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April 23, 1999

David H. Armrington Oil & Gas, Inc.
P. O. Box 2071
Midland, Texas 79702

Dear David:

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

Lea County, New Mexico

As a follow-up to our letters of March 18, 1999 and March 30, 1999 enclosed please find
the following:

1) Page 4 to Article VI changing the commencement date for the Initial Well.

2) Signature page in duplicate to both JOA and Recording Supplement
correcting your name.

3) Exhibit “A” to JOA and Recording Supplement which has been revised to
correct your interest to 17.72025% and the addition of the Leases

involved.

4) First page of each Exhibit correcting your name to David H. Arrington Oil
& Gas, Inc.

5) AFE correcting your name.

6) Designation of Pooled Unit in duplicate.

Please sign and return the Designation of Pooled Unit along with the AFE, JOA and
Recording Supplement as supplied to you. Should you have any questions or concems,
please do not hesitate to call.

Sincerely,

, NMOCD CASE NO. 12174
Kenneth ray APRIL 29, 1999
KHG/jal EXHIBIT NO.
Enclosures SUBMITTED BY:

ENERGEN RESOURCES CORP.

ARR-BEADLE

Energen Resources Corporation, an Energen Company 3300 North "A" Street, Building 4, Suite 100, Midlad, Texas 79705
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between_ En€rgen Resources Corporation

hereinafter 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:

WHEREAS, the parties to this agreement are owners of oil and gas leases andfor oil and gas interests in the land identified in
Exhibit “*A™", and the parties hereto have reached an agreement to explore and develop these leases and/for 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 I.
DEFINITIONS

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

A. The term “‘oil and gas’” shail mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons
and other murketable 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 ‘‘leaschold™ shall mean the cil and gas leases covering tracts of land

lying within 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 alt of the lands, oil and gas leasehold interests and oil and gas interests intended to be

developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold 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. The terms “‘Drilling Party’” and **Consenting Party®’ shall mean a party who agrees to join in and pay its share of the cost of

any operation conducted under the provisions of this agreement.
H. The terms ‘‘Non-Drilling Party’’ and *‘Non-Consenting Party’’ shall mean a party who elects not to participate

in a proposed operation.

Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the
singular, and the neuter gender includes the masculine and the feminine,

ARTICLE II.
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:

AR A. Exhibit “*A™", shall include the following information:

(1) Identification of lands subject to this agreement,

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

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

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

(5) Addresses of parties for notice purposes.
X® B. Exhibit *'B"", Form of Lease. '
AR C. Exhibit *‘C", Accounting Procedure.
XX D. Exhibit *“D™, Insurance.
XA E. Exhibit “'E"", Gas Balancing Agreement.
XX F. Exhibit “*F'", Non-Discrimination and Certification of Non-Segregated Facilities.
[0 G. Exhibit **G*", Tax Partnership. _

If any provision of any exhibit, except Exhibits L' and *‘G"", is inconsistent with any provision contained in.the body

of this agreement, the provisions in the body of this agreement shall prevail. “‘{
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ARTICLE IIL
INTERESTS OF PARTIES

A. Qil and Gas Interests:

If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement
and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit **B"’, and the owner thereof
shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thercunder.

B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be barne and
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the partics as their interests are set
forth in Exhibit “*A"". In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the
payment of royalties as appearing in the applicable leases plus additional burdens of record as of the effective date of this agreement

which shall be bome as hereinafter set forth.

Regardiess of which party has contributed the lease(s) andfor oil and gas interest(s) hereto on which royalty is due and
payable, each party entitled to receive.a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or
cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the
other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received
by such party, to any other party’s lessor or royalty owner, and if any such other party’s lessor or royalty owner should demand and
receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burcen attributable to

such higher price.

Nothing conatained in this Article IILB. shall be deemed an assignment or cross-assignment of interests covered hereby.

C. [Lxcess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, if 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 Article 1111, such party so
burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any

and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequently Created Interests:

If any party should herealter create an overriding royalty, production payment or other burden payuble cut of production
attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit " A", or
wats not disclosed in writing to all other parties prior to the execution’of this agreement by all parties, or is not a jointly acknowledged and
accepted obligation of all parties (ur;y such interest being hercinafter refecred to as **subsequently created interest'” irrespective of the
timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred

to as ‘“‘burdened party’’), and:

1. 11 the burdened party is required under this agreement to assign or relinquish to any other party, or partics, all or a portion
ol its working interest and/or the production attributable thereto, said other party, or parties, shall reccive said assignment and/or
production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party,
or parties, harmless from any and all cliims and demands for payment asserted by owners of the subsequently created interest:

and,

If the burdened party fails to pay, when due, its share of expenses chargeable hercunder, 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

o

the burdened party.

ARTICLE IV.
TITLES

A. Tite Fxamination:

Title examination shall be made on the drillsite of any proposed well prior 1o commencement of drilling operations or, if
the Drilling Parties so request, title examination shall be nude on the leases andfor oil and gas interests included, or planned to be includ-
ed, i the deilling unit around such well, The opinion will inclade the ownership of the working interest, minerals, rovalty, overriding
royvalty and production payments under the applicable leases, At the time a well is proposed, cach party contributing leases and/or oil and
suts interests to the drillsite, or to be included in such drilling unic, shall furnish to Operator all abstraces (ncluding fodeeal fease status
reports), title opinions, title papers and curative material in its possession {ree of charge. All such information not in the possession of or
made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operater. Operater shall
cause title (o he examined by attorneys on its stalf or by outside attorneys. Copies of all tide opinions shall be furnished to cach party

hereta, The cost incurred by Operator in this tide program shall be borne as follows:

emerpprierenit],

yarl ol tie administrative overhead as provided in Exhibit **C™,
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ARTICLE IV

continued

Bl Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination
(including preliminary, supplemental, shut-in gas 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 interests appear in Ex-
hibit **A"". Operator shall make no charge for services rendered by its stalf attorneys or other personnel in the performance of the above

functions.

Fach party shall be responsible for securing curative matter and pooling amendments or agreements required in connection
with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling
designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders.

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

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
provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the paries who are to par-
ticipate 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. Loss of Tide:

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
reduction of interest from that shown on Exhibit **A°’, the party contributing the alfected lease or interest shall have ninety (90) days
from final determination of title failure to acquire @ new lease or other instrument curing the entirety of the title failure, which acquisi-
tion will not be subject to Article VIILB., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining oil
and pus leases and interests: and,

(1) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be
entitled to recover from Operator or the other parties any development or operating costs which it muy have theretofore paid or incurred,
but there shall be no additional lability on its part to the other parties hereto by reason of such title failure,

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has
been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that titde failure has oc-
curred, so that the interest of the party whose lease or interest is affected by the tite failure will thereafter be reduced in the Contract
Arca by the amount of the interest lost;

(c) 1f the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contract Area is
increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the "ncrease in such in-
terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such
well;

(d) Should any person not a party to this agreement, who is determined to be the owner of any interest in the title which has
failedd, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the party or parties
who bore the costs which are so refunded:

(¢) Any liability to account to a third party for prior production of oil and gas which arises by reason of title failure shall be
borne by the party or parties whose title failed in the same proportions in which they shared in such prior production; and,

() No charge shall be made to the joint account for legal expenses, fces or salaries, in connection with the def=nse of the interest
claimed by any party hereto, it being the intention of the parties hereto that cach shall defend title to its interest and bear all expenses in

conncection therewith,

2. Loss by Non-Payment or_Lrroncous Payment of Amount Due: If, through mistake or oversight, any rental, shut-in well
payment, minimum royalty or royalty payment, is not paid or is erroncously paid, and as a result a fease or interest therein terminates,
there shall be no monetary liability against the party who failed to make such payment. Unless the party who [ailed te make the required
payment secures a new lease covering the sume interest within ninety (90) days from the discovery of the failure to mace 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 whao failed to make proper payment will no longer be credited with an interest in
the Contract Arca on account of ownership of the lease or interest which has terminated. In the event the party whe failed to make the

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

(@) Procecds of oil and pas, less operating expenses, theretofore accrued to the credit of the lost interest, on an acreage basis,
up to the amount of unrecovered costs;

(b) Procecds, less operating expenses, thereafter accrued attributable to the lost interest on an acreage basis, of that portion of
oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease
termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, tae 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 unrecovered costs, that may be paid by any party who is, or becomes, the owner of the interest
lost, for the privilepe 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 TV.D.2. above, shall be iovixnl‘lnsws

. . . . . . . . P r .
and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the re naining ‘portion of
rhel

the Contract Area.
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1 ARTICLE V.
2 OPERATOR
3 ' '
4 A. Designation and Responsibilities of Operator:
5 _ o .
6 Energen Resources Corporation ' ' shall be the
7 Operator of the Contract Area, and shall conduct and direct 2nd have full control of all operations on the Contract Area as permitted and
8  required by, and within the limits of this agreement. It shall conduct all such operations in 2 good and workmantike manner, but it shall

9 have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross
10 negligence or willful misconduct.

11

12 B. Resignation or Removal of Operator and Selection of Successor:

13

14 1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators.

15 Il Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, of is no longer capable of secving as
16 Operutor, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator

17 may be removed il it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the
18 alfirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibi: **A”’ remaining
19 after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o’clock A.M. on the .

20 first diy of the calendar month following the expiration of ninety (90) days alter the giving of notice of resignation by Qperator or action
21 by the Non-Operators to remove Operator, unless a successor Operator hds been ‘selected and assumes the duties of Operator at an earlier
22 date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A. change of a cor-
23 porate name or structure of Operator or transfer of Oer uor s interest to any single subsidiary, parent or successor cororation shall not

24 be the basis for removal of Operator.

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

30

31 on ownership as shown on Exhibit “*A’" remaining after excliding the voting interest of the Operator that was removed.

32

33 C. Lmployees:

34

35 The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the

36 compensation foc services performed shall be determined by Operator, and all such employees shall be the employees of Operator.

37
38 D. Drilling Contracts:

39

40 Al wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so
A1 desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
42 rates in the area and the rate of such charpes shall be agreed upon by the parties in writing before drilling operations are commenced, and
43 such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-
44 dependent contractors who are doing work of a similar nature.

45 '

46

47

A8

49

50

51

s2 AL Initial Well:

53

54 On or before the_21st _day of
55 of a well for oil and gas at the following location:

56
57 330" FSL and 330' FWL of Section 35, Townshlp -15- South, Range -35- East,

58 Lea County, New Mexico. : }

59 _ _ -
60 and shall thereafter continue the drilling of the well with duc diligence to 11,800 feet or a depth sufficient to

6l test the Strawn formation.
062
63

(4]
65 unless pranite or other practically impenetrable substance or condition in the hole, which renders further drilling xmpr:lcnml is en-

66 countered at u lesser depth, or unless all parties agree to complctc or abandon the well at a lesser depth.

67

68 Operator shall make reasonable tests of all formations encountered during drilling which give indication of comunmg o:l and
69 pas in quantities sufficient to test, unless this agreement shall be Jimited in its application to a specific formution or formations, m which
70 event Operator shall be required to test only the formation or formations to which this agreement may apply. o .._';-}. L

ARTICLE VI.
DRILLING AND DEVELOPMENT

May ', 19..99_, Operator shall commence drilling operations

;
!
N
!
) \
.

A

Revised 4-23-99
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ARTICLE VI
continued

1 If, in Operator’s judgment, the well will not produce oil or gas in paying quantitics, and it wishes to plug and abandon the
2 well as a dry hole, the provisions of Article VLE.1. shall thereafter apply.
3
4
5
0 B. Subsequent Operations:
7
8 1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided
9 forin Articlke VLA, or to rework¥deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all
10 the parties and not then producing in paying quantities, the party desiring to drill, rework deepen or plug back such a well shall give the
H other parties written notice of the proposed operation, specifying the work to be performed, the location, progosed depth, objective forma-
12 (ion and the estimated cost of the operation. The parties receiving such a notice shall have mﬁ‘éﬁ%ﬁ»ﬁhvl after receipt of the notice
13 within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed aperation. If a drill-

14 ing riv is en location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be

15 limited to twenty-four (24) hours, inclusive of Saturday, Sunday, and legal holidays. In order to elect to
participate in a proposed operation, a party must, prior to the expiration of the time period provided for

16 4 response, deliver to Operator (1) written notice of party's election to participate, (2) the party's signeJ

17 AFE for the estimated costs of the proposed operation, and (3) any advance payment of the party's share of

the AFE which is requested in the notice of proposed operation. The notice provisions of Article XV shall

o apply to the notices. A party's failure to respond properly and timely to a notice of a proposed operation

19" 4hall be deemed to be that party's clection not to participate in the proposed operation.

ﬂ’q( } days after expiration of the notice

If all parties elect 1q participate in such a proposed operation, Operator shall, within nine
P p prop

fp.ft %lS% { . e ..

wuf period when a drilling rig is on loca-

21

22 period of e%m?éay ays’(ar as promptly as possible after the expiration of :het?é?wg}fﬁ%
23 tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
24 ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties,
25 for u period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
20 permits from governmental authoritics, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
27 amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions cf Article XI, if the
28 actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and
29 if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-
30 dance with the provisions hereof as if no prior proposal had: been made.

34 2. Operations by Less than Al Parties: Il any party receiving such notice as provided in Article VL.B.1. or VILD.1. (Option
35 No. 2) elects not 1o participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties
M piving the notice and such other parties as shall elect to participate in the operation shall, wi(hir_x_fpinct_v g%days after the expiration of
37 the notice period orﬁﬁffSF@Q» SIII;?.\)((W as promptly as possible after the expiration of the i%f:ﬁ&n?gg) hour’period when a drilling rig is
IR on locution, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all
39 work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is
40 a Non-Consenting Party, the Consenting Parties shall cither: () request Operator to perform the work required by such proposed opera-
4l tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perfortn such work. Con-
42 senting Partics, when conducting operations on the Contract Area pursuant to this Article VI.B.2,, shall comply with all terms and con-

43 ditions of this agreement.

