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_” _R G -N TELEPHONE: 915-687-1155

FAX: 915-687-1796
R ES OURCES

March 18, 1999

David Arrington Oil and Gas, Inc.
P.O.Box 2071
Midland, Texas 79702

Dear David:

Subject: Beadle #1
W/2 SW/4 Section 35,
T-15-S, R-35-E

Lea County, New Mexico
As per our telephone conversation from last Tuesday, enclosed please find the following:
1 JOA 1n duplicate
2. Recording Supplement to JOA in duplicate
3 AFE in duplicate

Please indicate your willingness to join in the above well by signing, dating anc returning
one copy of the three items outlined above.

We are staking the location and title is presently being examined.
If you would like to approach this in some other way, please let us know.

Sincerely,

ARR-BEA-IOA

NMOCD CASE NO. 12174
APRIL 29, 1999
EXHIBIT NO.
SUBMITTED BY:
ENERGEN RESOURCES CORP.

-

Energen Resources Corparation, an Energen Company 3300 North "A" Street, Building 4, Suite 100, Midland, Texas 79705
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March 17

DATED

RATOR _ Energen Resources Corporation

1929

TRACT AREA W/2 SW/4, Section 35, T-15-S, R-35-E

COU

A

NTY OR PARISH OF __Lea

STATE OF New Mexico

A T T

COPYRIGHT 1982
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 2408 CONTINENTAL LIFE BUILDING,
FORT WORTH, TEXAS, 76102, APPROVED FORM.
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A.A.P.lr. FORM 610 - MODE.. #ORM OPERATING AGREEMENT - 196,

OPERATING AGREEMENT

i . I
TH{S AGREEMENT, entered into by and between Energen Resources Corporation
14 : hereinalter designated and

referred to as “‘Operator’’, and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein
as *‘Non{Operator*’, and collectively as **Non-Operators*.

WITNESSETH: A

WH;EREAS. the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in
Exhibit ‘SA"", and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the
production of oil and gas to the extent and as hereinafter provided, :

NOW, THEREFORE, it is agreed as follows:

ARTICLE 1.
DEFINITIONS

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

A. The term “‘oil and gas’” shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons
and otheq marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated.

B. The terms *‘oil and gas lease’”, “‘lease’® and ‘‘leasehold” shall mean the oil and gas leases covering tracts of land
lying witllin the Contract Area which are owned by the parties to this agreement.

C. The term *‘oil and gas interests’’ shall mean unleased fee and mineral interests in tracts of land lying within the
Contract Area which are owned by parties to this agreement.

D. The term **Contract Area’’ shall mean all of the tands, oil and gas leaschold interests and oil and gas interests intended to be
developed and operated for oil and gas purpeses under this agreement. Such lands, oil and gas leaschold interests and oil and gas interests
are described in Exhibit ‘A",

E. The term “‘drilling unit’’ shall mean the area fixed for the drilling of one well by order or rule of any state or
federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
ed by the| pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties.

F. The term “‘drillsite’* shall mean the oil and gas lease or interest on which a proposed well is to be located.

G~—+t=e terms **Drilling Party'’ and “*Consenting Party'’ shall mean a party who agrees to join in and pay its share of the cost of
any operi:‘on conducted under the provisions of this agreement.

H. The terms *‘Non-Drilling Party’” and ‘‘Non-Consenting Party'’ shall mecan 2 party who elects not to participate

. ' .
in a proposed operation.

Unldss the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the
singular, &nd the neuter gender includes the masculine and the feminine.

ARTICLE II.
EXHIBITS

The ffollowing exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:
A. Hxhibit “*A*", shall include the following information:

({) Identilication of lands subject to this agreement,

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

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

(g) Oil and gas leases and/or oil and gas interests subject to this agreement,

=

(P) Addresses of parties for notice purposes.
xhibit **B’°, Form of Lease.
xhibit “‘C"’, Accounting Procedure.
l%xhibit D', Insurance.
fithibit “*E*", Gas Balancing Agreement.
xhibit *‘F’*, Non-Discrimination and Certification of Non-Segregated Facilities.
xhibit **G’’, Tax Partnership. _
If any provision of any exhibit, except Exhibits “‘E' and ‘*G'’, is inconsistent with any provision contained in the body
of this agfeement, the provisions in the body of this agreement shall prevail. N
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-a
i ARTICLE 1II.
} INTERESTS OF PARTIES

A. Oil gnd Gas Interests:

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

and durink the term hereof as if it were covered by the form of oil and gas lease attached hereto a®Exhibit **B°", and the owner thereof

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

B. Intelests of Parties in Costs and Production:

Unlebs changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and
Il equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set
forth in Ekhibit “*A"". In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the
payment §f royaltics as appearing in the applicable leases plus additional burdens of record as of the eflective date of this agreement
which slfall be bome as hereinafter set forth.

Regardless of which party has contributed the lease(s) andlor oil and gas interest(s) hereto on which royalty is due and
payable, guely party entitled to receive.a sharce of production of vil and gas from the Contract Area shall bear and shall pay or deliver, or
cause 1o e puid or delivered, to the extent of its interest in such production, the royalty wmount stipulated hereinabove and shall hold the
other pargics free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received
by such ‘my, to any other party’s lessor or royalty owner, and if any such other party’s lessor or rayalty owaer should demand ind
receive scttlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to

patid, and

) .
such higher price.

Nothing contained in this Article 1111, shall be deemed an assignment or cross-assignment of interests covered hereby.

C. Excpss Royalties, Overriding Royalties and Other Payments:

Unlgss changed by other provisions, il the interest of any party in any lease covered hereby is subject to any royalty, -
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Articl: HLB., such party so
burdened shall assume and alone bear all such excess obligations and shall indemaify and hald the other partics hereto harmless from any
and all claims and demands for payment asserted by owners of such excess burden.

D. Suliscquently Created Interests:

Il gny party should hereaflter create an overriding royalty, production payment or other hurden payable out of production
le to its working interest heseunder, or if such a burden cnstcd prior to this agreement and is not set forth in Exhibit A", or
hisclosed in writing to all ather parties prior to the execution'of this .l;,rccmcnl by all partics, ar is not a ]omlly acknowledged and
obligation of all partics (.my such interest being bereinalter referred to as **subsequently created interest™ irrespective of the
[ its creation and the party out of whose warking interest the subsequently created interest is derived being hereinafter referred

attributa
was not
aceepted
timing o
to as ‘“‘Burdened party™), and:

1. Jf the burdened party is required under this agreement to assign or relinguish to any other party, or parties, all or u portion
b{ its working interest and/or the production attributable thereto, said ather party, or parties, shall receive said assignment andfor
production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party,
br partics, harmless fram any and ull claims and demands for payment asserted by awners of the subsequently created interest;

wnd,

2. 1( the burdened party fails to pay, when due, its shase of expenses chargeable hereunder, all provisions of Article VILB. shall be
enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of

he burdened party.

ARTICLE 1V,
TITLES

A. Title Lxamination:

Tife examination shall be made on the drillsite of any proposed well prior to commencement of drilling operstions or, if
the Drilfing: Parties so request, tide exantination shall be made on the leases anddor ol and gas interests inchuded, cr planned o be inelod
edoin (e drilling unit acound such well, The opinion will include the ownership of the working inerest, minerals, rovalty, vvereiding
royalty fuud production payments under the applicable leases, At the tme a well is proposed, cach pacty contributing leases andfor oil and
gas intefests 1o the drillsite, or 1o be included in such drilling unit, shall furnish to Operator all wbsteacts (including tederal Jeuse sGitus
reports) title opinions, title papers and curative material in its possession free of charge. All such information not in the possession of or
made ayailable to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator. Operator shall
cause title to he examined by wtorneys on its staff or by outside attorneys. Copies of all title opinions shall he furnished to each party

hereto, fhe cost incurred by Operator in this titde program shall be borne as follows:

E—G mmm?—-nmmml‘

shut-inlg
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ARTICLE IV

continued

€] dpton No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination
—————

(inchn_cjing preliminary, supplemental, shut-in pas royalty opinions and division order title opinions) shall be borne by the Drilling Parties

in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such ‘nterests appear in Ex-

hibit *{A"". Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above

functidns.

—

%

with l&ases or oil and gas interests contributed by such party, Operator shall be responsible for the preparation and recording of pooling
designdtions or declarations us well as the conduct of hearings before governmental agencies for #he securing of spacing or pooling orders.

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

Fich party shall be responsible for securing curative matter and pooling amendments or agreemients required in connection

No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above
providid, and (2) the title has been approved by the examining attorney or title has been accepted by all of the parties who are to par-
ticipatd in the drilling of the well or title defects have been waived by the contributing party
of the lease and/or oil and gas interest which involves such defect.

B. Lpss of Title:

1} Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a
on of interest from that shown on Exhibit **A”", the party contributing the affected lease or interest shall have ninety (90) days
nal determination of title failure to acquire ¢ new lease or other instrument curing the entirety of the title failure, which acquisi-
1l not be subject to Article VIILB,, and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining oil

reduct
from {
tion w
and i Teases and interests: and,

B The party whose oil and gas lease or interest is alfected by the title fuilure shall bear alone the entire loss and it shall not be
entitledl to recover from Operator or the other pacties any development or operating costs which it muy have theretofore paid or incurred,
but thfre shall be no additional Liability on its part to the other parties hereto by reason of such title fuilure;

1) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has

eyl

—

heen I
curred)

Arca By the amount of the interest lost;
() If the proportionate interest of the other parties hereto in any producing well theretofore drilied on the Contract Arca is

ed by reason of the title failure, the party whose title has failed shall receive the proceeds attributable 10 the increase in such in-
less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such

st, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined linally Tt title failure has oc-
so that the interest of the party whose lease or interest is affected by the tite fuilure will therealter be reduced in the Contract

increa
terest

well;
(¢) Should any person nat a party ta this agreement, who is determined 10 be the owner of any interest in the title which has
fnik‘d,; ny in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the party or parties
who hbre the costs which are so relunded:

() Any liability to account ta a third party for prior production of ail und gas which arises by reason of tide failure shall be
bornegby the party or parties whose title fuiled in the same proportions in which they shared in such prior production; and,

(h No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest

claimdd by any party hereto, it heing the intention of the parties hereto that cach shall defend title to its interest and bear all expenses in

conneftion therewith.

4. Loss by Non-Payment or Frroncous Payment of Amount Due: If, through mistake or oversight, any rental, shutin well
paymgnt, minimum royalty or royalty payment, is not paid or is erroncously paid, and as a result a lease or interest therein terminates,
there half be no monctary liability against the party who failed to make such payment. Unless the party who filzd to make the required
paymént sccures a new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payment,
whicH acquisition will not be subject to Article VIILB., the interests of the parties shall be revised on an acreage basis, effective as of the
date of termination of the lease involved, and the party who failed to make proper paymient will no longer be credited with an interest in
the Centract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the

requided payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to
the lodt interest, calculated on an acreage basis, for the development and operating costs theretolore paid on account of such interest, it
shall §e reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled
or wells previously abandoned) from so much of the following as is necessary to effect reimbursement:

(f‘\) Proceeds of oil and pas, less operating expenses, theretofore accrued to the credit of the lost interest, on an acreage basis,
up tolthe amount of unrecovered costs;
() Proceeds, less operating expenses, thereafter accrued attributuble to the lost interest on an acreage basis, of that portion of
oil ang pas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease
termigation, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said
portion of the oil and gas to be contributed by the other parties in proportion to their respective interests; and, <
() Any monies, up to the amount of unrecavered costs, that may be puid by any party wha is, or becomes, the owner of the interest

lost, fhe the privilege of participating in the Contract Area or becoming a party to this apreement. '

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.1, and IV.B.2. above, shall be ioi'm’losscs
and sHall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining ‘portion of
i

r

the Contract Arca.
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ARTICLE V.
" OPERATOR

A. Designation and Responsibilities of Operator:

EnFrgen Resources Corporation shall be the

Operatar of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and
required by, and within the limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but it shall
have nd liability as Operator to the other parties for losses sustained or liabilities incurred, #xcept such as may result from gross

negligedce or willful misconduct.
B. Resignation or Removal of Operator and Selection of Successor:

1. {Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators.
If Opcr:&or terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as
Operaiof, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator
may be femoved if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bunkrupt or is placed ia receivership, by the
affirmacgve vote of two (2) or more Non-Operators owning & majority interest based on ownership as shown on Exhibit **A"’ remaining
after exqgluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o’clock A.M. on the
first daylof the calendar month following the expiration of nincty (90) days alter the giving of notice of resignation by Operator or action
by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier
date. Oprrator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-
porate name or structure of Operator or transfer of Operator’s interest to any single subsidiary, parent or successor corporation shall not

be the bjisis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by
the partips. The successor Operator shall be selected from the parties owning an interest in the Contract Area at thedime such successor
Operatoq is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest
based onlownership as shown on Exhibit **A’"; provided, however, if an Operator which has been removed fails to vote or votes only to
succeed fiself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based

on owndship as shown on Exhibit *‘A"" remaining after excliding the voting interest of the Operator that was removed.

C. Employees:

Th¢ number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the
compensfition for services performed shall be determined hy Operator, and all such employees shall be the employees of Operator.

D. Drijling Contracts:

All pwells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so
desires, Qperator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and
such worL shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-

dependerdt contractors who are doing work of a similar nature.

ARTICLE VI
DRILLING AND DEVELOPMENT

A. Initfal Well:

On ¢r before the__1st  day of _May , 1999 | Operator shall commence the drilling of a well for

oil and g3s at the following location:
330"{ FSL and 330' FWL of Section 35, Township -15- South, Range -3f- East,

Lea Founty, New Mexico.

and shall fthereafter continuc the drilling of the well with due diligence to 11,800 feet or a depth
suffitient to test the Strawn formation.

unless grinite or other practically impenctrable substance or condition in the hole, which renders further drilling impractical, is en-
countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth.

Opefator shall make reasonable tests of all formations encountered during drilling which give indication o’ containing oil and
£as in qu:}mitics sufficient to test, unless this agreement shall be limited in its application to a specific formation or formations, in which
event Opgrator shall be required to test only the formation or formations to which this agreement may apply. P
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ARTICLE VI
continued

1, in Operator’s judgment, the well will not produce oil or gas in paying quantitics, and it wishes to plug and abandon the
well a5 a dry hole, the provisions of Article VLE.L. shall thereafter apply.

1
B. ?ubscqucnt Opcrations:

m;lﬁproposed Operations: Should any party hereto desire to drill any well on the Contgact Arca other than the well provided
A rticle VILA., or to rework®deepen or piug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all
Fies and not then producing in paying quantitics, the party desiring to drill, rework®deepen or plug back st.ch a well shail give the
Lartics written notice of the proposed operation, specifying the work to be performed, the, {o‘«.;‘gtion, p(ros)sed depth, objective forma-
ho the estimated cost of the operation. The parties receiving such a notice shall have -{iin'e)?-({)ﬁ}) &uys after receipt of the notice
which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-

ing ridh is en location, notice of 3 proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be
ﬂiﬁ{éca(to thlzm:y-four (ZA)phours, incl{;s{’ve of Saturday, Sunday, ang legal holidays. In order to elect to

for in
the pa
other
tion u
within

partikipate in a proposed operation, a party must, prior to the explration of the time period provided for
a response, deliver to Operator (1) written notice of party's clection to participate, (2) the party's signe
AFE fbr the estimated costs of the proposed operation, and (3) any advance payment >f the party's share of
the AFE which is requested in the notice of proposed operation. TIhe notice prov%sians of Article XV shall
apply] to the notices. A party's failurc to respond properly and timely to a notice o? a proposed operation
shalll be deemed to be that party's election not to participate in the proposed operation.

—

all parties elect 1q participate in such a proposed operation, Operator shall, within nincty (90) days after expiration of the notice
o N S A propasee operatom. = tuehLy=to ;{343’0 . on e
period of ﬂnr(‘y-ég)- iys(or as promptly as possible after the expiration of the forty-¢ight wur period when 1drilling rig is on loca-
tion, af the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties hefeto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties,
for a ppriod of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
permitp from governmental authoritics, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
{;on or curative matter required for title approval or acceptance. Notwithstanding the {orce majeure provisions of Article X1, if the
actual pperation has not been commenced within the time provided (including any extension thereof as specificallyy permitted herein) and
if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to th: other parties in accor-

dance pvith the provisions hercof as if no prior proposal had-been made.

amina

20 Operations by Less than All Parties: If any party receiving such notice as provided in Article VLB.1. or VILD.1. (Option
No. 2)¥c¢lects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or partics
givinglthe notice and such other parties as shall elect to participate in the operation shall, within ninety days after the expiration of
the nofice period ()fﬁﬁ)@?q}) SI..JI;’.\)(M as promptly as possible after the expiration of the iﬁs?iﬁﬁ?ﬁ) hour period when a drilling rig is
on locjtion, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all
work ljmr the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is
a NonlCansenting Party, the Consenting Parties shall cither: (2) request Operator to perform the work required by such proposed opera-
tion faf the account of the Consenting Partics, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-

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

ditions of this agreement.

less than all parties approve any proposed operation, the proposing party, immediately after the expi-ation of the applicable
naticelperiod, shall advise the Consenting Parties of the total interest of the parties approving such operation and mcrﬁg;njrp&rl\gqri\(}?‘ jis
to whather the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within foremsighe 48)
fexehiiveof Betirday Stndny aprd-ega hotidays) after receipt of such notice, shall advise the proposing party of its desire to () limit par-
ticipatfon to such party's interest as shown on Exhibit **A’" or (b) carry its proportionate part of Non-Consenting Parties' interests, and
failurefto advise the proposing party shall b\ceclltl‘gr;ggém elzgw u§1der ('ix). In the event a drilling rig is on ]oc?tion, the time pcr{niued for
such afresponse shall not exceed a total of'&m—ye}g (-%/L‘?,) ours (inclusive of Saturday, Sunday and legal holidays). The proposing party,
at its ¢lection, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision.

ours

Ihe entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the propartions they have
clected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such
operatfons free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consentiné Parties.
If suclgan operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their
sole colt, risk and expenséTif any well drilled, rework, deepencd or plugged back under the provisions of this Article results‘in a pro-
ducer f il andlor gas in paying quantities, the Consenting Parties shall complete and cquip the well to preduce at their sole cost fid risk,

% "Rework! iicludes sidetrack,

B
*% Prpvided, however, that a Non-Consenting Party that participated in the drilling, reworkin'g,
rd-entering, deepending or sidetracking of the well shall remain liable for and shall..pa)"_{:_its
_pinnortinate share of the costs of plugging and abandonment of the well and the restoration'of
tije surface, but only insofar as those costs were not increased by the subscque'1t!'o'pdratibm‘i of
tje Consenting Parties. , P LR

(R o ot
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ARTICLEVI
continued
and the w2Y <hall then be turned over to Operator and shall be operated by l[_él%_é}ée (I_*_)&[zﬁ?ic and for the account of the Consenting Par-

ties. Uponfcommencement of operations for the drilling, reworking, deepening/or p[:uggmg Bk of any such well by Consenting Parties
in accordafice with the provisions of this Article, each Non-Consenting Party shall be decmed to have relinquished to Consenting Parties,
and the Cénsenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting -
Party’s inferest in the well and share of production therefrom until the proceeds of the sale of such share, caleulated at the well, or
market vahie thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding reyalty and other in-
terests notfexcepted by Article HLD. payable out of or measured by the production from such well accruing with respect to such interest

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

i

A

() % QJ(;Z of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment bevond the wellhead
connections (including, but not limited to, stock tanks, separators, treaters, pumping cquipment and piping), plus 2007 of cach such
Non-Consdnting Party’s share of the cost of operation of the well commencing with fiest production and continuing until each such Non-
Party’s relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-

Conscnting
Party’s share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting

Conscminﬁ
Party had

)

t participated in the well from the beginning of the operations; and

. . . s'detr.ackinf . .
(b)_jQQ__% of that portion of the costs and expenses of drilling, reworking, deepening/plugging back, testing and completing,
ing any cash contributions reccived under Article VIILC., and 300 % of that portion of the cost of newly acquired equip-

after deduc
well {to and including the wellhead connections), which would have been chargeable to such Non-Conserting Party if it hud

ment in th
participated therein.

