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NM 0il Conservation Division
1220 South St Francis Drive
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Re:  NMOCD Case 14323: Application of Chesapeake Energy Corporation
For Cancellation of a Permit to Drill issued to COG Operating LLC.
Order R-13154-A [Blackhawk 1-H wellbore]

£l

Dear Mr. Brooks,

On behalf of Chesapeake Energy Corporation (“Chesapeake™), I have received a
copy of a letter dated October 2, 2009 to you from Mr. Hall on behalf COG Operating
LLC (“COG”) further discussing the subject Joint Operating Agreement (AAPL Form
610-1989, dated January 26, 1998, currently operated by Chesapeake.

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

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

ﬂrf‘ AT R

gVery truly yo y\hrs /
ellaﬁiﬁ T . .
cc by hand dehvery:

J. Scott Hall, Esq.



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

IN THE MATTER OF THE APPLICATION &2

- OF CHESAPEAKE ENERGY CORPORATION FOR *‘;""
CANCELLATION OF A PERMIT TO DRILL (“APD”) o
ISSUED TO COG OPERATING LLC (“COG”) 1
EDDY COUNTY, NEW MEXICO. .
1

r

CASE NO. 14323
Order R-13154-A

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

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

to be dedicated to a non-standard 160-acre spacing unit consisting of the S/2S/2 of this
section.

In support, Chesapeake states:

The Application:

(1) By Order R-13154-A, dated September 23, 2009, the Division granted
Chesapeake’s application and cancelled COG’s APD for the Blackhawk
“11” Federal Com 1-H well finding that COG did not have any oil & gas

ownership in two of the 40-acre tracts of the proposed 160-acre non-
standard spacing unit.

(2)  In violation of the Division’s Rules and Orders, COG filed an APD using
a falsely certified Division form C-102 for a horizontal wellbore since
COQG, at the time of filing, did not have any interest in either (a) the

surface location or (b) the first 1,604 feet of the producing interval of this
wellbore.
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(6)

(7)

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

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

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

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

This proposed 160-acre non-standard spacing unit consists of four 40-acre
tracts with the S/2SE/4 controlled by COG but with the S/2SW/4 subject
to a Joint Operating Agreement (“JOA™), dated January 26, 1998, in which
Chesapeake is the current operator with 56.18% interest and with non-
operators Devon Energy with 43.275% and MacDonald with 0.07%. See
COG Exhibit 4 introduced at August 20, 2009 hearing.

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

The Hearing on August 20, 2009:

(8)

9)

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

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

in the SW/4 of Section 11. See Transcript of August 20, 2009 hearing at
page 11, lines 23-25, page 12, lines 1-10 and page 42, lines 1-11.
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(10)

Despite having obtained Mr. MacDonald’s joinder, Ms. Spradlin, an
expert landman, did not express an opinion or reach the conclusion that
MacDonald’s joinder granted COG the right to drill or access the minerals
underlying the S/2SW/4 of Section 11. See Transcript of August 20, 2009
hearing at page 43, line 1-18

Subsequent to the Hearing:

(11)

(12)

(13)

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

By letter dated September 23, 2009, COG claimed that it cured the
fraudulent certification by obtaining a signed AFE more than one year
after it had used the C-102 for the APD approval process and that this
should apply retroactively to fix the flawed certification. However, the
fraudulent certification cannot be cured after the fact by securing the
signing of an AFE for well by a .07% which violated the rights of parties
to the JOA owning 97.3% of the lands at issue.

CHK proposed additional evidence:

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

a. The subject JOA (AAPL Form 610-1989) dated January 26, 1998
originally naming Penwell Energy, Inc as the operator of a
Contract Area including all of Section 11, T16S, R28E, Eddy
County, NM, and by which MacDonald had already committed its

interests and right to development; See attached as Motion Exhibit
(‘C!’ and

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

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

(14)

Based upon this additional evidence, Chesapeake will demonstrate that:

a.

MacDonald did not have the right to sign COG’s well proposal
letter because he relinquished his executive rights and operating

rights which are controlled by Chesapeake as the operator under
the JOA.

Article V of the JOA states “A. Designation and Responsibilities
of Operator. Operator “shall conduct and direct and have full

control of all operations on the Contract Area as permitted....”
(Emphasis added)

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

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

MacDonald no longer had the ability to sign a third-party well
proposal for a wellbore to be located within the Contract Area of
CHK’s JOA. If MacDonald desired for a well to be drilled in the
S/2SW/4 within the Contract Area, the JOA mandates specific
procedures to be followed by nonoperators for proposing a well,
including: (1) delivering written notice of the well proposal; and
(2) allowing the other parties 30 days to elect to participate or go
nonconsent. See JOA Article VI(B)(1).

McDonald’s has committed his 0.07% interest to be operated by
Chesapeake and cannot agree to allow a third-party like COG to be
the operator. Even if Chesapeake had elected to not to participate
in MacDonald’s well proposal, the JOA mandates that Chesapeake
still be allowed to operate the well, stating:

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

Operator is a Non-consenting Party, the Consenting Parties

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

such proposed operation for the account of the Consenting

Parties; or (ii) designate one the Consenting Parties as
Operator to perform such work.

By executing the JOA, each working interest owner, included
McDonald, commits their interest within the Contract Area to joint
operations to be operated by CHK as the operator unless CHK
relinquished its right to operate the well by electing not to
participate in the well.
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g. McDonald's signed election to join in the COG wellbore is void
because Chesapeake has exclusive control of these rights.

The Division can take administrative notice of the fact that a joint
operating agreement, or JOA, “is the standard contract used in the oil and
gas industry to govern the rights and duties between the operator and
nonoperator interest owners of oil and gas tracts or leaseholds in the
development and operation of mineral properties.” Coral Prod. Corp. v.
Cent. Res., Inc., 730 N.W.2d 357, 368 (Neb. 2007). A JOA modifies each
lessee’s right to otherwise “work on the leased property to search,
develop, and produce oil and gas, as well as the obligation to pay all
costs.” Id. at 390, n.1; see e.g., Pasternak v, Lear Petroleum Exploration,
Inc., 790 F.2d 828, 834 (10th Cir. 1986) (by virtue of JOA, defendants
who individually held rights to work for oil and gas in the area agreed to
participate, according to an agreed ratio of interests and for a specified
period of time, in all oil and gas produced); Cont'l Res., Inc. v. PXP Gulf
Coast, Inc., 2006 U.S. Dist. LEXIS 72870, *55-56 (W.D. Okla. Oct. 5,
2006) (joint operating agreement’s terms were interpreted to provide that
non-acquiring party was entitled to “participation” only with regard to
joint ownership, not control or management of the newly leased
properties).

It is well established that a JOA which designates an operator and provides
that the operator shall have “full control of all operations,” prohibits non-
operators with working interests from acting to assert mutual control of
operations. Stable Energy v. Kachina Oil & Gas, 52 S.W.3d 327, 333
(Tex. App. 2001); see also Ayco Dev. Corp. v. G.E.T. Serv. Co., 616
S.W.2d 184, 185 (Tex. 1981); Hamilton v. Texas Oil & Gas Corp., 648
S.w.2d 316, 321 (Tex. App. 1982). Furthermore, “legitimate
commencement of [an] AFE must be executed by the duly elected
operator. Only the operator has the power to perform such operations on
behalf of the owners.” Id.; c.f. Sonat Exploration Company v. Mann, 785
F.2d 1232, 1234 (5th Cir. 1986) (commonly used form designated
Authorization for Expenditure does not, absent a valid operating
agreement, constitute a contractual undertaking which obligates a person
to pay for costs associated with improper AFE).

If parties to a JOA have voluntarily agreed to a term of the JOA that the
operator shall have “full control of all operations,” then parties that are
non-operators with working interests are prohibited from acting to assert
mutual control of operations, including participating in the
commencement of an AFE without the participation of the duly elected
operator, because only the operator has the power to perform such
operations on behalf of the owners. See Stable Energy, 52 S.W.3d at 333
(affirming trial court’s conclusion that, because working interest owner
that was attempting to assert mutual control of operations with the elected
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operator and that was bound by a JOA, was not the lawful operator,
activities performed by the owner did not constitute a legitimate
commencement of the operations proposed by the AFE).

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

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

WHEREFORE, Chesapeake requests that the Division allow it to supplement the
record in Case 14323 for the introduction of additional evidence from Chesapeake and

then enter a revised order denying COG’s attempt to circumvent the requirements of
Order R«13445-A and Form C-102.

r

Rggpectﬁlll su

\

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

Earl E. DeBrine, Jr.

MODRALL, SPERLING, ROEHL,
HARRIS & SISK, P.A.