44

45

A6

47 I less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable
48 natice periad, shall advise the Consenting Parties of the total interest of the parties approving such aperation and its reiorr_ugwndm'gzlz as
A9 ta whether the Consenting Parties should proceed with the aperation as praposed. Each Consenting Party, withint\dﬁ'l(-ly-&ghgu(f{&&(mls
SO perebiiveof Sarredry Sty ine-e pal-hodidays after receipt of such natice, shall advise the proposing party of its desire to (a) limit par-

S ticipation 1o such party’s interest as shown on Exhibit **A” or (b) carry its proportionate part of Non-Consenting Parties” interests, and
52 failure to advise the proposing party shall hcéll(; -r)r,\_g an clei,}j?? under (a). In the event a drilling rig is on location, the time permitted for
53 such a response shall not exceed a total ofzmyre' 1{-%{8) ours (inclusive of Saturday, Sunday and legal holidays). The proposing party,
34 at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision.
55 :

56

57
58 The entire cost and risk of conducting such operations shall be horne by the Consenting Parties in the proportions they have

39 clected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such
60 operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties.
61 I such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their
62 sole cost, risk and expensdif any well drilled, reworked, deepened or plugged back under the provisions of this Article results‘in a pro-
63 ducer of il andior gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost ifid risk,

64 % "Rework! Licludes sidetrack.
ot
65 % Provided, however, that a Non-Consenting Party that participated in the drilling, r«zworkir{g,
066 re-entering, deepending or sidetracking of the well shall remain liable for and shalL:.paj'_{;its
67 proportinate share of the costs of plugging and abandonment of the well and the restoration!of
the surface, but only insofar as those costs were not increased by the subsequentsoperationpa of
68 the Consenting Parties. ' S AN
v
70 |
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ARTICLE VI
continued
and the swell shall then be turned over to Operator and shall be operated by it at éhe expense and for the account of the Consenting Par-
ties. Upon commencement of operations for the drilling, reworking, decpcning/]o'r %Fuig?néﬂ%ck of any such well by Consenting Partics
in accordunce with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties,
and the Consenting Parties shall own and be entitled to reccive, in proportion to their respective interests, all of such Non-Consenting -
Party's interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or
market vatue thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Article 11LD. 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:

(a) %O%(’v)%zo( cach such Non-Consenting Party’s share of the cost of any newly acquired surface equipment bevond the welthead
connections (including, but not limited to, stock tanks, separators, treaters, pumping cquipment and piping), plus 2007 of each such
Non-Consenting Party’s share of the cost of operation of the well commencing with first production and continuing until each such Non-
Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed :hat each Non.
Consenting Party’s share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting

Party had it participated in the well from the beginning of the operations; and

. ) . s'detrjackin% .
(b) 300 % of that portion of the costs and expenses of drilling, reworking, deepening/plugging back, testing and completing,
after deducting any cash contributions received under Article VIILC., and _300 % of that portion of the cost of newly acquired equip-
ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had

participated therein.

An clection not to participate in the drilling or the deepening of a well shall be deemed an clection not to participate in any re-
working or phugging back operation proposed in such @ well, or portion thereof, to which the initial Non-Consent clection applied that is
1y i (%i()r ta full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment uccohum. z\n:v such
reworkinggor plugging back pperation conducted during the recoupment period shné]ehc deemed part of the cost of operation of said well
and there sh;xl"}ﬁf added tg the sums to be recouped by the Consenting ParticsomyTuadred percent {3002 of that portion of the costs of

track . . .. .
the reworkingjor egh%a% l[;‘%k O{Cmtion which would have been chargeable to such Non-Consenting Party had it participated therein. 1f
1 ckin

conducted at any time
wi

aQ

such a reworkingor plugging back operation is proposed during such recoupment period, the provisions of this Article VI.B. shall be ap-

plicable as between said Consenting Parties in said well.

During the periad of time Cansenting Parties are entitled 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 all royalty, overriding royalty and other burdens applicable to Non-Consenting Party s share of production not excepted by Ar-

ticle LD,

. sidetracking - . . . .
In the case of any r('wurkmg/pln;:;un;: hack or deeper drilling operation, the Consenting Parties shall be permitted (o use, free

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

. S d?trnclcjlnﬁ\ o PO .
abandonment of a well after such rcworkmg/p ugpuig batk or deeper drilling, the Consenting Parties shall account for all such equip-
ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage.

Within sixty (60) days alter the completion of any operation under this Article, the party conducting the operations for the
Consenting Parties shall {urnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an
itemized statement of the cost of drilling, d(-cpcninsg}(gﬁltgrg?&cwgc. testing, completing, and equipping the well for production; or, at its
option, the operating party, in fien of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
ings. F;xchq;l&l;&rheﬁmcrcnftcr, during the time the Consenting Parties are being 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 the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amcunt of proceeds
realized {rom the sale of the well’s working interest production during the preccdingsr'}lg& In determining the quantity of oil and gas
produced during any month, Consenting Parties shall use industry accepted methads such as, but nat limited to, metering or periadic
well tests. Any amount realized from the sale or other disposition of cquipment newly acquired in connection with any such operation
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unreturned costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert to it as

above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party. . ;' ,

G-
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ARTICLE VI
continued

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

Notwithstanding the provisions of this Article VI.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 procucing, unless such
well conforms 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,
except (a) as to Acticle VILD.1. (Option No. 2), if selected, or {b) as to the reworking, deepening and plugging back of such initial well
after it has been drilled to the depth specified in Article VILA. if it shall thereafter prove to be a dry hole or, if initially completed for pro-

duction, ceases to produce in paying quantities.

3. Stnd-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been
cnmplvull, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party's notice proposing a
reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever
first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article VLB.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
each Consenting Party’s interest as shown on Exhibit *“A™" bears to the total interest as shown on Exhibit **A"" of all Consenting Par-

ties.

. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a “*deepening’ operation shall
also e ;I;Tslimfu_):my proposal to directionally control and intentionally deviate w well from vertical so as to change the bottom hole
location (herein called **sidetracking™), unless done to straighten the hole or to drill around junk in the hele or because of other
mechanical difficultics. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the
affected well bore at the time of the notice shall, upon clecting to participate, tender to the well bore owners its proportionate share (equal

to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:

(a) If the proposal is for sidetracking an existing dry hole, reimbursement shull be on the basis of the actual costs incurred in
the initial 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 shail be on the basis of the well’s
salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the
provisions of Exhibit **C"", less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

In the event that notice for a Zidcsrncking operation is given while the drilling rip to be utilized is on location, <he response period
shall be limited to W%‘QEP@E%‘S ho%#s.,-oxekmhw-nl-&ezmuhyr&aul;wqukq- -halidayss provided, however, any party may request and
receive up to eight (8) additional days after expiration of thFﬂ?(TEX:gfg‘z&) ours within which to respond by paying for all stand-by time
incurred during such extended response period. If more than one party elects to take such additional 1ime to respond to the notice, stand-
by costs shall be allocated between the parties taking additional time to respond on a day-to-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 electing parties. In all other in-

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

v

..

C. TAKING PRODUCTION IN KIND:

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Area,
exclusive of production which may be used in development and producing operations and in preparing and tremiing oil and gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate dispoéitiqn by any
marty of its proportionate share of the production shall be borne by such party. Any party taking its share of production in kind-shnll he
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ARTICLE V1
continued

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

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

its share of all production.

In the event any party shall fail to make rhe arrangements necessary to take in kind or separately dispose of its proportionate share of
the oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it, but not
the oblipation, to purchase such oil or sell it to others at any time and from time to time, for the account of the non-taking party at the
best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to the right of the
owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of all oil not previously
delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil shall be only for such reasonable periods of
time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess

of one (1) year.

In the event one or more parties’ separate disposition of its share of the gas causes split-stream deliveries 1o separate pipelines andfor
deliveries which on a day-to-day basis for any reason are not exactly equal to a party’s respective proportionate share of total gas sales to
be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas halancing
agreement between the parties hereto, whether such an agreement is attached as Exhibit *‘E*, or is a separate ag-eement.

D. Access to Contract Area and Information:
with respect to an operation to which it is a partici ati[ng party .

Fach party shall/have access to the Contract Arex at all reasonable times, at its sole cost and riskto inspect or observe operations,

and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator’s books
. . articipating ‘ .

and records relating thereto. Operator, upon request, shall furnish each of the otherybartics With copits of all forms or repurts filed with
governmental apencies, daily deilling reports, well fogs, tnk tables, daily gauge and run tickets and reports of stock on hand at the first of
each month, and shall make available samples of uny cores or cuttings tuken {rom any well drilled on the Contract Area. The cost of
pathering and furnishing information to Non-Operator, other than that specificd above, shall be charped to the Non-Operator that re-

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

5. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VLB.2.. any well which has been

drifled or decpened under the terms of this agreement and is propased 1o e completed as a dry hole shall nat be plugged and abandoned
L\'?l]l(-m[;‘i’?(!:li']E(})Irlﬁf‘g‘tl{)[ -(xul[lerlics. S}.muld (‘)pcruto‘r, :‘lhvr diligent effort, !)c unable o Cmtlt.’\C[ :m_v.pnrty. or should any party fail to reply
within 4onty it £48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon
such well, such party shall be deemed to have consented to the proposed 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 well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further

operations in search of oil andfor gas subiect to the provisions of Article VLB,

2o Abandonment of Wells that_have Produced: Txcept for any wddl in which a Non-Consent operation hus been conducted
hereander for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has boen completed as a
producer sl not be plugeed and abandoned without the consent of all partied? 10 all partiesconsent to such abandonment, the well shall
be plagged and abandoned in accordunce with applicable regulatiors and at the cost, risk and expense of all the parties hereto, U, within
thirty (30} days alter receipt of aotice of the proposed shandanment of any well, all partiesdo not agree to the ahandonment of such well,
those wishing ta continue its operation from the inteevalfs) of the formationis) then open to production shall tender to each of the other
parties its proportionate share of the value of the well s salvable material .nd equipment, determined in accordunce with the provisions of
Exhibit ©*C'", less the estimated cost of salvaging and the estimated cost of plugging and nhnndoninﬁ"."‘]fnch abandoring party shall assign
the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and
muterial, all of its interest in the well and related equipment, together with its interest in the leasehold estaze as to, but only as o, the in-
terval or intervals of the formation or formations then open to praduction. If the interest of the abandoning party is or includes an oil and
gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited ta the interval or in-
tervals of the lormation or formations then open to proaduction, for a term of one (1) vear and so long thereafter as oil andfor gas is pro-
duced from the interval or intervals of the formation or formations covered thereby, such Jease to be on the form uttached as Exhihit

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

*% If any party fails to make a specific election in writing within said thirty (30) days, it shall
be conclusively deemed to have consented to the abandonment of such well,
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ARTICLE VI
continued

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

Therealter, abandoning parties shall have no further responsibility, liability, or interest in the operation of er production from
the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-
quest, Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned
well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to
repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-

visions hereol.

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

VLE.

ARTICLE VII.
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be severad, not joint or collective, Fach party shall be responsible only for iis visliztations, and
shall be liable only for its proportionate share of the costs of developing and operating the Contract Arca. Accordingly, the liens granted
among the parties in Article VILB. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor
shall this apreement be construed as creating, 2 mining or other partnership or association, or to render the parties liable as partners.

B. Licns and Payment Defaults:

Fach Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share
of oil andfor pas when extracted and its interest in all equipment, to secure payment of its share of expense, rogether with interest thereon
at the rate provided in Exhibit **C". To the extent that Operater has a security interest under the Uniforr Cornmercial Code of the
state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of 1 suit and the ob-
tining of judgment by Operator for the secured indebtedness shall not e deemed an election of remedies or otherwise affect the lien
rights or security interest as security for the payment thereol. In addition, upon default by any Non-Operator in the payment of its share
of expense, Operator shalt have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from
the sale of such Non"Operator”s share of oil and/or pas until (he amount owed by such Non-Operator, plus interest, his been paid. Fach
purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any default. Cperator grants a like lien
and security iterest o the Non Qperators to secure payment of Operator™s proportionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (60) days after rendition
of o statement therefore by Operator, the interest of such party in any and all wells fer which such
statement was rendered shall become subject to the provisions of Article VI.B.2 on the first day of the
month following the expiration of the sixty (60) day period following rendition of such statement.?®* In
the event this provision is exercised, all non-defaulting Consenting Parties, including Operator, shall,

if requested by Operator, carry the non-consenting interest in the proportion that the interest of each
such party bears to the interest of all such parties.

C. Payments and Accountinyg:

xcept us herein otherwise specifically provided. Operator shall prompely pay and discharge expenses incurred in the development
and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor
tionate shares upon the expense basis provided in Exhibit “*C™". Operator shall keep an accurate record of the joint uccount hereunder,

showing expenses incurred and charges and credits made and received.

Operator, at its clection, shall have the right from tme to tiine to demand and receive from the other partios payment in advance
ol their recpective shares of the estimated amonnt of the expense to be incurred in operations hereunder during the next steces ding
month, which ripht may be exercised only by submission to cach such purty of an itemized statement of such estimted expense, wyether
with an invoice {or its share thereof. Fach such starement und invoice for the payment in advacee of estittated cipense shall he spba, !
on or hetore e 20th day of the next preceding month. Each party shall pay wo Operatar its praportionate shee of such estimate wirtin
fifteen (19) days after such estimate and invoice is received. I any party fails to pay its share of said estimate within <aid time, the amount
due shall bear interest as provided in Fxhibic ©*C™" until paid. Proper adjustment shall be made monthly between advances and actoal ex-

pense to the end that each party shall bear and pay its proportionate share of actual expenses incureed, and no more,

D, Limitation of xpenditares:

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well drilted or decpened
pursuant to the provisions of Article VLB.2. of this agreement. Consent to the drilling or deepening shall inchnle:
*Prior to Operator exercising this provision, Operator must provide written notice by
certified 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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ARTICLE V1I
~ continued
1 O Option No. 1: Ali necessary expenditures for the drilling or deepening, testing, completing and equipping of the well, including
2 necessary tankape andlor surface [acilities.
3
4 X Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well, When such well has reached its
5 anthorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice

6 t(}l ¢ Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall huvw&ﬂ%}&%ﬂ“"
7 (-Hi; hours (exchrreeof-Seenrday s Sombn~nrklegaHmwlidays) in which to elect to 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 necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall
10 constitute an clection by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the parties,

11 elect to set pipe and to attempt a completion, the provisions of Article VLB.2. hercof (the phrase *‘reworking, deepening or plugging
12 back ™ as contained in Article VLB.2. shall be deemed to include **completing ™) shall apply to the operations thereafter conducted by less

13 than all parties.
14 . consenting
15 2. Rework or Plug Back: Without the consent of aly parties, nowell shall be reworked or plugged back except a well reworked or

16 plugged back pursuant to the provisions of Article VLI.2. of this agreement. Consent to the reworking or plugging back of a well shall
17 include all necessary expenditures in conducting such operations and completing and equipping of said well, inchuding necessary tankage

18 andfor surface facilities.