An dldction not to participate in the drilling or the deepening of a well shall be deemed an clection not to participate in any re-
warking or Iplugging back operation proposed in such « well, or portion thercof, to which the initial Non-Consent clection applied that is
conducted Hdt,any limq Erior to full recovery by the Consenting Parties of the Non-Conscenting Party's recoupment wccount. Any such
sidetrackin . ) . ) :
reworkingg f plugﬁng hun‘%& operation conducted during the recoupment pcrlott:l shall be deemed part of the cost of operation of said well

. . ee ; .
and there sHall J’(f added tq the sums to be recouped by the Consenting Partics-Gax hundred percent {3009 of that portion of the costs of
|1 si el:rackx[lg . . . . .. .
the reworkihpyor gluzrv ing )1<ck operation which would have been chargeable to such Non-Consenting Party had it participated therein. If
L cKin L. . . . . .
such a rewgrkingor pﬁlgg?ng ha&k operation is proposed during such recoupment period, the provisions of this Article VLB, shall be ap-

plicable as Between said Consenting Partics in said well.

During the period of time Consenting Parties are entided to receive Non-Consenting Party’s share of production, or the

proceeds tHerefrom, Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other
taxes, and il royalty, overriding royalty and other burdens applicable to Non-Consenting Party s share of production rot excepted by Ar-

ticle 11LD.

X sidetr:}c)cinp‘( - . . . .
In thy case of any rrwurkln;:/ plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free

of cost, all tasing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon

. sxd?t:rack)bngk . A .
abandonmient of a well alter such rcworkmg/p ugging badk or deeper drilling, the Consenting Parties shall account for all such equip-
ment to th¢ owners thereof, with cach party receiving its proportionate part in kind or in value, less cost of salvage.

Withid sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the
Conscnting Parties shall furnish cach Non-Consenting Party, with an inventory of the equipment in and connected to the well, and an
itemized sn?wmcnt of the cost of drilling, dccpcninsg}(lf)?uﬁ?ggcw&. testing, completing, and equipping the well for production; or, at its
option, the i};;g:lgng party, in licu of an itemized statement of such costs of opecation, miy submit a detailed statement of monthly bill-
ings. Euchimmﬁa ﬁxcrcnflcr, during the time the Consenting Parties are heing reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
curred in tlfe operation of the well, together with a statement of the quantity of oil and gas produced from it and the  mount of proceeds
realized {eo2i-the sale of the well’s working interest production during the prcccdingggg«}‘(gﬂ.n determining the quantity of oil and gas
produced dfring any month, Consenting Parties shall use industry accepted methods such as, but not limited to, metering or periodic
well tesis. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such aperation
which woulll have been owned by @ Non-Consenting Party had it purticipated therein shall be credited against the total unreturned costs
of the world done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert to it as

ahavn aravialeds and if there is a eredit balanece. it <hiall be naid to such Non-Concentine Partv N
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ARTICLE VI

continued

{ and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided for above,
the r,‘:linquishcd interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-
Constating Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production
therelrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworkiny, deepening or plugging
back pl said well. Therealter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of
the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto.

A

otwithstanding the provisions of this Article V1.B.2., it is agreed that without the mutual consent of all parties, no wells shall

be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such
well donforms to the then-existing well spacing pattern for such source of supply.

[)

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VLA,

excep] (a) as to Article VILD.1. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well

after & has been drilled to the depth specified in Article VIA. if it shall thereafter prove to be a dry hole or, if initially completed for pro-

duction, ceases to produce in paying quantities.

3 Stand-By Time: When a well which has been drilled or decpened has reached its authorized depth and ull tests have been
.‘tc—d, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party's natice proposing a
ing, deepening, plugging back or completing operation in such a well shall be charged and borne as part o the drilling or deepen-
eration just completed. Stand-by costs subsequent to all parties responding, or expiration of the response (irrc;permiltcd, whichever
Leurs, and prior to agreement as to the participating interests of ull Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently
withdfawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
onsenting Party’s interest as shown on Exhibit ‘“A’" bears to the total interest as shown on Exhibit **A™" of all Consenting Par-

compl
rewor
ing opy
first o

each €
tics.

1. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a *‘deevening’™ operation shall
also le ;Hrli?n—l;l—c_l—(;:m)' proposal to directionally control and intentionally deviate @ well from vertical so as to change the bottom hole
locatipn (herein called **sidetracking™), unless done 1o straighten the hole or to drill around junk in the hole or because of other
mechpnical difficultics. Any party having the fight to participate in a proposed sidetracking operation that does not own an interest in the
affectpd well bore at the time of the notice shall, upon clecting to participate, tender to the well bore owners its proportionate share (equal
to itsfinterest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:

() If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the ictual costs incurred in
the iditial drilling of the well down to the depth at which the sidetracking operation is initiated.

b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's
sulvuhﬂc materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the

provigions of Exhibit “‘C"", less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

shall fie limited to k¥%#5?£i£%§ hofxlﬁ,-oxehmiw-ofSamr-day.—&«ukwawl-[vg' Hholidaysg provided, however, any party may request and
receivp up to cight (8) additional days after expiration of 1)15%?:’2_\%;5\?1&)81(5{11'5 within which to respond by paying for all stand-by time
incurred during such extended response period. If more than one party elects ta take such additional time to respond to the notice, stand-
by cogts shall be allocated between the parties taking additional time to respond on a day-ta-day basis in the proportion each electing par-
ty’s interest as shown on Exhibit **A’" bears to the total interest as shown on Exhibit “*A”* of all the eclecting parties. In all other in-

stancek the response period to a proposal for sidetracking shall be limited to thirty (30) days.

1 the event that notice for a eidcsr:wkin;: operation is given while the drilling rig to be utilized is on location, the response period

C. ?'AKXNG PRODUCTION IN KIND:

;Ench party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Area,
cxclx1§ivc of production which may be used in development and producing operations and in preparing and treating ol and gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by any
partyyof its proportionate share of the production shall be borne by such party. Any party taking its share of praductign’ in kim.]»s_}_mll be

e
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ARTICLE VI
continued

red to pay for only its proportionate share of such part of Operator’s surface facilities which it uses.

Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production [rom
ontract Area, and, except as provided in Acticle VILB., shall be entitled to receive payment directly from the purchaser thereof for

are of all production.

1n the event any party shall [ail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of
il produced [rom the Contract Area, Operator shall have the right, subject to the revocatjon at will by the party owning it, but not
lipation, to purchase such oil or sell it 1o others at any time and {rom time to time, {or the account of the non-taking party at the
rice obtainable in the area for such producﬁon. Any such purchase or sale by Operator shall be subject a ways to the right of the
r of the production to exercise at any time its right to take in kind, or scparately dispose of, its share of all oil not previously

delivéred to a purchaser. Any purchase or safe by Operator of any other party’s share of oil shall be only for such reasonable periods of
time fas are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess

of orde (1) year.

delivg
be al}
agred

D.

|
and s
and r¢
gover
cach

gathe

n the event one or more parties’ separate disposition of its share of the gas causes split-stream deliveries o separate pipelines and/or
ries which on a day-to-day basis for any reason are not exactly equal to 4 party’s respective proportionate share of total gas sales to
xcated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing
ment between the parties hereto, whether such an agreement is attached as Gxhibit “*E'*, or is « separate agreement,

fccess to Contract Arca and Information:

with respect to an opecration to which it is a participating part .
Fach party shall/have access to the Contract Area at all reasonable times, at its sole cosl und i3k to inspect or observe uperations,

all have access at reasonable times to information pertiining to the develapment or operation thereof, including Operator's books
. . articinating . ) .
cords relating thereto. Operator, upon request, shall furnish cach of the atherbartics witli copits of all forms or reports filed with
hmental agencies, daily deilling reports, well logs, tank tables, daily gauge und run tickets and reports of stock on hand at the first of
nonth, and shall make available samples of any cores or cuttings tuken from any well drilled on the Contract Area. The cost of

ing and furnishing information to Non-Operator, other than that specificd above, shall be charped to the Non-Operator that re-

quests
exclt
part
4

drille
witho

withi

the information. Any non-participating party shall only have access to Operator's records for the
sive purpose of verification of the costs attributable to thp operation in which it 1s a non-
cipating party.

\bandonment of Wells:

. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VIB.2., ary well which has been
or deepened under the terms of this agreement and is proposed 1o he completed as a dry hole shall not be plugged and abandoned
JE‘}JI(l:LnE())IYlﬂng&{.)f ggﬁmics. Should Opcruto.r, after diligent effort, be unable to contact any party, or should any party fail to reply
forey iht 448) hours (exclusive of Saturday, Sunday and legal holidays) alter receipt of notice of the proposal to plug and abandon

such ¥ell, such party shall be deemed to have consented to the propesed abandonment. All such wells shall be plugged and abandoned in
accordunce with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening

such

rell, Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further

operaffons in search of oil andfor gas subject to the provisions of Article VLB,

heren
prochy
be phy
thirty
those.

. Abandonment_of Wells that have Produced: Fxcept for any will in which a Non-Consent operation has been conducted

Lll(‘r for which the Consenting Parties have not been fully reimbursed as berein provided, any well which nas been completed as a
er shiall not be plugged and abandoned withowt the congent of all parties™ I all partiedconsent to such abardoument, the well shall
peed and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto, If, within
(30) days alter receipt of notice of the proposed abandonment of any well, all partie®Jo not agree to the abundonment of such well,
<ishing to continue its operation from the inteeval(s) of the formationis) then open to production shall tender to each of the other

particq its proportionate share of the valuc of the well's salvable material and equipment, determined in accordance with the provisions of

[xhib
the ne
mater
terval
gits in

“C™", less the estimated cost of satvaging and the estimated cost of phurging and abandonin#™¥ach abandoring party shall assign
n-uhundoning parties, without warranty, express or implied, as to title or s to quantity, or fitness for usz of the equipment and
. all of its inzerest in the well and reluted equipment, together with its interest in the leaschold estaze as to, but only as to, the in-
pr intervals of the formation or formations then open to production, If the interest of the abandoning party is or includes an oil and
gerest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in-

tervalg of the formation or formations then open to preduction, for a term of one (1) year and so long thereafter as oil andfor gas is pro-

duced

{rom the interval or intervals of the formation or formations covered therchy, such lease to be on the form attached as Exhibirt

* Whp at that time have an interest in such well.

* 1f any party fails to make a specific election in writing within said thirty (3C) days, it shall
bel conclusively deemed to have consented to the abandonment of such well.
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ARTICLE VI

continued

The assignments or leases so limited shall encompass the **drilling unit’* upon which the well is located. The payments by, and the
nents or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the V
ct Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shal' be no readjustment of
ts in the remaining portion of the Contract Area.

Thereafter, abandoning parties shall have no further responsibility, lability, or interest in the operation of or production from

in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-
Dperator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
ed by this agreement, plus any additional cost and charges which may arise as the result of the separate owrnership of the assigned
pon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall than have the option to
ase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject ta the pro-

hereof.

Abandonment of Non-Consent Operations: The provisions of Article VLE.L. or VLE.2. ahove shall be applicahle us between
ting Parties in the event of the proposed abandonment of any well excepted {rom said Articles; provided, however, no well shall be
ently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notified
roposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article

ARTICLE VII.
EXPENDITURES AND LIABILITY OF PARTIES

wbility of Parties:

¢ liability of the parties shall he several, not joint or collective. Fuch party shall be responsible only for its vblizutions, and
liahle only for its proportionate shire of the costs of developing and operating the Contract Acea. Accordingly, the liens granted
the parties in Article VILB. are given to secure only the debts of cach severally. It is not the intention of the parties to create, nor
is agreement be construed as creating, a mining or other partnership or association, or to render the partics liable as partners.

ens and Payment Defaults:

ch Non-Operator grants to Operator a lien upon its ol and gas rights in the Contract Area, and a security interest in its share
hd/or gas when extracted and its interest in all cquipment, to secure payment of its share of expense, together with interest thereon
ate provided in Lxhibit **C*". To the extent that Operater has a security interest under the Uniforra Comnmercial Code of the
perator shall be eutitled to exercise the rights and remedies of a secured party under the Code. The bringirg of 1 suit and the ob-
of judgment hy Operator for the secured indebtedness shall not be deemed an election of remedies or vtherwise affect the lien
r security interest a8 security for the payment thereof, In addition, upon default by any Non-Operaror in the payment of its share
1se, Operator shall huve the righe, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from
»isuch Non-Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid, Fach
er shall be entitled to rely upon Operater’s written statement concerning the amount of any default. Cperator grants a like lien
urity interest o the Nan Operators to secure payment of Operator’s proportionite share of expense.

any party fails or is unable to pay its share of expense within sixty (60) days after rendition
tatement thercfore by Operator, the interest of such party in any and all wells for which such

following the expiration of the sixty (60) day period following rendition of such statement.* In
ent this provision is exercised, all non-defaulting Consenting Parties, including Operator, shall,
uested by Operator, carry the non-consenting interest in the proportion that the interest of each
arty bears to the interest of all such parties,

statc;Icnt was rendered shall become subject to the provisions of Article VI B.2 on the first day of the

yments and Accounting:

cept as herein otherwise specifically provided, Operator shall prompely pay and discharge expenses incurrxtin the development
ration of the Contrict Arca pursuant to this agreement and shall charpe each of the parties hereto with their respective propor
shiares upon the expense basis provided in Exhibit **C”". Operator shall keep an accurate record of the int account hereunder,

: expenses incureed and charges and credits made and ceceived.

wecator, atits clection, shall have the right from tme 1o time to demand and receive from the other pactios pavinent in advanee
cespective shares of the estimated amaunt of the expense to be incurred v operations hereunder during the aest stoee Jing

which ripht may be exercised only by submission to cach such purty of an itemized statement of such estimated expense, wgecher

mvoice for its share thercof, Fach such statement and invoice for the payment in advaniee of estithaied cxpense shall be spbe
tlore the 20th day of die next preceding month. Each party shall pay 10 Operator its proportionate shore of such estimate wekin
15} days after such estimate and invoice is received. I any purty fails o pay its share of said estimate within =aid time, the amonunt
hear interest as provided in FExhibit **C™ anul paid. Proper adjustment shall be made monthily between wdvances and actual ex-

v the end that each party shall bear and pay its propoertionate share of actual expenses incurred, and no more,

D, Limitation of Uxpenditures:

pursui

*Pri
cer

A Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any welt drilled or devpened

tto the provisions of Article VI.B.2. of this agreement. Consent to the drifling or deepening shall include:

Br to Operator exercising this provision, Operator must provide written notice by

ified mail to the party and/or parties in default and the defaulting party shall

have an additional 15 days after receipt of-such notice to pay its share. of expenses.
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~ continued
1 O Option No. 1: All necessary expeaditures for the drilling or deepening, testing, completing and equipping of the well, tncluding
2 necessarcy tankage andlor surface facilities.
3
4 (X Option Na. 2: All necessary expenditures for the drilling or deepening und testing of the well. When such well has reached its

authorized depthy, and all tests have been completed, and the results thereal furnished to the parties, Operator shall give immediate notice
¢ Non-Operators who have the right o participate in the completion costs, The parties ceceiving such notice shall hmﬂ%’l\‘i&nﬁ"“

6 Q4
7 é%ﬁ% hours (exchmrveofStarhyr Sambin-nrd-legalHrodrhy s in which to elect 1o participate in the setting of casing and the completion at-
8 tempt. Such clection, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
9 cluding necessarcy tankage undior surface facilities. Failure of any party receiving such notice to reghy within the period above fixed shall
10 constitute an clection by that party not to purticipate in the cost of the completion attempt. If one or more, but less than all of the parties,
11 clect to set pipe and to attempt a completion, the provisions of Article VLB.2. hereof (the phrase **reworking, deepening or plugging
(2 back™ as contained in Article VLB.2. shall be deemed to include **completing™®) shall apply to the operations thereaflter conducted by less
13 than all parties.
14 consenting
15 2. Rework or Plug Back: Without the consent of wll partes, nowell shall be seworked or plugeed back except a well ceworked or
16 plugged back pursuant 1o the peovisions of Article VIB.2. of this agreement. Consent to the reworking or plugeing back of a well shall
17 include all necessary expenditures in conducting, such opecations and completing and equipping of said well, including necessary tankage

18 andfor surface facilities.

19 . . . conscntislg . . .

20 3. Other Operations: Without the consent of allparies, Opreator shadl not undertike any single project reasonably estimared

21 10 require an expenditure in excess of Twenty Five Thousand Dollars (3222000, ao )

22 except in connection with a well, the drilling, reworking, deepening. completing, recompleting, or plugging hack of which has een

23 previvusly authorized by or puesuant to this agreement; provided, however, that, in case of explosion, fire, fload or other sudden
24 emergency, whether of the same or different nature, Operator may take such steps and incur such expenses us in its oninion are required

25 to deal with the emergency (o safeguard tife and property but Operatar, as promptly as possible, shall report the emergeney 1o the other
26 partics. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operatar so requesting

27  an information copy thereof for any single project costing in excess of Twenty Five Thousand =

28 Dollars ($ 25,000.00 } but less than the amount first set forth above in this paragraph.

29

30 E. Rentals, Shut-in Well Payments and Minimum Royaltics:

31 ' ’

32 Rentads, shut-in well payments and minimum royalties which may be required under the terms of uny lease shall be paid by the
33 party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-
3 tributed interests in the same lease to this agreement, such parties may designate one of such parties to imake said payments foe and on
35 behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of
3G failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
37 ment is required to continue the lease in foree, any loss which results from such non-payment shall be borne in accordance with the pro-
18 visions of Article 1V.13.2.

39 .