P.O. Box 2168

Albuquerque, NM 87103

Attorneys for Chesapeake Energy Corporation
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CERTIFICATION OF SERVICE

[ hereby certify that a copy of this pleading was served upon the following counsel of record
this 6™ day of October 2009, by hand delivery.

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

J. Scott Hall, Esq.
Attorney for COG Operating, Inc.

Montgomery & Andrews o
325 Paseo de Peralta ( n
Santa Fe, NM 87501 /

Thom,.as Kellahin
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STATE OF NEW MEXICO
ENERGY, MINERALS, AND NATURAL RESOURCES DEPARTMENT
OlL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING CALLED

BY THE OIL CONSERVATION DIVISION
FOR THE PURPOSES OF CONSIDERING:

CASE NO. 14323
APPLICATION OF CHESAPEAKE OPERATING, INC.

FOR COMPULSORY POOLING,
EDDY COUNTY,; NEW MEXICO.

AFFIDAVIT OF CRAIG B. BARNARD

STATE OF OKLAHOMA §
§ ss.
COUNTY OF OKLAHOMA §

Before me, the undersigned authority, personally appeared Craig B. Barnard who
being fully sworn stated:

A. My name and qualification as expert are as follows:

Craig B. Barnard

- Education: ~ BA University of Oklahoma — 1973
‘Experience: Practicing Landman for 30 years in Texas, Oklahoma and
New Mexico, -
Certification: Certified Professional Landman #3268
B. | am over the age of majority and competent to make this Affidavit.

| am responsible for and involved in preparing the necessary land and ownership
documents for submittal to the New Mexico Oil Conservation Division for this
case.

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

Affidavit of Craig B. Barnard
NMOCD Case 14323
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My expert opinion are based on the following facts and events:
CHRONOLOGICAL SUMMARY OF SIGNIFICANT EVENTS

Chesapeake Operating, Inc. (“Chesapeake”) has a working interest ownership in
the oil and gas minerals underlying the NW/4,SW/4, N/2NW/4, SW/4NE/4
Section 11, T16S, R28E, Eddy County, New Mexico, being part of the Contact
Area for the Joint Operating Agreement (*JOA”) identified and described below.

Based upon an oil & gas title reports of Thom Hill, Inc; an expert oil and gas title
examiner, Chesapeake is the current operator of a Contract Area that includes
the mineral interest described in paragraph 1 above, pursuant to a Joint
Operating Agreement (AAPL form 610-1989) dated January 26, 1998 that
originally designated Penwell Energy, Inc. as the operator. Attached to this
affidavit is a true and correct copy of this Joint Operating Agreement (JOA"),
Identified as Exhibit “A”

At all time relevant to Case 14323, Chesapeake has been the operator with a
56.18% working interest. The non- -operators are Devon with a 43.275% working
interest and Timothy R. MacDonald with a 0.070312% working interest.

Concho aka COG Operating LL.C and COG Qil & Gas, LP. do not:any mineral

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

EXPERT OPINIONS

| have formed the following opinions based upon my respective expertise and
upon the foregoing chronology of events:

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

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

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

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

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

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

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

FURTHER AFFIANT SAYETH NOT:

$] Pt y j/

'"Craig B“Barnard o

STATE OF OKLAHOMA §
o §
COUNTY OF OKLAHOMA §

£~
SUBSCRIBED AND SWORN TO before me this =2 . day of October 2009, by
Craig B. Barnard .

Mwm

}w %"3{,%
_Notary E”ubhc

ACKNOWLEDGMENT

STATE OF OKLAHOMA)
SIS
COUNTY OF OKLAHOMA)

BEFORE me, the undersigned, a Notary Public in and for said County and State, on this ___day of
October, 2008, personally appeared Craig B. Barnard to me known to be the identical person who subscribed
the name of the maker thereof to the foregoing instrument and acknowledged to me that he executed the
same as his free and voluntary act and deed for the uses and purposes therein set forth.

/'" ) :
; a’ 1’.« MM,

No ary Pubhc

wézz ?«ii‘r.xd?er
} Nt i

o v o o e 0 oo

. Affidavit of Craig B. Barnard
SRR R NMOCD Case 14323
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A.APL EO .’610 1989
MODEL FORM Of "“ING AGREEMENT

o
PILB) Whnd awthorling I Witk by tha
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OPERATING AGREEMENT
DATED
JANUARY 26 19 98_
OPERATOR . PENWELL ENERGY, INC.

CONTRACT ARFA ___TOWNSHIP 16 SOUTH, RANGE 28 EAST, WMFM

SECTION 10: W/2.

SECTION 11; A1l

COUNTY OR PARISH OF __EDDY _

BLACKBIRD PROSPECT (WM 075)
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W,
1 icd“g ‘ "
X EJ # g %@.{*/ 10
(onts ™).
COPYRIGHT 1989 — ALL RIGHTS mzslmvm
AMERICAN ASSOCIATION OF PETROLEUM X
LANDMEN, 4100 FOSSIL CREEK BLVD.
FORT WORTH, TEXAS, 76137, APPROVED FORM,
AAPL NO. 610 - 1989
& ~—~F

, STATE OF _NEW MEXICO
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by aad between Penwell Energy, Inc
herelnafter desigaited and seferred to a5 “Operator,” and the ngu,a:pqr pmy or parties other than Opcistor, sometimes
hereinsfter rcfc:zed % Individuslly as "Non-Operator,” and collecrively as "Noa-Operators.”

WITNESSETH:

WHEREAS the partics to this agreement are owners of Oll-and Gas Leases sndfor Oil and Gas Interests in the l2nd
identified in Exhibit "A,” and the parties hereto have reached an agreement to explore end develop these Leases sad/or Oil
and Gas Interests for the production of Oil and Gas to the extent ind 83 hercinafter provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE 1,
DEFINITIONS

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

A. The tcrm "AFE” shall mean en Authority for Expenditure prepaced by s party to this agreemeat for the purpose of
estimating the costs to be incuszed in conducting 6 operstion hereunder.

B, The term "Completion” or “Complete” shall meaa 2 sirigle operstion intended to complete a well as a producer of Qil
20d Gas in one or fnore Zones, including, but not limited to, the sering of production casing, perforating, well seimularion
sad production testing conducted-in such operation.

C. The term "Contruce Ares” shell mean all of the lands, Oil 1ad Gas Leases and/or Qil snd Gas Interests inrended to be
developed wnd operated for Oil and Gas purposes under this agreement, Such lands, Oil aad Gas Lesses and Oil and Gas
Interests are described in Exhibic "A.”

D. The term "Decpea” shall mean 8 smglc operstion whereby a well is drilled to an objective Zone below the dcepcsz
Zoae in which the well was previously drilled, or below the Despest Zone proposed in the essociated AFE, whichever is the

lesser. .

E. The terms “Drilling Party” and “Consenting Parry™ shsll mean # party who agrees to join in'and pay irs share of the
cost of any operation conducted under the provisions of this agreement.

F. The werm "Drilting Unic” shall mean the sres fixed for the drilling of one well by arder or rule of say staee or federsl
body having suthority. If & Drilling Unit is not fixed by any such rule or order, & Drilling Unit shsll be the dnllmg unit a5
established by che pateern of drilling In the Contracr Arex unless fixed by express sgreement of the Drilling Parties.

G. The term "Drillsite” shall mean the Oil end Gas Lease or Oil and Gas Interest on which & proposed well is to be
located.

H. The term “Inivial Well” shall mean the well required to be drilled by the parics hercto as provided in Article VLA,

1 The term “Non-Consent Well" shall mean 1 well in which less chan sll pames have conducted an operstion as
pmv:dcd in Article VI.B.2,

J The terms “Non-Drilling Party” and "Non—Conscnrmg Parry" sha!l mezn & party who elects not to participate in &
proposed operation.

K The term "Oil and Gas” shall mean oil, gss, usmghcad gss, gas condeassie, snd/or sl other liquid or gaseous
‘hydrocarbans snd other marketsble subs:ances produced sherewich, unless an intent. to limit the inclusiveness of rhu term is
specifically sweed,

L The term "Oil and Gas Interests” or “Interests” shall mean unleased fee and minersl incerests in Oil and G;s in traces
of land lying within the Contract Ases which are owned by pasties to this agreement.

M, The terms "Oil and Gas Lease,” “Lease" snd “Leaschold” shall mesa the ofl and gos leases or Interests cherein
covering tracts of land lying within thie Contract Ares which are owned by the parties ‘to this sgreement,

N. The term "Plug Back” shall mean a single operation whe:eby & desper Zone is sbandaned in order to amempt »
Completion in & shellower Zone.

O. The tezm "Recompletion” or "Recomplete” shall mean an operation wheseby a Complesion in onc Zone is sbandoned
in arder to awempr 8 Completion in & different Zont within. the exlsung wellbore, .