19 - . . consenting . . .

20 3. Other Operations: Without the consent of allpartes, (.Slp«:r:unr shall not undertake any single project reasonably estimated
21 1o require an expenditure in excess of Twenty Five Thousand Doltars (3.22.,000. 00 )
22 except in connection with w well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been
23 previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden
24 emergency, whethier of the same or different nature, Operator may take such steps and incur such expenses as inits opinion are required
25 to deal with the emerpency to safeguard life and property hat Operator, as promptly as possible, shall report the eovergeney to the other
26 parties. I Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting
27 an information copy thereof for any single praject costing in excess of Twenty Five Thousand

28 Dollars (323, 000.00 ) but less than the amount first set forth above in this paragraph.

29

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

3

32 Rentals, 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-
4 tributed interests in the same lease to this agreement, such parties may designate one of such parties to make sad payments for and on

35 behall of alf such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of
36 lailure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
317 mentis required to continue the lease in foree, any loss which results from such non-payment shall be borae in accordance with the pro-

38 visions of Article IV.B.2.

D]

40 Opecator shall notify Non-Operitor of the anticipated completion of a shut-in gas well, or the shutting in or return o production
Al of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the carliest opportunity permitted by
42 circumstances, prior to taking such action, hut assumes no liahility for failure to do so. In the event of failure by Operator 10 so notify

413 Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment
44 shall be borne jointly by the parties hereto under the provisions of Article 1V.B.3.

A9

A6 F. Taxes:

a7

48 Beginning with the first calendar year afier the effective date hereof, Operator shall render for ad 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 hefore they
50 become delinquent. Prior to the rendition date, exch Non-Operator shall furnish Operator information as to burdens (to include, but aot
51 be limited to, royalties, overriding royalties and production payments) on leases and eil and gas interests contributed by such Non
52 Operator. Il the assessed valuation of any leaschold estate is reduced by reason of its being subject 1o outstanding excess royalties, over-
53 riding royalties or procluction payments, the reduction in ad vilorem taxes resulting therefrom shall inure to the benefit of the owner or
54 awners of such leasehold estate, and Operator shall adjust the chiarge to such owner or owners so as o reflect the benefit of such reduc-
55 tion. If the ad valorem taxes are based in whole or in part upon separate valuations of cach party’s working interest, then notwithstanding
56 anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax
57 value generated by each 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

60 If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the tme and munner
1l preseribed by Liw, and proseete the pratest 1o o finad determination, unless all parties agree to abandon the protest prior w Binal deer
62 mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, inder protest, all such taxes and any
63 interest and penalty, When any such protested assessment shall have been finally determined, Operator shall pay the tax for the jolnt ac-
64 count, topether with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be poid by them, as

65 provided in Fxhibit “*C"".

66

67 Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon 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.

69 i .

70 : .
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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 sell-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 Exhibit **C"". Operator shall
also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit **D"", attached 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.

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

ARTICLE VIIL »
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofur as they embrace acreage in the Contract 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, and 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 thercof, and any well, material and equipment which may be located thereon and any rights in production
thereafter seeured, 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 shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering
such oil and gas interest for a term of one (1) year and so long thereafter as oil andlor gas is produced from the land covered thereby, such
lease to be on the form attached hereto as Exhibit **B7". Upon such assignment or lease, the assigning party shall be relieved from all
obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well
attributable 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 any wells and equipment attributable to the assigned or leas-
ed acreage. The value of all material shall be determined in accordance 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 assipnment, 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 balunce 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. Renewal or Extension of Leases:

Il any party secures a renewal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly, and
shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to 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 shures of the acquisition cost allocated to that part of such lease within the Contract Area, 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 of such renewal lease.
Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement.

Fach 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 to 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 lzase, 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 shall not be subject to

the provisions of this agreement.

va

The provisions in this Article shall also be applicable to extensions of oil and gas leases. b

C. Acreage or Cash Contributions:

While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or any other
operation on the Contract Arca, 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 promptly tender an assipnment of the acreage, without warranty of title, to the Drilling Parties in the proportions
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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. Each 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 carn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area.

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 VIII.C.

D. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold 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,

equipment and production unless such disposition covers either:

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 shall 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 and owned by four or more co-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 for
and approve and pay such party’s share of the joint expenses, and to deal generally with, and with power to 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 execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract
Area and they shall have the right to receive, separately, payment of the sale proceeds thereof,

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 set aside to it in severalty its undivided

interest therein.

s

Area, it shull promptly give written notice to the other parties, with full information concerning its proposed sale, w

‘,:h;frthmclude the

ties. However, there shall be n tntal right to purchase in those cases where any party wishes to mortgage its interests, or to
dispose of its intecostetsy merger, reorganization, consolidation, or sale 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 1o create, and shall not be construed to create, a relationship of partnership or an association
for profit between ar among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax
purposes, 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 1‘)86 as per-
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-
ceute on hehall of each party hereby affected such evidenee of this election as may be required by the Seeretary of the Treasury of the
United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements,
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further
evidence of this election, each such party shall execute such documents and furnish such other evidence as may be required by the
Federal Internal Revenue Service or as may be necessary to evidenee this election. No such party shall 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 which the Contract
Areiis 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 to that provided by Section 761 of the Code is per-
mitted, cach party hereby affected shall make such election as maty be permitted or required by such laws. In making the foregoing elec-
tion, cach such party states that the income derived by such party from operations hereunder can be adequately determined without the

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

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure
does not exceed fifteen thousand _Dollars

ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is
delegated 1o Operator. All costs and expenses of handling. settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any paty or if any party is
sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim

or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

I any party is rendered unabie, wholly or in purt, by force miajense to carry out its obligations under this agreement, other than
the oblipation to muke money payments, that party shall give to all other parties prompt written notice of the lorce majeure with
reasonably full particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by the force
njeure, shall be suspended during, but no longer than, the continuance of the force mujeure. The affected party shall use all reasonable

diligence 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 require the setlement of strikes,
lockouts, or other labor difficulty by the party involved, contrary 1o its wishes; how ull such difficulties shall be handilad shall be entirely

within the diseretion of the party concerned.

The term oree majeure””, as here employed, shall mean an act of God, strike, lockont. or other industrial disturhance, act of
the public eneaty, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint
ar inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is

nat reasonably within the control of the party claiming suspension.

ARTICLE XII.
NOTICES

A notices anthorized or required between the parties and required by any of the provisions of this agreement, unles. otherwise
wpecitically provided, shall be piven in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to
the parties to whant the notice is given at the addresses listed on Exhibit ©' A" The originating notice piven under ary provision herrof
shall be deemed piven only when received by the party to whom such notice is directed, and the time for such party to give any notice in
response thereto shall run from the date the originating notice is received. The second or any responsive notice shail 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 have the right to change its address at any time, and from time to time, by giving written notice thereo{ to ull other parties.

ARTICLE XIIIL.
TERM OF AGREEMENT

This agreement shall remain in full foree and effect as to the oil and pas leases and/or oil and gas interests subject herew for the
period of time selected helow: 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 beyand the term of this apreement.

3 Option No. 1: So long as any of the oil and gas leases subject to this agreement remain or are continued in force as to any part

of the Contract Area, whether by praduction, extension, renewal or otherwise.

X Option No. 2: In the event the well described in Article VILAL, or any subsequent well drilled under any provision of this
apreement, restlts in production of oil andfor pas in paying quantities, this agreement shall continue in force so long as any such well or
wells produce, or are capable of production, and for an additional period of __20____ days from cessation of all production: provided,
hiwever, i, prior 10 the expiration of such additional period, one or morse of the parties hereto are engaged in drilling, reworking, deepen-
ing, plugping back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in foree 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 described in Article VILA., or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, or capable
of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plupging back or rework-

ing operations are commenced within 90___ days from the date of abandonment of said well,

It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability which has

accrued or attached prior to the date of such termination.

&
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ARTICLE X1V, o
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, 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 applicable federal, state, and local laws, or-
dinances, rules, regulitions, and orders. ‘

B. Governing Law:

This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach,
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 _
shall govern, :

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or 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 cil, gas and minera! operations, including the location, operation, or production of wells, on tracts offset-

ting or adjacent to the Contract Area.

With respect 1o operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims
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 or successor agencies to the extent such interpretation or ap-
plication was made in good faith, Each Non-Operuator further agrees to reimburse Operator for any amounts applicable to such Non-
Operator’s share of production that Operator may be required to refund, rebate or pay as a result of such un incorrect interpretation or
application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application.

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the “*Crude Oil Windfall Profit Tax Act
of 1980"", as same may be amended from time to time (**Act™"), and any valid regulations or rules which may be issued by the Treasury
Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information
which is required to be furnished by said Act in a timely manner and in sufficient 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 lalv.vs, rules,
regulations and orders and in the event this Agreement or any provision hereof is, or the
operations contemplated hereby are, found to be inconsistent with or contrary te any such
laws, rules, regulations or orders, the latter shall be deemed to control and this agreement
shall regarded as modified accordingly, and so modified, to continue in full forcc? apd e.ffect.
Operator shall prepare and furnish to any duly constituted authority having jurisdiction in the
premises through its proper agency or department any and all reports, statements and
information that may be requested when such reports are required to be filed by Operator.

Operator shall act as the representative of all parties hereto in all hearings and proceedings
beforc administrative bodies concerning the contract Area and all cost and expenses incurred
by the Operator directly or by retention of outside personnel in participation in such hez}n'ngs
or proceedings shall be proper charges against the joint account; provided howev%{; that
nothing herein contained shall prohibit any of the parties other than Operatoff:from

participating in any such hearing or proceeding for his or its own behalf and at his or
!

%
il

cost and expense. ! _»r

dtions

The Operator shall at all times consult freely with the other parties concerning t}]:c OPEY
being or to bc conducted on the Contract Area and shall permit any [.)fl_v'xit‘y.hgggo to
collaborate in any litigation or hearings before any administrative body, Si‘qtq!.dr fqdl ral,
affecting the Contract Area or the production therefrom. ‘* XL




Obligatory Operations:

If any party hereto does not consent to join in the drilling of any Obligation Well (hereinafter
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
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 mean any well
which must be drilled in order to prevent the termination of any lease, 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 lieu hereof shall be
deemed to be subject to a separate Operating Agreement in form identical hereto, changed
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:

I. 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
VIL.C. hereof; provided however, for subsequent operations conducted pursuant to
Article VLB., prepayment, if demanded by Operator, shall be based upor. 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 also render it
subject to the lien and payment default provisions of Article VILB. and XV.C. Non-
Operators who have elected to participate in any such operations shall 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 fifteen (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.

Funds advanced by Non-Operators to Operator for any operation hereunder shall
rcmain 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 therefore 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-Operators, then
Operator shall promptly refund and pay to each Non-Operator their proportionate
share of the difference between AFE costs and actual costs.

e

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



H.

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:

(O Written notice of the conveyance and photostatic or certified copies of assignments
by which the transfer was made; and,

(2) 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 Rovalties:

[f 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 are payable on the Unit Area, Operator will, if any Non-Operator
so desires, make such disbursements on behalf of said Non-Operator at his 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 hydrocarbons
directly from said purchaser. In that event, Operator will use its best efforts to make
disbursements correctly but will be liable for incorrect disbursements only in the event of

gross or willful negligence.

Emereency Operations:

Opcrator 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.

Covenant Running with the Land:

Should any party hereto sell or transfer any or all of the leasehold estate committed to this
Agrcement, 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
this 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
separate valuations of each party’s working interest, then notwithstanding anything to the
contrary herein, charges to the joint account shall be made and paid by the parties hereto in
accordance with the percentage of tax value generated by each party’s working interest.

Department of Energy Regulations:

Non-Operators agree to release Operator from any and all losses, damages, injuries, claims



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.

Non-Operators further agree to reimburse Operator for their proportionate share of any
amounts 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 Operator 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 lawfully 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 interasts 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 VI.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 VI.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:

(D an clection to do additional logging, coring or testing;

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

(3) an clection to deepen the well;

4) an election to sidetrack the well; and

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

(0) 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
conducted. If the parties are equally 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
parties, elect to participate in the additional logging, coring or testing, they may do so at their
sole 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



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, or 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 contemplated for completion (which
shall be calculated by multiplying the total costs of casing and cementing times 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 Charees 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 righ:s-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 conductzd 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 disposition of
production from a well or wells covered by this agreement.

Additional Plueging and Abandonment Costs:

Notwithstanding anything to the contrary contained in Article VLE.1. and Article VIL.D.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 ncrmal 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

operation).

Deceptive Trade Practices Act Waiver:

Each Non-Operator represents that it has knowledge and experience in financial and business
matters which enable it to cvaluate the merits and risks of the transactions contemplated by
this Operating Agreement. Non-Operator is in a significantly disparate bargaining position
with respect to this Operating Agreement. IN ACCORDANCE WITH SECTION 17.42 OF
THE TEXAS DECEPTIVE TRADE PRACTICES - CONSUMER PROTECTION ACT,
EACH NON-OPERATOR EXPRESSLY WAIVES THE PROVISIONS OF CHAPTER 17,
SUBCHAPTER 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).



Well Access and Information:

Operator shall inform participating Non-Operators of its recommendation for drilling,
complcting, 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 participating 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 shows, 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:

[n the event that any party to this Agreement shall institute any action or proceeding 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
Agreement and in addition to all and any other remedies which said party has under this
Agrecment or at law or in equity, the party who is not in default or in breach shall be entitled
to 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
security and payment for any damages suffered by the party not in default or breach.

Notices:

Any and all notices, elections and communications required or permitted by this Agreement
shall be made or given in writing and shall be delivered in person or sent (1) by postage
prepaid United States matl, by regular or certified or registered mail, or (2) by nationally
recognized overnight delivery service, including the United States Postal Service, or (3) by
telegram, telex, telecopier or facsimile, provided that written confirmation 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
address 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, telecopier or
facsimile (provided there is the required written confirmation of that transmission) shall be
the 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
addressee or five (5) days after the notice is mailed to the addressee at the address then in

effect under this Agreement.

Bankruptcy:

If, loltowing the granting of relief under the Bankruptcy Code to any party herete as debtor
thereunder, 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 pe-formance



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.

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.

Waiver and Severability:

Waiver by a party of any default in this performance or any of the obligation(s) or duty(ies)
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.