40 Opeeator shall notify Non-Operitar of the anticipated cmnplclidn of a shut-in gus well, or the shutting in e retum to production
41 of a proclucing gas well, at least five (5] days (exclading Saturday, Sundiy and legad halidays), or at the carlivst opportunity permiteed by

42 circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Dperator o so notify
43 Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure 1o make limely payments of any shut-in well payment
44 shadl be borne juintdy by the partics hereto under the provisions of Article [V.B.3.

45

A6 F. Taxes:

47

48 Beginning with the first calendar year alter the effective date hereol, Operator shall render for s valorem taxation all property

49 subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thercon before they
50 become delinquent, Prior to the rendition <ate, each Non-Operator shall furnish Operator information as to burdens (1o include, but not
51 be limited to, royalties, overriding royaltics and production payments) on leases and cil and gas interests contributed by such Non
52 Operator. If the assessed valuation of any leaseliold estate is reduced by reason of s being subject 1o outstandiog excess royaltivs, aver-
53 riding royaltics or production payments, the reduction in ad valorem taxes resubting therelrom shall inure 1o the bonelit of the owner or
54 owners of such leaschold estate, and Operator shall adjust the chiarge 1o such owner or owners so as o reflect the henefit of such reduc-
59 tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party ‘s working interest, then notwithstanding
56 anything to the contrary herein, charges to the joint account shall be made and paid by the partics hereto in accordance with the fix
57  value generated by cach party’s working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in

58 the manner provided in Exhibit **C”’,

59
() Il Operator considers any tax assessment improper, Operator muy, at its discretion, protest within the dme and manner
Ol preseribed by L, and prosceute the protest 1o a final determination, unless all partios apree o abandon 1he protest prioe o linal deter

62 mination. During the pendency of administrative or judicial proceedings, Operator nuy clect to pay, under protest, all such taxes and any
63 interest and penadty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for the jolnt ac-
64 count, tagether with any interest and penalty acerued, and the total cost shall then be assessed against the parties, and be paid by them, as
65 provided in Exhibir “*C"",

66
67 Each party shall pay or cause to be paid ull production, severance, excise, gathering and other taxes imposed upan or with respect to
68  the production or handling of such party's share of oil andlor gas produced under the terms of this agreement,
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ARTICLE VII
continued

G. Insurance:

At all times while operations are conducted hereunder, Operator shall comply with the workmen’s compensation law of
the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-
pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibi: **C’". Operator shall
also carry or provide insurance for the benefit of the joint account of the pasties as outlined in Exhibit **D**, attachéd to and made a part
hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation

law of the state where the operations are being conducted and to maintain such other insurance as Operator may require.
A

In the event automobile public liability insurance is specified in said Exhibit **D*", or subsequently receives the approval of the
partics, no direct charge shall be made by Operator for premiums paid for such insurance {or Operator’s automotive equipment,

‘ ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contruct Area, shall not be surrendered in whole

or in part unless all parties consent thereto.

However, should any party desire to surrender its interest in any lease or in any portion thereof, und the other parties do not
agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in
such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production
thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
terest, the assigning party shull execute and deliver to the purty or parties not consenting to such surrender an oil aad gas lease covering
such oil and gas interest for a termi of one (1) yeur and so long thereafter as oil and/or gas is produced from the lund covered thereby, such
lease (o he on the form attached hereto as Exhibit **B*. Upon such assignment or lease, the assigning party shall De relieved from all
oblu,.mom thereafter accruing, but not theretofore .lu.rucd with respect to the interest assigned or leased and the operation of any well
attribut IML thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the
party assignor or lessor the reasonable salvage value of the latter's'interest in uny wells and equipment attributable tc the assigned or leas-
ed acreage. The value of all material shall be determined in accordunce with the provisions of Exhibit **C™', less the estimated cost of
salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest
shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties.

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor’s, lessor’s or surrendering
party’s interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage
assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this

agreement.
B. Rencwal or Extension of Leases:

If any party secures a rencwal of any oil and gas lease subject to this agreement, all other parties shall he nctified promptly, and
shall have the right for a period of thirty (30) days following receipt of such notice in which to elect 1o participate in the ownership of the
renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-
portionate shares of the acquisition cost allocated to that part of such lease within the Contract Arcea, which shall be in proportion to the

interests held at that time by the parties in the Contract Area.

If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it shall be owned by the parties
who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area
to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase o such renewal lease.
Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement.

Each party who participates in the purchase of a renewal lease shall be given an assignment of its proportionate interest therein

by the acquiring party.

The provisions of this Article shall apply 1o renewal leases whether they are for the entire interest covered by the expiring lease
or cover only a portion of its area or an interest therein, Any renewal lease taken before the expiration of its predecessor lease, or taken or
contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision; but any lease taken or con-
tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and skall not be sub]ect to

the provisions of this agreement.

The provisions in this Article shiall also be applicable to extensions of oil and gas lcases.

e S :vv.

C. Acreage or Cash Contributions:

N

While this agreement is in force, if any party contracts for a conteibution of cash towards the drilling of a well or any other

" operation on the Contract Are, such contribution shall be paid to the party who conducted the drilling or other operation and shall be

applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party to whom the con-
tribution is made shall promntly tender an assienment of the acceare. without warranty of title to the Drilline Partic: in the nroaportions
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ARTICLE VIII
continued

said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to the extent possible, be
governed by provisions identical to this agreement. Fach party shall promptly notify all other parties of any acreage or cash contributions
it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op-
tional rights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Arca.

If any party contracts for any consideration relating to disposition of such party’s share of substances produced hereunder, such
consideration shall not be deemed a contribution as contemplated in this Article VIIIL.C.

D. Maintenance of Uniform Interest: 4

For the purpose of maintaining uniformity of ownership in the oil and gas leaschold interests covered by this agreement, no
party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Area and in wells,
cquipment and production unless such disposition covers cither:

1. the entire interest of the party in all leases and equipment and production; or

2. an equal undivided interest in all leases and equipment and production in the Contract Area.
Every such sale, encumbrance, transfer or other disposition made by any party shull be made expressly subject to this agreement
and shall be made without prejudice to the right of the other parties.

If, at any time the interest of any party is divided among und owned by four or more ca-owners, Operator, at its discretion, may
require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings {or
and approve and pay such party's share of the joint expenses, and to deal generally with, and with power Lo bind, the co-owners of such
party's interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter
into and exccute all contracts or agreements {or the disposition of their respective shares of the oil and gas produced {rom the Contract
Arca and they shall have the right to receive, separately, payment of the sale proceeds thereol. ~

1

E. Waiver of Rights to Partition:

If permitted by the laws of the state or states in which ‘the property covered hereby is located, each party hereto owning an
undivided interest in the Contract Area waives any and all rights it may have to partition and have sct aside to it in severalty its undivided

interest therein.

ties. H(w.cvc lhcrc shall be n eotial right to purchase in those cases where any party wishes to mortgage its interests, or to
dispose of its intereststy merger, reorganization, consolidation, or sile of all or substantially all of its assets to a subsidiary or parent com-

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an association
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and lisbilities hereunder are several
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for ‘ederal income tax
purpases, this agreement and the operations hereunder are regarded as a partnership, cach party hereby affected elects to be excluded
from the application of all of the provisions of Subchapter **K™*, Chapter 1, Subtitle **A ™", of the Internal Revenue Code of 1986, as per-
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-
ccute on behalf of each party hereby affected such evidence of this election as may be reqnired by the Seeretary of the Treasury of the
United States or the Fedesal Internad Revenue Service, including specifically, but not by way of limitation, all of the returns, statements,
and the data required by Federad Regulations 1.761. Should there be any requirement that cach party hereby affected give further
evidence of this election, each such party shall execute such documents and furnish such other evidence us may bz required by the
Federal Internal Revenue Service or as may be necessiry to evidence this election. No such party shull give any notices or take any other
action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in wiiich the Contract
Arcais located or any future income tax laws of the United States contain provisions similar to those in Subchapter K™, Chapter 1,
Subtitle A", of the Internal Revenue Code of 186, under which an election similar 1o that provided by Section 761 of the Code is per-
mitted, cach party hereby affected shall make such clection as may be permitted or required by such laws. In making the foregoing elec-
ton, cach such party states that the income derived by such p |rly from aperations hercunder can be adequately determined without the

computation of partnership taxable income.
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; ARTICLE X.
; CLAIMS AND LAWSUITS
!

does rlot exceed____fifteen thousand _Dollars
(.19,000.00 Yand if the payment is in complete settlement of such claim or suit, If the amount required for settlement ex-
cccnﬁw above.amount, the parties hereto shall assume and take over the {urther handling of the claim or suit, unless such authority is

gimrmor may settle any single uninsured third party damage claim or suit arising from operations hereuader if the expenditure

delegaped to Operator. All costs and expenses of handling, settling, or otherwise discharging s‘\Ach claimn or suit shall be at the joint ex-
of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is
sued dn account of any matter arising from operations hereunder over which such individual has no control because of the rights given
Opcr;lror by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated us any other claim

pense

or suit involving operations hercunder.
§ .

}
7 ARTICLE XI.
; FORCE MAJEURE :

I any party s rendered unable, wholly or in part, by force majenre to crry out its obligations under this agreement, other than
the olflipation to make money payments, that party shall give to all other parties prompt written notice of the foree majeure with
reasory ly fult particulars concerning it; thereupon, the obligations of the party giving the nolice, so far as they are uffected by the foree
majeafe, shall be suspended during, but no longer than, the continuance of the force mujeure. The affected party shall use all reasonable
diligedee to remove the force majeure situation as quickly as practicable.

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not requice tie settement of strikes,

lockotits, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be loneiled shail be entirely

wi(hir‘ the discretion of the party concerned.

-

Fhe erm oree nujeare’, as here employed, shall mean an act of Gad, strike, Tockout, or other industrial disturbance, act of

the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, goverrmental delay, restraint
or inagtion, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which s

not rc!,lsmmhly within the control of the party claiming suspension,

ARTICLE XIIL
NOTICES

Al notices authorized or required between the parties and required by any of the provisions of this agreement, unles, otherwise
speciligally provided, shall be given in writing by muail or telegram, postage or charpes prepaid, or by telex or telecopier and addressed to
the padtics to whom the notice is given at the addresses listed on Exhibit ©* A", The originadng notice given uader any provision herraf
shall bg deemed given only when received by the party to whom such notice is directed, and the time lor such pary 1o give any notice in
responke thereto shall run from the date the originating notice is received. The second or any responsive notice sheil be deemed given
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party
shall hpve the right to change its address at any time, and from time to time, by giving written notice thereol to all other parties.

ARTICLE XIII.
TERM OF AGREEMENT

his agreement shall remain in full force and effect as to the oil and pas leases andfor oil and gas interests subject hereto for the

periodiof time selected below: provided, however, no party hereto shall ever be construed as having any right, title or interest in or to any
lease or oil and gas interest contributed by any other party beyond the term of this apreement.

a o

ption No. 1: So long as uny of the oil and gas leases subject to this agreement remain or are continued in force as 1o any part
of the Contract Area, whether by production, extension, renewal or atherwise.

X Option No. 2 In the event the well deseribed in Article VLA, or any subsequent well drilled under any provision of this
agrecdent, resulis in production of oil andlor gas in paying quantities, this agreement shall continue in lorce so leng as any such well or
wells jiroduce, or are capable of production, and for an additional period of __20___ days from cessution of all production; peovided,
however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-
ing, pltigging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in furce until such opera-
tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event the
well deseribed in Article VLA, or any subsequent well drilled hereunder, results in a dry hole, and no ather well i producing, or capable
of producing oil and/or gas from the Contract Area, this agreement shull terminate unless drilling, deepening, plugging back ac rework-

ing aperations are commenced within 90 __ days from the date of abandonment of suid well.
f:is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability which has
acerued or attached prior to the date of such termination. o

e p—————r e
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| ARTICLE XIV.
i{ COMPLIANCE WITH LAWS AND REGULATIONS
A. Laq‘/s. Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid rules,
regulations, and orders of any duly constituted regulatory body of said state; and to all other apphcablc federal, state, and local laws, or-
dmances, rules, regulations, and orders.

{

B. Governing Law:

A

Thlg agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non- performance, brcach,
remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which
the Contract Area is located. If the Contract Area is in two or more states, the law of the state of
shalt g,ovcrn

x

C. Reg ulatory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive o- release any rights,
privileges{ or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated
under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offsct-

ting or :I(H.‘J(."L‘n( to the Contract Area.

With, respect to operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, cluims
and causey of action arising out of, incident to or résulting directly or indirectly from Operator’s interpretation or application of rules,
rulings, rejiulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-
plication 4.s made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
Operator s shure of production that Operator may be required to refund, rebate or pay us a result of such an incorrect interpretation or
npplication‘: together with interest and penalties thereon owing by Operator as u result of such incorrect interpret:tion or application.

;

Non- Opnralors authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser
of any crudc oil sold hereunder or to any other person or entity pursuant to the requirements of the **Crude Oil Windfall Profit Tax Act
of 1980"", ns same may be amended from time to time (**Act”"), and any valid regulations or rules which may be issted by the Treasury
Dcpartmcnt from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications o other information
which is rcqmrcd to be furnished by said Act in a timely manner and in sulficient detail to permit compliance with said Act.

ARTICLE XV.
! OTHER PROVISIONS

A. | Applicable Laws and Regulatory Agencies:

- This Operating Agreement and the respective rights and obligations of the parties hereunder
shall be subject to all applicable Federal, State, Local or other governmental laws, rules,
j regulations and orders and in the event this Agreement or any provision hereof 1s, or the
| operations contemplated hereby are, found to be inconsistent with or contrary to any such
1 laws, rules, regulations or orders, the latter shall be deemed to control and this agreement
3 shall regarded as modified accordingly, and so modified, to continue in full force and effect.
! : Operator shall prepare and furnish to any duly constituted authority having jurisdiction in the
i premises through its' proper agency or department any and all reports, statements and
information that may be requested when such reports arc required to be filed by Operator.

Operator shall act as the representative of all parties hereto in all hearings ancl proceedings
before administrative bodies concerning the contract Arca and all cost and expenses incurred
by the Operator directly or by retention of outside personnel in participation in such hearings
or proceedings shall be proper charges against the joint account; prov1ded howekar that

nothing herein contained shall prohibit any of the parties other than anratorg -from
‘participating in any such hearing or proceeding for his or its own behalf and at ais or #§s own

I' Ln)-

‘cost and expense.

The Operator shall at all times consult freely with the other parties concerning the o
bemg or to be conducted on the Contract Area and shall permit any p;vty hefc o to
collaborate in any litigation or hearings before any administrative body, State; ar Fed ral,

!
affecting the Contract Area or the production therefrom. e | :",_"" /
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Oblieatory Operations:

. If any party hereto does not consent to join in the drilling of any Obligation Well (hercinafter
'~ defined), such “Non-Drilling Party” shall assign to the “Drilling Party or Parties™ all of its
interest in any lease or farmout acreage, or portion thereof, subject to this agreement and
i which would be earned or protected against termination or loss by the non-drilling of such

Obligation Well. The term “Obligation Well”, as used in this provision, shall rnean any well
which must be drilled in order to prevent the termination of any Jease, farmout acreage, or
any portion thereof, including any well proposed to be drilled during production. Failure to
participate in a completion attempt on any Obligation Well where production is required to
| prevent the loss of any lease, farmout acreage or portion there, will result in such Non-
Drilling Party’s forfeiture of its interest only within the formation to be completed to the
same extent as if such party had failed to participate in the actual drilling of the Obligation
Well. In the event acreage is lost as aforesaid by the party’s non-participation in the
Obligation Well, the parties hereto agree that such assigned acreage, and the parties’ interests
therein, shall no longer be subject to the terms of this agreement, but in licu hareof shall be
deemed to be subject to a separate Operating Agreement in form identical hereto, changed
y only with respect to Exhibit “A” in order to reflect the Drilling parties’ percentages of
| interest in such acreage.

Advances in Payment by Non-Operators:

1. If any party elects to participate in any operation proposed under the terms of this
Agreement, said party agrees to prepay any advance costs in accordance with Article
VIIL.C. hereof; provided however, for subsequent operations conducted pursuant to
Article VLB, prepayment, if demanded by Operator, shall be based upon the AFE
for the operation and shall be submitted with the AFE response as provided in Article
VIB. Failure to make payments timely by any party hereto shall zlso render it
subject to the lien and payment default provisions of Article VIL.B. and XV.C. Non-
Operators who have elected to participate in any such operations siall remit to
Operator within fifteen (15) days of receipt of invoice thereof, or within 24 hours
prior to the commencement of the proposed operation, whichever occurs first, one
hundred percent (100%) of the amount so invoiced. The invoice may be included
with the notice of a proposed operation and the {iftcen (15) days, or (24 hour) period
in which to pay may run simultaneously with the fifteen (15) days, or 24 hours, as the
case may be. Operator shall notify Non-Operator in writing that it has not received
payment and grant Non-Operator an additional period of fifteen (15) days in which

to pay.

2. Funds advanced by Non-Operators to Operator {or any operation hereunder shall
remain the property of Non-Operators until applied by Operator to the costs for which
they were advanced. Such funds shall not become personal funds of Operator and
shall be drawn on by Operator solely for the purpose of paying bills for the operations
specified in the request for advance payments. In the event of a change of Operator
pursuant to the provisions hereof, any funds not thercfore committed to any
expenditures hereunder shall be returned to Non-Operators. In the event Operator
becomes insolvent, bankrupt or subject to receivership, the funds shall be
immediately returned to Non-Operators. In the event the actual costs for any
operation are less than the amount of the funds advanced by Non-Opzrators, then
Operator shall promptly refund and pay to each Non-Opecrator their proportionate
share of the difference between AFE costs and actual costs.

! Billing Additional Interests:

Notwithstanding the provisions of this agreement and of the accounting procedure attached
as Exhibit “C”, the parties to this agreement specifically agree that in no event during the
term of this contract shall Operator be required to make more than one billing for the entire
interest credited to each party on Exhibit “A”. It is further agreed that if any Party to this
Agreement (hereinafter referred to as “Selling Party”) disposes of part of the interest credited
to it on Exhibit “A” the Selling Party will be solely responsible for billing its assignee or
assignees and shall remain primarily liable to the other parties for the interest or interests
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assigned and shall make prompt payment to Operator for the entire amount of statements and
billing rendered to it. It is further understood and agreed that if Selling Party disposes of all
of its interest as set out on Exhibit “A” whether to one or several assignees; Operator shall
continue to issue statements and billings to the Selling Party for the interest conveyed until
such Selling Party has designated and qualified one assignee to receive the billings for the
entire interest. In order to qualify one assignee to the billing for the entire interest credited
to Selling Party on Exhibit “A”,. Selling Party shall furnish Operator the following:

. . . A . - .
(1) Written notice of the conveyance and photostatic or certified copies o™ assignments
by which the transfer was made; and,

) The name of the assignee to be billed in which it consents to receive statements and

billings for the entire interest credited to Selling Party on Exhibit “A” hereof; and
further, consents to handle any necessary sub-billings in the event it does not own the
entire interest credited to Selling Party on Exhibit “A”.