P, The term "Rework” shall mexn en operacion conducted in the wellbore of & well aftes it is Completed o secure,
zestore, of improve production in a Zone which is urrently open to producrion in the wellbore, Such operstions include, bur
sre aor limited to, well stimulstion operations but exclude any routine repair or fal e wark or drilling, Sidezacking,
Deepening, Completing, Recompleting, or Plugging Back of  well. - ‘

Q. The term "Sidecrack” shall mean the disectiona! contro! and intentional deviation of & well from vertics! 0 8s 10
change the bottom hole location ualess done to atraighten the hole or 1o drill around junk in the hole to overcome other
mechanical difficulcies,

R. The term “Zone” shall mean g stratum of earch conzuumg ar thought to contain & common sccumulation of ou and
Gas separately producible from sny other common soumulagion of Ol and Gas,

Unless the context otherwise clearly indicates, words used in the singular includr the pluzal, the ward “person” includes
nzrural and sreificial persons, the plural includés the singular, and any gender includes the masculing, feminine, and neuter.

ARTICLE H.
. EXHIBITS . ‘
The following exhibits, ay indicated below snd sttached hereto, are xncurpcntc& In and mede » part hereof:
A. Exhibit “A," shall include the following informacion:
(1) Descriptlop of lands subject to this sgrecment,
(2) Restrictions, if uny, as to depths, formations, or substances,
(3) Partles to agreement with addresses and te!ephone nurmbers for notice putposes,
(4) Percearages or fructionsl interests of parties to chis agrecaient,
(5) Oil end Gas Lezses snd/or Oil and Gas Intereses subject 1o this ‘agreement,
(6) Burdens on production.

B. Exhibic "B,” Porm of Lease.

X __C. Bxhibic "C," Accounting Procedure,

X . D. Exhibic *,” Insurance.

X B Exhibic "B Gas Balsncing Agreement,

¥. Exhibit “F,” Noa-Discrimingtion and Cemification of Non-Segregated Facilities,

Information Requirements

x I. Exhibit "I", Notice of Joint Operating Agreement, Lien, Security Interests
and Financing Statement. -1~

‘Revised 3/2/98 '
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charges to the joint account and shall not be covered l%y the administrative overhead charges as prp

1f any provision of any exhibit, excepr Exhibies “E," "F" and “G," is inconsistent with any provision contained in
the body of this sgreement, the provisions in the bod'y of this agreement shall prevail.

ARTICLE 1L
INTERESTS OF PARTIES
A. Oil and Gas Interests: . .

If any party owns an Oil and Gas Interest in che Contract Arez, thar Intcrest shall be treated for all purposcs. ?f :hl'.'»'
agreement snd during the tesm hereof as if it were chvered by the form of Oil and Gas Lease sttached hercto as Exbibic "B,
sad the owner thercof shall be desmed 10 own borh royalty interest in such lesse and the inrerest of che lessee thereunder.

B. Intereses of Parties in Costs and Production: [ o

Unless changed by other provisions, all costs and lisbilities incurred in operstions under this sgreement shall be bom.c
and paid, and all equipment snd msterials acquired inl operations on the Contract Arca shall be owned, by the partics as their
interests are ser forch.in Exhibic "A.” In the same manner, the parties shall also own all production of Oil and Ges from the
Contract Area subject, however, to the payment of royalties and other burdens on production as described heseafrer.

Regardless of which party has contributed any Oil snd Gas Lease or Oil sand Gas Interest on which royalty or other
burdeas may be payable snd except as otherwise expressly provided in this agreement, each party shall pay or deliver, o{r
cause 1o zid_or delivered, all burdens pn its shere of the production from the Contract’ Azea up to, but not in excess of,

the rcyabigy bura‘éns- on eag%‘ndi%ﬂn‘ mnify, dcfind and hold the other parties free from any labiliry therefor.
Except 8s otherwise expressly provided in this agreement, if any party has contribwied herewo any Lease ar Interest which is
burdened with any royalty, overriding royalty, produ tion payment or other burden on production in excess of the amounts
stipulated above, such party so burdened shall assume and slone bear all such excess obligations and shell indemnify, defend
snd bold the other paries hereto hermless from say|and all cleims anributable to such excess burden. However, so long as
the Drilling Unit for the productive Zone(s) is identical with the Contract Ates, esch party shall pay or deliver, or cause
be paid or delivered, all burdens on production from the Contract Ares due under thé terms of the Oil and Ges Lease(s)
which such party has contributed 1o this agreement, pnd shall indemnify, defend and hold the other parties free from say
lisbility therefor. . '

No party shall ever be responsible, on & price basis higher than the price received by such party, to any other parcy’s
lessor or royalty owner, and if such other party's lessor or royalty owner should demand and reccive scetlement on 8 higher
price basis, the party contributing the affecred Lease sl'ﬁ‘all bear the additions! royaley burden sctributable to such higher price.

Nothing contained in this Arvicle IILB. shall be d d an essig of Cross-assig of i covered hereby,
and in the event two or more parties contribute to I

is agreement jointly owned Leases, the partles' undivided inrerests in
said Leaseholds shall be deemed separace leasehold interests for the purposes of this sgreement.
C. Subsequently Creared Interests:

If any party has contributed hereto 2 Lease or Interest thac Is burdened with an assignment of production given as security
for the payment of money, or if, after the date of rhis agresment, any party creates sn overriding royalty, production
payment, nct profits interest, sssignment of production) or other burden. payable our of production stributable to its working
interest hereunder, such burden shall be deemed & "'Ewubscquently Creared Interest.” Further, if any party has contribured
hereto a Lesse or Interest burdened with an overriding royalty, production payment, net profits interest, or other burden
payable out of production created prior 1o the date of this agreement, and such burden is not shown on Bxhibit "A," such
burden also shall be deerned a Subsequently Created Interest to the extent such burden causes the burdens on such party's
Lease or Interest to exceed the amouat stipulated in Article DLB. sbove.

The party whose Interest is burdened with the Subsequently Created Interest (the “Burdencd Party™) shall assume end
alone bear, pay sad discharge the Subsequently Created Interest and shall indemnify, defend and hold harmless the other
parties from and agalnst any lability cherefor. Further, if the Burdened Party fails o pay, when due, its share of expenses
chargesble hereunder, all provisions of Article VILB, shall be enforccable against the Subsequently Created Interest in the
same manner as they-are enforceable againse the working interest of the Burdened Paccy. If the Burdeaed Parry is required
under this egreement to assign or relinquish to zny other party, or parties, all or & portion of its working interest and/or the
production artribuzable therero, said other party, or parties, shall receive said assignment and/or production free and clear of
said Subsequently Created [aterest, and the Burdened Party shall indemnify, defend and hold harmless said other party, or
parties, from any and ell claims and demands for peyment asserced by owners of the Subsequently Crested Interest.

ARTICLE 1V,
TITLES

A. Tide Examination:

Title examination shall be made on the Drillsite of any proposed well prior to commencement of drilling operations and,
if a majority in interest of the Drilling Parties so requestjor Operator 3o clects, title examination shall be made on the entire
Drilling Unlr, or maximum sacicipated Drilling Unis, of the well, The opinion will include the ownership of the working
interest, minersls, royalry, overriding royalty sad production payments under the applicable Leases. Each party contributing
Leases and/or Oil and Ges Interests to be included in rhcl Drilisite or Drilling Unis, if appropriate, shall furnish to Operstor
all abstracts (including federsl lease status reporrs), title opinions, title papers and curative material in ifs possession free of
charge. All such information not in the possession of 05' made available to Operator by the parties, but necessary for the
examination of the title, shall be obtained by Opcrator. Operasor shall cause title to be examined by attorneys on its swff or
by outside srtorneys. Copies of all title opinions shall be furnished to cach Drilling Party. Costs incurred by O %
procuring abstracts, fees paid outside attorneys for title |examination (including preliminary, supplemental shu_r-'
opinions and division arder title opinions) and other direcr charges as provided in Exhibit “C" shall be borne by "'
Parties in the proportion chat the interest of each Drilling Pary bears to the total interest of all Drilling Partitis
interests appear in Bxhibit “A." Operator shall make no charge for services rendeced by its scaff actorneys or atherfife

in the rfgrmam;e of the above functions. ,
& . » . . . gt
shall be responsible for securing curative mage end pocling smendments or sgreements rgg

coanection with Leases or Ol and Gas Interests cantributed by pasty, Operator shall be tesponsible forg
and recording of pooling designations or declarations and communitization agrecments s well s the g9
before governments) agencies for the securing of spacing or pooling orders or sny other ordezs necess:
the conduct of operations hereunder. This shall not prevent say party from sppearing on i .k

Costs incurred by, Operator, including fees paid to outside attorneys, which are associsted with heafings
sgencies, end which costs are necessary and proper for the sctivities watemplated under this sgredin
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Opersator shall make no charge ior services rendered by its staff acorneys or other personnel in the performance of the above
functions.