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
exccute 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 said 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.
MISCELLANEOUS

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

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

IN WITNESS WHEREOF, this agreement shall be effective as of __17th day of __March . 19 39

OPERATOR |
Energen Resources Corporation

/// M%V] o

Jon M. McLennan
ItS’ General Manager

NON-OPERATORS
David H. Arrington 0il & CGas, Inc.

Its:

By execution of this Operating Agreement David H. Arrington 0il & Gas, Inc. is
claiming all interest presently owned of record by Permian Basin'Land Associates,

Inc.

215 Revised 4-23-99



EXHIBIT “A”

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 H. Arrington Oil
& Gas, Inc., as Non Operator.

(H Identification of lands subject to this agreement:

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 H. Arrington Oil & Gas, Inc. 17.72025%

4 Oil and gas leases and/or oil and gas interests subject to this agreement. (See
page 2 and 3 of Exhibit “A”)

(5) 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 H. Arrington Oil & Gas, Inc.
P.O. Box 2071

Midland, Texas 79702

Attention: David Arrington
Telephone: 915-682-6685

Fax: 915-682-4139

Page ! of 3
Revised 4-23-090
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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.

Tract 2: SW/4 SW/4 of Section 35, T-15-S, R-35-E
Save and Except Tract | 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

*QOwnership in above Tracts

Energen Arrington
Interest Acres Interest Acres
Tract 1: 100.0000% 19.9837 -0- -0-
Tract2: 41.6667% 8.3401 58.3333% 11.6762
Tract 3:  93.7500% 37.5000 6.2500% 2.5000
Acres Total 65.8238 14.1762

Ownership in W/2 SW/4 Energen Resources Corporation  82.27975%
David H. Arrington O1l & Gas, Inc. 17.72025%

Oil and Gas Leases

Recorded
Lessor Current Lessee Date Volume Page
I. Layton 1. Estlack and Energen Resources Corporation 5/21/96 739 692
Reba L. Estlack, his wife
2. Vera Dickson and her Energen Resources Corporation 10/8/96 764 197
husband, R. S. Dickson (Amended 947 341)
3. Lila Hughes, a widow Energen Resources Corporation 10/8/96 773 118
4. L. Ruth Pritchard Energen Resources Corporation 10/9/96 773 12¢
and her husband,
James Earl Pritchard
5. Paul E. Powell A-I-F David H. Arrington Oil & Gas, 5/15/98 885 613
for E. E. Powell Inc.
6. Lee Brixey Eastlake, David H. Arrington Oil & Gas, 5/29/98 893 84
a widow Inc.
7. Donna Estlack Hicks David H. Arrington Oil & Gas, 5/15/98 885 619
Inc.
8. Allen H. Estlack David H. Arrington Oil & Gas, 5/15/98 890 278
Inc.
9. Ruby Dell Estlack, Energen Resources Corporation 3/12/99 945 547
a widow
10. David L. Estlack A-I-F David H. Arrington Oil & Gas, 5/15/98 885 604
for Eugene H. Estlack Inc.

Page 2 of 3
Revised 4-23-99
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EXHIBIT “A”
(continued)
Recorded
Lessor Current Lessee Date Volume Page
11 Joe Boyd Energen Resources Corporation 11/1/96 774 515
12. Dorothy Teague Energen Resources Corporation 10/30/96 774 511
13. Norma Boyd Energen Resources Corporation 10/30/96 774 513
14. Gwendoly Dirickson Energen Resources Corporation 3/12/99 943 651
15. Barbara Blackledge Energen Resources Corporation 3/12/99 943 649
16. Jerry D. Boyd Energen Resources Corporation 10/30/96 774 523
17. Thomas W. Boyd Energen Resources Corporation 11/1/96 774 517
18. Charles W. Boyd Energen Resources Corporation 10/11/96 774 519
19. Opal N. Stout Energen Resources Corporation 10/30/96 774 521
20. C. E. Boyd, Jr. Energen Resources Corporation 3/12/99 947 346
21. Rose Mary Nicks Energen Resources Corporation 3/12/99 947 348
22. Patricia Estlack David H. Arrington Oil & Gas 5/15/98 887 265
Sammons Inc.
23. Barbara Estlack Brock David H. Arrington.Oil & Gas 5/15/98 890 282
Inc.
24. Dana Estlack Shay David H. Arrington Oil & Gas 5/15/98 890 283
Inc.
25. Ira Jean Estlack Chunn David H. Arrington Oil & Gas 5/15/98 885 608
Inc.
20. Philip Glenn Adams David H. Arrington Oil & Gas 5/15/98 882 339
and Donna J. Adams, Inc.
husband and wife
27. Thelma Eva Gorney Energen Resources Corporation 10/10/96 764 201
28. Barbara Gayle Young Energen Resources Corporation 11/15/96 774 503
29. Gary Nelson Joiner Energen Resources Corporation 10/10/96 774 501
30. Jay Neil Joiner David H. Arrington Oil & Gas, 7/24/98 901 141
Inc.
31. Chester H. Beadle Energen Resources Corporation 10/8/96 764 199
and Margaret Beadle,
husband and wife
32. Carolyn Sue Harris Energen Resources Corporation 3/12/99 951 109
Energen Resources Corporation 3/12/99 950 361

33.

Audry Jane Shepard

Leases 1-25 and 32-33 cover the NW/4 SW/4 of Section 35, containing 40 acres, more or less;

Leases 26-30 cover the SW/4 SW/4 of Section 35, save and except 19.9837 acres in the SWC therect,
containing 20.0163 acres, more or less; and

Lease I and 31 cover the 19.9837 acre tract in the SWC of the SW/4 SW/4 of Section 35.

ARR-JOA-EXA

Page 3 of 3

Revised 4-23-99



PRODUCERS 88 REV.-TEX. C-PAID-UP (3-73) OllL, GAS AND I\IINFRAL LEASE

THIS AGREEMENT made this day of. b AL between

of

(Post Office Address)

herein called Lessor {whetlier ane or more), ‘and Lessee:

1. Lessor, in consideration of Dollars ($ )
in hand {mid. receipt of which is here scknowledged, and of the royalties herein provided and of the agreements of the Lessee herein conlained, hercby grants, lenses and lets
exclusively unto Lessce for the purpose of investigating, oxploring, prospecting, drilling, mining and operuting for and producing oil, gas, and all other minerals, injectin gas,
waler, other {luids, and sir inlo subsurface strata, establishing and utilizing facilities (or surface and subsurince disposal oi salt water, constructing roads, laying plpogllnu.
storing oil, building tanks, power stations and lines, telephone lines, nnd other structucres and things thercon lo produce, save, take care of, treut, procesy, store and (ranse

&rt said mincrals and other products manufactured thercfrom, and bousing and otherwise caring for its employecs, the following described land in

unly, Texas, to-wit:
EXHIBIT "B"
Attached to and made a part of that certain Joint Operating Agreement
dated as of March 17, 1999, by and between Energen Resources Corporation,
as Operator, and David H. Arrington 0il & Gas, Inc., as Non-Opeérator~=

This lease covers all of the land described above, and in addition thereto, it covers and there is hereby leased, let and demised to the same extent as if they were des-
cribed herein specifically, all lands owned or claimed by Lessor adjacent, contiguous to, or a part of the troct or tracts specilically described above, ‘vhether such additional
lands be owned or clainied by deed, limitation or otherwise, and whether the same bo inside or outside the metes and bounds description and whelher the same be held under
fence by Lessor or not and_whether such addiional lands be in the named survey ot other survey or surveys. This is a lense in gross and not by the ncre and the bonus
money paid shall be elfective to cover all such lands irrespective of the number of acres contained therein, und the lands included within the terms of this lense nre esli-

moted to comprise - acres, whother they nctually comprise moro or less.

2. Without relerence to the commencement, prosecution or cessation at any time of drilling or other developn.ent operations, or lo the discovery, rlevelopment or cessa-
tion al any time of production of oil, gns or other minerals, and notwithstanding anything else herein contained ta the contrary, this lease shall be for o terin of ten (1)
yeors [rom this date (called "‘primary term"’) and as long therealter ns oil, gns or other minerals are produced frem suid lond, or land with which said land is pooled here-
under, or as long as thus lease is continued in effect as otherwise herein provided.

J. The royalties to be paid by Lessee are: {a) on oil, and on other Fiquid hydrocarbons saved at the well, one-eighth of that produced and saved from said land, same to
be delivered at the wells or to the credit of Lessor in the pipelines to which the wells may ba connccted; Lessor’s interest in cither case shall bear its propartion of any
expenses for trealing oil to make it markelable as crude; 1b) on gas, including casinghead gas and oll gaseous substances, produced from said Jand and so[d or used ofl the
premises or in tne manufacture of gasoline or other product therefrom, tae murket value at the mouth of the well of vne-cighith (1/8) of the gns so sold or used. pruvided
that on gas sold at the wells the royelty shall be one-eighth (1,/8) of the amount realized from such sale; tc) on all other winerals mined and marketed, vne-cighth 11/8),
either in kind or value at the well or mine, at Lessco’s election, except that on sulphur the royalty shall be One Doliar (31.00) per long ton; and (d) ut any time aund from
time to time either at or after the expiration of the primary term of this lease, if there is a gas well or wells on said land or lands pooled therewith (and for the purposes of
this clause (d) the term *'gas well™ shall include wells capable of producing natural gas, condensate, distillate, or any gaseous substance and wells classilied as gas wells by any
governmental uuti\ori!?') snd such well or wells are or have been shut-in before or after production therelrom, it shall be deemed that said well or wells are producing gas
within the meaning of paragraph numbered 2 of this lease and this lease shall not lerminate. In such event, Lessce covepants and agrees to pay as royally shut-an gas royaity

in the amount of Dollars (8 . .
per anoum as long as such well or wells are shut-in and this leuse is not maintained in force or effect by other provisions hereof. Such shut-in royulty shull be paid or

tendered to Lessor or o his credit in the Bank of

(City nnd State)

which Bank or any successor Iank thercol shall continue to be the agent for Lessor and Lessor's successors and assigns, Should Lessce elect, such Bunk may slso be used
to pay any ather suins, including royalties, due hercunder. If such Bank (or any successor Dank) should fail, liquidate or be succeeded by another DBank or for any reason
fail or reluse to uccept shut-in royaity or nny other payment, Lessco shall not be held in delault until thirty (32) days alter Lessor shall deliver to lessce a recordable in-
strument making provision for another method of payment or tender. Any depository charge is a linbility of the Lessor. Any payment or tender of shut-in royalty made umder
the terms of tnis lense may be made by check or draft of Lessco mailed or delivered to said Bank or to Lessor. In the event Lessee is obligated to day the snut-in ruyalty
sbove indicaled, the first payment of such snut-in royalty shall be due and payable on ar before ninety (00) days [ollowing the dale on which the wc{l w shutan, or if shut-
in during the primary term then on or before ninety (90) days following the expiration of the primary term, snd subscqueut payments, if required under the terms of this
paragraph, shall be due and payshle annually on or before tho anniversary of the date of the original payment. It is specilically provided that this ir o paid-up lease during
the term set out above ns “‘primnry term®' and there shall be no ubligation or linbility on the Lessce to maike any shutain rovally puyment or other payment during said pri-
mary tecmn, und without any such payment this lease shall remain in full force and elfect during said primary term. The obligation to poy the shul-in royalty provided tor
ubo;c. shnrll be a covenant running with the land and, under no conditions, shall the failure to comply with such obligation serve or be used to terminate this lease or to
work any forfeiture.

[ at the expiration of Lthe primary term ol this lease oil, gas or other minerals are not heing produced from the lensed premises or lan:d puoled (herewith, but Lessee
ig then engaged in drilliag or reworking operalions thercon, this leaso shall remain in force so long as drilling or reworking operntions are prosccuted (whether on the sume
or dillerent wells) with no cessation of more than sialy (60) consecutive days, and if they resull in production, so long thereafter as oil, gas or other minerals are produced
from ssid land or land pooled therewith. If production of oil, gas or ather minerals on said land cr land pooled therewith should cease frum any cause nfter the primary
term, this lease nevertheless shall continue in force and effect as long as additional drilling operations or reworking operations are conducted on lhis lease, or on wcreage
ponled therewith, which sdditional operations shall be deemed to be had wien not mare than sixly (60) days elapse between the abundonment of operstions on one well and
the commencement of operations on another well, and il productlion is obtained this lease shall continue as long thereafler as oil, gus or other mineral is produced [from soid
land or land pooled therewith, end as long thereafter ss additional operations, either drilling or reworking, are had thereon. In the event a well or wells producing oil or
gos in paving quantitics should be brought in on adjacent land and within 330 feet of and draining the lensed pre:nises, Lessee agrees to drill such offset wells as a rensoh-
{\bly pm(lrg( oper]ulnr would drill under the same or similar circumstances. The judgment of tie Jassee, when not {rauduleatly excreised, in carrying out the purpose of this
ease shall be conclusive.