Disbursements of Rovyalties:

- If a purchaser of any oil, gas or other hydrocarbons produced from the Unit Area declines to
- make disbursements of all royalties, overriding royalties and other payments out of, or with
© respect to production which arc payabie on the Unit Area, Operator will, if any Non-Operator
so desires, make such disbursements on behalf of said Non-Operator at h:s discretion,

. provided, Non-Operator shall execute such documents as may be necessary in the opinion

of Operator to enable Operator to receive all payment for oil, gas or other h}drocarbons

- directly from said purchaser. In that event, Operator will use its best efforts to make

- disbursements correctly but will be hable for incorrect disbursements only in the event of
gross or willful negligence.

1‘ Emergency Operations:

|
i

. Operator is authorized to take all reasonable action in any emergency situation at the joint

expense of the parties without prior consent of the parties where such action is prudent in the
‘circumstances in the interests of parties of the jointly owned properties subject to this
: Agreement; provided, however, Operator shall promptly notify the parties as soon as
'reasonably possible of the development of such emergency situation and the action taken by
:it in the circumstances.

iCovenant Running with the Land:

i

'Should any party hereto sell or transfer any or all of the leasehold estate comraitted to this
Agreement, the obligations, terms and covenants hereof shall be considered covenants
%running with the land and shall inure to and be binding upon the parties hereto, their
respective heirs, devisees, legal representatives, successors and assigns. The transferring
‘party shall remain bound to and liable for the performance of obligations and covenants of
.thls Agreement until the transferee executes and agrees to become a party to this Agreement.
]Should any such transferee fail to assume all of the obligations and covenants of this
:Agreement, then the transferring party remains bound to the other parties of this Agreement
for the performance of all such obligations, covenants and indemnification hereof.

Taxes:

If the Operator is required hereunder to pay ad valorem taxes based in whole or in part upon
scparate valuations of each party’s working interest, then notwithstanding anything to the
bontrary herein, charges to the joint account shall be made and paid by thc parties hereto in
accordance with the percentage of tax value generated by each party’s working interest.

Department of Energy Regulations:

” i\lon-Operators agree to release Operator from any and all losses, damages, injuries, claims

i



and causes of action arising out of, incident to or resulting directly or indirectly from
| Operator’s interpretation or application of rules, rulings, regulations or orders of the
Department of Energy or predecessor agencies to the extent Operator’s interpretation or
!‘ application of such rules, regulations, or orders were made in good faith.

S

{ Non-Operators further agree to reimburse Operator for their proportionate share of any
iamounts Operator may be required to refund, rebate or pay as a result of an incorrect
! interpretation or application of the above noted rules, rulings, regulations or orders, together
! with the Non-Operators; part of interest and penalties owing by O’f)erator as a result of such
' incorrect interpretation or applications of such rules, rulings, regulations or orders.

| Waiver of Penalties:

Any State or Federal regulation, penalties and/or assessments which may be law fully applied
to Operator as the result of any action by him in his conduct of the operations hereunder,
shall be shared by the Operator and the Non-Operators in proportion to their interests as set
forth in Exhibit “A” hereof; provided there is an absence of fraud or intentional
misrepresentation or other acts of misconduct by the Operator.

Additional Proposals:

It is specifically understood that no proposal shall be made for the drilling of a well
(including a proposal to re-enter, deepened or sidetrack and abandoned well) while there is
an outstanding proposal for such operation and no such proposal shall include more than one
well. If a proposal for such an operation is made while a well is being drilled, then the
period, provided for in Article VL.B. in which an election to participate in such operation is
to be made shall be suspended until thirty (30) days after production pipe is set or a decision
is made by the parties to plug and abandon such well, whichever first occurs. This paragraph
shall not apply where the well or other operations to which notice is given is a well or
operations (1) required under the terms of an oil and gas lease or other contract, or (2)
‘required to maintain oil and gas lease or a portion thereof in force, or (3) required by
governmental regulations, court orders or other mandate.

Sequence of Operations:

Where a well, authorized under the terms of this agreement by all parties (or by less than all
parties under Article VIL.B.) has been drilled to the authorized depth or the objective
formation and the parties participating in the well cannot agree on the sequence and timing
of further operations regarding such well, the following elections shall control in the order

.enumerated below:

i

(1) an election to do additional logging, coring or testing;

5(2) an election to attempt to complete the well at either the authorized depth or in the
) objective formation;

(3) an election to deepen the well;

(4) an election to sidetrack the well; and

(5) an election to plug back and attempt to complete the well;

6) an election to plug and abandon.

It is provided, however, that if the hole is in such a condition that, in the opinion of the
Operator, a reasonably prudent Operator would not conduct the operations contemplated by
the particular election involved for fear of placing the hole in jeopardy of losing the same
prior to completing the well at the authorized depth or objective formation, the operations
which, in the opinion of the Operators, is then less likely to jeopardize the well will be
“rconducted. If the parties are cqually divided as to whether such operations may jeopardize
!the well, the Operator’s opinion will prevail. It is further understood that if some;, but not all
iparties, clect to participate in the additional logging, coring or testing, they may do so at their
1sole costs and the party or parties not participating in such operations shall not be entitled to
the logs, cores or the results of the tests but shall suffer no other penalty.

/If the Operator is not successful with its first (or subsequent) completion attempt(s) and the

-
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Operator, or Non-Operator, recommends a completion attempt in another zone, then any
previous Non-Consent parties shall be entitled to notice and the option to participate
regardless of their election on a previous completion attempt; however, to have such options,
such parties must have participated in all operations leading up to the initial completion
attempt (for the purposes here, the conducting of sole benefit logging, coring, o: testing shall

- not exclude any other party from the right to participate), and, if they did not pay their share
. of the casing and cementing in the initial completion attempt, they shall pay their share of
- the costs of casing and cementing to the zone being contemplatgd for completion (which
: shall be calculated by multiplying the total costs of casing and cementing timeas the lowest

depth of the zone being contemplated for completion divided by the total depth of the casing

. in the hole). The money received by Operator shall be allocated to the Consenting Parties
- In the proportion that they paid for the casing and cementing. This option is a recurring right.

Direct Charges to the Joint Account:

The following costs and services shall be direct charges to the Joint Account whether
performed by Operator’s employees or by outside parties if such services are previously
approved by Non-Operator, with such approval not to be unreasonably withheld.

All costs of services performed which are associated with investigations of legal or other
requirements concerning any proposed well location, including but not limited to the
following: researching field rules and spacing requirements, review of leases for drilling or

- other restrictions, determining surface ownerships and access routes, acquiring r: ghts-of-way,
. assessments and settlements of damages, or any other procedure deemed necessary by the

Operator for the benefit of the Joint Property.

All costs and services associated with preparation and establishment of a production unit or
units. This shall also include all additional title work and division order work of existing and
additional acreage involved in the unit.

All costs associated with any and all geological and engineering services conducted for the
benefit of the parties hereto in relation to the Contract Area covered by this agreement.

All costs associated with the negotiation and preparation of Gas Contracts.

All costs incurred by operator in appearances before state and federal regulatory commissions
involving establishment of drilling units, allowable approval of gas pricing arrangements and
other matters directly related to the production, storage, transportation and d:sposition of

production from a well or wells covered by this agreement.

Additional Plugeing and Abandonment Costs:

Notwithstanding anything to the contrary contained in Article VLE.1. and Article VILD.1.,
Option No. 2, it is agreed that where a party participated in the drilling of a well but then is
a Non-Consenting party to a subsequent operation on such a well that directly or indirectly
:causes additional plugging and abandoning costs to be incurred above what was normal and
reasonable, then such additional plugging and abandoning costs shall be borne solely by the
Consenting Parties hereto (proportionately to their aggregated interest in the subsequent
: wperation).

3Deceptive Trade Practices Act Waiver:
i

:Each Non-Operator represents that it has knowledge and experience in financial and business

gmatters which enable it to evaluate the merits and risks of the transactions corntemplated by
‘this Operating Agreement. Non-Operator is in a significantly disparate bargairing position
SWith respect to this Operating Agreement. IN ACCORDANCE WITH SECTION 17.42 OF
+THE TEXAS DECEPTIVE TRADE PRACTICES - CONSUMER PROTECTION ACT,
fEACH NON-OPERATOR EXPRESSLY WAIVES THE PROVISIONS OF CHAPTER 17,
iSUBCHAPTER E, TEXAS BUSINESS AND COMMERCE CODE, DECEPTIVE TRADE
PRACTICES AND CONSUMER PROTECTION, SECTION 17.41 ET. SEQ. (WITH THE
EXCEPTION OF SECTION 17.55A, WHICH IS NOT WAIVED).
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i Well Access and Information:

. Operator shall inform participating Non-Operators of its recommendation for drilling,
* completing, testing, equipping, including building of facilities, in enough time to allow
" participating Non-Operators to provide their input regarding these operations. Operator
" shall, throughout the course of all operations conducted hereunder, keep partic: pating Non-
- Operators fully informed with respect thereto, furnishing to participating Non-Operators in
» a timely manner, among other things copies of all location plats, well prognosis, forms
_required by any governmental office or body, daily drilling reports, notices of s1ows, notices
- prior to logging, coring and testing, and copies of all logs, core analysis and testing results.
: Participating Non-Operators shall be notified in sufficient time prior to logging, coring, or
! testing in order to have the opportunity of having their representative present. Participating
Non-Operators and duly authorized agents, employees and representatives shall have access
to said well at all time at their sole risk and expense.

Attorney Fees:

i In the event that any party to this Agreecment shall institute any action or procceding against
any other party to this Agreement relating to this Agreement, the unsuccessful party in such
. action or proceeding shall reimburse the successful party or parties for their actual, necessary
; and reasonable costs and attorneys fees incurred in that action or proceeding, said costs and
- fees to be determined by the court.

-

Specific Performance:

}In the event of any default or breach by a party of any duty or obligation under this
;aiAgreement and in addition to all and any other remedies which said party has under this
i Agreement or at law or in equity, the party who is not in default or in breach shall be entitled
i10 the remedy of specific performance, and shall also be entitled to file a lien or lis pendens
};on all of the defaulting or breaching party’s interest under this Agreement in order to provide
isecurity and payment for any damages suffered by the party not in default or breach.

i Notices:

if

!

:Any and all notices, elections and communications required or permitted by this Agreement
1shall be made or given in writing and shall be delivered in person or sent (1) by postage
prepaid United States mail, by regular or certified or registered mail, or (2) by nationally
irecognized overnight delivery service, including the United States Postal Service, or (3) by

i . : , ‘
itelegram, telex, telecopier or facsimile, provided that written confirmat.on of that
transmission is sent not later than the next business day by a nationally recognized overnight
delivery service, to the other party at the addresses set forth in Exhibit “A” or to such other

laddress as may be furnished by notice in accordance with this Agreement.

The effective date of notice given by personal delivery shall be the date of delivery. The
effective date of notice by overnight delivery service and by telegram, telex, tzlecopier or
facsimile (provided there is the required written confirmation of that transmission) shall be
ithe date of delivery by the overnight delivery service. The effective date of notice by regular
‘or registered or certified United States mail shall be the earlier of the date or receipt by the
‘addressec or five (5) days after the notice is mailed to the addressee at the address then in
ceffect under this Agreement.

K
[}

‘Bankruptey:

If, following the granting of relief under the Bankruptcy Code to any party hereto as debtor
tthereunder, this Agreement should beheld to be executory contract within the meaning of 11
'U.S.C. 365, then the Operator, or (if the Operator is the debtor in bankruptcy) any other
party, shall be entitled to a determination by debtor or any trustee for debtor within thirty (30)
days from the date of any order for relief is entered under the Bankruptcy Code as to the
rejection or assumption of this Operating Agreement. In the event of an assumption,
Operator or said other party shall be entitled to adequate assurance as to future performance




- Operator or said other party shall be entitled to adequate assurance as to future performance
- of debtors’ obligation hereunder and the protection of the interest of all other parties.

U. % Modifications:

This Agreement may not be modified, amended, waived or terminated except by a written
agreement executed by the parties with the same formality as this Agreement.

A
Waiver and Severability:

et S U

f Walver by a party of any default in this performance or any of the obligation(s) or duty(ies)
1 under this Agreement by another party shall not be deemed to be a waiver of any subsequent
default in the performance of the obligation(s) or duty(ies) by that party.

The invalidity or unenforceability under any particular circumstance of any provision of this
Agreement shall not extend beyond that provision or circumstance, and no provision of this
Agreement shall be affected thereby. This Agreement is made solely for the benefit of those
persons who are signatory parties hereto (including those persons succeeding to all or part
of the interest of any original party if such succession is recognized under the other
provisions hereof), and no other person shall have or claim to be entitled to enforce any
rights, benefits or obligations under this Agreement.

W. Multiple Counterparts: -

This instrument may be executed in one document signed by all the parties or in separate
documents which shall be counterparts hereof, or by an instrument or instruments of
ratification of an executed counterpart of counterparts. If executed in separate counterparts,
all such counterparts and all ramifications thereof when executed by one or more parties,
shall constitute but one and the same instrument. The failure of one or more parties to
execute this instrument, a counterpart hereof or a ratification hereof shall not in any manner
affect the validity and binding effect of same as to the parties who executed saic. instrument.

This agreement shall be binding upon and shall inure to the benefit of the parties hereto
and to their respective heirs, devisees, legal representatives, successors and assigns.
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ARTICLE XVI.
MISCELLANEQOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees,

I . . .
legal representatives, successors and assigns.
{

This instrument may be executed in any number of counterparts, each of which shall be considered an original for all purposes.

IN WITNESS WHEREQF, this agreement shall be effective as of 17th day o

{ Ma;ch 1999

OPERATOR
Energen Resources Corporation

@M/ %«/m/\

Jdn M. McLennén
Its General Manager

NON-OPERATORS
David Arrington 0il and Gas, Inc.

By:
Its:

By eﬁecution of this Operating Agreement David Arrington 0il and Gas, Inc. is

clain

Inc.

ing all interest presently owned of record by Permian Basin Land Associates,

WUy T, |
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i
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1 EXHIBIT “A”
|
Attjached to and made a part of that certain Operating Agreement dated March 17, 1999

by and between Energen Resources Corporation, as Operator and David Arrington Oil
anq’i Gas, Inc., as Non Operator.

(l)ﬂ Identification of lands subject to this agreement:

i Lea County, New Mexico
¢« T-15-S,R-35-E
Section 35: W/2 SW/4

2) Restrictions, if any, as to depths, formations, or substances: None
3) *Percentages or fractional interests of parties to this agreement:

Energen Resources Corporation 82.27975%
David Armrington Oil and Gas, Inc. 17.71775%

*Subject to revision once Title Opinion has been completed
(4)t  Oil and gas leases and/or oil and gas interests subject to this agreement. (See
page 2 of Exhibit “A”)

(! Addresses of parties for notice purposes:

Energen Resources Corporation

3300 North “A” St., Building 4, Suite 100
Midland, Texas 79705 -

Attention: Kenneth H. Gray

Telephone: 915-687-1155

Fax: 915-687-1796

David Armrington Oil and Gas, Inc.
P.O. Box 2071

Midland, Texas 79702

i Attention: David Armrington
Telephone: 915-682-6685

Fax: 915-682-4139

Page 1 of 2




EXHIBIT “A”
(continued)

Tract 1: A 19.9837 acre tract out of SW/4 SW/4 more particularly described as
beginning at the SW corner of the SW/4 of Section 35, T-15-S, R-35-E;
thence North 933 feet; thence East 933 feet; thence South 933 fee:; thence
West 933 to point of beginning.

A

Tract2:  SW/4 SW/4 of Section 35, T-15-S, R-35-E
Save and Except Tract 1 above containing 20.0163 acres more or less.

Eact 3: NW/4 SW/4 of Section 35, T-15-§5, R-35-E
' Containing 40 acres more or less

*Qwnership in above Tracts

Energen Arrington
Interest Acres Interest Acres

Tract 1: 100.0000% . 19.9837 -0- -0-
TAhot 2: 41.6667% 8.3401 58.3333% 11.6762
Trhet 3: 93.7500% 37.5000 6.2500% 2.5000
Acres Total 65.8238 » 14.1762

*Qwnership in W/2 SW/4  Energen Resources Corporation 82.27975%
David Arrington Oil and Gas, Inc.  17.71775%

*Qil and Gas Leases

Recording
Lessor Lessee Date Volume Page

*Subject to revision once Title Opinion has been completed
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AODUCERS 88 REV.-TEM! C-PAID-UP (3.73) QOIL, GAS AND MINEBAL LEASE
Y
THIS AGREENMENT mfde this day ol 10 ., between
. N - - of J—
(Post Office Address) )
rein coalled Lessor (whetherlone or tmore), and Lessee:

1. Lessar, in consideration
hand Faid. receipt of whic
clusively unto Lessce for th
wter, othor fluids, and sir
wing oil, building tanks, p

of Dollars (§
is here acknowledged, and of the royaities herein provided and of the agreements of the Lessce herein contained,
purpose of investigating, exploring, prospecting, drilling, mining and opcruling for and producing oil, gas, and all other mincruly, injecting gas,
nto subsurface sirnta, esinblishing and utilizing fscilities for surloce and subsurfoco disposul oi sall waler, constructing muds, laying pipo lines,
wer stations and lines, telephone lines, und other structures and things thercon to produce, suve, tako cara of, trcat, procesy, slore and lrans-

)
aereby grants, leascs and lots

et mabd minernds wnd ather

. products manufactured therofrom, and housing and otherwive caring for its employees, the following describod Innd In
minly, Texny, to-wit:

EXHIBIT "B"
ched to and made a part of that certain Joint Operating Agreemenat
as of March 17, 1999, by and between Energen Resourées Corporation,
Operator, and David Arrington 0il and Gas, Inc., as Non-Operator

Atts
dated
as

s to royalty paid the fraction one-eighth (1/8) shall be replaced with three-sixteenth (3/16).

This leaso covers all of ti
‘bed herein spocilically, all |
wls owned or claimed by]
ice by Lessor or not end wh
mey paid shall be ellective

o land described sbove, and in addition thereto, it covers and there is hereby lessed, let and demised to tho same extent ss if they were des-
inds owned or claimed by Lessor adjacent, conliguous to, or a part of the tract or tracts specifically described atove, whether such additional
deed, limitation or otherwise, and whether the same bo inside or outside the meles and bounds descriplion and wholher the same be held under
ether such additional lands be in the numed survey or other survey or surveys. This is a lease in gross and not by the acre and the bonus
to cover all such lands irrespeclive of tho number of acres contained thervein, und the lands included within thy terms of this lense nre esti-

ited lo comprise

. - acres, whether they actually comprise moro or less.
2. Without reference to ti

the commencement, proseculion or cessation at any time of drilling or otlier developn.ent operatisans, or to the diseovery, clevelopment or cessa-
n at any time of productiop of oil, gus or other minerals, and notwithstanding anything eclse hetcin contained to the contrary, this lease shell be for a term of OTe
ars from this date (calledd "}iimary term') and as long thereaflter as oil, gas or other wminerals are produced frem suid lund, or land with which said Innd is pooled here-
der, or as long us tnis ic.sf . continued in effsct as otherwise herein provided.