No well shall be drilled on the Concract Arca until after (1) the title to the Drillsice or Drilling Unit, if appropriate, has
been examined as-above provided, snd (2) the citle has been approved by the examining attorney or title has been sccepted by
all of the Drilling Partics in such well,

B. Loss or Failure of Title:

“Fritoreot-Fiter Srovid-rny-Biand-Gerd or-Oiend-Gra-Loesebe-lost-through-foi

rcducuon of Interesr from that shown on Exhibir "A,” the party credited wuh conrﬂbuung the aﬂccred Lcue or Tnterght

failure to acquire & new lease or other instrument curing the entirety of the ritle failure, which acquisition will aot be ubject
to Article VILB., and failing to do so, this agreement, nevcrthelcss, shall continue in force as to all remaining Oi)/and Gas
Leases and !ntctcsts. and,

() The party credited with contributing the Oil and Gos Lease or Interest affecred by the citle failure/Ainchuding, if
epplicable, & successor in interest to such party) shall bear slone the entire loss and it shall not be entitled £ recover from
Operator or the other parties any development or operating costs which it may have previously paid or jécurred, bur there
shall be no sdditional liability 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 recelved frony the operation of the
Lease or Interest which bas failed, but the interests of the partics contained on Exhibir "A" shall ¥c revised on o acreage
basis, s of the cime it is determined finally that title feilure has occurred, so that the interest of the party whose Lease or
Interest is affected by the title failore will therpafter be reduced in the Contreet Area by the amoung/Af the Lease or Interest failed;

{(c) If the proportionste interest of the other parties hereto in any producing well prgviously drilled on the Contract
Arca is Increased by reason of the title failure, the party who bore the costs incurred in congection with such well arcributable
to the Lease or Interest which has failed shall receive the proceeds astributable to the ingsease in such intesest (less coses snd
burdens attributable therero) until it has been reimbursed for unrecovered costs pajd by it in connection with such well
atcribucable to such failed Leese or Interest;

(d) Should any person not s party to this sgreement, who is determinedfo be the owner of sny Lease or Interest
which has failed, pay in sny. menner any part of the cost of operation, developmént, or equipment, such amount shall be paid
to the party or parties who bore the costs which are 50 refunded;

(¢) Any Liability to scoount to & person not s party to this sgreemeny/for prior production of Oil end Gas which arises
by reason of ritle failure shall be borne severally by cach party (includidg s predecessor to a cutrent party) who received
production for which such accounting Is required based on the amouat £f such production received, snd each such party shall
severally.indemnify, defend and hold harmless all other parties heregy/for sny such lisbilicy to gecount;

(f) No cherge shall be made w0 the joint account for legal penses, fees or salaries in connccuon with the defense of
the Lease or Interest claimed to have failed, but if the party conpAbuting such Lease or Interest hereto elects to defend its title
it shall bear all expeases in connection therewith; and

(g) If any party is given credit on Bxhibit "A” to £ Lease or I which is limited solely to ownership of an
interest in the wellbore of any well or wells and the progerion cherefrom, such party's absence of interest in' the remainder
of the Contract Ares shall be considered a Failure of Tjde as to such remeining Contract Ares unless thar sbsence of interest
is reflected on Exhibit "A.”

2. Loss by Non-Payment or Exsoneous Paymenyof Amount Due: If, :hrough mistake or ovcmght, sny rental, shut-in-well
peyment, minimum royslty or royalty payment, 6r other peyment necessary to maintsin all or s portion of an Oil snd Gas
Lease or Interest is not paid or Is erroncously faid, and as @ result & Lease or Ingerest rerminates, there shall be no monewry
liability aguinst the party who failed to such payment, Unless the parry who failed to make the required payment
sccures @ new Lease or Interest coverlng plie same interest within ninety (90) days from the discovery of the failure to make
proper payment, which acquisition willfot be subject o Article VIILB., the interests of the pacties reflecred on Bxhibic “A"
ffective as of the date of termination of the Lease or Interest involved, and the party
) will no longer be credited with an interest in the Contract Area on account of ownership
of the Lease or Interest which hyd terminated. If the party who failed to make the required paymcnt shall not have been fully
reimbursed, at the time of the/loss, from the proceeds of the sale of Oil and Gas attributable to the lost Lease or Interest,
calculated on &n acreage basié, for the development and operaring costs previously paid on account of such Ledse or Interest,
it shall be reimbursed foy/unrecovered actual costs previously paid by it (but not for its share of the cost of any dry hole
previously drilled ar wejls previously abandoned) from so much of the following &s is necessary w effect reimbursement:

(8) Proceeds o7/Oil and Gas produced prior to termination of the Lease or Interest, less operating expenses and lease
burdens chargesble ficreunder to the person who failed to make payment, prcvxously sccrued to the credit of the lost Lease or
Interest, on an sgfesge basis, up to the amount of unrecovered costs;

(b) Progkeds of Oil and Gas, less operating expeases and lesse burdens chacgeable herennder to the person who failed
to make paysfienr, up to the amount of unrecovered costs attributable t that portion of Oil and Gas theresfter produced and
uding production from aay wells thereafrer drilled) which, in the absence of such Lesse or Interest terminarion,
sttributable to the lost Lease or Interest on an wcreage busis sind which s @ resule of such Lease oc lnterest
tion is credited to other partics, the proceeds of said portion of the Oif and Gas 10 be contributed by the other pun:s
oportion to their respective interests reflected on Exhibit "A"; anéd,

(c) Any monies, up to the amount of unxcoovcrcd costs, that may be paid by say parey who is, or becomes,

o ) ot biiom Al
i " (i
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Ottt iraseortmerest Au:s, ~for nlC_PLlauhﬁ\. ot 1% Tares the-6 Lz

3. O:her Losses: All losses of Lusc.s or Intcrests committed to this agrcement, orha

and the loss of any Lease by expiration at the end of its primary term if it is not renewed or extcnded.
mdjuscmcnt of interests in the remaining portion of the Contract Arca on eccount of any joine loss. i
ialesFe—th of-a-Foilure-sf-Titde-uadervdeticl-TBl e of title undor Aseiclh: UZieE

I.es.sc or Interest acquired by any party hereto (oche: than the party whos: mzcrcst b
(90) day period provided by Article IVBI and B-2zly
ar wes losc shall b
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ARTICLE V.

OPERATOR
A. Designation and Responsibilicies of Operator:

in;nwej-l ePrDQYI Inc. - shall be the Operator of the Contract Arcz, and shall conduct

aad direct and have full control of all operations on the Contract Ares as permitted and required by, and within the limits of
this agreement. In its performance of services hereunder for the Non-Operators, Opersior shall be an independent contraczor
nor subject to the control or direction of the Non-Operators except as to the type of operation to be undertaken in accordence
with the election procedures contained in this agreement. Operator shall not be deemed, or hold itself out as, the sgent of the
Non-Operators with suthority to bind them to any obligacion or liability assumed or incurted by Operssor as to any third
party. Operator shall conduct its scrivities under this agreement as a reasonable prodent operator, in & good and workmenlike
manner, with due diligence rnd dispatch, in sccordance with good oilfield practice, and in compliance with applicable law and
regulation, but in po event shall it have any liability as Operator to the other parties for losses sustained or lizbilivies incurrcf:\
excepr such s may result from gross negligence or willfo! misconduct.’
B, Resignation or Removal of Operator and Selection of Successos:

1. Resignation or Removal of Operstor: Operator may resiga st sny time by giving written notice thereof to Non-Operators.
If Operator tecminates its Jegal existence, no longer owns an interest herevader in the Contract Ares, or is 0o longer capable of
serving s Qperator, Operatar shall be deemed to have resigned withoue say action by Noa-Operators, exccpt the sclection of 8
successor. Operator may be removed only for good cuse by the affirmative vote of Non-Operators owning & majoriry interest
based on ownership ss shown on Exhibic "A” remaining sfter excluding the voting intesest of Operator; such vote. shall not be
deemed effective until 8 written notice has been delivered o the Operator by 8 Non-Operator detailing the alleged default and
Openator has failed o cure the defauls within thirgy (30) days from its receipt of the notice or, if the defanl concesas an
operation then being conducred, within forty-sight (48) hours of ts receipt of the notice. For pucposes hereof, “good cause™ shall
mean not only gross negligence or willul misconduct bur elso the material breach of or inability to meet the standards of
operation contained in Article V.A. or material failure or inability to perform its obligations under this agreement.