5. Lessev, s successors nnd assigns, at its option, at any time and from time to time, and without ILessor's joinder o1 further consent, is hereby given the rizht and
power to ponl the lnand or any interests covered by this lease, or any portion thereof, as to oil, gos, condensuie or distillale, or any of them, or cither of them, with any
other land. interests, lease or leases. or any of them, adjacent, adjoining or located in the immedinte vicini(y o these lands, when in !.,csscc'ﬁ judgiment it is accessary or
advisable to do so in order elficiently to develop or operale said premises in complinnce with the spacing ruies of the Railroad Commission of Texas or other lawful author-
ity or when to do so, would, in the judginent of the Lessece, promote the conservalion of oil and gas on said premises, such pooling to be intc a well unit or units not ex-
ceeding forty (40) acres plus an acreage tolerance ol ten per cent (10%,) of forty (40) acres for oif. and not exceeding six-hundred-forty (640) acres plus an acreage tolerunce
of ten percent (109)) of six-hundred-forty (640} ncres for gns, provided that should governmenlal authority having jurisdiction preseribe or permit the creation of units
targer tian those specified. units may be created or cnlnrge(f to conform substantially in size with those prescribed by governmentul regulations. lessce mny pool the acreage
or intercsts above d~scribed, or any portion thereol, as above provided, as to oil or gas in any one or more strato, and unils so {ommed need not conform in size or area with
the unit or units inlo which the lense is pooled or combined os to any other stratum or strata, and oil units need not conform ay to srca with gas units. The pooling in one
or more instances shall not exhaust the nghts of the Lessee hereunder {o pool the land above described, or any portion thercof, into other units, Lessee shall exceute in writ-
ing anvd file for record in the county -or counties where the land is situated an instrument designuting and describing the pooled acreage, which pooling and designation moy
be accomplished either helnre or after a well or wells ere drilled or completed on_the unit. The entire acreage so pooled inle a unit shall be treated for all purposes, except
the payment of royalties. overriding royalties or payments out of produclion, as if it wero included in this lense; and drilling or rewurking operations thereon, production of
oil or gas. ccndensute or distillate therefrom, cessation of production thercon, or the existence thercon of a shul-in gas well, shall he conxidered for all purposes, except the
payment of roysallies. as if such operations were conducted, or such production or cessation of production, or existence of a shut-in gas well were on the land above deseribed,
whether or not the well or wells be located on the said lands. In lieu of the royalties, overriding royallies or payments out ¢l production, if any, clsewhere herein specificd,
Lessor shall receive from a unit so formed only such portion of the royally, overriding royalty or payment out of production, if any, stipulated herein as the mmount of the
acreage (surface acres} above described which is placed in the unit bears to the total acreage (surface acres) so pooled in ihe particular unit involved. Shut-in gas royalties
with fespect to unit shut-in gas wells shall be payable in nccordance with the provizions and in the amount set forth in this Lease. Should uny unit as created hereunder
contain less than the maximum number of acres hereinnbove speciflied or sllowed, then Lessce may at any Lime thereafter, ‘vhether belore or alter producion is obinined on
the unit. eniarge such unit by adding additional acreage theretn, but the enlarged unit shall in no event exceed the nereage content hercinnbove specified or allowed. In the
event an existing unit is so enlarged. Lessee shall execute and file for record in the coun'y or counties in which the land is situaled a supplemental designation and (.lt:‘lcﬂ?'
tion of the land ndded to the existing unit; provided, that if such supplemental designation and description is not filed until production is obtained on the unit ay prlglpnl y
created. then and in such cvent the supplemental designation and description shall not become effective until the first day of the ealendnr month next follmving the filing there-
of. In the event the well or wells drilled on rny unit shall fail to produce oil or gas, or in the event the production from nny such well or wells shall cease, Lessee moy termi-
nate any unitized area created hereunder by liling for record in the counly or counties where the land is situated proper instruments evidencing such termination. ..

6. Lessee shall have free use of oil, gas nng waler from said land, except waler {rom Lessor's wells and tanks, for ali operations hereunder, including, but not l'mllffd
to, repressuring. pressure maintennnce, cycling, and secondary recovery operations, and the royalty on oil and gas shall be compuled sfter deducting any so used. Lessee
shall have the right at any time during or after the cxpiration of this fense to remove all property and fixtures placed by Tasce on said l:'md. including the right W draw and
remave nil casing, No well shall be drilled within two hundred feet (200 {t.) of any residence or barn now on said land without Lessor’s consent. L.

7. The rizhts of either party hereunder may be nssigned in whole or in part and the provisions hereof shall extend lo the heirs, executors, administrators, SUQCEEL‘QIZ
and gssizns of the parties hereto, but no change or division in ownership of the land or roysltics, however accomplished, shall operate to 'J“l"’ﬁf': the abligations or diminis
the ri;:hts of Lessee or impair the effectiveness of any payment 1hcrc(o){:)rr.- made by Lessce. No such change or division in the ownership of the land or royallies shall im-
pair the eflectiveness of any pavment theretolore made by lessee or be binding upon Lessee for any purpose (and irsespective of whether Jessce has either actual or con-
structive knowledge therraf) until 60 days nfter such person sequiring any interest ?ms furnished Lessee with the instrument or instruments, or cerlified copies thercof, con-
stitutine his chain of title from the wriginal lessor, . . v . "

B. Lessac shall not be liable for delays or defaulls in ils performance of any agreement or covenant hereunder duc to force majeure. The term *force majeure ' a3 em-
ployed hercin shall mean: nny act of God including. bul not limited to storms; floods, washouts, landslides, and lightning. acts of the public enemy; wars, blockades, xn.suri
rection or riois: sirikes or lockouts: epidemics or quarontine regulations; laws, scts, orders or requests of federal, state, municipal or other governments or other guvern[ncn!tl:{
officers_ar ngents under eolor of authority; freight embargoes or failures: exhaustion or unavailability or delays in delivery of any product. lubnr, service or malterial,
Tessee is required. ordered or directed by any federal. state or municipal law, executive order, rule, regulation or request enacted or promulgated under color of B.Uth“;".‘ﬁ. to
_cease drilling aperations. rewarking aperations ar producing operations on the land covered by this lense ar if Lessce by force majeure is prevented fnm; conducting dri ""
operatinns. reworking operations, or producing operations. then until such time as such law, order, rule, regulation, request or force majeure is terminatec n.nd fnrxn pcmi( K
ninety_ 901 davs wfter such termination each and every provision of this lense that might operate to terminale it or the estate conveyed by it -“"“l} he suspended and in-
operative and this lease shall continue in full force. If any period of suspension occurs during the primary term, the time thereof shall be wdded o such term, o . '

9, Lessor hereby warrants and agrees to defend the (itle tn said land and ngrees that Lessee, at its option, may discharge any tax, morigage. other lien upon saic \n{“ . and
in the event Lessee dnes so, it shall be subrogated to such lien with the right to enforce the snme and apply roynlties accrang hercunder towurd salisfving same, .anhn,ul
impairment of Lescee’s rights under the warranty in the event of failure of title in whole or in par?, it is agreed that if Lessor does not own. or have the right to lease, 'I"’
entive mineral estate Ferein purported to be leased in the Innd above described, then the royalties and any other sums pavable hereunder shall be reduced proportionately.
Should any party named abave as Lessor fail to execule this lease, or should any party execute the lease who is not named as a Lessor, it shall nevertheless be binding upon
the party or pariics excculing the same. B . . . .

10. Y.nssen, ifs suceessors antd nssigns, shall hove the right at any time to surrender this lease, in whole or in part, to Lessor or his heirs und nssigns b
mailing a release thercol to the lessor, or by placing a relense therco! of record in the county in which said land is situaied; thereupon Lessco shall be relieved
gations, expressed or implicd. of this ngreement ns to the acreage so surrendered.

IN WITNESS WHEREOF, this instrument is executed the day and year first above written.

WITNIESSES:

delivering or
from all obli-
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EXHIBIT woeom

Attached to and made a part of that certain Joint Operating Agreement dated March 17, 1999 by
and between Energen Resources Corporation, as Operator and David H. Arrrington Oil & Gas,
Inc as. Non=Operator,

ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. GENERAL PROVISIONS

1. Definitions

“Joint I;rodperty" shall mean the real and personal property subject to the agreement to which this Accounting Procedure
1s attached. .

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

“Joint Account” shall mean the account showing the charges paid and credits received in the conduet of the Joint Opera-
tions and which are to be shared by the Parties.

“Operator” shall mean the party designated to conduct the Joint Operations.

“Non-Operators” shall mean the Parties to this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whase primary functlion in Joint Operations is the direct supervision
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity.
“Technical Employees” shall mean those employees having special and specific engineering, geological or other profes-
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problems
for the benefit of the Joint Property. .

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual as
most recently recommended by the Council of Petroleum Accountants Societies.

o

Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint Ac-
count for the preceding month. Such bills will be accompanied by statements which identify the authority for expenditure,
lease or facility, and all charges and eredits summarized by appropriate classifications of investment and expense except
that items of Controllable Material and unusual charges and credits shall be separately identified and fully deseribed in

detail.

3. Advances and Payments by Non-Operators

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

B.  TFach Non-Operator shall pay its proportion of all bills within fifleen (15) days after receipt. If payment is not made
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at Chase Manhattan
Bank of New York 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 lesser, plus attorney's fees, court costs, and other costs in connection with the collection of unpaid amounts.

1. Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof;
provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall con-
clusively be presumed to be true and correet after twenty-four (24) months following the end of any such calendar year,
unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes claim on
Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same preseribed
period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of Controllable
Materinl as provided for in Section V.
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A. A Non-Operatlor, upon noetice in writing to Operator and all other Non-Operators, shall have the right to audit Opera-
tor's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such ealendar year; provided, however, the making of an audit shall not extend the time
for the taking of writlen exceplion to and the adjustments of accounts as provided for in Paragraph 4 of this Seetion
I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a
joint audit in & manner which will result in a minimum of inconvenience to the Operator. Operator shall bear no por-
tion of the Non-Operators’ audit cost incurred under this paragraph unless agreed to by the Operator. The audits
shall not be conducted more than once each year without prior approval of Operator, except upon the resignation or
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit.

5. Audits

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

6. Approval By Non-Operators

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

I1. DIRECT CIHHARGES
Operator shalt charge the Joint Account with the following items:

1. eological and Knvironmental

Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy environ-
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecologica! or archacological
nature and pollution contro} procedures as required by applicable laws and regulations.

o

Rentals and Royalties

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

3. Labor

A. (1) Salaries and wages of Operator’s ficld employees directly employed on the Joint Property in the conduct of Joint
Operalions.

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

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

(1) Salaries and wages of Technical Employees cither tempararily or permanently assigned to and direetly emploved
in the operation of the Joint Property if such charges are excluded from the overhead rates.

B. Operitor’s cost of holiday, vacaiion, sickness and disability benefits and other customary allowances paid to employecs
whose salaries and wagres are chargeable to the Joint Account under Paragraph 3A of this Section 11, Such costs under
this Paragraph 3B may be charged on a “when and as paid basis” or by “pereentage assessment” on the amount of
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section T1L If perceniage assessment
is used, the rate shall be based on the Operator’s cost experience.

C. IFxpenditures or contributions made pursuant to assessments imposed by grovernmental authority which are applicable
to Operator’s costs chargeable to the Juint Account under Paragraphs 3A and 3B of this Seetion 1.

D. Personal xpenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph
3A of this Seetion T1.

4, FEmployee Benefils

Operator’s current costs of established plans for employees’ yroup life insurance, hospitalization, pension, retirement, stock
purchase, thrift, bonus, and other beneflit plans of a like nature, applicable to Operator’s labor cost chargeable to the Joint
Account under Paragraphs 3A and 3B of this Section [T shall be Operator’s actual cost not to exceed the pereent most recent-
ly recommended by the Council of Petroleum Accountants Socicties.

=1

Maderial
Materiad purchased or furnished by Operalor for use on the Joint Properly as provided under Seetion 1V, Only such Material

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

6. Transportation
Transportation of employees and Material neeessary for the Joint Operations bul subject to the following limitations:
A. 1T Material is moved to the Joint Property from the Operator’s warchouse or other propertics, 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 normally available or railway receiving point nearest the Joint. Propertly unless agreed to by the Parties.




1.

13.

14.

His

B. Ifsurplus Material is moved to Operator’s warehouse or other storage point, no charge shall be made to the Joint Ac-
count for a distance greater than the distance to the nearest reliable supply store where like material is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be
made to the Joint Account for moving Material to other properiies belonging to Operator, unless agreed to by the

Partics.

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

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section I1 and Paragraph i, ii, and iii, of Section IIl. The cost of professional consultant services and contract ser-
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates.
The cost of professional consuliant services or contract services of technical personnel not directly engaged on the Joint
Property shall not be charged to the Joint Account unless previously agreed to by the Parties.

Fquipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
wilh costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense,
insurance. taxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed
_eight_ percent 8___%) per annum. Such rates shall not exceed average commercial rates eurrently pre-

vailing in the immediate area of the Joint 'roperty.

B. Inlieu of charges in paragraph 8A above, Operator may clect to use average commercial rates prevailing in the immedi-
ate arca of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates published by the

Petroleum Motor Transport Association.

Damages and Losses to Join( Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or losses
incurred by fire, flood, storm, theft, accident, or other canse, excepl those resulting from Operator's gross negligence or
willful misconduet. Operator shall furnish Non-Operator written notice of damages or losses incurred as soon as practicable
after a report thereol has been received by Operator.

Legal Bxpense

Ioxpense of handling, investigating and scttling Hitigration or elaiims, discharging of liens, payment of judgements and
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect
or recover the Joint Properiy. except that no charge for services of Operator's legal stalf or fees or expense of outside attor-
neys shall be made unless previously agreeed to by the Parties. All other legal expense is considered to be covered by the
overhead provisions of Section ITT unless otherwise agreed to by the Parties, except as provided in Section 1, Paragraph

3.

o
I'axes

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

Insurance

Net premiums paid for insurance required to be earried for the Joint Operations for the protection of the Parties. In the
event Joint Operations are conducled in a state in which Operator may act as self-insurer for Worker’s Compensation and/
or I'mployers Liability under the respeelive slate’s laws, Operator may, at ils election, include the risk under its self-
insurance program and in that event, Operator shall include a charge at Operator’s cost not to exceed manual rates.

Abandonment and Reclamalion

Costs incurred for abandonment of the Joint Property, including costs required Uy governmental or other regulatory
authority.

Communications

Cost of nequiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and
microwave lueilities direetly serving the Joint Property. In the event communication [acilities/syslems serving the Joint
Property are Operator owned. charges to the Joint Account shall be made as provided in Paragraph 8 of this Section 11.

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing i)rovisions of this Section 11, or in Seetion 1T and which
is of direct beneflit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
Operations. -
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III. OVERHEAD

Overhead - Drilling and Producing Operations

i

iit.

B.

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

{x) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 113

Unless otherwise agreed to by the Parties, such charge shall be in Heu of costs and expenses of all offices and salaries
or wages plus applicable burdens and expenses of al] personnel, except those direetly chargeable under Paragraph
3A, Section I1. The cost and expense of services from outside sources in connection with matters of taxation, traffic,
accountling or matters hefore 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 direet charge to the Joint Account.

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

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

The salaries, wages and Personal Expenses of Technical IEmployees and/or costs of professional censultant services
and contract services of technical personnel either temporarily or permanently assigned to and directly employed in

the operation of the Joint Property:

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

Overhead - Fixed Rale Basis

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

Drilling Well Rate $ _A,000.00
(Prorated for less than a full month)

Producing Well Rate § _600.00

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

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

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

(h) Producing Well Rates

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

(2) Thach active completion in a2 multi-eompleted well in which production is not commingled down hole shall
he considered as aane-well charge providing each completion is considered a separate well by the govern-
ingr regulatory authority.

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

oullet.