J. The royalties Lo be pniF by Lesseo are: {a) on oil, and on other liquid hydrocarbons saved st the well, one-cighth of that produced and saved [(rom soid lund. same to
delivered at the wells or \d the credit of Lessor in the pipelines to which the wells may be connected; Lessur’s interest in either csse shall bear its rruporlinn of any
>enses for Ireating oil to mpke it marketable ss crude; (b) on gas, including casinghesd gos und »ll gaseous substances, produced from said {und and sold or used off tha
#toises or in tne manufacturk of gasoline or other product therefrom, tae market vialue at the mouth of the well of one-cighth (1/8) of the g so suld or used, provided

it on gas sold al the wells
her in kind or value at the
10 to time either at or afler
s clause (d) the tem: *‘gas
vernmental authority) and s
thin the meuning of puragra

the amount of One D

he royally shell be one-eighth (1/8) of the amount tealized from such sale; (¢} on all other minerals mined and markeled, one-cighth (1/8),
bvell or mine, at Lessce’s election, except that oa sulphur the royalty shall be One Doliar (31.00) per long ton; and {d) ut sny time and f(rom
the expiration of the primary term of thig lease, il there is a gas well or wells on said land or lands poofed therewith (und for the purposes of
Jvell'” shall include wells capable of producing natural gas, condensale, distillate, or any gaseous substance and wells classified ax gas wells by any
ich well or wells are or have been shut-in before or alter production therefrum, it shall be deemed that said well or wells are producing gax
bh nurnbered 2 of this lease and this lense shall not terminate. In such event, Lessece covenanty and agrees to pay 13 royally shutan gas royalty

ollar per net acre——-— e e e e 6 L. 00per net acre

¢ annum as long as such W
:dered to Lessor or to his

.ich Dank or any successor
pay nny olher sums, inclu

1 or reluse lo uccept shut-in

ument making provision for
» terms of this lease nisy b
»ve indicaled, the first pay:
during the primary term th

-sgraph, shall be due and pf

term sel out above us “‘pr

ry teus, wnd without any S
be a covenant rurg

we, shall
+k any forfeilure.

4. [I at the expiration of
then engaged in drilling or
dilferent wells) with no ces
in said land or land pooled

n, this lease ncvertheless si

led therewith, which addili
commencement of opcrati
d_or land pooled thercwith

pll or wells ure shut-in apd this leuse is not muintained in force or effect by other provisions hercof. Such shut-in royulty shsll be paid or
redit in the Bank of .
(City and State)

[Bank thereof shall continue to be the agent for Lessor and Lessor's suzcessors and assigns. Should Lessce elect, such BBank may also be used
inyg royalties, due hereunder. If such Bunk ({or any successor Bank) should fail, liquidate ar be succeeded by another Bank or for any reason
royalty or any other payment, Lessee shall not be%cld in default unlil thirty (30) days nfter Lessor shall deliver o lessce a recordable in-
junother method of payment or tender. Any depository charge is a liability of the Lessor, Any payment or tender of shut-in royaltly made under
made by check or dralt of Lessco mailed or delivered to said Bank or to Lessor. In the event Lessee is obligated to {)ny the snut-in royalty
ent of such sout-in royaslty shall be due and payable on or beforo ninety (980) days following the date on whicn tae well 15 shut-in, oc il shut-
n on or before ninety (90) days following the expiration ol the primary term, and subsequent puyments, if required under the (erms of this
pyuble annually on or before the snniversary of the dale of the original payment. It is specilicnlly provided that this iv o paid-up lesse duning
mary term’ and there shall be no obligation or linbility on the Lessce to make any shul-ain royalty payment or other payment during said pri-
pch payiment this lease shall remain in full force and elfect during said primary term. The obligation (0 pay the shul-in royalty provided for
ning with the land und, under no conditions, shall the Inilure to comply wilh such obligativa serve or be used o terminate this leaso or to

he primary term of this lenso oil, gns or other minerals are not being produced from the leased premises or land pooled therewith, but Lessee
reworking operntions thercon, this lease shall remain in  force so long as drilling or reworking opcrnlimu‘ ure prosecuted (whether on the sume
Fation of more than sixty (60) consecutive days, and if they result in production, so long therealter as oil, gas or olher minerals are produced
therewith. If production of oil, gas or other minerals on said land cr land pooled therewith should cease from any cause nfler the primary
il continue in force and effect os long as additional drilling operntions or rewnrking operations are conducted on lhis lease, or on uscresgo
nal operations shall Le deemed to be had when not mare than sixty (60) days clupse bebween the nbandonment of operutions on one well and

qns on another well, and if production is obtained this lease shall continue us long therealter as oil, gad or other mineral is produced (rom said

end as long thereafter as additional operations, either drilling or reworking, are had thereon. In the event a well or wells producing oil or

in puying quantities shoul
v prudent operator would {
e shall be conclusive.

H. Lessee, 1S successors o
cer to pool the lond or any
er land. interests, lease or
isable 10 do so in order ef
ar when to do so, would,
ling forty (40) acres plus s
ten pereent (1070 ol six-l
cer tiane those y TN
interesits above rﬁ--scrihc(l, o
unit or unils into which t!
more instances shall not ext
nnd (ile for record in the 4
accomplished either hefore
poyment of royalties, over
or gas, cendensate or disti
ment of royalties, as if suc
‘ther or not the well or wel
ir shall receive (rony a uni
age {surface acres) above
b respect to unit shut-in g
tain less than the maximun
unit, eniarge such unit by
it an existing unit is so enl
of the land ndiled to the ¢
ited, then and in such even

‘.b(: brought in on adjacent Innd and within 330 feet of and draining the lensed premises, Lessee agrees W odrill such offset wells us o reasoh-
rll under the same or similar circumstances. The judgment of the Tassee, when not [ruuduleatly excrcised, in carrying oul the purposo of this

¢ assigms. ot its option, at any time and from time to time, and without ILessor's joinder o1 further consent, is hercby given the riyht and
interests cavered by this le or any portion (hereaf, as lo_oil, gas, condenzale or distillate, or any of them, or cither of them. with uny
eases. or any of them, adjacent, adjoining or located in the immediate vicinity of these lands, when in Lessee’s judgment it is accessary or
icicatly to develop or aperate said premisces in compliunce with the spucing ruies of the Railroud Commission of “Texas or other lawlul wuthor-
v othe Judgment of the Lessce. promole the conservativn of oil and gas on naid premises, such pooling (o be into a well unit or units not ex-
‘I nerenpe tnlerance of ten per cent (10%7,) of forty (40 acres for oil, and not exceeding six-hundred-forty (640) acres plus an acrenge (nlurun.vu
wulred forty (640) neres for gay, provided that should governmentul wuthority hoving jurisdiction prescribo or aermit tho creation of units
5 muy be crented or enlurged o confonn substantinlly i size with those preseribed by governmentn) regulutions, Lessee may pool the ncreagu
any portion thereaf, as sbove provided, ns o oil or gus in any one or more strato, and units so formed need not couform in size or urew with
- leuse is pooled or combined ps to any other strutum or slratn, and oil units need not conforin ay to wrea with gas unils, The pooling in ane
nust the rights of the lessee hercunder to pool the land  above described, or any portion thercof, into other units. Lessee shall exeeute in writ-
>unty .or countics where the land is situnted an instrument desipnuting and describing the pooled acreage, which noling and designation may
Fr after a well or wells are drilled or compleled on the unit. The entire ncreagze so pooled inte a unit shall be treated for all purposes, except
iding rovaltics or payments out of production, as if it wero included in this lease; and drilling or reworking operntions thercon, produc
lnte therefrom, cessntion of production thereon, or the existence thercen of a shut-in gas well, sh.ull be considered for all purposes, exeepl
aperatinns were conducled, or such production or cessalion of production, ur existence of a shut-in gas well were on the land nl)o\(c dv:scr.ll_)cd.
s be loeated on the said lunds. In lieu of the royalties, overriding royallies or payiments oul cl. roduction, il anv, cl;-'ewhcrc herein specified,
50 formed only such portion of the toyally, overriding royally or payment out of production, if any. stipulated herein as the amount of the
described which is placed in the unit bears to the lotal acreags (surfsce acres) so ponled m ihe particular unit mvnlvct!. Shut-in gas royalties
s wells shall be payahle in accordance wilh the provizions nnd in rthe amount set lorth in this Lease. Should wny unit ns.crex_llod hn-.rvumler
number of acres S‘lcrcinabove specified or allowed, then Lessee may atl any time therealter, ‘whether before or after producion is obinined on
1dding additionsl ncreage theretn, but the enlnrged unit shall in no event e¢xceed the acreage content hereinohove specified or allowed. In the
raed, Lessee shall exccute and file for record in the coun'y or counties in which the land 13 situaled a supplemental designation and (‘{e;bcni)-
kisting unit; provided, that il such supplemental designation and description is not filed untit production is ohtained on the unit ay _oru;u"ml y
the supplementsl designotion and desceiption shall not become effective until the first day of the enlendar month rext follnwing he filing there-
In the event the well or wdlls drilled on any unit shall fail lo produce oil or gas, or in the event the praduction {rom any such well or wells chall cease, Lessce may termi-
: any unitized area created fiereunder by filing for record in the county or counties where the lond is situaled proper insthuments evidencing such termination. .
6. Lessee shall have free gse of oil, gns and water from said land, oxcept water (rom Lessor's wells and tanks, for nli operations hereunder, including, but not limited
repressuring, pressure sain{enance, cycling, and secondary recovery operations, and the royally on oil and gas shall e computed after deducting nny so used. Lessce
1 have the right at any tim¢ during or after the expiration of this fcase to remove all property and fixtures placed by Tansce on said Lind, including the right to draw and
ave nll cazing. No well shdll be drilled within two hundred feet (200 {t.) of ony residence or barn now on said land without Lessor’s consent. .
7. The rizhta of ecither party hereunder may be assigmed in whole or in part and the provisions hercof shall extend to the heirs, executurs, administrators, successors
assigzns of the parties herelo, but no change or division in ownership of the land or royallies, however accotplished, stinll operste to unlnr?c the obligations or diminish
rights of Lessee or impair [the effectiveness of any ayment theretofore made by lLessce. No such change or rlivj~:i0n in the ownership of the Innd or royalties shall ime
the cffectiveness ol any pdvment theretofore made by Lessee or be binding upon l.essee lor sny purpose (and irrespective of whether Lestuee has cither aclual or con-
ctive knowledge thereof) unfil 60 dnys aflter such person acquiring any interest has furnished Lessee with the instrument or instruments, or cerlilied copies thercof, con-
itineg his chain of title [rofdy the original Lessor. - . i . »e
3. lessac shall not be linqc for delays or defaults in its performance of any agreement or covenant hercunder due to force mnjeure. The 'erm ‘‘force majeure’ as em-
ed herein shall mean: any het of God including. but not limited to storms, {loods, washouts, landslides, and lightning; acts of the public eremny: wars, blockodes, insur-
on ar riais; strikes or lockquis; epidemics or quarantine regulations; laws, acts, orders or requests of federal, state, municipal or other governments or other governmental
ers_or agents under color of authority; {reight embargoes or failures: exhaustion or unavailability or delays in delivery of any product. lubnr, service or malerial, It
ce is required, ardered or dfrected by any federal. state or municipal law, executive order, rule, regulntion or request enncted or promulgated under color of authority to
+drilling apesations. reworfing operntions or producing operations on the lund covered by this lease or if Lessee by locce majenre is prevented from conductling driflin
ations. reworking operationd. or producing operations. then until such time as such law, order, rule, regulation, request or force mujeure is .((‘nmnu(c(l and (or o period o
tv_ %) dava wlter such teddnination each and every provision of this lease that micht operate to terminale it or the estate conveyed by it shull be suspended and in-
sive and this fease shall edatinue in full force. 1f any period of suspension occurs during the primary termy, the tinie thereal shall be sedded to such tenn, .
‘L Lessor liereliy wirrants aged ngrees to defend the title to said land and ngrees thal Lessce, at its option, may discharge any tax, mortgage. oiher liecn upan said land, and
roevent Tessee doey g0, it ghall be subrogated to such lien with the right to enforce the same and apply raynllies accrmng hereunder lownrd satisfving same. Without
drment of Lescee's rights uhder the warrnnty in the event nf failure of title in whole or in part, it is agreed that if Lessor does not own. vt have (he right to leuse, tho
o mineral estate Yercin pudported to be leased in the Innd above described, then the royalties and any other sums payable hercunder shall be reduced proportionntely.
'l uny party named above] ns lessor fuil fo exccute this lease, or should any party exccute the lease who is nol named as a Lessor, it shall nevertheless be binding upoa
parly or parlica executing Jic same.
10, Tessen, ile successors afed nssigns, shall have the right at any time to surrender this lease,
.ing a release thercof to thell.essar, or hy placing o release thereof of record in the county in W
s, expressed or implicd, qf Lhis agreemient a3 to the acreage so surrenderced.
IN WITNESS WHENREON this instrument is executed the day and year first above writlen.
‘NFSSES:

delivering or

in whole or in part, to Lessor or his heirs and assigns b )
{from all obli-

hich said land is situated; thereupon Lesseo shall be rolievcx

(D
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EXHIBIT N

Attached to and Jnade a part of that certain Joint Operating Agreement dated March 17, 1999 by
and between fEpergen Resources Corporation, as Operator, and David Arrington 0il and Gas,
Inc., as Nom-Operator,

i

A

ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. GENERAL PROVISIONS

C oy

1. DcfinitionJ

“Joint Propérty” shall mean the real and personal property subject to the agreement to which this Accounting Procedure
is attached. : »

“Joint Opergtions” shall mean all operations necessary or proper for the development, operation, pratection and mainte-
nance of thd Joint Property.

“Joint Accoynt” 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” $hall mean the party designated to conduct the Joint Operations.

“Non-Opera}ors” shall mean the Parties to this agreement other than the Operator.

“Parties” shhll mean Operator and Non-Operators.

“First Level{Supervisors” shall mean those employees whose primary function in Joint Operations is tite direct supervision
of other employees and/or contract tabor 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,}Jand whose primary function in Joint Operations is the handling of specific operating conditions and problems
for the benefit of the Joint Property. .

“Personal Ekpenses” shall mean travel and other reasonable reimbursable expenses of Operator’s ernployees.

“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
Material” shall mean Material which at the time is so classified in the Material Classification Manual as
recommended by the Council of Petroleum Accountants Societies.

2.  Statement and Billings

Operator shill 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 facilfty, and all charges and credits summarized by appropriate classifications of investment and expense except
that items off Controllable Material and unusual charges and credits shall be separately identified and fully described in
detail.

3. " Advances a]nd Payments by Non-Operators

A. Unlessjotherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share o{ estimated cash outlay for the succeeding month's operation within fifteen (15) days afte: receipt of the bill-
ing or Qy 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. IEach Npn-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not made
withi ucP tg]me, Q\e lﬁxpaid balance shall bear interest monthly at the prime rate in effect at Lhase Manhattan
Bank| o ew 1or on the first day of the month in which delinquency occurs plus 1% or the maximum
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, whichever
is the lasser, plus attorney’s fees, court costs, and other costs in connection with the collection of unpaid amounts.

Adjustments

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

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Opera-
tor's :14connts and records relating Lo the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the time
for the taking of wrilten exeeption Lo and the adjustments of accounts as provided for in Paragraph 4 of this Section
1. Whei'e there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a
joint nddit in a manner which will result in a minimum of inconvenience to the Operator. Operator shall bear no por-
tion ¢ine Non-Operators’ audit cost incurred under this paragraph unless agz}ccl to by the Operator. The audits

5. Audits

shall nbt be conducted more than once each year without prior approval of Operator, except upon the resignation or

remov

al of the Operator, and shall be made at the expense of those Non-Operators approving such audit.

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

Approval By Non-Opecrators

Accounting

" Where an agiproval or other agreement of the Parties or Non-Operators is expressly required under cther sections of this

brocedure and if the agreement to which this Accounting Procedure is attached contains ne contrary provisions

in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and the agreement or approval of’

a majority i

h interest of the Non-Operators shall be controlling on all Non-Gperators.

II. DIRECT CHARGES

Operator shall chiirge the Joint Account with the fol_lowing items:

1.

o

3.

1.

2

Beologrical
Costs incurr
mental cons
nature and
Rentals an
Lease renta

Labor

Sal
Op

Sal
Sal

fro

in

] Environmental

bd for the Lenefit of the Joint Property as a resull of governmental or regulatory requiremcﬁfs to satisly en\'ir.'on-
derations applicable to the Joinl Operations. Such costs may include surveys of an ecological or archaeological
bollution control procedures as required by applicable laws and regulations.

1 Royalties

s and royallies paid by Operator for the Joint Operations.

aries and wages of Operator’s field employees directly employed on the Joint Property in the conduct of Joint
brations.
;

rries of First Level Supervisors in the field.

wies and wages of Technical Employees directly employed on the Joint Property if such charges are excluded
m Lhe overhead rates.

Salhries and wages of Technical mployees cither temporarily or permanently assigned to and direcetly employed

he operation of the Joint Property if such charges are excluded from the overhead rates.

3. Operalgr's cost of holiday, vacation, sickness and disability benelits and other castomary allowances paid W employees
whose slaries and wages are chargeable to the Joint Account under aragraph 3A of this Section 11, Such costs under

this Pa

S:l]:u'i(‘:J

is used

C. Ixpenc
to Oper

agraph 3B may be charged on a “"when and as paid basis” or by “percentage assessment” on the amount of
and wagres chargeable to the Joint Account under Paragraph 3A of this Section 1. IT percentage assessment
the rate shall be based on the Operator’s cost experience.

itures or contribulions made pursuant Lo assessments imposed by governmental authority which are applieable
ator’s costs chargeable to the Juint Account under Paragraphs 3A and 3B of this Seection I1.

D. Persond] Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph

3A of t
Employee
Operalor's ¢
purchasc, tt

Account ung
ly recommd

Material
Malerial pu
shall be pur

and consist

Transport

nis Section T1.
lHonefiis

urrent costs of established plans for employees’ group life insurance, hospitalization, pension, retirement, stock
weift, bonus, and other beneflit plans of a like nature, applicable to Operator’s labor cost chargeable to the Joint
50:' Paragraphs 8A and 3B of this Section IT shall be Cperator's actuud cost not to exceed the pereent maost recent-
nded by the Council of Petroleum Accountants Societies.

rehased or Turnished by Operalor for use on Lhe Joint Property as provided under Seetion 1V, Only such Material
khased for or transferred o the Joint Property as may be required for immediate use and is reasonably practieal
ent with efficient and cconomical operalions. The aceumulation of surplus stoeks shall Le aveided.

hiion

'l'r:ln.\']mrt:%inn ol employees and Malerial necessary for the Joint Operations bul subjeet to the following Hmitations;

A. If Matdrial iz moved to the Joint Property from the Opérator’s warchouse or other properties, no charge shall be made
to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like material

is norm

i

i

ally available or railway rcceiving point nearest the Joint.Property unless agreed to by the Parties.