Subject to Article VILD.1., such resignstion or removal shall not become effective until 7:00 o'clock AM. on the first
day of the calendar month following the expiration of alnety (90) days after the giving of notice of resignation by Operator
or action by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of
Operator st sn earlier date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof s &
Non-Operator. A change of & corporate name or structure of Operator or transfer of Operatar’s interest to any single
subsidiary, parent or successor corporation shall nor be the basis for removal of Operstor.

2, Selection of Successor Operatar: Upon the resignation or removal of Operator under any provision of this agreement, &
successor Operator shall be selected by the parties. The successor Operator shall be selected from the parties owning an
interest in the Contract Area &t the time such successor Operator is selected. The successor Operator shall be selected by the
affirmative vote of two (2) or more parties owning.a majority interest based on ownership as shown on Exhibit “A™;
provided, however, if an QOperator which has been removed or is d d 0 have resigned fails to vote or votes only w
succeed itself, the successor Operetor shall be selected by the sffirmative vote of the party or partics owning & msjority
interest based on owacrship ss shown on Exhibit "A™ remaining afeer excluding the voting interest of the Operator that was
removed or resigned. The former Operator shall promptly deliver w the successar Operacor all records and data relating to'
the operations canducted by the former Operator to the extent such records end dats are not already in the possession of the
successor operator. Any cost of obraining or copying the former Operator's records and dars shall be charged to the joint
accouat,

3. Effect of Bankruprcy: If Operator becomes insolvent, bankrupt or is placed in receivership, it shall be deemed to have
resigned without sny action by Non-Operators, excepr the selection of & successar, If & perition for relief under the federal
bankruptcy laws is filed by or against Operator, and the removal of Qperstor is prevented by the federal bankrupecy court, all
Non-Operators and Operator shall comprise an interim aperating committee to serve uatil Operator has elected to reject or
essume this sgreement pursuant 1o the Bankrupicy Code, and an election to reject this sgreement by Operator 25 & debtor in
posscssion, or by a trustee in bankruptcy, shall be deemed a zesignation as Operator without eay sction by Non-Operators,
excepe the selection of a successor. During the period of time the operating committes controls operations, all actions shall
require the spproval of twa (2) or more parties owning a majprity inserest based on ownership #5 shown on Exhibit “A." In
the event there sre only two (2) parties to this agreement, during the period of time the opersting committee controls -
operations, & third party acceprable to Operator, Non-Operator and the federal bankruptey courr shall be selecred 55 @
member of the operating committee, and all actions shall require the approval of two (2) members of the operating
committee without regard for their interest in the Contract Area based on Exhibit "A.”

C. Employees and Coatractors:

The number of employees or contractors used by Operator in conducting operations hereunder, their selection, and the
hours of labor and the compensation for services performed shall be determined by Operstor, and all such employess or
contractors shall be the employess or contractors of Operaror,

D. Rights and Dutdies of Operator:

1. Comperitive Rates end Use of Affiliates: Al wells drilled on the Contract Area shall be drilled on & comperitive

contsact basxs at the usuzl sates prevailing in che srea. If it 5o desires, Dpcrazor may cmploy its own tools and equxpmcnt in

shall be performed or supplied at oompe:mvc rates, pursuanc to written sgreement, and in sccordance with 915 and
standards prevailing in the industry. £
2. Discharge of Joint Account Obligations: Except us herein otherwise specifically provided, Operator shall p:
and discharge expenses incurred in the development and operation of the Contract Ares pursusnt to this agreEn
charge each of the parties hereto with cheir respect:ve proporuonatc shares upon the expense basis provi

made and rcccwcd.
3. Protection from Liens: Operator shall pay, or cause to be paid, es and when they become due and ppEhlifShE

of contractors and suppliers snd wages and salaries for services teadered or performed, and for materis :"m ré;ﬁn .&13
sespect of the Contrace Asen or eay operstions for the joint sceount thereof, und ghall keep the o
‘exclusive of Saturdays, Sundays and legal holidays

-4
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ficas snd encambrances resulting therefrom exceps for those resulting from a bona fide dispute es to services rendesed or
materials supplied,

4. Costody of Funds: Operator shall hold for the sccount of the Non-Operators #0y funds of the Non—Opem:o:s adveoced
or paid to the Operator, either for the conduer of operations hercunder or- s # result of the sale of production from the
Contract Ares, and such funds shall remain the funds of the Noa-Operators on whos: sccount they are sdvanced or paid until
used for their lntended purpose or otherwise delivered to che Non-Opcnmrs or applu:d toward the payment of debrs us
provided in Arvicle VILB. Nothing in this paragraph shall be construed to éstablish & fiduclary relsrionship berween Operator
and Non-Operators for any purpose other thsn to sccount for Noa-Operator funds as hercin specifically provided. Nothing in
this purugruph shall require the maintenance by Operator of sepurate sccounts for the fuads of Non-Operstors valess the
parties atherwise specifically agree.

5. Acgess to Contract Ares and Reoords; Operator shall, excepr &s atherwise provided herein, permit each Non-Operator
or its duly enthorized represcatative, st che Non-Operutor's sole risk snd cost, full and free sccess ac all reasonable times 10
all operations of every kind sad chaructes being conducred for the joint account on the Contract Ases and to the records of
operations conducted thereon or production therefrom, Including Opesator's books and records relating: chereto, Such nocess
rights shall not be exercised in & manner interfering with Op "3 conduct of an operation h der.and shall not obligace
Operator w furnish sny geologic or geophysical dsw of sn Imerpretive nsrure unless the cost of preparation of such
interpretive dats was charged to the joinr account. Opesator will furnish to'cach Non-Opersior upon request copies of any
and all reports and information obrained by Operator in connectlon with production and related Irems, including, without
Limitation, meter and chart reports, production purchaser stztements, sua tickets and monthly gauge reports, bur excduding
purchase concraces and pricing information to the exteat not spplicsble to the production of the Non-Opersror seeking the
information. Any audit of Operatars records relating o expended wnd the sppropri of such expendicures’
shall be conducted in accordsncs with che audit p:omol spccxfu:d in Bxhibit "C.”

6. Piling and Purnishing Governments! Reports; Operator will file, snd upon written request promprly furnish copies to
each requesting Non-Operator not in default of its papment obligations, alf operstional notices, reports or applications
required to be filed by focal, State, Federal or Indisn sgencies or suthorities having jucisdiction over operstions herennder.
Bach Non-Operator shall provide to Operator on & timely basis all lnformation necessary to Operator to make such Alings.

7. Drilling and Testing Operations; The following provisians shall apply to each well drilled hereunder, including but not
limited to the Inidal Welk:

(a) Operstor will prompely sdvise Non-Operators of the date on which the well is spudded, or the dste on which
drilling operations sre commenced.

(b) Operssor will send to Non-Operstors such reporss, test results and aotices regarding the progress 6f operations on the well
udxeNon-Opcmmzsshxﬂmsomnymquunindudm&bmmrhnuwdm,daﬂydmhngmpommmplcuoumpms,mdweﬂhp.

{c) Opeator shall adequately test all Zones eacountered which may reasonsbly be expected to be capable of producing
Oil and Gas In paying quantities us & result of examination of the electric log or say other logs or cores or tests conducted
heseunder.

8. Cost Estimates. Upoa request of any Conseating Party, Operacar shall furnish estimates of curreat and cumulacive costs
incurred for the joint sccount st seasonable intervals during the conduct of sny operation pursusnt to this sgrecment.
Operaror shall not be held lisble for errars in such estimates so long a3 the estimatés are made In good faith,

9. [msurages: At all cimes while operations are conducied herennder, Operstor shall comply with the workers
compensation law of the swte where the operations are being conducted; provided, however, thar Opcmor may be self.
insuser for liability under said compensation Isws in which event the only charge thiat shall be msde o the joint sccount shall
be a3 provided In Exhibit “C." Operator shall also carry or provide lnsurance far the bencfit of the Joint accounc of the parties
85 outlined in Exhibit “D" attached hereto and made & pare hereof, Operater shall fequire all concractors engeged in work on
or for the Contract Ares to camply with the workers compensarion law of the state whese the operations are being conducted
snd to msintio such other insurence s Operator may require,

In the event sutomobile Usbility insurance is specified In said Exhibic ™D," or subsequently receives the spproval of the
parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator’s sutomotive

equipment.
’ ARTICLE VL
DRILLING AND DEVELOPMENT
A, Inicial Well: ) : :
On or before the day of e 1 19 » Oper shall commence the drilling of the Initial

Well ac che following location:

TO BE DETERMINED.

