out 
Fees ot Contractor - Footage ( VFT) 
Fees of Contractor - DayworK and Completion Rig ( 1500 VDay). 
Fire and Safety Equipment 
Orilling Fluid Systems - Liquids 
Drilling Fluid Systems - Gaa and Air Orilling 
Dolling Fluid Systems - Processing and Maintenance 
Fluids and Chemicals - Specialty Fluids 
Salt/Brine Water 
Onsite Disposal Services 
Fresh Water 
Bits 
Primary Cement. Cement Services. & Acces 
Remedial Cementing 
Mud Logging 
Wireline Logging - Open Hole 
Conng and Analysis 
Fuel/Eleclricity 
BOP'S and Wellhead Rentals (Surface) 
Drill/Work Siring Rentals (Subsurface) 
Fishing Tool Rentals Reverse Unit 
Tanks Rentals 
Other Rentals 
Transportation 
Oflsile Disposal Services 
Drill Stem Tests 
Directional Services 
Tubular Inspection 
Cased Hole Services 
Production Testing 
Swabbing and Coiled Tubing 
Simulation 
Fracturing 
Casing Crews and Laydown 
Gravel Pack/Sand Control 
BOP Testing 
Consultants 
Technical Contract Services 
Roustabout Labor 
Miscellaneous 
Communication Systems 
Packer Rental 
Pumping Charges 
Environmental Compliance - Assessment 
Environmental Compliance - Remediation 
Company Vehicles 
Direct Labor 
Company Supervision and Overhead 
TOTAL INTANGIBLES 

TANGIBLE COSTS 
Casing 
Tubing & Tiebacks 
( 9000 ft. _2-3/8 N-80 m. 2.60 Vn) 
I ft. m. VTt) 
( «. m. vn> 
Pacners and Bridge Plugs 
Casing/Liner Equipment 
Tubing Equipment 
Wellhead Equipment and Xmas Tree 
TOTAL TANGIBLE 

BUDGET 

0AYS 8 

1 000 

12.000 

3.000 
500 

1.000 
4.000 

3.000 

1.000 

4,000 

3.000 
34.000 

2.000 
2.000 
1.500 

3.000 
2.000 

3.000 
85 000 

23.400 

2.600 
:sooo 

TOTAL COMPLETION 111 000 



W E L L C O S T E S T I M A T E 
FACILITIES / PRODUCTION FACILITIES 

.EASE/WELL NAME: Checkmate 24 #1 - REVISED PREPARED BY: Ralph Castille DATE: 12/05/96 
COUNTY/STATE .ea County, New Mexico PREPARED BY: Bill Rea / nc DATE: 12/05/96 
AFE TYPE: 06) Capital Facilities APPROVED BY: 
PROPOSED TD: 9.000 feet - Upper Bone Spring & Delaware i960' FSL & i960' FEL Sec 24 T-22-S R-32-E 
-OB SCOPE NOW facilities - lie into existing Checkerpoard production battery 

ACCOUNT NO: AFE NOMENCLATURE 
247 FACILITIES ESTIMATED 

PRODUCTION FACILITIES COST 

Intangible 
02 install Labor 53.500 

Labor 0 S3.000 
Dirt Work $500 $2,000 $10,000 
Painting 0 _ S1.000 

33 Company Vehicles 0 _ 0 _ $ 0 
08 Location. Roads or Canals 0 0 $ 0 
12 Overhead 0 0 J O 
17 Damages, Property Losses and Other 0 0 _ $ 0 
43 Safety 0_ 0 _ $ 0 
44 Engineering/Lab/Tecnnical Contract Services $500 S1.500 $2.000 
47 Rental Compressor & Maintenance 0 _ 0 _ $ 0 
48 Rental Equipment 0 _ 0 _ $ 0 
49 Cathodic Protection 0 0 $ 0 
SO Right-of-Way @ $ /rod 0_ 0 _ $ 0 
57 Pulling Unit Cost - (Subsurface) 0 _ 0 _ $ 0 
62 Environment Compliance (Assessment) 0 0 _ $ 0 
63 Environment Compliance (Remediation) 0 0 _ S 0 
68 Company Supervision 0 _ $2.000 $2,000 
73 Freight / Transportation $4.000 $2.000 $6,000 

Total Intangible $9,600 $11,600 $20.000 

Tangible 
20 Equipment Coating and Insulation 0 0 _ $ 0 
27 Separators $10.000 

Unfired 0 _ 0 
Fired 4'x 20'treater 0 $10,000 

28 Gas Sweetening Equipment 0 0 _ S 0 
29 Pumping Unit C 456 - 365 -120 $47.000 0 _ $47.000 
31 Pnme Mover 60 Hp Electric motor $2.000 0 _ $2.000 
32 Tanks $ 0 

Oil Tank 500 BBL @ 0_ 0 _ 
Wtr Tank 500 BBL @ 0_ 0 
Tank Walkway 0 0 

33 Metenng Equipment 0_ SI ,000 SI .000 
LACT Unit 0 _ 

35 Compressor - Company Owned 0 0 _ $ 0 
36 Buildings 0 _ 0 _ * 0 
39 Misc. Ftowlmes. Pipes. Valves. & Fittings 0 _ $10.000 $10.000 
51 Minor Pipelines 0 _ 0 _ $ 0 
53 Surface Pumps 0_ 0 _ $ 0 
54 Electrical Accessories Size 4 control panel $1.700 $15.000 $16.700 
55 Miscellaneous - Facility Expense 0_ $5.000 $5.000 
81 Tubing 0_ 0 _ $ 0 
32 Rods 8.900' Norns 97 $17,400 0 _ $17.400 
33 Down Hole Pumps 1 %' $2,500 0 _ $2.500 
34 Alternative Artificial Lift Equipment 0 _ 0 _ $ 0 
36 Conventional Artificial Lift Well Head Equipment 0 0 _ $ 0 
96 Gas Dehydrator 0_ 0 _ $ 0 

Total Tangible $70.600 $41.000 S111.600 

Total (Production / Facility) $79.100 $62,600 

TOTAL FACILITY COST ESTIMATE ~" S131.600 

L WINWORD COSTESTNfCHEKMATE.DOC 
> 42 AMI2 5 96 
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