9.




10.

11,

12,

13.

—
.;'\

iy

B. If sur{f.g{s Material is moved to Operator's warehouse or other storage point, no charge shall be made to the Joint Ac-

count {

r 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 té
Partics

C. Inthe:
when th

the Joint Account for moving Material to other properties belonging to Operator, uniess agreed to by the

pplication of subparagraphs A and B above, the option to equalize or charge aclual true<ing cost is available

¢ actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the amount most

recently recommended by the Council of Petroleum Accountants Societies.

Services

The cost of

A

ontract services, equipment and utilities provided by outside sources, except services excluded by Paragraph

10 of Sectiop 11 and Paragraph i, ii, and iii, of Section I11. The cost of professional consullant services and contract ser-
vices of technical personnel directly engaged on the Joint Property if such charges are excluded frora the overhead rates.

The cost of

yrafessional consultant services or contract services of technical personnel not directly 2ngaged on the Joint

Property shhll not be charged to the Joint Account unless previously agreed to by the Parties.

IEquipment

A. Operalc

with C(»LLQ of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense,

and [Pacilities Furnished By Operator

r shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate

¢, taxes, depreciation, and interest on gross investment less accumulated depreciation 1ot to exceed

insuran _
_eigit percent ( 8___%) per annum. Such rates shall not exceed average commercial rates currently pre-
vailing In the immediate area of the Joinl Property.

B. In licu &f charges in paragraph 8A above, Operator may clect to use average commercial rates prevailing in the immedi-

ate areq
Petrolet

Damages o

All costs or ¢
incurred by
willful mise
after a repo

Legal Tixpe

ISxpense of
amounts pal
or recover
neys shall b
overhead p
3.

Taxes

All taxes of
or the produ
rem taxes a
anything to
with the tax

Insurance
Net premiu
event Joint
or Employe
insurance p
Abandonm
Cosls incur
authority.

Communics:

Cost of acqu

microwave [
Property ara

of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates published by the
m Motor Transport Association.

-

hd Losses to Joint Property

xpenses necessary for the repair or replacement of Joint Property made necessary becausce of damages or losses
fire, flood, storm, theft, aceident, or other cause, except those resulting from Operator's gross negligence or
nduct. Operator shall furnish Non-Operator written notice of damages or losses incurred us soon as practicable
rt thercol has been received by Operator.

nse

handling, investigating and settling litiration or ¢laims, discharging of liens, payment of judgements and
1 for settlement of claims incurred in or resulting from aperations under the agreement or necessary to prolect

}10 Joint Properiy. except that no charge for services of Operator's legal staff or fees or expense of outside attor-

b made unless previously agreed to by the Parties. All other legal expense is considered to be covered by the
pvisions of Scction III unless otherwise agreed to by the Parties, except as provided in Section I, Paragraph

every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof,
ction Ltherefrom, and which taxes have been paid by the Operiator for the benefit of the Parties. I the ad valo-
‘c based in whole or in part upon separate valuations of each party’s working interest, then notwithstanding
Lhe contrary herein, charges to the Joint Account shall be made and paid by the Parties hereto in accordance
value generated by each party’s working interest. : '

s paid for insurance required to be earried for the Joint Operations for the protection of the Parties. In the
bl)ex'ntions are condueted in a slate in which Operator may act as self-insurer for Worker's Compensation and/
ks Liability under the respective state’s laws, Operator may, at its election, include the risk under its self-
ogram and in that event, Operator shall include a charge at Operator’s cost not to exce2d manual rates.

bnt and Reclamation

cd for abandonment of the Joint Property, including costs required by sgavernmental or other regulatory

tions

ri_ng, leasing, installing, operaling, repairing and maintaining communication systems, including radio and
wilities directly serving the Joint Properly. In the event communication facilities/syslems serving the Joint
Operator owned. charges to the Joint Account shall be made as provided in Paragraph 8 of this Seetion 11,

Other Expenditures

Any other ex

is of direct b
Opcrations.

'pen(_litux'c not (:'OVCI‘O(] or dealt with in the foregoing .})rovisions of this Scction 11, or in Section 111 and which
enefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint

3
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1.

i

I11. OVERIEAD

.

Overhead § Drilling and Producing Operations

i.

iil.

B.

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

(x) Fi.\'bd Rale Basis, Paragraph 1A, or
( ) Pereentage Basis, Paragraph 1B A
Unless étherwise agreed to by the Parties, such charge shall be in licu of costs and expenses of all offices and salaries
or wagds plus applicable burdens and cxpenses of all personnel, except those directly chargeable under Paragraph
3A, Seclion 11. The cost and expense of services {rom 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 11T unless such cost and expense are agreed to by the
Parties@as a direct charge to the Joint Account.

!
The sal 4ries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant services
and confract serviees of technical personnel directly employed on the Joint Property:

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

The salgries, wages and Personal Expenses of Technical Employees and/or costs of professional _consultant services
and coniract services of technical personnel either temporarily or permanently assigned to and directly employed in

the openation of the Joinl Property:

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

Overhedd - Fixed Rate Basis '
(1) Opdrator shall charge the Joint Account at the following rates per well per month:

Drijling Well Rate $ .6,000.00
(Brorated for less than a full month)

Protlucing Well Rate $ _600.00

(2) Application of Overhead - Fixed Rate Basis shall be as follows:
(a) {Drilling Well Rate

(1) Chuurges 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
thal no charge shall be made during suspension of drilling or completion operations for [ifteen (15) or
maore conscecutive 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 rig
or other unit reclease, except that no charge shall be made during suspension of operations for fifteen
(15) or more consecutive calendar days.

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

3) Aninactive 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 direetlly connected to o permanent sales
autlet. :

(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 except 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, ete.) shall nol qualify for an overhead charge.

(1) The avell rates shall be adjusted as of the first day of April each year following the effective date of the aygrreement
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur-
rently in use by the pereeniagre inerease or deerease in the average weekly carnings of Crude Petroleum and Gas
l’m(!ucti(m Workers for the tast ealendar year compared Lo the calendar yewr preceding as shown by the index
of average weekly earnings of Crude Petroleum and Gas Production Workers as published by the United States
Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian’index as putlished by Statistics .
Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or minus the computed ad-
Justment,

Overhenﬂ - Percentage Basis

(1) Onpetator shall charge the Joint Account at the following rates:
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flity

Percent ( %) of the cost of development of the Joint Property exclusive of costs provided
under Paragraph 10 of Section II and all salvage credits.

(a) :Devclopmen_t

(b) Operaling

Percent ( %) of the cost of operating the Joint Property exclusive of rosts provided under
Paragraphs 2 and 10 of Section 11, all salvage credits, the value of injected aubstances purchased for secondary
recovery and all taxes and assessments which are levied, assessed and paid upon the mineral interest in and
to the Joint Property.
1
(2) Application of Overhead - Percentage Basis shall be as follows:

For the purpose of determining charges on 2 percentage basis under Paragraph 113 of this Sec.ion 111, development
shall inelude all costs in connection with drilling, redrilling, deepening, or any remedial operations on any or all
wells involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop-
erly; also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning
when the well is not completed as a producer, and original cost of construction or installation of fixed assets, the
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction as
defined in Paragraph 2 of this Section I11. All other costs shall be considered as operating.

2. Overhead - Major Construction

To compensate Operator for averhead costs incurred in the construction and installation of fixed ass:ts, the expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the deve_lopmcnt 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 rates for any Major Construction project in excess of §

A. 5 Y%of first $100,000 or total cost if less, plus ‘ .
B. 3 % of costs in excess of $100,000 but less than $1,000,000, p)us

C. 2 _ %of costs in excess of $1.000,000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, Lh.e‘cc')mp‘onent parts of a single
project shall not be treated separately and the cost of drilling and workover wells and artificial 1ift. equipment shall be
excluded.

3. Catastrophe Overhead
To compensate Operator for overhead costs incurred in the event of expenditures resulling from o s ngle oceurrence due
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are necessary
to restore Lthe Joint Property to the equivalent condition that existed prior to the event causing the expenditures, Operator

shall either negotiate a rate prior Lo charging the Joint Account or shall charge the Joint Account for overhead based on
the following rates: :

A, 5 %of total costs through $100,000; plus
B.___ 3 %of tolal costs in excess of $100,000 but less than $1,000,000; plus
C.__2 %ol total costs in excess of $1,000,000.

Expenditures subject to the overheads above will notl be reduced Dy insurance recoverics, and no other overhead provi-
sions of this Section TI1 shall apply.

!
4. Amendment of Rates

The overhead rates provided for in this Seetion 11T may be amended [rom Lime to time only by mulual agreement between
the Partics hereto if, in practice, the rates are found to be insufficient or excessive.

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

Operator is responsible for Joint Account Malerial and shall make proper and timely chinpes and eredits for all Material move-
ments affecting the Joint Property. Operator shall provide all Maierial for use on the Joint Property; hewever, at Operator’s
option, such Material may be supplied by the Non-Operator. Operater shall make timely disposition of idle and/or surplus
Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to outsiders.
Operator muy purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition A or B
Material. The disposal of surplus Controllable Material not purchased by the Qperator shall be agreed te by the Parties.

1. Purchases
Matcr@ul purchased shall be charged at the price paid by Operator afler deduction of all discounts received. In case of
M:ll,!.‘l‘l(l]. found to be defective or returned Lo vendor for any other reasons, credit shall be passed to the Joint Account
when :}dJusment has been received by the Operator.

2. Transfers and Dispositions

Material an‘ni_shcd to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator,
unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash d'scounts:
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A. New Material (Condition A)

(1) Tubular Goods Other than Line Pipe

() Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill published
carload base prices effective as of date of movement plus transportation cost using the 80,000 pound carload
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for
tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound or 90,000 pound rail rate
may be used. Freight charges for tubing will be calculated from Lorain, Ohig and casing from Youngstown,
Ohio. .

(b)Y Tor grades which are 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 in
Paragraph 2.A.(1)(a). For transportation cost from points other than Eastern mills, the 30,000 pound Oil Field
Haulers Association interstate truck rate shall be used.

(¢) Speeial end finish tubular goods shall be priced at the lowest published out-ol-stock price, f.0.b. Houston,
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, to

the railway receiving point nearest the Joint Property.

(d) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices f.o.b.
the supplier plus transportation costs, using the Oil Field Haulers Association interstate ruck rate per weight
of tubing transferred, to the railway receiving point nearest the Joint Property.

(2) Line Pipe

(1) Line pipe movements (excepl size 24 inch OD and larger with walls % inch and ever) 30,000 pounds or more
shall be priced under provisions of tubular goods pricing in Pavagraph A(T)(a) as provided above. Freight
charges shall be caleulated from Lorain, Ohio.

-

(b) Line pipe moevements (except size 24 inch OD and larger with walls 3 inch and aver) less than 30,000 pounds
shall be priced al Fastern mill published carload base prices effective as of date of shipment, plus 20 percent,
plus transporiation costs based on [reight rates as set forth under provisions of tubular goods pricing in Para-
graph A(1)a) as provided above. Treight charges shall be ealeulated from Lorain, Ohio.

(¢) Line pipe 24 inch OD and over and % inch wall and larger shall be priced f.0.b. the point of manufacture
at current new published prices plus transportation cost to the railway receiving point nearest the Joint
Mroperty.

(d) Line pipe, including fabrieated line pipe, drive pipe and conduit not listed on published price lists shall be
priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices
agrreed Lo by the Parties.

(3) Other Material shall be priced at the current new price, in effect at date of movement, as lisled by a reliable supply
store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicatle, to the railway
receiving point nearest the Joint Property.

(4) Unused new Material, excepl tubular goods, moved from the Joint Properly shadl be priced al the current new
price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Preperty, or point of
manufacture, plus transportation costs, if applicable, to the railway recciving point nearest the Joint Property.
Unuse:! new tubulars will be priced as provided above in Paragraph 2 A (1) and (2).

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 sevenly-five percent (75%) of current new price, as determined by Paragraph A.
(2) Material used on and moved from the Jaint Property

(a) At sevenly-live pereent (75%) of current new price, as delermined by Paragraph A, if Material was originally
charged to the Joint Account as new Material or

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

(3) Material not used on and moved from the Joint Property
Al seventy-five pereent (75%) of current new price as determined by Paragraph A.

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

Other Used Material

{1) Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until after recon-
ditioning shall be priced at fifty percent (50%) of current new price as determined by Paragraph A. The cost of

reconditioning shall be charged Lo the receiving property, provided Condition C value plus cost of reconditioning
does not exceed Condition B value. Co
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Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose shall be
priced on a basis commensurate with its use. Operator may dispose of Condition D Material under procedures

normally used by Operator without prior approval of Non-Operators.

(2) Condition D

(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 line
pipe prices.

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

(3) Condition E

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

D. Obsolete Material

Material which is serviceable and usable for its original funetion but condition and/or value of such Material is not
equivalent Lo 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 Material.

. DPricing Condilions

(1) Loading or unloading costs may be charged Lo the Joint Account at the rate of twenty-five cenis (25¢) per hundred
weight on all tubular goods movements, in licu of actual loading or unloading cosls sustained at the stocking
point. The above rate shall be adjusted as of the first day of April each year following January 1, 1985 by the sume
pereentagre increase or deerease used to adjust overhead rates in Section HI, Paragraph 1LA(3). IBach year, the
rate caleulated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next
year. Such rate shall be published each year by the Council of Petrolecum Accountanis Socicties.

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

Premium Prices

Whenover Maderial is not readily ol:tainable at published or Tisted prices beeause of national emergenzies, strikes or other
unusual causes over which the Operator has no control, the Operator may chiryre the Joint Account for Lhe required
Malterial at the Operator’s actual cost incurred in providing such Material, in making it suitable for use, and in moving
it to the Joint Property: provided nolice in writing is furnished to Non-Operators of the proposed charge prior to billing
Non-Operators for such Material. Kach Non-Operator shall have the right, by so electing and notifying Operator within
ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use
and aceeptable to Operator.

Warranty of Material Furnished By Operator
Operator does not 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 Operator shall maintain detailed records of Controllable Material.

1.

Periodie Inventories, Notice and Representation

At reasonable intervals, inventories shall be taken by Operator of the Juint Account Controllable Matzarial. Written notice
of intention to take inventlory shall be given by Operator at least thirty (30) days before any inventory is to begin so that
Non-Operitors may be represented when any inventory is taken. Failure of Non-Operators Lo be represented at an inven-
tory shall bind Non-Operators to aceept the inventory taken by Operutor.

Reconciliation and Adjustment of Inventories

Adjustments Lo the Joint Aceount resulting [rom the reconciliation of a physical inventory shall be made within six
months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for
overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.

Special Inventories

Speeial inventories may be taken whenever there is any sade, change of interest, or chinge of Operator in the Joint Property.
IL shall be the duly of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases involving a change
of Operator, all Parties shall be governed by sueh inventory.

Fxpense of Conducting Inventories

A. The expense of conducting periodic inventories shall not be charged to the Joint Account unless agreed to by the
Parties.

B. The expense of conduceting special inventories shall be charged to the Parties requesting such inventories, except in-
ventories required due to change of Operator shall be charged to the Joint Account.

7-
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EXHIBIT "D"

Attached to and made a part of that certain Operating Agreement dated March 17, 1999
by and between Energen Resources Corporation, as Operator, and David Arrington 0il and
Gas, Inc., as Non-Operator.

INSURANCE

A
During the drilling and completing of all wells located on the lands covered by this Agreement and
during the performance of all operations hereunder, Operator shall carry, and require Operator's
contractors or subcontractors to carry the following described minimum insurance coverages with a
reputable insurer and shall furnish certificates evidencing such insurance, when required:

1. Employer's Liability and Worker's Compensation Insurance covering operations
hereunder, in compliance with the requirements of the State of Alabama, or any other

State in which work is performed;

2. General Public Liability Insurance covering the parties hereto in connection with all
operations conducted, with bodily injury or death limit to not less than One Million
Dollars ($1,000,000.00) for injury to or death of more than one person, resu.ting from
any one accident; and for property damage with a limit of not less than One Million
Dollars ($1,000,000.00) for damage to property for each accident;

3. Automobile Public Liability and Property Damage Insurance with bodily injury on death
limit of not less than Two Hundred Fifty Thousand ($250,000.00) for injury to or death
of more than one person; not less than Five Hundred Thousand ($500,000.00) for injury
to or death of more than one person resulting from any one accident; and property
damage limit of not less than One Hundred Thousand Dollars ($100,000.00" for damage

to property for each accident; and

4. Control of Well Insurance when required by the parties hercto in connectior with all
operations conducted hereunder by Operator with liability not to exceed Ten Million
Dollars ($10,000,000.00) per any one occurrence with a Fifty Thousand Doilar
($50,000.00) deductible applicable to any one occurrence and with normal 2nd customary
exclusions for such coverage.

All premiums paid on such insurance (cxcept item 3. above which is provided for in Exhibi: "C") shall be
charged to the joint account. Except by mutual consent of the parties, no other insurance shall be
maintained for the joint account and all losses not covered by such insurance shall be charged to the Joint
Account. Each drilling or other contractor performing work of the joint account shall be required to
maintain in force respect tot he work performed by such contractor, the same insurance as specified in
items 1. and 2. above, and whenever Operator performs a drilling or reworking operation for the joint
account with its own equipment. Operator, at its own ¢xpense, shall provide the same insurance
coverage in respect thercof as would be required if the work were performed by an independent
contractor.

All policies of insurance shall contain waivers of subrogation, reflect Non-Operator as addi:ional named
insured, and shall be cancelable only upon thirty (30) days prior written notice to the parties. Operator
shall provide certificates of insurance evidencing compliance herewith.

Any party who wishes to have Liability or Control of Well coverage in amounts in excess of the amounts
noted herein should contract for such additional coverage limits on its own behalf.

Any party hereto who wishes to carry Control of Well coverage on its own behalf and be excluded from
Operator's coverage, the Party should notify Operator immediately upon exccution of this Cperating
Agreement and provide a Certificate of Insurance evidencing such coverage. 1f the certificate of
insurancc is not received at least seven days prior to commencement of operations under this agreement,
all Parties will be considered as covered by Operator's insurance and will be invoiced accordingly.

In the event a claim is in excess of the coverage limits, the excess amount will be billed to the parties
throuch the Joint Account.



EXHIBIT "E"

Attached to and made a. part of that Certain Operating Agreement
dated as of March 17, 1999, by and between -
Energen Resources Corporation, as Operator,
and David Arrington 0il and Gas, Inc., as Non-Operator

GAS BALANCING AGREEMENT 4

1. Definitions.

(a) For the purpose of this Gas Balancing Agreement (the "Agreement"), the terms not
otherwise defined herein shall have the same meaning as in the above-described Operating Agreement
~ (the "Operating Agreement").

(b) "Balance" (or "Balanced") is the condition occurring when a Party has utilized or sold the
same percentage of the cumulative gas production as such Party's Percentage Ownership therein.