- R »

and shall chereafter coatinue the dri.llir_xg of the well with due diligence 10

The drilling of the Initial Well and the participation thesein by &ll parties is obligatoty, subject to Aricle VLC.1. a5 to piiei
chmplcnonopcmuonsmdAmdeVI.Fumurmmmnofopcnuommdhmdemuwmmpﬂ g
B. Subsequent Qpesations:

1. Proposed Operetions: if any parry hereto should deaire to drill any walt antheConmcz Ares other the ;
& any party should dualis to Rawork, Sidarrack, Deapan, Recomp! _or?lugh:ksdzyhchorlwu RSk

producing in paylng quantities in which such pasty has.not otherwise selinquished ins ncarest In the proposed bl "ﬂn& dar

this agreement, the party desiring to drill, Rewark, Sidetrack, Deepen, Recomplete or Plug Back such & ﬂi&}‘l XWKE’Z :ﬁﬂg‘%ﬂ:

sotice of the proposed operation o the parties who havg oot otherwise relinguished cheir §

ﬁ.
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-telegram, telex, telecopier, or other form of facsimile

under this agreement and 1o all other parties in the case of a proposal for Siderracking or Deepening, specifying che work to be
performed, the location, proposed depth, objective Zone and the estimated cost of the operstion. The parties o whom such @
aotice is delivered shall have thirty (30) days afier receipt.of the notice within which to notify the party proposing 1o do the work
whether they elect to participate in the cost of the proposed opersrion, If a*drﬂling rig is on jocation, notice of 2 pro]
Rework, Sidetrack, Recomplete, Plug Back or Deepen may be given by telephone and the response period shall be timited to forry-
cight (48) hours, exclusive of Samuday, Sunday and legal holidays. Failuse of 8 pary to whom such notice is delivered to reply
within the period above fixed shall constinate an eloction by ther parry not t parcicipate in the cost of the proposed operation.
Any proposal by & party to conduct an operation conflicting with sthe operation mlm]ly proposed shall be delivered co all parties
within the time and in the manaer provided in Arcicle VLB.S.

If all partics to whom such notice is -delivered elect to paricipate in' such & proposed operation, the parties shall be
‘contracrually commicred to participate therein provided such operations are commenced within the rime period heresfter ser
forth, and Operator shall, no later than ninety (90) days after expiration of the notice period of thirry (30) days (or as
promptly &s practicable after the expiration of the forry-eight (48) hour period when a drilling rig is on location, as the case
may be), scrually commence the proposed operation and thereafeer complexc it with due diligence ac the risk snd expense of
the parties parcicipating therein; provided, however, said commencement date may be exvended upon written notice of same
by Operator vo the other parties, for & period of up to thirry (30) sdditiona! days if, in the sole opinion of Operatar, such
additions! time is reasonebly necessary to obtain permits from governments! authorities, surface rights (including rights-of-
way) or appropriate drilling equipment, or to complete title examination or curative matter required for title approval or
scceptance. If the actual operstion has not been commenced within the time provided (including any extension thereof as
specifically permitted herein or in the force majeure provisions of Article XI) and if any party hereto still desires to conduct
sald operation, written aotice proposing same must be resubmitted to the other parties in accosdance herewith ss if no prior
proposel had been made. Those parties that did not participate in the drilling of 8 well for which & proposal o Deepen or
Sidetrack is made hercunder shall, if such parties desire to participate in the proposed Deepening or Sidetracking operarion,
reimburse the Drilling Parties in accordance with Arcicle VLB, in the event of & Deepening operntion and in sccordsnce
with Article VLB.S. in the event of a Siderracking operation.

2. Operations by Less Than All Perties:

(e} Determination of Participation. If sny pasty to whom such notice is deliversd es provided in Article VLB.L or
VLC.1. (Option No: 2) elects not o participate in the proposed operation, then, in order to be entitled to the benefits of chis
Article, the party or parties giving the notice and such other parties s shall elect to participate in the operation shall, no
fater than ninety (90) days sfter the expiration of the notice period of thirty (30) days (or &s promprly as practicable after the
expiration’ of the forty-eight (48) hour period when 2 drilling rig is on Jocation, s the case may be) acrually commence the
proposed operation and complete it with due diligence, Operator shall perform all work for the sccount of the Consenting
Parcies; provided, however, if no drilling rig or other equipment-is on location, and If Operator is @ Non-Consenting Party,
the Consenting Parties shall either: (i) request Operator to pecform the work required by such proposed operation for the
account of the Consenting Parties, or (ii) designste one of the Consenting Parties as Operator to perform such work. The
tights and duties granted to and imposed upon the Operator under this agreement are granted to end imposed upon the parry
designated as Operator for an operstion in which the original- Operstor is a Non-Consenting Pirty, Consenting Parties, when
conducting operations on the Contract Area pursuant to this Arricle VI.B.2,, shall oomply with all terms and conditions of this
sgreement. -

If less than all parties spprove any propased operation, the proposing party, immediately after the expiration of the
appliceble notice period, shall edvise all Parties of the tom! inwerest of the pasties spproving such operstion and its
T dacion us to whether the G ing Parties should procesd with the operation s proposed. Bach Consenting Party,
within forry-eight (48) houx: (exclusive of Saturday, Sunday and legal holidsys) after delivery of such notice, shall sdvise the
proposing pasty of its desite to (i) limic participation to such. party's interest as shown on Exhibit "A" or (i) carry only irs
proportionate part (determined by dividing such parry's interest in the Contract Area by the inserests of all Consenting Parties in
the Concract Area) of Non-Consenting Parties® interests, or (iil) carry its proportionate part (determined es provided in (i) of
Non-Consenting Parties' interests together with all or a portion of its proportionate part of any Non-Consenting Parties’
interests thar any Consenting Party did not elect to take. Any interest of Non-Consenting Parties thar is not carried by 2
Consenting Party shall be deemed to be carried by the party proposing the operation if such parry does not withdraw its
proposal Failure to advise the proposing parcy within the time required shall be deemed an election under (i) . In the eveat ¢
drilling rig is on location, notice may be given by telephone, end the time permitted for such ¢ response shall not gxceed s
total of forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays). The proposing party, at its election, may
withdraw such proposal if there is less than 100% participation and shall notify all parties of such decision within ten (10)
days, or within rwenty-four (24) hours if a drilling rig is on location, following expiration of the applicable response period.
1f 100% subscription to the proposed operation is obtiined, the proposing party shall promptly notify the Consenting Parties
of their proportionate interests in the operation and the parcy serving as Operator shall commence such operation within the
period provided in Article VLB.1,, subject o the same extension right ss provided therein.

(b) Relinquishment of Interest for Non-Participation. The entire cost and risk of conducting such operations ‘shall be
borne by the Consenting Parties in the proportions they have elected to bear same under the terms of the preceding
paragraph. Consenting Parties shall keep the leaschold estates involved in such operstions free and elear of all liens and
encumbrances of every kind creared by or arising from the operations of the Consenting Parties. If such an operati &5 resules
in s dry hole, then subject to Articles VLB.6. and VLE3,, the Conscnting Parties shall plug and ebandon the well agifrestore
the susface location at their sole cost, risk and expensc; provided, however, that those Non-Consenting Pafii:
participated in the dnllxng, Deepening or Sldctmckmg of the well shall zemain lmble for, und shall pay, their pm‘ j

incressed by ‘the subsequent operations of the Consenting Parties. If any well drilled, Reworked, Sidetracked, }
Recompleted 'or Plugged Back under the provisions of this Armicle results in a well capable of producing Ol and
paying quantizies, the Consenting Parties shall Complete and equip the well to produce ac their sole cost
well shall thep be turaed over to Operaror (if the Operator did not conduct the operation) and shall be oférs
expense and Jor the sccount of the Consenting Parties, Upon commencement of operations for the -g'u
Sidetracking, Rccomplcung, Decpening or Plugging Back of any such well by Consenting Parties in -a‘
provisions of this Agricle, esch Non-Conswnring Party shall be deemed to have relinguished o Comentiggiiéy
Consenting Pértics shall own and be catitled 0 receive, in proportion to their respective intere ‘:’!"tl!"df'iwi"ﬂb‘ﬂ““

un hllul I wifias by e
Consenting Party's interest in the well and share of production therefrom -or, in the case of a R RE( é‘gg g
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Deepening, Recomplering or Plugging Back, or ¢ Compledion pursuaat to Amdc VI.C.1. Option No. 2, all of such Non-
Consenting Party's Interest in the production obuained from the operation In which the Non-Consenting Party éid not elect
w particlpate. Such relinquishmens shall be eHective il the proceeds of the sulé of such :lhm ésfeilared a¢ the well, or
marker value thereof if such share is not s0ld (after defucting applicable ad val ductian, sevesanos, and excise Gxes,
royalty, overriding' royslty and other Intesests not excopsed by A.m:le G psyable out of ot mu.suxad by the production
from such well socruing with sespect to such incergse-uncil i sevéns), shall equal the torz! of the Iollowmg
(@) —— 100_ ¢ of eacti such Non—Conscnnng Party's share of the cost of aay newly soquired of quip

beyond the wellhesd connecrions (including but nor limsited 5o stock taks, sepassrors, pumplng equipment and
piping), plus 100% of each such Non-Consenting Parry’s share of the cost of operstion of the well commencing wich first
production snd connuing uncil esch such Non-Ce Ing Puarty's relioquished & shall revert to it under orher
provisions of this Article, It being apreed chat each Noa-Conscn:mg Party's shsre of such costs and equipment will be that
interest which would have been chargeable to such Non-Conscnung Pury tiad it participated In the well from che beginning

of the. opeunoxl' b-nd
) 22 % of (n) that portion of the costs and expenses of drilling, Reworking, Sidetsacking, Decpening,
Plugging Back, testing, Completing, snd R pleting, after deducing any cash concributlons reccived under Asticle VILLC,

snd of (b) that partion of the cost of aewly ncquit'ed equipment {n :he well (ro and including the wellhcad connections),
which would have been chargesble to such Non-Consenting Party if it had participated therein.