(1) 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 not qualify for an overhead charge.

0 The well vides shall he adjusted as of the Tirst day of April each year following the effective date of the agreement
towhich this Accountings Procedure is attiched. The adjustment shall be computed hy multiplying the rate cur-
rently moase by the percentage inerease or decrease in the average weekly carnings of Crude Petroleum and Gas
Production Workers for the last calendar year compared to the calendar year preceding as shown by the index
of average weekly earnings of Crude Petroleum and Gas Production Workers as published by the United States
Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as published by Statistics
Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or minus the computed ad-
justment.

Overhead ~ Percentage Rasis

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

-

[OFRG,
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Percent ( %) of the cost of development of the Joint Property exclusive of costs provided
under Paragraph 10 of Section I and all salvage eredits.

(a) Development

() Operating

Pereent ( %) of the cost of operating the Joint Property exclusive of costs provided under
Paragraphs 2 and 10 of Section 11, all salvage eredits, the value of injected substances 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.

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

1°or the purpose of determining charges on a percentage basis under Paragraph 1B of this Section 111, development
shall include all costs in connection wilh 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-
eriy; also, preliminary expenditures neeessary 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 elearly discernible as a fixed asset, except Major Construction as
defined in Paragraph 2 of this Section I11. ANl other costs shall be considered as operating.

o

Overhead - Major Construcetion

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of
fixed assets, and any other project elearly discernible as a [ixed asset required for the development and operation of the
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Jomt
Account for overhead based on the following rates for any Major Construction project in excess of § :

A. 5 %of first $100,000 or total cost if less, plus -
R. 3 % of costs in excess of $100,000 but less than $1,000,000, plm
C. 2 “ofcosts in excess of $1,000,000.

Total cost shall mean the gross cost of any onc project. For the purpose of this paragraph, thc.cgmp-onenl; parts of a single
project shall not be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be

excluded.

3. Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulling from a single oceurrence due
to oil spill, blowout, explosion, lire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are necessary
to restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures, Operator
shall either negotiate 2 rate prior to charging the Joint Account or shall charge the Joint Account for overhead based on

the following rates:

% of total costs through $100,000; plus

B.____3._____ %of total costs in excess of $100,000 but less than $1,000,000; plus

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

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi-
stons of this Scetion 111 shall apply.

4. Amendment of Rates

The overheuad rates provided for in this Seetion 11T may be amended from time to time only by mutual agreement between
the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

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

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

1. Purchases
Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In ease of

Material found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account
when adjustment has been received by the Operator.

2. Transfers and Dispositions

Material furnished to the Joint Property and Material transferred (rom the Joint Property or disposed of by the Operator,
unless otherwise agreed Lo by the Parties, shall be priced on the following basis exclusive of eash discounts:




A. New Material (Condition A)

C.

(1) Tubular Goods Other than Line Pipe

(a) 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 pcund rail rate
may be used. Freight charges for tubing will be calculated from Lorain, Ohio and casing from Youngstown,
Ohio.

{b) 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 Iastern mills, the 30,000 pound Oil Field
Haulers Association interstate truck rate shall be used.

(¢} Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.0.b. Houston,
Texas, plus transportation cost, using 01l Field Hauvlers 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.0.b.
the supplier plus transportation costs, using the Oil Iield Haulers Association interstate truck rate per weight
of tubing transferred, to the railway receiving point nearest the Joint Property.

(2) Line Pipe

(2} Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30,900 pounds or more
shall be priced under provisions of tubular goods pricing in Paragraph A(1)(a) as provided above. Ireight
charpes shall be ealeulated from Lorain, Ohio.

(b} Line pipe movements (except size 24 inch OD and larger with walls % inch and over) less than 30,000 pounds
shall be priced at astern mill published earload base prices effective as of date of shipment, plus 20 percent,

plus transporiation costs based on freight rates as set forth under provisions of tubular goods pricing in Para-
eraph A as provided above. Freight charges shall be ealeulated from Lorain, Ohio.

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

Property.

(d) Line pipe, including fabricated 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 listed by a reliable supply
store nearest the Joint Properly. or point of manufacture, plus transportation costs, if applicable, to the railway
receiving poinl nearest the Joint Property.

(1) Unused new Material, except tubutar goods, moved from the Joint Property shall be priced at the current new
price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or point of
manufacture, plus transportation costs, if applicable, to the railway recciving point nearest the Joint Property.
Unused 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 Joinl Property

At seventy-five pereent (75%) of current new price, as determined by Paragraph A.
(2) Material used on and moved from the Joint Property

(o) Alseventy-five pereent (75%) of current new price, as determined hy 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 Account 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 recondilioning, if any, shall be absorbed by the transferring property.
Other Uied Materinl
(1) Condition €

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 (oO%) of current new price as determined by Paragraph A. The cost of
reconditioning shall be charged o the receiving property, provxded Condition C value plus cost of reconditioning
does not exceed Condition B value.
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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 standard line pipe, ¢.g. power oil lines,
shall be priced under normal pricing procedures for casing, tubing, or drili pipe. Upset tubular goods shall
be priced on a non upset basis.

{3) Condition 5

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 function but condition and/or value of such Material is not
equivalent to that which would justify a price as provided above may be specially priced as agreed to by the Parties.
Such price should result in the Joint Account being charged with the value of the service rendered by such Material,

5. Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rate of Ltwenty-five cents (26¢) per hundred
weight on all tubular poods movements, in licu of actual loading or unloading vosts sustained at the stocking
noint. The above rate shall be adjusted as of the lirst day ol April each year followingr January 1, 1985 by the same
pereentage inerease or deerease used to adjust overhead rates in Section 111, Paragraph 1.A(3). Each year, the
rate calculated 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 Petroleum Accountants Societies.

(2) Material involving erection cosls shall be chnr,qed at applicable percentage of the current knocked-down price of.
new Material,

-

Premium Prices

Whenever Maderial ix notl readily obtainable at published or Hsted prices beeause of national emergencies, strikes or aother
unusual causes over which the Operator has no control, the Operator may charge the Joinl Account for the required
Material ot the Operator's actual cost incurred in providing such Materiad, in making it suitable for use, and in moving
it Lo the Joint Property; provided notice in writing is furnished Lo Non-Operalors of the proposed charge prior to billing
Non-Operators for such Material, ISach Non-Operator shall have the right, by so electing and notifying Operator within
ten diys after receiving notice from Operator, to furnish in kind all or part of his share of such M'lterm] suitable for use

and aeceptable to Operator.
4. Warranty of Material Furnished By Operalor

Operator does nol warranl the Material furnished. In case of defective Material, eredil shall not be passed to the Joint
Accouni until adjustmentl 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 Joint Aceount Controllable Material. Written notice
of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory ‘s to begin so that
Non-Operators may be represented when any inveniory is taken. Failure of Non-Operators to be represented at an inven-
tory shall bind Non-Operators to accept the inventory taken by Operator.

2, Reconcitiation and Adjustment of Inventlories

Adjustments to the Joint Aceount resulting from 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.

3. Special Tnventories

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

4. FExpense of Conduciing Inveniories

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

B. The expense of condueting speeial inventories shall be charged to the Parties requesting sueh inventories, cxcept in-
ventories required due to change of Operator shall be eharged 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 H. Arrington 0il &
Gas, Inc., as Non-Operator. '

INSURANCE

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:

L. 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;

S

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, resulting 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
Jimit 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 hereto in connection 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 Dollar
($50,000.00) deductible applicable to any one occurrence and with normal and customary
exclusions for such coverage.

All premiums paid on such insurance (except item 3. above which is provided for in Exhibit "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 expense, shall provide the same insurance
coverage n respect thereof 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 additional named
msured, and shall be cancelable only upon thirty (30) days prior written notice to the parties. Operator
shall provide certificates of insurance cvidencing 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 execution of this Operating
Agreement and provide a Certificate of Insurance evidencing such coverage. If the certificate of

insurance 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
through the Joint Account.
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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 H. Arrington 0il & Gas, Inc., as Non-Operator

GAS BALANCING AGREEMENT

1. Definitions.

(a) TFor the purpose of this Gas Balancing Agreement (the "Agreement"), the terms not
otherwise defined hercin 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 pereentage 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 cqual to a working interest owner or owner's Percentage Ownership in such Well or
Lease.

(d) "Overproduced" (or Overproduction") is the condition occurring when a Party has utilized
or sold a greater quantity of gas at any time (individually 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
il such Party was in Balance. :

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

(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.

() "Mcl" means one thousand cubic feet.
(k) "Effective Date" is June 19, 1998,

2. Rightto Produce and Market Gas. In accordance with the terms of the Operating Agreement, each
Party has specilic 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
Agreement shall automatically become effective.

Fomn - Gas Ralancing Agreemaon! Page #1
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3. Qverproduction.

(a)  Subject to the other provisions hereof, during any period when a Party is not marketing
or otherwise disposing of or utilizing its full Percentage Ownership of gas produced, such ges, 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
produced shall be Underproduced by a quantity of gas equal to its Percentage Ownership of gas

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
dircct 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 current account
of the gas balance between the Parties and will furnish all Parties monthly statements within 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 Party, 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 Opezrator 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) fifty percent (50%) of such Party's
Percentage Ownership of current gas production for gas produced during the months of April through
September and (i1) 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 quantitics 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
therein 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 Septernber and
(i1) twenty-five percent (25%) of its Percentage Ownership of current gas production during the
months of October through March.

7. Secttlement When Production Is Permanently Discontinued.

(a) If gas production from a particular Reservoir ceases and no attempt is made 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) cqual 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 Mcf's of Overproduction and shall be accompanied by a statement showing volumes and prices for
cach month with accrued unrecouped Overproduction. In calculating the amount due, the
Overproduced Party will begin with the most recent month in which production 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 Operator 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 per 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). It 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 Overproduction taken by
such Overproduced Party in accordance with the provisions herein contained. If any Party fails to pay
any sum due under the terms hereof after demand therefor by Operator, Operator may tumn
responsibility for the collection of such sum to the Party or Parties to whom it 1s owed, and Operator
shall have no f{urther 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 affiliate, 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.

(0) 1frefunds are later required by any governmental authority, each Party shall be accountable
for its respective share of such refunds as finally balanced hereunder. 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 Parties 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 herecunder 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 Taxcs. 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 are in proportion of their respective Percentage Ownership interests in such gas.

L1 Audits. Notwithstanding any provision to the contrary in this or any other agreement, for a period
ol three (3) years afler the date that a gas balance statement is provided by Operator hereunder, any
Underproduced Party shall have the right to audit an Overproduced Party's and Operator's records as
to quantities 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 expense of the auditing Party.
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12. Scope, Effective Date and Term. The provisions of this Agreement shall separately apply to each
Reservoir. 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 thereafter 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 authority, 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.

4. 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 "F"

Attached to and made a part of an Operating Agreement dated

March 17 , 19 99, by and between Energen Resources Corporation, as

Operator, and David H. Arrington 0il & Gas, Inc., as Non-Operator .

The {ollowing terms and conditions pertain to employment pra"ctlce:r
of federal government contractors and the practices of their non-exempt subcon-
tractors, vendors and suppliers. These terms and conditions are, or will become,
a part of this Operating Agreement only to the extent specifically required
by applicable statutes, executive orders or regulations of federal law.

1) Operator agrees to be bound by the provisions of paragraphs
(1) through (7) of the Equal Opportunity Clause contained in 41 Code of Federal
Regulations (hercinaflter, é.F.R.) §60-1.4(a) and same are Incorporated herein
by reference unless exempted by rules, regulations or orders (;f the Secretary
of Labor issued pursuant to section 204 of Executive Order No. 112486.

2) Pursuant to 41 C.P.RR. §60-1.8, the Operator certifies that it
does not and will not malntain any facilities {t provides for its employees in
a scegregated manner or permit {ts employees to perform their services at any
location, under its control, where segregated facllities are maintained.

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

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

or more, it will {lle complete and accurate EEO reports on Standard Form 100
(EEO-1) with the appropriate government contracting or administering agency
and develop affirmative action programs [or each of its establishments In accor—

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

gated thereunder.

4) Operator affirms that, if It has 50 or more employees and a
contract of $50,000.00 or more, it has developed and is malntaining a current
written affirmative action compliance program for each of Its establishments
as required by 41 C.F.R. §60-1.40 and Part 60-2 and in accordance with any

other rules and reg:ulalIons of the Secretary of Labor promulgated under Execu-
tlve Order No. 11246.

5) Operator agrees to ablde by and comply with the provisions
of the Affirmative Action Clause for Disabled Veterans and Yeterans of the

Vietnam Era contained In 41 C.F.R. §60-250.3 which provisions are incorporated
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herein by reference unless exempted by rules, regulations, or orders of the Secre-

tary of Labor issued pursuant to the Vietnam Era Veterans Readjustment Assis-
tance Act of 1974.

6) Opecrator agrees to abide by and comply with the provisions
of the Affirmative Action Clause for Handicapped Workers contained in 41 C.F.R.
§60-741.3 which provisions are incofporated herein by reference unless exempted
by rules, regulations, or orders of the Secretary of Labor Issued pursuant to
Section 503 of the Rehabilitation Act of 1973, as amended by the Rehabllitation
Act Amendments of 1974 and 1978.

7) For contracts of $5,000.00 or more, when applicable, the Operator
recognizes the policy of the United States Government that small and disadvan-
taged business enterprises shall have the maximum practicable opportunity to
participate. The Operator agrees to use {ts best efforts to carry out this policy
in the award of its subcontracts to the fullest extent consistcnt'with the efficient
performance of this Operating Agreement. As used herein, the term "Small
and Disadvantaged Business" means a business at least 50% of which is owned
by minority group members, or in the case o.f bublicly 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
utilization as set forth in Public Law 95-507 and DAR 7-104.14, the provisions
of which are incorporated herein by reference.