(c) “Entitlement Share" is a share of total gas production from a Well or Lease which is
proportionately equal to a working interest owner or owner's Percentage Ownership in such Well or
Leasc.

(d) "Overproduced" (or Overproduction") is the condition occurring when a Party had utilized
or sold a greater quantity of gas at any time (mdlwdually or through its gas purchaser) than if such
Party was in Balance.

(e) "Underproduced" (or "Underproduction”) is the condition occurring when a Party has
utilized or sold a lesser quantity of gas at any given time (individually or through its gas purchaser) than
if such Party was in Balance.

(f) "Party" (or "Parties") are the signatory Operator and Non-Operators to the Operating
Agrecment.

(g) "Percentage Ownership" is the working interest in the oil and gas rights underlying the
arca covered by the Operating Agreement in accordance with the percentage of participation as
determined under the Operating Agreement.

(h) "Reservoir" shall mean a stratum of earth containing or thought to contain a common
accumulation of oil and gas separately produceable from any other common accumulation of oil and
gas.

(i) "BTU" means a British Thermal Unit.

() "Mcf" means one thousand cubic feet.

(k) "Effective Date" is June 19, 1998.

2. Right to Producc and Market Gas. In accordance with the terms of the Operating Agrecment, each
Party has specific rights relating to the taking and disposition of gas produced, including the right to
take in kind its share of gas produced and to market or otherwise dispose of same. In the event any
Party is not, at any time, taking or marketing its share of gas for any reason, then the terms of this
Agrecment shall automatically become effective.

Form - Gas Balancing Agreemont : ‘ Page #1
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3. Overproduction.

(a) Subject to the other provisions hereof, during any period when a Party is not marketing
or otherwise disposing of or utilizing its {ull Percentage Ownership of gas produced, such gas, if any,
not so marketed or disposed of shall be deemed to remain unproduced and stored within its
Reservoir(s) for such Party, and the other Parties shall be allowed to produce a quantity of gas which
would otherwise exceed their own Percentage Ownership of gas production, equaling the portion of
gas production which such Party is not marketing or otherwise disposing of, and shall be allowed to
take such gas production and require Operator to deliver the same to its or their purchaser(s).

The Party not marketing, or otherwise disposing of or utilizing its Percentage Ownership of gas
produccd shall be Underproduced by a quantity of gas equal to its Percentage Ownership of gas
produced, less the quantity of gas taken by such Party or on behalf of such Party, and less such Party's
share of gas vented or gas lost or used in Lease operations on the lease premises. Those Parties which
clect to take the share of gas attributable to the Underproduced Party shall each take shares of gas
attributable to each Underproduced Party, in the absence of any other agreement between them, in the
direct proportion that each producing Party's Percentage Ownership bears to the total Percentage
Ownership of all Parties taking an Underproduced Party's share, and each such Party so taking shall
be considered Overproduced in the amount of such additional production attributed to it. Each
Overproduced Party shall, subject to the terms of this Agreement, own all gas delivered to its
purchaser(s) or taken for its own use.

4. Lease Liquids. All Parties shall share in and own liquid hydrocarbons recovered from all gas by
primary separation equipment prior to processing in a gas plant in accordance with their respective
Percentage Ownership in the Reservoir from which such gas was produced, whether or not such Parties
are actually producing and marketing their Percentage Ownership in the gas produced.

5. Accounting of Balances. Each Party not taking or marketing its full share of the gas produced shall
be credited with gas in the Reservoir equal to its full share of the gas produced under this Agreement,
less its share of gas vented, or gas lost or used in Lease operations on the lease premises, and less that
portion such Party took or delivered to its purchaser. The Operator will maintain a curr2nt account
of the gas balance between the Parties and ‘will fumnish all Parties monthly statements withir ninety (90)
days after the end of the production month showing the Entitled Share of sales production of each
Party, the quantity of gas delivered to pipeline purchaser(s) for the account of each Pa-ty, and the
current month and cumulative over and under account of each Party. Balancing will be accounted for
in Mcf's using a standard pressure base of 14.73 pounds per square inch and a standard temperature
base of sixty degrees (600) Fahrenheit. All statements and accounts with respect to gas quantities shall
be made and maintained separately by Reservoir.

6. Right of Underproduced Party to Make Up Production. After written notice to the Operator at
least thirty (30) days prior to the beginning of a calendar month, any Underproduced Party at any time
shall be entitled to take additional quantities of gas, but limited to (i) fifly percent (50%) of such Party's
Percentage Ownership of current gas production for gas produced during the months of April through
September and (i) twenty-five percent (25%) of such Party's Percentage Ownership of current gas
production for gas produced during the months of October through March, until it has balanced the
gas account to its Percentage Ownership with respect to a particular Reservoir, and provided that the
right to take such additional quantities shall be in the proportion that its Percentage Ownership bears
to the Percentage Ownership of all Underproduced Parties desiring to take more than their Percentage
Ownership of gas produced. Each Overproduced Party shall reduce its respective share of production
thercin in the proportion that such Overproduced Party's Percentage Ownership bears to the total
Percentage Ownership of all Overproduced Parties; provided, however, that no Overproduced Party
shall be required to reduce its respective share of production by more than (i) fifty percent (50%) of
its Percentage Ownership of current gas production during the months of April through September and
(i) twenty-five percent (25%) of its Percentage Ownership of current gas production during the
months of October through March.

7. Settlement When Production Is Permanently Discontinued.

(a) If gas production from a particular Reservoir ceases and no attempt is mads to restore
production (or substitute therefor) within ninety (90) days, Operator shall distribute, within one
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hundred twenty (120) days of the date the Reservoir last produced, a statement of net unrecouped
Underproduction and Overproduction ("final accounting®).

(b) Within sixty (60) days of receipt of such final 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 such Overproduced Party. Such remittance shall be based on the number
of Mc('s of Overproduction and shall be accompanied by a statement showing volumes and prices for
cach month with accrued unrecouped Overproduction. In calculating the amoun: due, the
Overproduced Party will begin with the most recent month in which preduction was taken and
calculate the amount due. Progressing backward in time, each month's value of production will be
calculated until the production imbalance is zero. In the event the overproduced Party processed the
gas at a gas processing plant for the extraction of liquid hydrocarbons, the values used for calculating
cash settlement shall include proceeds received from the sale of liquids less actual transportation,
processing and fractionation costs.

(c)  Within thirty (30) days of receipt of any such remittance by Operatcr from an
Overproduced Party, Operator shall disburse such funds to the Underproduced Party(ies) in accordance
with the final accounting. The Operator shall calculate the overproduced value in total pzr Mcf and
distribute to the underproduced parties on a weighted average dollar per Mcf basis. Operator assumes
no liability with respect to any such payment other than remitting the funds received from the
Overproduced Parties (unless such payment is attributable to Operator's Overproduction). [t being the
intent of the Parties that each Overproduced Party shall be solely responsible for reimbursing each
Underproduced Party for such Underproduced Party's respective share of Overproducticn taken by
such Overproduced Party in accordance with the provisions herein contained. 1fany Party fails to pay
any sum due under the terms hereof after demand therefor by Operator, 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.’

(d) In determining the amount of Overproducticn 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.

(¢) An Overproduced Party that took gas in kind for its own use, sold gas to an afliliate, or
otherwise disposed of gas in other than a cash sale shall pay for such gas at market value using the
methodology set forth in paragraph 7(b), even if the Overproduced Party sold such gas to an affiliate
at a price less than market value.

(D) 1frefunds are later required by any governmental authority, each Party shall be accountable
for its respective share of such refunds as finally balanced hercunder. In the event an Underproduced
Party has not received a cash settlement at the time a refund is required by a governmental authority,
the Overproduced Partics who sold the gas which is the basis for the refund shall be liable for and pay
such refund and hold the Underproduced Party harmless from same.

8. Payment of Royalty. At all times while Gas is produced, each Party marketing gas hereunder will
make settlement for the royalties based upon their takes. Each Party hereto agrees to hold each other
Party harmless from any and all claims for royalty payments asserted by royalty owners to ‘whom each
Party is accountable.

9. Production Taxes. Each Party taking gas shall pay any and all production tax due on such gas.

10.  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
cach arc in proportion of their respective Percentage Ownership interests in such gas.

1. Audits. Notwithstanding any provision to the contrary in this or any other agreement, for a period
of three (3) years after the date that a gas balance statement is provided by Operator hercunder, any
Underproduced Party shall have the right to audit an Overproduced Party's and Operator's records as
to quantii::s and, in the event of cash balancing, prices received for gas produced. Any Overproduced
Party shall have the right to audit both the Underproduced Party's and Operator's records as to
quantities of gas produced. All such audits shall be at the sole cost and cxpense of the auditing Party.
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12. Scope. Effective Date and Term. The provisions of this Agreement shall separately apply to each
Reservoii. This Agreement shall become effective for all purposes as of the Effective Date and shall
remain in force and effect as long as the ’Operating Agreement is in effect and thereaiter until all
accounts between/among the Parties maintained pursuant to this Agreement are settled in full. This
Agreement shall inure to the benefit of and be binding upon the Parties and their respective successors

and assigns.

13. Decliverability Tests. Nothing herein contained shall be construed as denying Operator the right,
from time to time, to conduct deliverability tests required by governmental athority, or as denying any
Party the right, from time to time, with at least fifteen (15) days' written notice to Operator, to produce
and take or deliver to its purchaser its full share of the allowable gas production to meet deliverability
tests required by its gas purchaser or governmental authority.

14. Nominations. On or before the 10th day of each month prior to the month of production, each
Party shall give Operator sufficient data either to nominate such Party's respective share of gas to the
transporting pipeline(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
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)
other than Operator's proportionate share of such fees and/or penalties.

15. Conflicts with Operating Agreement. To the extent the provisions of this Agreement conflict with
provisions of the Operating Agreement, the provisions of this Agreement shall control.

-

16. Balancing Area. If this Agreement covers more than one well or Reservoir (the "Balancing
Area"), it shall be applied as if each Balancing Area were covered by separate but identical agreements.
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EXHIBIT "p*

Attached to and made a part of an Operating Agreement dated

17 , 1999 , by and between Energen Resources Corporationm,

!

as Opex

ator, and David Arrington Oil and Gas, Inc., as Non-dperator

of federn
tractorsg

a part o

The following terms and conditions pertain to employment prnétiecsx
al government contractors and the practices of their non-exempt subcon-
, vendors and suppliers. These terms and conditions are, or will become,

[ this Operating Agreement only to the extent specifically required

by applilcable statutes, executive orders or regulations of federal law.

(1) throt
Regulat

by refer

1) Operator agrees to be bound by the provisions of paragraphs
gh (1) of the Equal Opportunity Clause contained In 41 Code of Federal
ons (hereinafter, C.F.R.) §60-1.4(a) and sam'e are incorporated herein

ence unleés exempted by rules, regulations or orders of the Secretary =

of Labot issued pursuant to section 204 of Exccutive Order No. 11246.

does not
a scgreg

location

and cert

2) Pursuant to 41 C.F.R. §60-1.8, the Operator certifles that It
and will not maintain any facillties It provides for [ts employees In
nted manner or permit {{s employees to perform their services at any
under {ts control, where segregated facilities are maintained.

3) Pursuant to 41 C.F.R. §§60-1.7 and 60-1.40, the Operator agrees

fies that, If It has 50 or more employees and a contract of $50,000.00

or more,|it will flle complete and accurate EEO reports on Standard Form 100

(EEO-1)

with thz_: appropriate government contracting or administering agency

and devalop affirmative action programs for each of its establishments in accor-

dance wiith Executive Order No. 11246 and all rules, regulations hnd orders promul-

gated th

contract

¢reunder.
4) Operator affirms that, if It has 50 or more employees and a

of $50,000.00 or more, it has developed and is maintalning a current

written affirmative action compliance program for each of Its establishments

as required by 41 C.F.R. §60-1.40 and Parl 60-2 and In accordance with any

other rul

and regulations of the Secretary of Labor promulgated under Execu-

tive Order No. 11246.

5) Operator agrees to abide by and comply with the provisions

of the Aflirmativc Actlon Clause for Disabled Veterans and Veterans of the

Vietnam

ra contained in 41 C.F.R. §60-250.3 which provisions are incorporated



|
|

herein ?y reference unless exempted by rules, regulations, or orders of the Secre-

tary of‘Lubor {ssued pursuant to the Vietnam Era Veterans Readjustment Assis-

tance Act of 1974.

of the £

§60-741
by ruled
Section

Act Am

recogni;

6) Operator agrees to abide by and comply with the provisions
[[firmative Action Clause for Handicapped Workers contalned in 41 C.F.R,
.3 which provisions are Inco}porated herein by reference unléss exempted
, regulations, or orders of the Secretary of Labor issued pursuant to

503 of the Rehabilitation Act of 1973, as amended by the Rehabllitation
endments of 1974 and 1978.

7) FPor contracts of $5,000.00 or more, when applicable, the Operator

zes the policy of the United States Government that small and disadvan-

taged thsiness enterprises shall have the maximum practicable opportunity to

particip
‘inthe a
perform
and Dis

by mind

nte. The Operator agrees to use its best efforts to carry out this policy
vard of its subcontracts to the fullest extent consistg:nt'with the efficient
ance of this Operating Agreement. As used herein, the term "Small )

hdvantaged Business" means a business at least 50% of which is owned

rily group members, or in the case of publicly owned businesses, at least

51% of the stock of which Is owned by minority group members.

For contracts of $500,000.00 or more, the Operator agrees to

conduct a program, where applicable, to enable small and disadvantaged business

utilizat

of whic

except

on as set [orth in Public Law 95-507 and DAR 7-104.14, the provisions
v are incorporated herein by reference.

8) Por contracts and purchase orders that may exceed $10,000.00,

hose that (a) including all subcontraets thereunder, are to be performed

entirelyjoutside the United States, {ts possessions, and Puerto Rico; and (b) are

personal in nature, the Operator recognizes the policy of the United States Govern-

ment that women-owned businesses shall have the maximum practicable oppor-

tunity t

agency.

p particlpate in the performance of contracts awarded by any federal

The Operator agrees to use its best efforts to carry out this poliey

In the ayard of subcontracts to the fullest extent consistent with the efficient

perform

pnce of the contract. As used in this Operating Agreement, a "woman-

owned blisiness" concern means a business that Is at least 51% owned by a woman

or womdn who also control and operate it. "Control” in this context means exer- .

cising tl

e power to make policy declsions. "Operate" {n this context means




being actively involved In the day-to-day management. "Women" means all
women business owners.

For contracts and purchase orders that may exceed $500,000.00
and that offer substantial subcontracting possibilities, the Operator agrees to
establish and conduct a program, when applicable, that will enable women-owned
business concerns to be considered fairly as subcontractors and suppliers under
this Operating Agreement as set forth in the appropriate clauses of Executive
Order No. 12138, which clauses are Incorporated herein by reference,

9) The Operator agrees, unless otherwlise exempt, that (a) It shall
not discriminate against any employee or applicant for employment because
ol such individual's age, except upon the basis of a bona fide occupational quali-
fication, retirement plan or statutory requirem eht; (b) It shall not specify In
sollclt&tiom and advertisements for. employment.a maximum age limit for such
employment unless the specified age limit is based upon a bona flde occupatlonal
qualifiéation, retirement plan, or statutory requirement; and (c) it shall generate

and mazlntain all records relating to age in accordance with 29 C.F.R. §850,

{
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MODEL FORM RECORDING SUPPLEMENT TO
OPERATING AGREEMENT AND FINANCING STATEMENT

THIS AGREEMENT, entered into by and between .Energen Resources Corporation ,
hercinalter referred to as “Operator”, and the signatory parcty or parties other than Operator, heceinafter referred to
individually as “Non-Operator”, and collectively as “Non-Operators™.

WHEREAS, the partics to this agreement are owners of Oil and Gas Leases and/or Oil and Gas Interests in the land
identified in Exhibit "A" (said land, Leases and Iaterests being hereinafter called the “"Contract Area™, and in any instance in
which the Leases or Interests of a party are not of record, the record owner and the party hereto thar owns the interest or

rights therein are reflected on Exhibic "A™; _

WHEREAS, the parties hereto have executed 3n Operating Agreement dated _March 17, 1999
(herein the “"Operating Agreement”), covering the Contract Area for the purpose ofdexploring and developing such lands,
Leases and Interests for Qil and Gas; and '

WHEREAS, the parties hereto have executed this agreement for the purpose of imparting notice to all persons of the
rights and obligations of the parties under the Operating Agreement and for the further purpose of perfecting those rights
capable of perfection. g

NOW, THEREFORE, in consideration of the mutual rights and obligations of the parties hereta, it is agreed as follows:

1. This agreement suppléments the Operating Agreement, which Agreement in its entirety is incorporated herein by

reference, and all terms used herein shall have the meaning ascribed to them in the Operating Agreement.
2. The parties do hereby agree thac

A. The Oil and Gas Leases and/or Oil and Gas Interests of the parties comprising the Contract Area shall be subject
to and burdened wich the terms and provisions of this agreement and the Operating Agreement, and the pardies do
hercby commit such Leases and Interests to the performance thereof.

B. The exploration and development of the Contract Area for Oil and Gas shall be governed by the terms and
provisions of the Operating Agreement, as supplemented by this agreement.

© C. All costs and liabilities incurred in operations under this agreement and the Operating Agreement shall be borne
and paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties
herero, as provided in the Operating Agreement.

D. Regardless of the record title ownership to the Oil and Gas Leases and/or Oil and Gas Ingerests identified on
Exhibic "A", all production of Qil and Gas from the Contract Arca shall be owned by the parties as provided in the
Operating Agreement; provided nothing contained in this agreement shall be deemed an assignment or cross-assignment
of interests covered hereby.

E. Each parcty shall pay or deliver, or cause to be paid or delivered, all burdens on its share of the roduction from the
Contract Area as provided in the Operating Agreemeat.

F. An overriding royalty, production payment, net profits interest or other burden payable out of production hereafter
created, assignments of production given as security for the payment of moncey and those overriding royalties, production
payments and other burdens payable out of production heretofore created and defined as Subsequently Created Interests
in the Operating Agreement shall be (i) borne solely by the party whose interest is burdened therewith, (ii) subject to
suspension if a party is required to assign or relinquish to another party an interest which is subject to such burden, and
(iii) subject to the licn and security interest hercinafter provided if the party subject to such burden fails to pay its share
of expenses chargeable hereunder and under the Operating Agreement, all upon the terms and provisions and in the
times and manner provided by the Operating Agreement. :

G. The Oil and Gas Leases and/or Oil and Gas Intereses which are subject hereto may not be assigned or transferred
except in accordance with those terms, provisions and restrictions in the Operating Agreement regulzting such transfers.
This agreement and the Operating Agreement shall be binding upon and shall inure to the benefit of the parcies hereto,
and their respective heirs, devisces, legal representatives, and assigns, and the terms hereof shall be deemed to run wicth
the leases or interests included within the lease Conrract Area.