Notwithstanding anything to the coatrary In this Article VLB, if the well does not seach the deepest objective Zone
described in the notice proposing the well for reasons ather thsn the encountering of granite or pracsically impenetrable
substance or other condition in the hole rendering further operations impracticable, Operator shall give notice thereof to each
Noa-Consenting Parey who submitted or voted for sn alternative proposs! vader Asticle VIB.G, co drill che well o 2
shallower Zone than the deepest objective Zoae proposed in the notlce under which the well was drilled, and each such Noa-
Consenting Pasty shall have the optlon to participate In che lnltial proposed Completion of the well by paying lts share of the
cost of drilling the well to its actual depth, calenlated in the maanier provided in Amicle VB4 (a), If any such Non-
Consenting Party does not elest o participate in the first Completion propesed for such weﬂ, the relinquishment provisions
of this Astlele VLB.Z. (b) shall spply to such pasty's interest,

(c) Reworking, Recompleting or Plugglag Bnck. An clection mot to pasticlpace o the drilling, Sldetracking or
Decpening of a well shall be decmed 2n election not to participate in any Reworking or Plugging Back operation proposed in
such & well, or portion thereof, to which the Initls] non-consent election applied that is conducted st any time prior o full
recovery by the Conseating Parcies of the Non-Consenting Parsy's Similarly, sa election oot to
participate in the Completing or Recompledng of & well shall be deemed m election nor to participsre in any Reworking
operation proposed {a :uch a well, or portion thercof to which the Inltia} pon-conseat elecsion applied that Is conducred at
say time prior to full recovesy by the Consenting Parties of the Non-Consenting Party's recoupment smount. Any such
Reworking, Recomplecing or Plugging Back operstion conducred durlng the retoupment period du.ll be decmed Em of the
cost of operation of ssid well and there shall be 2dded o the sums to be recouped by the G g Parcies 300 g of
that portion of the costs of the Reworking, Recompleting or Plugging Back opcnzion which would have been chargeable o
such Non-Consenting Party had it participuted therein, If such a Reworking, Recompleting or Plugging Back operation is
proposed during such recoupment period, the provisions of this Article VLB, shall be applicable as between said Consenting
Parties in sald well.

(d) Recoupment Mmcrs During the period of time Consencing Parcies are entitled % receive Non-Conseating Parey's
share of production, or the proceeds therefrom, Consenting Parties shall be responsible for the paymeat of all ad valorem,

production, severance, excise, guthering and dther mxes, snd all soyalty, overriding roydty a2d other burdens lpplxmhle 0
Non-Consenting Pasty's share of producrion not excepted by Amicle II.C.

In the ase of any Reworking, Sidetracking, Plugging Back, Recompleting or Decpening operatlon, the Consennng
Farties shall be permirnted to use, free of cosy, all casing, rubing snd other equipment da the well, but the ownership of all
such equipment shall remain unchanged; and upon sbandonment of » well sfter such Reworking, Sidetracking, Plugging Back,
Recompleting or Deepeaning, the Conseating Parties shall sccount for i} such equipment to the owners thereof, with esch
party receiving its proportionete part in kind or in value, less cost of salvage.

Within alnety (90) days afeer the completion of any operation uader chis Article, the party conducing the operations
for the Conscating Partles shall furnish each Non-Consenting Party with un inveatary of the equipment in snd conaected to
the well, 2nd an iremized statement of the cost of drilling, Sidetracking, Peepening, Plugging Back, testing, Completing,
Recomplering, and equipping the weu for production; or, a its option, the operating parry, In licv of an ltemized statemeat
of such costs of , may submit & detsiled of monthly billings. Ezch month thereafter, during the time the
Conseating Puuu ace bdng reimbursed a3 ptovtdcd above, the party conducsing the opérations for the Conseating Pastics
shall furnlsh the Noa-Consenting Parties with an ftemized statement of all cosr ead lishilities incurced in the operation of
the well, together with & statement of the qusarity of Oil sad Gas pmduwd from it and the amount of proceeds realized from
the aale of the well's working interest production during the preceding month. In determining the quantity of Oil and Gas
produced during any month, Consenting Partles shall use Indusry agcepred methods such a3 bur nor limited to metering or
petlodic well tests, Any smouns realized from the sale or other disposition of eqnipa::m newly acquired in connection with
any such operation which would have beca owaed by ¢ Non-Consenting Party hsd it psivicipated thereln shall be credited
3 the romml curned costs of the work done and of the equip puschased in determining when the latere{Fhaf such
Noa-Consenting Party shall revert.to I 15 above pxbvuipd. and if theze is » credit balance, it sh;!l be pald o ’
Conseating Party,

such Noa-Conscating Party would have been entlded to had. i pasticipated ln the drilling, Sidetrackisg
Deepening, Recompleting or Flugging Back of sald well. Thereafter, such Non-Conseating Parey shall b
shall pay its propostionate part of the further costs of the operation of sald well in sccordsnce wit)
egrecment 30d Exhibit “C" stached hereto.

3. Stand-By Cosey: When'a well which bas besa dsilled or Deepened has reacheq its suchorized de
beed completed and the results thereof furnished to he partles, or when opesatins on the welll HE

1
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Sidetracking, Deepening, Recomplering, Plugging Back or Complering operation in such a well (including the period requifcd
under Articde VLB, w resolve competing propasals) shall be charged snd bacne as part of the drilling or Decpc.nm&
operation just completed. Stand-by costs subsequent to all parries responding, or expirstion of the response time permined,
whichever first ocours, and prios to agreement as to the participating inzerests of all Consenting Parties pursuant to the terms
of the second grammatical paragraph of Article VLB.2. (a), shall be charged to and borne as pare of the proposed operation,
bur if the proposal is subsequently withdrawn because of insufficient participation, such stend-by cosss shall be sliocated
between the Consenting Parties in the proportion each Consenting Party's interest as shown on Exhibit "A” bears to the toral
interest ss shown oa Exhibit "A" of all Consgnring Parsies.

In the event that notice for & Sidetracking operation is given while the drilling rig 10 be urilized is on location, sny parcy
may request and receive up o five (5) additional days sfter expiration of the forty-sight hour response period specified in
Article VLB.1. within which to respond: by paying for all stand-by costs and other costs incurred during such extended
response period; Operator may requise such party to pay the estimated siand-by time in advance a5 3 condition to extending
the response period. If more then one party eleces o take such additional time to respond o the notice, standby costs shall be
allocated berween the parties taking sdditional time to respond on s day-to-day basis in the proportion each electing party's
interest a5 shown on Exhibit "A” beass 10 the total interest a5 shown on Exhibic "A” of all the electing parties.

4. Decpening: If less than all the parties elect to participate in a drilling, Sidetracking, or Deepening operation proposed
pursuant to Acticle VIB.1., the interest relinquished by the Non-Consenting Parties to the Consenting Parties under Arricle
V1B.2. shall relate only and be limited to the lesser of (i) the toral depth acrually drilled or (ji) the objective depth or Zone
of which the parties were given notice under Article VLB.1, (“Initial Objective”). Such well shall not be Decpened beyond the
Initisl Objective without firsc complying with this Article o afford the Non-Consenting Parties the opportunity o participate
in the Deepening operation. .