8) For contracts and purchase orders that may exceed $10,000.00,
except those that (a) Including all subcontracts thereunder, are to be performed
entirely outside the United States, it3 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 to participate In the performance of contracts awarded by any federal
agency. The Operator agrees to use its best efforts to carry out this poliey
In the award of subcontracts to the fullest extent consistent with the efficient
performance of the contract. As used in this Operating Agreement, a "woman-
owned business" concern means a business that is at least 51% owned by a woman

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

clsing the power to make policy declsions. "Operate” in this eontext 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 otherwise exempt, that (a) It shall

not diseriminate against any employee or applicant for employment because

pf 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
solicitations and advertisements for employment.a maximum age limit for such
employment unless the specified age limit Is based upon a bona flde occupational
qualification, retirement plan, or statutory requirement; and (c) it shall generate

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



AUTHORITY FOR EXPENDITURE
ESTIMATED WELL COSTS

ENERGEN RESOURCES CORPORATION

AFE NUMBER: PB030999 [PROPERTY NUMBER: NA _oaTE: 3/30/99
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
IX _[SINGLE _x__{ oL | {ExPL. [_JstraT IX_[NEW |__|oEEPen
DUAL GAS X |DEV. WORKOVER
| X _[LanND | _|BAY DATE TO START DAYS TO DRILLJCOMPLETE 45{X |ORIGINAL,
MARSH GULF N/A SUPPLEMENT
DRY HOLE COMPLETION COSTS TOTAL
TANGIBLES
OO TUBULAR GOODS
01 Conductor Pipe 0 in. 0 Ft.  0.00 $/Ft. ) - $ - $ -
02 Surface Casing 13.3/8 in. 400 Ft. 15.00 $/Ft. $ 6,000 $ - $ 6,000
03 Production 51/2 in. 11800 Ft. 550 $/Ft $ - $ 64,900 $ 64,900
Q4 First Inter. 85/8 in. 5000 Ft. 10.00 $/Ft. $ 50,000 $ - $ 50,000
05 Second Inter. 0 in. o Ft.  0.00 $/Ft. $ - $ - $ -
06 Prod. Liner 0 in, 0 Ft. __ 0.00 $/Ft. $ - $ - $ -
07 Tieback String 0 in. o Ft.  0.00 $/Ft. $ - $ - $ -
08 Tubing 27/8  in. 11600 Ft.  4.50 $/Ft. $ - $ 52,200 $ 52,200
09 Tubing 0 in. 0 Ft.  0.00 $/Ft. $ - $ - $ -
10 EQUIPMENT
11 Wellhead & Accessories $ 12,000 $ 12,000 $ 24,000
12 Tbg & Csg Acc., Production Packer $ 3,500 $ 5000 $ 8,500
13 Production Equip./Misc $ - $ 5500 $ 5,500
14 Tank Battery, Flowlines & Fittings $ - $ 47,500 $ 47,500
TOTAL TANGIBLES $ 71,500 $ 187,100 $ 258,600
INTANGIBLES
20 DRILLING COST
21 Footage 11800 Ft. 16 $/Ft. $ 188,800 $ - $ 188,800
22 Daywork 3 Days 5000 $/Day $ 15,000 $ - $ 15,000
23 Compl. Rig 120 Hrs. 115 $/Hr. $ - $ 13,800 $ 13,800
24 Service Unit $ - $ - $ -
25 Rental Tools, Services, Chokes, Etc. $ 3,000 $ 10,000 $ 13,000
26 Rig Moving Cost $ - - $ - $ -
27 Other $ 1,000 3 8,000 3 9,000
30 CEMENTING (INCL. FLOAT EQUIP., ETC.)
31 Surface 3 4,000 $ - 3 4,000
32 intermediate $ 12,000 $ - $ 12,000
33 Production $ - $ 17,500 $ 17,500
34 Production Liners $ - $ - $ -
35 Tieback String $ - $ - $ -
36 Squeeze Cement (incl. Ret. & Pkr.) 3 - $ - $ -
37 Other $ - $ - $ -
40 FORMATION TREATMENT
41 Acidizing $ - $ 15,000 $ 15,000
42 Fracturing Equipment & Materials 3 - $ - $ -
43 Frac Fluid & Gas $ - $ - $ -
44 Tank Rental & Hauling $ - $ 3,000 $ 3,000
50 SPECIAL SERVICES
51 Perforationg (set BP & Pkrs., W/L) $ - $ 10,000 $ 10,000
52 Mud Logging/Geologist $ 6,500 $ - 3 6,500
53 Formation Logging/Sidewall Cores $ 12,000 $ - $ 12,000
54 DST/Sidewall Core Analysis $ 5,000 $ - 3 5,000
55 Drilling Logs (CBL, Tracer, Inspection, WiL) $ - $ - $ -
56 Packer & Retr. BP $ - $ 3,000 $ 3,000
57 Whipstocking & Sidetracking $ - $ - 3 -
58 Compressors $ - $ - $ -
60 DRILLING FLUIDS
61 Mud & Chemicals $ 20,000 S - $ 20,000
62 Water & Brine $ 15,000 $ 5,000 $ 20,000
63 Other (Gas & Air) $ - $ - $ -
70 MATERIALS & SERVICES- OTHER
71 Bits & Reamers $ - $ 1,500 $ 1,500
72 Fuel $ - $ - $ -
73 Hauling $ 2,000 $ 5,000 $ 7,000
74 Tubular inspection: VCI, Sandblast, Roughcoat, Etc. $ 2,500 S 4,500 $ 7,000
75 Testing (Manifolds, BOP, Tbg, Elc.) $ - $ - $ -
76 Misc Csg Exp: Csg Crew, PU/LD, Protectors, Etc. $ 1,000 5 5,500 $ 6,500
78 Equip Rental: BOP, Racks, Mats, Trailer, Sanitary $ 5,000 $ 5.000 $ 10,000
79 Misc: Elec Const., Fencing, Anchors, Welding, Labor $ 3,000 $ 7,000 $ 10,000
80 LOCATION, ACCESS, LINERS & CLEANUP $ 15,000 $ 3,500 $ 18,500
81 Safety/Environmental $ 3,000 $ 3,000 $ 6,000
90 SUPERVISION & LEGAL, ETC. $ 18,000 $ 6,000 $ 24,000
TOTAL INTANGIBLE $ 331,800 $ 126,300 $ 458,100
Plus 5 % Contingency $ 20,165 $ 15670 $ 35,835
TOTAL COST $ 423,465 $ 329,070 $ 752,535
Date: 3/30/99 Partner's Approval:
Prepared By: JJP Company Name: David H. Arrington 0il & Gas, Inc.
Approved By: Date: (17.72025 W.1.)
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DESIGNATION OF POOLED UNIT

THE STATE OF NEW MEXICO )
COUNTY OF LEA )
Relerence is made to the following Oil and Gas Leases covering the following

described lands located in Township 15 South, Range 35 East, N.M.P.M., Lea County,
New Mexico:

Recorded
Lessor Current Lessee Date Volume Page
L. Layton J. Estlack and Energen Resources Corporation 5/21/96 739 692
Reba L. Estlack, his wife
2. Vera Dickson and her Energen Resources Corporation 10/8/96 764 197
husband, R. S. Dickson (Amended 947 341)
3. Lila Hughes, a widow Energen Resources Corporation 10/8/96 773 118
4. .. Ruth Pritchard Energen Resources Corporation 10/9/96 773 120
and her husband,
James Earl Pritchard
5. Paul E. Powell A-I-F David H. Arrington Oil & Gas, 5/15/98 885 6.3
for L. . Powell Inc.
6. Lee Brixey Eastlake, David H. Arringtor Oil & Gas, 5129/98 893 84
a widow Inc.
7. Donna Estlack Hicks David H. Arrington Oil & Gas, 5/15/98 885 6.9
Inc.
8. Allen I Estlack David H. Arrington Oil & Gas, 5/15/98 890 278
Inc.
9. Ruby Dell Estlack, Energen Resources Corporation 3/12/99 945 547
a widow
10. David L. Estlack A-I-F David H. Arrington Oil & Gas, 5/15/98 885 604
for Eugene H. Estlack Inc.
1. Joe Boyd Energen Resources Corporation 11/1/96 774 515
12. Dorothy Teague Energen Resources Corporation 10/30/96 774 511
13. Norma Boyd Energen Resources Corporation 10/30/96 774 513
14. Gwendoly Dirickson Energen Resources Corporation 3/12/99 943 651
15. Barbara Blackledge Energen Resources Corporation 3/12/99 943 649
16. Jerry D. Boyd Energen Resources Corporation 10/30/96 774 523
17. Thomas W. Boyd Energen Resources Corporation 11/1/96 774 5.7
18. Charles W. Boyd Energen Resources Corporation 10/11/96 774 519
19. Opal N. Stout Energen Resources Corporation 10/30/96 774 521
20. C. E. Boyd, Jr. Energen Resources Corporation 3/12/99 947 346
21. Rose Mary Nicks Energen Resources Corporation 3/12/99 947 348
22. Patricia Estlack David H. Arrington Oil & Gas 5/15/98 887 265
Sammons Inc.

Pace 1 of 3



Recorded
Lessor Current Lessee Date Volume Page
23. Barbara Estlack Brock David H. Arrington Oil & Gas 5/15/98 890 282
Inc.
24. Dana Estlack Shay David H. Arrington Oil & Gas 5/15/98 890 230
Inc.
25. Ira Jean Estlack Chunn David H. Arrington Oil & Gas 5/15/98 885 608
Inc.
26. Philip Glenn Adams David H. Arrington Qil & Gas 5/15/98 882 339
and Donna J. Adams, Inc.
husband and wife
27. Thelma Eva Gorney Energen Resources Corporation 10/10/96 764 201
28. Barbara Gayle Young Energen Resources Corporation 11/15/96 774 503
29. Gary Nelson Joiner Energen Resources Corporation 10/10/96 774 501
30. Jay Neil Joiner David H. Arrington Oil & Gas, 7/24/98 901 141
Inc.
31. Chester H. Beadle Energen Resources Corporation 10/8/96 764 199
and Margaret Beadle,
husband and wife
32. Carolyn Sue Harris Energen Resources Corporation 3/12/99 951 109
33. Audry Jane Shepard Energen Resources Corporation 3/12/99 950 361

Leases 1-25 and 32-33 cover the NW/4 SW/4 of Section 35, containing 40 acres, more or less;

Leases 26-30 cover the SW/4 SW/4 of Section 35, save and except 19.9837 acres in the SWC thereof,
containing 20.0163 acres, more or less; and

Lcase 1 and 31 cover the 19.9837 acre tract in the SWC of the SW/4 SW/4 of Section 35.

Energen Resources Corporation, the owner of Leases 1-4, 7-9, 11-21, 27-29 and 31-
33, and David H. Arrington Oil & Gas, Inc., the owner of Leases 5-8, 10, 22-26 and 30
desire to create a unit on the W/2 SW/4 of said Section 35 for the production of oil and
gas under the pooling clauses of said leases.

NOW, THEREFORE, in consideration of the benefits accruing to all owners of the
mincral estate in the lands described above, Energen Resources Corporation and David
H. Arrington Oil & Gas, Inc. do hereby pool the above described oil and gas leases and
royaltics payable thercunder to form an 80 acre proration unit covering the W/2 SW/4 of
Section 35, Township 15 South, Range 35 East, N\M.P.M,, Lea County, New Mexico,
and do hereby designate such unit as pooled and combined under the terms of the above
described leases for the production of oil and gas.

Energen Resources Corporation and David H. Arrington Oil & Gas, Inc. hereby

retain the rights to alter or amend this Designation of Pooled Unit by instrument filed of
record in the offices of the County Clerk, Lea County, New Mexico.

Dated this 23™ day of April, 1999.

ENE RESOURCES CO RATION

By:l o // /754 —

DAVID H. ARRINGTON OIL & GAS, INC.

By:




THE STATE OF TEXAS  ° )

COUNTY OF MIDLAND )

This instrument was acknowledged before me on this 23" day of April, 1999, by Jon
M. McLennan, as General Manager of ENERGEN RESOURCES CORPORATION

on behalf of said corporation. \
MLOL LA \O cl \hf\

Notary Public, State of Texas

THE STATE OF TEXAS )(
COUNTY OF MIDLAND X
This instrument was acknowledged before me this day of April, 1999, by
, as of DAVID H.

ARRINGTON OIL & GAS, INC. on behalf of said corporation.

~ Notary Public, State of Texas

Page 3 of 3
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MODEL FORM RECORDING SUPPLEMENT TO
OPERATING AGREEMENT AND FINANCING STATEMENT

THIS AGREEMENT, entered into by 2nd berween _Energen Resources Corporation ,
hercinafter referred to as “Operator”, and the signatory party or parties other than Operator, hercinafter referred to
individually as "Non-Operator”, and collectively as “"Non-Operators”.

WHEREAS, the parties 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 Interests being hereinafter called the “Contract Area"), and in any instance in
which the Leases or Interests of a parcy are not of record, the record owner and the party hereto that owns the interest or
rights therein are reflected on Exhibit "A";

WHEREAS, the parties hereto have uccu(:d an Operating Agrccmcn( dated _March 17, 1999

(herein the "Operating Agreement”), coveriag the Contrace Area for the purpose of cxplormg and developing such lands,
Leases and Interests for Oil and Gas; and

WHEREAS, the parties hereto have executed this agreement for the purpose of imparcing notice to all persons of the
rights and obligations of the parties under the Operating Agreement and for the further purpose of pcrﬁ-cnng those rights
capable of perfection.

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

L. This agreement supplements the Operating Agreement, which Agreement in its entirety is incorporated herein by

reference, and all terms used herein shall have the meaning ascribed o them in the Operacing Agreement.
2. The parties do hereby agree that:

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 with the terms and provisions of this agreement and the Operating Agreement, and the parties do
hereby commic such Leases and Interests to the performance rhereof.

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 liabiliries incurced in operations under this agreement and the Operating Agresement shall be borne
and paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties
hereto, as provided in the Operacing Agreement.

D. Regardless of the record titde ownership to the Oil and Gas Leases and/or Oil and Gas Incerests identified on
Exhibic “A”, all production of Oil and Gas from the Contract Area 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.

I:. Fach parey shall pay or deliver, or cause to be paid or delivered, all burdens on its share of the production from the
Conrract Arca as provided in the Operating Agreement. N

F. An overriding royalty, production paymene, net profits interest or other burden payable our of production hereafter
created, assigaments of production given as security for the payment of money and those overriding royslties, production
payments and other burdens payable out of production heretofore created and defined as Subsequencly Ceeated 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 co the lien and security interest hereinafter provided if the parry 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 Interests which are subject hereto may not be assigned or transferred
except in accordance with those terms, provisions and restrictions in the Operating Agreement regulating such transfers.
This agreement and the Operating Agreement shall be binding upon and shall inure to the benefit of the parties hereto,
and their respective heirs, devisees, legal representatives, and assigns, and the terms hereof shall be deemed to run with
the leases or interests included within the Jease Contrace Area.