F. The parties shall have the right ro acquire an interest in renewal, extension and replacement leases, leases
proj.used to be surrendered, wells proposed to be abandoned, and interests to be relinquished as a result of non-
participation in subsequent operations, all in accordance with the terms and provisions of the Operating Agreement.

I. The rights and cobligations of the parties and the adjustment of interests among them in the event of a failure or
loss of tide, cach parey’s right to propose operations, obligacions with respect to participation in operations on the
Contract Area and the consequences of a failure to participate in operations, the rights and obligations of the parties -
regarding the marketing of production, and the rights and remedies of the parties for failure to cornply with financial
obligations shall be as provided in the Operating Agreement.

J. Each party’s interest under this agreement and under the Operating Agreement shall be subject o relinquishment

" for its failure to participate in subsequent operations and each party’s share of production and costs shall be reallocated
on the basis of such relinquishmear, all upon the terms and provisions provided in the Operating Agreement.

K. All other matters with respect to exploration and development of the Contract Area and the ownership and
transfer of the Oil and Gas Leases and/or Oil and Gas Interest therein shall be governed by the rerms and provisions of
the Operating Agreement.

3. The parties hereby grant reciprocal liens and security interests as follows:

A. Each party grants to the other parties hereto a lien upon any interest it now owns or hereafter acquires in Oil and
Gas Leases and Oil and Gas Interests in the Contract Area, and a security interest and/or purchase money security
interest in any interest it now owns or hereaflter acquires in the personal property and fixtures on or used or obtained
for use in connection therewith, to secure performance of all of its obligations under chis agreement and the Operaring
Agreement including but not limited to payment of expense, interest and fees, the proper disbursement of 2all monies
paid under this agreement and the Operaring Agreement, the assignment or relinquishment of interest in Oil and Gas
Leases as required under this agreement and che Operating Agreement, and the proper performance of operations under
this agreement and the Operating Agreemeant. Such lien and security interest granted by each parey hereto shall include
such party's lcaschold interests, working interests, operacing rights, and royalty and overriding royalty interests in che
Coantract Arca now owned or hereafter acquired and in lands pooled or unitized therewith or otherwise becoming subject
to this agreement and the Operating Agreement, the Oil and Gas when extracted therefrom and equipment situated
thercon or used or obtained for use in connection therewith (including, without limitation, all wells, tools, and tubular
goods), and accounts (including, without limitation, accounts arising from the sale of production at the wellhead),
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{ contract rights, inventory and general intanglbles relating thereto or atlslnp therefrom, and alt proceeds and products of
-2 the foregoing. '
3 B. Lach party represents and warrants ro the other parties hereto thae the lien and security interest granted by such
4 party-to the other parties shall be a first and prior lien, and each party hereby agrees to maintain the priority of sa2id lien
5 and securicy interesc against all persons acquiring an iaterese in Qil and Gas Leases and Interes:s covered by this
¢ agreemenct and the Operating Agreement by, through or under such party. All parties acquiring an interest in Oil and
7 Gas Leases and Oil and Gas Incerests covered by this agreement and the Operating Agreement, whether by assignmene,
8 merger, mortgage, operarion of law, or otherwise, shall be deemed to have taken sublect to the lien and sceurity interesc
9 granted by the Operating Agreement and this instrument as to all obligations attributable to such interest under this
10 agreement and che Operating Agreement whether or not such obligations arise before or after such interest is acquired.
11 C. To the extent chic the parties have a security interest under the Uniform Commercial Code of the state in which
12 the Contract Area is situated, they shall be encitled to exercise the rights and remedies of a secured party under the Code,
13 The bringing of a suit and the obraining of judgment by a party for the secured indebtedness shall not be deemed an
14 election of remedies or otherwise affect the lien rights or security interest as sccurit).' for the payment thereof. In
15 addition, upon default by any party in the payment of its share of expenses, interest or fees, or upon the improper use of
16 funds by the Operator, the other parties shall have the right, without prejudice to other rights or remedies, to collect
17 from the purchaser the proceeds from the sale of such defaulting party’s share of Oil and Gas until the amount owed by
18 such party, plus interest, has been received, and shall have the right to offset the amount owed against the proceeds from
19 the sale of such defaulting parcy’s share of Oil and Gas. All purchasers of production may rely on a notification of defaulr
20 from the non-defauking party or partics stating the amount due as a resule of the default, and all parties waive any
21 recourse availuble against purchasers for releasing production proceeds as provided in this paragraph.
22 D. If any party fails to pay its share of expense within sixty (60) days after rendition of a statemen! therefor by
23 Operator the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the
24 . proport%on that the interest of each such party bears to the interest of all such partics. The amount paid by each party so
25 paying its share of the unpaid amount shall be secured by the liens and security rights described in this paragraph 3 and
2 in the Operating Agreement, and cach paying party may indcpendently pursuc any remedy available under the Operating
27 Agreement or otherwise.
28 E. I{ any party does not perform all of its obligations under this agreemene or the Operating Agreement, and che
29 failure to perform subjects such party to foreclosure or exccution procecdings pursuant o the <provisions of this
30 agreement or the Operating Agreement, to the extent allowed by governing law, the defaulting party waives any
31 available right of redemption from and after the date of judgment, any required valuation or appraisemenc of the
32 mortgaged or secured property prior to sale, any available right to stay execution or to requice a murshalling of assets
33 and any required bond in the event a receiver is appointed. In addition, to the extent permitted by applicable law, each
34 party hereby granes to the other parries a power of sale as to any property rhat is subject to the lien cnd security rights
'35 granted hereunder or under the Operating Agreement, such power o be exercised in the manner provided by applicable
36 law or otherwise in a cpmmercially reasonable manner and upon reasonable notice.
37 F. The lien and security interese granted by chis paragraph 3 supplements identical rights granted under the
38 Operating Agreement.
39 G. To the extent permitted by applicable law, Non-Operators agree that Operator may invote or utilize the
40 mechanics’ or materialmen’s licn law of che state in which the Contract Arca is situated in order to secure che payment
41 to Operator of any sum due under this agreement and the Operating Agreement for services performed or materials
42 supplica by Operatar. -
43 H. The above described securicy will be financed ac the wellhead of the well or wells located on the Contract Area and
44 this Recording Supplement may be filed in the land records in the County or Parish in which the Contract Area is
45 located, and as a financing statement in all recording offices required under the Uniforrn Commercial Code or other
46 applicable state statutes to perlece the above-described security interese, and any party hercto may file a2 continuation
47 statement as necessary under the Uniform Commercial Code, or other state laws,
48 4. This agreement shall be cffective as of the date of the Operating Agreement as above recited. Upon termination of

49 this agreement and the Operating Agreement and the satisfaction of all obligations thercunder, Operator is authorized to filé
50 of record in all necessary recording offices a notice of terminarion, and each party hereto agrees to execure such a notice of
S1  cermination as to Operator’s interest, upon the request of Operator, if Operator has complied with all of irs financial
52  obligations.

53 5. This agrcement and the Operating Agreement shall be binding upon and shall inure to the benclic of the parties
54 hereto and their respective heirs, devisees, legal representatives, successors and assigns. No sale, encumbrance, transfer or
55 other disposition shall be made by any party of any interest in the Leases or Interests subject hereto ex:ept as expressly
56 permitted under the Operating Agreement and, if permitted, shall be made expressly subject to this agreement and the
57 Operating Agreement and without prejudice to the rights of the other parties. If the transfer is permitted, the assignee of an
58 ownership interest in any Oil and'Gas Lease shall be deemed a party to this agreement and the Operating Agreement as to
59 the intecest assigned from and after the effecrive dace of the transfer of ownership; provided, however, that the other parties
60  shall not be required ro recognize any such sale, encumbrance, transfer or other disposition for any purpose hereunder until
61 chirty (30) days afrer they have reccived a copy of the inscrument of transfer or other satisfactary evidence thereof in writing
62 from che transferor or transferec. No assignment or other disposition of interest by » party shall relieve such party of
G3 obligarions previously incurred by such party under this agreement or the Operating Agrccmcht with respect to the interest
64 transferced, including withoue limitacion the obligation of a party to pay all costs attributable to an operation conducted under
65 this agreement and the Operating Agreemenc in which such party has agreed to parricipate prior to meking such assignmente,
‘66 and the lien and security intecest granted by Accicle VILD, of the Operating Agreement and hereby shall continue to burden
67  the interest crunsferred o secure payment of any such obligations.

6B 6. In the event of a conflict between the terms and provisions of this agreemenc and the terms and provisions of the
69 Operating Agreement, then, as between the parties, the terms and provisions of the Operating Agreement shall conerol.

70 7. This agreement shall be binding upon cach Non-Operator when this agreement or a counterpare thereof has been
71 exccuted by such Non-Operator and Operator notwithstanding that this agreement is not then or thereafter exccuted by all of
72 the parties to which it is tendered or which are listed on Exhibitﬂ"A" as owning an interest in the Contract Area or which
73 own, in fact, an interest in cthe Contract Area. In the event that any provision hercin is illegal or unenforceable, the
74  remaining provisions shall not be affected, and shall be enforced as if the illegal or unenforceable provision did nat appear herein,
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8. Other provisions.

IN WITNESS WHEREOF, this agrcement shall be effective as of the 17th day of March, 1999.

OPERATOR
ENERGEN RESOURCES CORPORATT
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N%,/joﬁ M. McLenrdn

Title: General Manager
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._.._.
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NON-OPERATORS
David Arrington 0il and Gas, Inc.
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By:
Name;:
Title:
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STATE OF __TEXAS

w
(9,

w
(o)
Lo O Vo

COUNTY OF _MIDLAND

This instrument was acknowledged before me this [9 /t day of mq,‘(‘t&\ R 19_22,

by Jon M. Mclennan , 8s _General Manager _ of Energen
Resources Corporation, an Alabama Corporation, on behalf of sajd gorporation.
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- KENNETH H. GRAY
MY COMMISSION EXPIRES
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STATE OF _TEXAS
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— O
on Un 4n

COUNTY OF
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This instrument was acknowledged before me this day of 19 .,
by . as of David Arrington 0il and
Gas, Inc.a corporation, on behalf of said corporation ’
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Notary Public, STATE OF _TEXAS
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75 Signature Page to Model Form Recording Supplement to Operating Agreement and Financing
76 Statement dated March 17, 1999 between Goodrich Petroleum Company of Louisiana, Operator,
77 and Holly Petroleum, Inc., et al, Non-Operators, covering the Goldfinger Prospect.
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EXHIBIT “A”

Attached to and made a part of that certain Model Form Recording Supplement to
Operating Agreement and Financing Statement dated March 17, 1999 by and between
Energen Resources Corporation, as Operator and David Arrington Oil and Gas, Inc., as
Non Operator.

(1

)
©)

4)

)

Identification of lands subject to this agreement:
Lea County, New Mexico

T-15-S, R-35-E

Section 35: W/2 SW/4

Restrictions, if any, as to depths, formations, or substances: None

*Percentages or fractional interests of parties to this agreecment:

Energen Resources Corporation 82.27975%
David Arrington Oil and Gas, Inc. 17.71775%
*Subject to revision once Title Opinion has been completed -

Oil and gas leases and/or oil and gas interests subject to this agreement. (See
page 2 of Exhibit “A”)

Addresses of parties for notice purposes:

Energen Resources Corporation

3300 North “A” St., Building 4, Suite 100
Midland, Texas 79705

Attention: Kenneth H. Gray

Telephone: 915-687-1155

Fax: 915-687-1796

David Arrington Oil and Gas, Inc.
P.O. Box 2071

Midland, Texas 79702

Attention: David Arrington
Telephone: 915-682-6685

Fax: 915-682-4139



EXHIBIT “A”
(continued)

Tract 1: A 19.9837 acre tract out of SW/4 SW/4 more particularly described as
beginning at the SW corner of the SW/4 of Section 35, T-15-S, R-35-E;
thence North 933 feet; thence East 933 feet; thence South 933 feet; thence

West 933 to point of beginning.
A

Tract 2: SW/4 SW/4 of Section 35, T-15-S, R-35-E
Save and Except Tract 1 above containing 20.0163 acres more or less.

Tract 3: NW/4 SW/4 of Section 35, T-15-S, R-35-E
Containing 40 acres more or less

*Qwnership in above Tracts

Energen Arrington
Interest Acres Interest Acres

Tract 1: 100.0000% - 19.9837 -0- -0-
Tract 2: 41.6667% 8.3401 58.3333% 11.6762
Tract 3: 93.7500% 37.5000 6.2500% 2.500Q
Acres Total 65.8238 14.1762

*Qwnership in W/2 SW/4  Energen Resources Corporation 82.27975%
David Arrington Oil and Gas, Inc.  17.71775%

*Qil and Gas Leases

Recording
Lessor Lessee Date Volume Page

*Subject to revision once Title Opinion has been completed



AUTHORITY FOR EXPENDITURE ENERGEN RESOURCIES CORPORATION

ESTIMATED WELL COSTS

AFE NUMBER: PB030999 [PROPERTY NUMBER: NA [DATE: 319199
WELL NAME AND NUMBER: FIELD OR AREA  West Lovington Strawn
Beadle #1 LOCATION: 330'FS & WL
OPERATOR: COUNTY: Lea STATE: NM
ENERGEN RESOURCES CORPORATION SECTION: 35 BLOCK: T-15S, R-35-E [survey:
|PROJECT DESCRIPTION AND LOCATION: PROPOSED FORMATION: PROPOSED DEPTH:
Drill & Complete-Flowing Well Strawn 11800
X_[sinGLe x_Joit ) EXPL. - [__Jstrat x_[nEw __Joeepen
DUAL GAS X_{DEV. : WORKOVER
X |LaND BAY DATE TO START DAYS TO DRILLICOMPLETE 451X JORIGINAL
™ |MARSH E NIA SUPPLEMENT
DRY HOLE COMPLETION COSTS TOTAL
TANGIBLES
00 TUBULAR GUUDS ’
01 Conductor Pipe 0 “in. 0 Ft.  0.00 $/Ft. $ - 3 - $ -
Q2 Surface Casing 13358 in. 400 F1.  20.00 $/FL $ 8,000 $ - $ 8,000
03 Production 512 in. 11800 Fl.  7.50 $/FL $ - $ 88,500 $ 88.500
04 First Inter. 8568 in. 5000 Fl. 12.00 $/FL $ 60,000 3 - 3 60,000
05 Second Inter. 0 in, 0 Fl.  0.00 $IFt. $ - $ - $ -
OG Prod. Liner 0 in. 0 Fl.  0.00 $/FL. $ - $ - 3 -
O7 Tieback String [ in. - 0 Ft. 000 $/FL. $ - $ - $ -
08 Tubing 27/8  in.’ 11600 Ft.  4.50 $/FL. 3 - $ 52,200 $ 52,200
09 Tubing 0 in. 0 Ft.  0.00 $/FL, $ - $ - $ -
10 EQUIPMENT
11 Welthead & Accessorics $ 12,000 $ 12,000 $ 24,000
12 Tbg & Csg Acc., Production Packer $ 3,500 3 5,000 $ 8,500
13 Produclion Equip./Misc $ - 3 5,500 $ 5,500
14 Tank Ballery, Flowlines & Filtings 3 - $ 47,500 $ 47,500
. TOTAL TANGIBLES $ 83,500 $ 210,700 $ 294,200
INTANGIBLES
20 DRILLING COST
21 Foolage 11800 Ft, 17 SIFL. $ 200,600 $ - - $ 200,600
22 Daywork 4 Days 5500 $/Day $ 22,000 3 - $ 22,000
23 Compl. Rig 120 Hrs. 115 $/Hr. $ - $ 13,800 $ 13,800
24 Service Unit 3 - 3 - $ -
25 Rental Tools, Services, Chokes, Elc. $ 5,000 $ 10,000 $ 15,000
26 Rig Moving Cost $ - $ - $ -
27 Other 3 1,000 $ 8,000 $ 9,000
30 CEMENTING (INCL. FLOAT EQUIP., ETC.)
31 Surface 3 6,000 3 - $ 6,000
32 Intermediate $ 12,000 $ - $ 12,000
33 Production $ - $ 17,500 $ 17.500
34 Production Liners $ - 3 - 3 -
35 Tieback String $ - 3 - $ -
36 Squeeze Cement {incl. Ret. & Pxr.) 3 - $ - $ -
37 Qther 3 - $ - 3 -
40 FORMATION TREATMENT T
41 Acidizing $ - $ 15,000 $ 15,000
42 Fracturing Equipment & Materials $ - $ - 3 -
43 Frac Fluid & Gas $ - $ - $ -
44 Tank Renlal & Hauling $ - 3 3,000 $ 3,000
50 SPECIAL SERVICES
51 Perforationg (set BP & Pkrs., WiL) $ - $ 10,000 $ 10,000
52 Mud Logging/Geologist $ 10,500 $ - 3 10,500
53 Formalion Logging/Sidewall Cores $ 12,000 $ - $ 12,000
54 DST/Sidewal! Core Analysis $ 13,000 3 - $ 13,000
s5 Drilling Logs {CBL, Tracer, Inspection, W/L) 3 - $ - $ -
56 Packer & Retr. BP $ - $ 3.000 $ 3,000
57 Whipstocking & Sidelracking $ - 3 - 3 -
58 Compressors 3 - $ - 3 -
60 DRILLING FLUIDS
61 Mud & Chemicals $ 20,000 $ - $ 20,000
62 Waler & Brine $ 25,000 $ 5,000 $ 30,000
63 Other (Gas & Air) $ - $ - $ -
70 MATERIALS & SERVICES- OTHER
71 Bits & Reamers 3 - $ 1,500 $ 1,500
72 Fuel $ - $ - $ -
73 Hauling $ 5,000 3 5,000 $ 10,000
74 Tubular Inspeclion: VCI, Sandblast, Roughcoal, Elc. $ 2,500 3 4,500 $ 7,000
75 Tesling (Manifolds, BOP, Tbg, Etc.) $ - $ - $ -
76 Misc Csg Exp: Csg Crew, PUILD, Proteclors, E(c $ 1,000 3 5,500 3 6,500
78 Equip Rental: BOP, Racks, Mats, Trailer, Sanitary $ 10,000 $ 5,000 $ 15,000
79 Misc: Elec Const., Fencing, Anchors, Welding, Labor $ 3,000 $ 7,000 $ 10,000
80 LOCATION, ACCESS, LINERS & CLEANUP $ 20,000 $ 3,500 $ 23,500
81 Safety/Environmental $ 3,000 $ 3,000 $ 6,000
90 SUPERVISION & LEGAL, ETC. $ 18,000 $ 6,000 $ 24,000
TOTAL INTANGIBLE $ 389,600 $ 126,300 $ 515,900
Plus 10 % Contingency $ 47,310 $ 33,700 3 81,010
TOTAL COST $ 520.410 $ 370,700 $ 891,110
Date: 3/9/99 Partner's Approval:
Prepqred Byr— JJP Company Name: David Arrington 0il and Gas, Inc.
[Approved By /_/,/4 ner /, 4"/-//%47%,!/ V/E}@M;/ Date: (17.71775% W.1.)
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