I, The pardes shall have the right to acquire an interest in renewal, extension and replacement leases, leases
proposed to be surreadered, 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 obligations of the parties and the adjustment of interests among them in the event of a failure or
loss of ritle, each party’s right to propose operations, obligations with respect to participation in operations on the

Contracr Area and che consequences of a fajlure ro participate in operarions, the rights and obligations of the parties -

regarding the marketing of production, and the rights and remedies of the parties for failure to comply with financial
obligations shall be as provided in the Operating Agreement.

J. Each party's intecest under this agreement and under the Operating Agreement shall be subject ro relinquishment
for its failure to participate in subsequent aperations and each party’s share of production and costs shall be reallocated
on the basis of such relinquishment, all upon the terms and provisions provided in the Operating Agreement.

K. All other martters 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 governcd by the terms and provisions of
the Operating Agreement.

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

A. Tach party grants to the other parties hereto a lien upon any interest it now owns or hereafter acquires in Oil and
Gas Leases and OQil and Gas lnterests in che Contract Area, and a security interest and/or purchase money security
interest in any interest it now owns or hereafrer acquires in the personal property and fixtures on or used or obeained

for use in connection therewith, to scaure performance of all of its obligations under this agreemenrt and the Operaring
Apreement including buc not limited to payment of expense, interest and fees, the proper disbursement of all monies
paid under this agreement and the Operating Agreement, the assignment or relinquishmenrt of interest in Oil and Gas

Leases as required under this agreement and the Operating Agreement, and the proper performance of operations under
this agreement and the Operating Agreement. Such lien and security interest granted by each party hereto shall include
such parey's leasehold interests, working interests, operating rights, and royalty and overriding royalty interests in the
Contract Area now owned or hereafrer 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
thereon or used or obtained for use in connection therewith (including, without limitation, all wells, tools, and tubular

coods), and accounts (including, without limitation, accounts arising from the sale of production at the wellhead),



AAPL — FORM GIORS - 17 7 \ \

[+ I N N I Y S A

il o S I Y I S R U O G VI U W RN 3
NN R R — — — —_
PN T OV RNAVNANRN S0V R I AR 283l AR EISCSSw

65
66
67
6B
69
70
71
72
73
74

IS

contract rights, inventoty and general intanglbles relating thereto ot atlslng therefrom, and all proceeds and products of

the foregoing.

B. Lach party represents and warrants 'to the other parties hereto that the lien and security interest granted by such
party to the other parties shall be 2 first and prior lien, and each party hereby agrees to maintain the priority of said lien
and security interest against all persons acquiring sn interest in Oil and Gas Leases and Interests covered by this
agreemene and the Operating Agreement by, through or under such party. All parties acquiring an interest in Oil and
Gas Leases and Oil end Gas Interests covered by this agreement and the Operating Agreement, whether by assignment,
merger, mortgage, operation of law, or otherwise, shall be deemed to have taken subject to the lien and security interesc
granted by the Operating Agreement and this instrument as to all obligations attributable to such interest under this
agreement and the Operating Agreement whether or not such obligations arise before or after such interese is acquired.

C. To the extent thir the parties have a security interest under the Uniform Commercial Code of the srate in which
the Contract Area is situated, they shall be eatitled to exercise the rights and remedies of a secured party under the Code.
The bringing of a suic and the obraining of judgment by a party for the secured indebtedness shall not be deemed 20
clection of remedies or otherwise aflecr the lien rights or securiry inrerest as sccurx't)'l for the payment thereof. In
addition, upon defaulr by any parcy in the payment of its share of expenses, interest or fees, or upon tha improper use of
funds by che Operator, the other parties shall have the right, without prejudice to other rights or remedies, to collect
from the purchaser the proceeds from the sale of such defaulting party’s share of Oil and Gas until the amount owed by
such party, plus interest, has been reccived, and shall have the right to offset the amount owed against the proceeds from
the sale of such defaulting parey’s share of Oil and Gas. All purchasers of production may rely on a notification of defaule
from che non-defaulting party or parties stating the amount due as a resule of the defaulr, and all parties waive any
recourse available apainst purchasers for releasing production proceeds as provided in this parapraph.

D. TCany party fails to pay its share of expense within sixty (60) days after rendition of a statement therefor by
Operator the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the
- proportion that the interest of each such party bears to the interest of all such partics. The amount paid by each party so
pnying its share of the unpaid amount shall be secured by the liens and security rights described in this paragraph 3 and
in the Operating Agreement, and each paying party may independently pursue any remedy available under the Operating
Agreement or otherwise. 7

LI any party does nor pecform all of its obligations under this agreement or the Operating Agreement, and the
failuce to perform subjects such party o foreclosure or execution proceedings . pursuant to the provisions of rhis
agreement or the Operating Agreement, o the extent allowed by governing law, the defaulting party waives any
available right of redemption from and after the date of judgment, any required valuation or appraisement of the
mortgaged or secured property prior to sale, any available right to stay execution or to require a marshalling of assets
and any required bond in the event a recciver is appointed. In addition, to the extent permitted by applicable law, each
party hereby grants to the orher parties a power of sale as to any property that is subject to the lien and security rights
granted hercunder or under the Operating Agreement, such power to be exercised in the manner provided by applicable
law or otherwise in 1 cpmmercially reasonable manner and upon reasonable notice.

F. The lien and security interese granted by this paragraph 3 supplements identical rights granted under the
Opecating Apreement. .

G. To the extent permitted by applicable law, Non-Operators agree that Operator may invoke or utilize the
mechanics” or materialmen's lien law of the srate in which the Contract Area is situated in order to secure the payment
to Operator of any sum due under this agreement and the Operating Agreement for services performad or materials
supplied by Operator., :

I1. The above described security will be financed ar the wellherd of the well or wells located on the Contract Area and
this Recording Supplement may be filed in the land records in the County or Parish in which the Contract Area is
located, and as a financing statement in all recording offices required under the Uniform Commercial Code or other
applicable starte statores o perfect che above-described security interest, and any party hereto may file a continuation
stitement as necessary under the Uniform Commercial Code, or other state laws,

4. This agreement shall be effective as of the date of the Operating Agreement as above recited. Upon termination of
this agreement and the Operating Agreement and che satisfaction of all obligations thereunder, Operator is aurhorized to filé
of record in all necessary recording offices a notice of termination, and each party hereto agrees to execute such a notice of
termination as to Operator’s interest, upon the request of Operator, if Operator has complied wicth all ¢f its financial
obligacions.

5. This agreement and the Operating Agreement shall be binding upon and shall inure to the benefit of the parties
hereto and cheir respective heirs, devisees, legal representarives, successors and assigns. No sale, encumbrance, transfer or
other disposition shall be made by any party of any interest in the Leases or Interests subject hereto except as expressly
permitted under the Operating Agreement and, if permirred, shall be made expressly subject to this agreement and the
Operating Apreecmenc and without prejudice to the rights of the other parties. If the transfer is permitced, the assignee of an
ownership interest in any Cil and Gas Lease shall be deemed a party to this agreement and the Operating Agreement s to0
the interest assigned (rom and after the effective date of the transfer of ownership; provided, however, that the other parties
shall nor be required to recognize any such sale, encumbrance, transfer or other disposition for any purpose hereunder until
thirty (30) days afrer chey bave received a copy of the instrument of transfer or other satisfactory evidence thereof in writing
from the transferor or transferee. No assignment or other disposition of interest by s party shall relieve such party of
obligations previously incurred by such party under this agreement or the Operating Agreement with respect to the interest
teansferred, including withoue limitation the obligation of a party to pay all costs nreributable to an operation conducted under
this agreement and the Operating Agreement in which such parcy has agreed to participate prior to making such assignmenr,
and the lien nnd security interest granted by Article VILD. of the Operating Agreement and hereby shall contirue to burden
che intecest translecced to secure payment of any such obligations,

6. In the event of a conflict between the terms and provisions of this agreement and the terms and provisions of the
Operating Agreement, then, as berween the parries, the terms and provisions of the Operating Agreement shall control.

7. This agreement shall be binding upon each Non-Operator when this 2greement or a counterpart therzof has been
exccuted by such Non-Operator and Operator notwichstanding that this agreement is not then or thereafter execured by all of
the parties to which it is tendered or which are listed on Exhibit "A” as owning an interest in the Contract Area or which
own, in fact, an interest in the Contract Area. In the evenr that any provision herein is illegal or unénforceable, the
remaining provisions shall not be affected, and sha!ll be enforced as if the illegal or unenforceable provision did not appear herein.
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8. Other provisions. T e,

™N WITNESS WHEREOF, this agreement shall be effective ss of the 17th day of.March, 1999. .

OPERATOR _
ENERGEN RESOURCES CORPORATION,

By: : /[/'//://)

Nahé: Jon M. McLennat....
Title: General Manager.

NON-OPERATORS
DAVID H. ARRINGTON OIL & GAS, INC.

By:

Name:

Title:

ACKNOWLEDGMENTS

STATE OF _TEXAS

Lo O o

)

. A Iy
This instrument was acknowledged before me this &Ef\d day of ﬂ \D 1L /l)

, 19_%;7.

by Jon M. Mclennan , as _General Manager I of Energen "~
Resources Co ati : ation, on behalf of said corpofation. .

p g &Q th O uo 1L \,&,QLQ e

. T GF TEXAS K Notary Public, STATE OF _TEXAS
L R ‘

STATE OF _TEXhS §

N
COUNTY OF $

This instrument was acknowledged before me this day of L 19 .,

by . a8 of David H. Arrington.0il &
QGas,_TInca corporation. on behalf of said corporation, .

Notary Public, STATE OF _TEXAS

Signaturc Page to Model Form Recording Supplement to Operating Agreement and Financing - .

Statement dated March 17, 1999 between Energen Resources Corporation, Operator and

David H. Arrington 0il & Gas, Inc., Non-Operator, covering the Beadle #1.

_3-
S

Reviand A=2711-0Q
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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 H. Arrington Oil & Gas, Irc., as
Non Operator.

(D Identification of lands subject to this agreement:

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 H. Arrington Oil & Gas, Inc. 17.72025%

4) Oil and gas leases and/or oil and gas interests subject to this agreement. (See
page 2 and 3 of Exhibit “A”)

(5) 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 H. Arrington Oil & Gas, Inc.
P.O. Box 2071

Midland, Texas 79702

Attention: David Arrington
Telephone: 915-682-6685

Fax: 915-682-4139

Page 1 of 3
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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.

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

*Ownership 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% 2.5000
Acres Total 65.8238 14.1762

Ownership in W/2 SW/4 Energen Resouréés Corporation 8§2.27975% S
David H. Arrington Oil & Gas, Inc. 17.72025% ‘

01l and Gas Leases

Recorded
Lessor Current Lessee Date Volume Page
1. Layton J. Estlack and Energen Resources Corporation 5/21/96 739 692
Reba L. Estlack, his wife
2. Vera Dickson and her Energen Resources Corporation 10/8/96 764 197
husband, R. S. Dickson (Amended 947 341)
3. Lila TTughes, a widow Energen Resources Corporation 10/8/96 773 118
4. L. Ruth Pritchard Energen Resources Corporation 10/9/96 773 120
and her husband,
James Earl Pritchard
5. Paul E. Powell A-1-F David H. Arrington Oil & Gas, 5/15/98 885 615
for E. E. Powell Inc.
6. Lee Brixey Eastlake, David H. Arrington Oil & Gas, 5/29/98 893 84
a widow Inc.
7. Donna Estlack Hicks David H. Arrington Oil & Gas, 5/15/98 885 619
Inc.
S. Allen H. Estlack David H. Arrington Oil & Gas, 5/15/98 890 278 5
Inc.
9. Ruby Dell Estlack, Energen Resources Corporation 3/12/99 945 547
a widow
10. David L. Estlack A-I-F David H. Arrington Oil & Gas, 5/15/98 885 604
for Eugene H. Estlack Inc.

Pagé 20f3
Revised 4-23-99



EXHIBIT “A”
(continued)
Recorded
Lessor Current Lessee Date Volume Page
11. Joe Boyd Energen Resources Corporation 11/1/96 774 513
12. Dorothy Teague Energen Resources Corporation 10/30/96 774 511
13. Norma Boyd Energen Resources Corporation 10/30/96 774 513
14. Gwendoly Dirickson Energen Resources Corporation 3/12/99 943 651
15. Barbara Blackledge Energen Resources Corporation 3/12/99 943 649
16. Jerry D. Boyd Energen Resources Corporation 10/30/96 774 523
17. Thomas W. Boyd Energen Resources Corporation 11/1/96 774 517
18. Charles W. Boyd LEnergen Resources Corporation 10/11/96 774 519
19. Opal N. Stout Energen Resources Corporation 10/30/96 774 521
20. C. E. Boyd, Jr. Energen Resources Corporation 3/12/99 947 346
21. Rose Mary Nicks Energen Resources Corporation 3/12/99 947 348
22. Patricia Estlack David H. Arrington Oil & Gas 5/15/98 887 265
Sammons Inc.
23. Barbara Estlack Brock David H. Arrington Oil & Gas 5/15/98 890 282
Inc.
24. Dana Estlack Shay David H. Arrington Oil & Gas 5/15/98 890 280
Inc.
25. Ira Jean Estlack Chunn David H. Arrington Oil & Gas 5/15/98 885 608
Inc.
26. Philip Glenn Adams David H. Arrington Oil & Gas 5/15/98 882 339
and Donna J. Adams, Inc.
husband and wife
27. Thelma Eva Gorney Energen Resources Corporation 10/10/96 764 201
28. Barbara Gayle Young Energen Resources Corporation 11/15/96 774 503
29. Gary Nelson Joiner Energen Resources Corporation 10/10/96 774 501
30. Jay Neil Joiner David H. Arrington Oil & Gas, 7/24/98 901 141
Inc.
31. Chester 1. Beadle Energen Resources Corporation 10/8/96 764 199
and Margaret Beadle,
husband and wife
32. Carolyn Sue Harris Energen Resources Corporation 3/12/99 951 109
33. Audry Jane Shepard Energen Resources Corporation 3/12/99 950 361

Leases 1-25 and 32-33 cover the NW/4 SW/4 of Section 35, containing 40 acres, more or less;

Leases 26-30 cover the SW/4 SW/4 of Section 35, save and except 19,9837 acres in the SWC thereof,
containing 20.0163 acres, more or less; and

Lease 1 and 31 cover the 19.9837 acre tract in the SWC of the SW/4 SW/4 of Section 35.
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