In the event sny Consenting Party desires to drill or Deepen a Non-Consent Well to a depth below the Initial Objective,
such party shall give notice thereof, complying -with the requirements of Amicle VIB.1, to all pasties (including Nan-
Consenting Parties). Thereupon, Articles VLB.1. and 2. shall spply aad all parties receiving such notice shall have the right to
participate or not participate in the Deepening of such well pucsuant to said Articles VLB.1. end 2. If & Deepening operation
is spproved pursuant to such provisions, and if any Non-Consenting Party elects 1o patticipate in the Deepening operation,
such Non-Consenting party shall pay or make reimbursement (as the case may be) of the following costs and expenses:

(a) If the propasal to Deepen is made prior to the Complecion of such well as 8 well capable of producing in paying
quantities, such Non-Consenting Party shall pay (or seimburse Consenting Parties for, s the case may be) thar share of costs
and expenses incwred in connection with the drilling of said well from the surface to the Initial Objecrive which Non-
Consenting Parey would have paid had such Non-Consenting Party sgreed to participate therein, plus the Non-Consenting
Party's share of the cost of Deepening and of participating in any further operations on the well in sccordance with the other
pravisions of this Agreement; provided, however, all costs for testing and Completion or attempted Completion of the well:
incurced by Consenting Pacties prior to the point of actual operations to Deepen beyond the Initial Objective shall be for the
sole account of Conscating Parties.

(b) If the proposal is made for 3 Non-Consent Well thar has been previously Completed as 2 well capable of producing
in paying quantitics, but is no longer capable of producing in paying quantities, such Non-Consenting Prety shall pay (or
reimburse Consenting Parties for, as the cuse may be) its proportionacte share of all costs of drilling, Completing, end
equipping said well from the surface to the Inicial Objective, calculated in the manner provided in paragraph (s) sbove, less
those costs recouped by the Consenting Parties from che sale of praduction fom the well. The Non-Consenting Pacty shall
also pay its proportionste share of all costs of re-entering said well. The Non-Consenring Parties” proportionate parr (based
on the perceatage of such well Non-Consenting Party would have owned had it previously participated in such Non-Consent
Well) of che costs of salvable materials snd equipment remaining in the hole and salvable surface equipment used‘in
connection with such well shall be detcrmined in accordance with Exhibit "C" If the Consenting Parties have recouped the
cost of drilling, Completing, and equipping the well at the time such Decpening operation Is conducted, then a Non-
Consenting Parcy may pacticipate in the Deepening of the well with no payment for costs incurred prior to re-entering the
well for Decpening.

The foregoing shall not imply a right of sny Consenting Party to propose any Decpening for 2 Non-Consent Well prior
to the drilling of such well to its Initial Objecrive without the consent of the other Consenting Partles &s provided in Article
V1F

5. Sidetracking: Any party hsviag che tight to pacticipate in  proposed Sidetracking operation that does not own an
interest in the affected wellbore st the time of the notice shall, upon electing to parricipate, tender to the wellbore owners its
proportionate share (equal to its interest in the Sidetracking operation) of the value of that portion of the existing wellbore
to be utilized as follows:

() ¥ the proposs! is for Sidetracking an existing dry hole, reimbursement shall 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 produged, reimbursement shall be on the basis of
such party’s proportionate share of drilling &nd equipping costs incutred in the initial drilling of the well down to the depth
8t which the Sidetracking operation is conducted, celculated in the manaer described in Article VLB.4(b) above. Such parry’s
proportionate share of the cost of the well's salvable materials 2nd equipment down to the depth et which the Sxdctrackmg
operation is initiated shall be determined in accordance with the provisions of Exhibit "C.” B

6. Order of Preference of Opemtlons Exocpr as a:herwxsc specifically provided in this agreement, if sny party :' i

lq orm
an operation on a well where no drilling rig is on locatiog, or twcnty-four (24) houss, exclusive of Sarrday, Sunds; @4: legal
‘holidays, from delivery of the initial proposal, if a drilling rig is on location for the well on which such operau o be
conducred, to deliver to all parties entitled to participate in the proposed operation such party's altcrnative pro, é 3
alternate proposal to cnnmn the ume information rcquxrcd to be included in the mma! proposal Each px YT

shall be deemed not w0 have voted. The proposal receiving the vore of pamcs owning the largest agpleght fiditane
interest of the parties vormg shall have priority over all other competing proposals; in thc ca é”’bf"‘i'"‘ffé’"?&t’ wfjge

Anitlio Atsutheton al Putrvbean Lammes:
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_been drilled or Decpened under the terms of this sgreement sud is proposed to be completed as n

initial proposal shall prevail, Operator shall deliver notice of such result to all parties entitled to participate in the operation
within five (5) days after expiration of the election period (or within twenty-four (24) hours, exclusive of Saturday, Sund
and legal holidays, if 8 drilling rig is on location). Bach party shall then have two (2) days (or tw:nry-four (24) hours if & ng
is on location) from receipt of such notice to elect by delivery of notice to Operator to participste in such operation or t
relinquish interest in che affected well pursvant to the provisions of Article VLB.2.; failure by a party to deliver norice within
such period shall be deemed sn election not to parricipate in the prevailing proposal,

7. Conformity to Spacing Pattern. Notwithstanding the provisions of this Arsicle VLB.2, it is sgreed that no wells shall be
proposed to be drilled to or Completed in or produced from & Zone from which 8 well located elsc:vhcre on the Contract
Area is producing, unless such well conforms to the then-existing well spacing patiern for such Zone.

8. Paying Wells, No party shall conduct say Reworking, Deepening, Plugging Back, Completion, Recompletion, or
Sidetracking operation under this agreement with respect to any well then capable of producing in paying quantities except
with the consent of all parties that have not relinquished interests in the well ar the time of such operation,

C. Completion of Wells; Reworking and Plugging Back: )
1. Completion: Without the consent of all parties, no well shall be drilled, Deepened or Sidetracked, except any well
drilled, Deepened or Siderracked pursuant to the provisions of Article V1.B.2. of this agreement. Consent to the drilling,
Dcepéning or Sidetracking shall jnclude:
0 Option No._1: All necessary expenditures for the drilling, Deepening or Sidetracking, testing, Completing and
equipping of the well, including necessary tankage and/or surface facilirics,

¥ Option No. 2: All necessary expenditures for the drilling, Despening or Sidetracking and testing of the well. When
such well has seached its suthorized depth, and all logs, cores 'and ather tests have been complered, and the results
thereof furnished to the parties, Operator shall give immediate notice to che Non-Operators having the right to
participate in a Completion awtempt whether or not Operator recommends attempring to Complete the well,

together with Opesator's AFE for Completion costs if not previously provided. The pertics receiving such notice
shall heve forty-cight (48) hours (exclusive of Saturday, Sunday snd legal hohdnys) in whu:!: w elect by dchv:zy of
notice to Operator to participate in & recommended Completion stsomps Somph prop oty
wssompenying-AFEr Operator shall deliver any such Completion proposal, es—say-Gemplovion-propom-ronfifcring

hQporators-piopossh to the other parzies entitled to parcicipate {n-euweh-Gempl duarec—avith~the
pmm-wﬁedﬂmde-%& Election to participste in 8 Ccmplenon ancmp: shall include consent co all
necessary expendituses for the Completing and equipping of such well, including kage and/or surface

facilities bur excluding any srimulation operation not conmined on- the Completion AFE. Eilure of say party
receiving such notice to reply within the period sbove fixed shall constitute an elecrion by that party got o
pasticipace in the cost of the Completion atempr; provided, that Aricle VLB shall conwro! in the case of
conflicting Completion proposals. If one or more, but less than all of the parties, elect to atcempt 2 Completion, the
provisions of Article VIB.2, hereof (the phrase “Reworking, Sxdcmckmg, Decpening, Recompleting or Plugging
Back” s conuwined in Asicle VLB2. shall be deemed 1w inclode “Completing™) shell apply w the operations
theresfter conducted by less than all parties; provided, however, that Article VLB.2 shall spply separately w each
separate Completion or Recompletion atrempr undereaken hereunder, and an election to become 8 Non-Consenting
Party as to one Completion or Recompletion artempt shall not prevent a party from becoming a Copsenting Party
in subsequenr Completion or Recompletion amempts regardless whethes the Consemcing Pastics as to earller
Complerions or Recompletions have recouped their costs pursuant o Article VLB.2,; provided furcher, that sny
recoupment of costs by & Consenting Party shall be made solely from the production steributsble to the Zone in
which the Completion steempr is made. Blection by s previous Non-Consenting Party to participate in s subsequent
Completion or Recompletion ereempt shall sequire such party to pay its proportionate share of the cost of salveble
materizls and equipment installed in the well pursnanc to the previons Completion or Recompletion stiempt,
insofar and only insofar ss such materials snd equipment benefit the Zone in which such party participates in &
Completion attempt.

2. Rework, Recomplete or Plug Back: No well shall be Reworked, Recompleted or Plugged Buck except @ well Reworked,
Recompleted, or Plugged Back pursusnt to the provisions of Article VIB.2. of this sgreement. Consent to the Reworking,
Becompleting or Plogging Back of a well shall include all mecessary expendituzes in conducting such operstions and
Completing and equipping of said well, including necessary tankage and/or surface facilities,

D. Other Operations:
QOpéecpror shall noc undertake way single project reasonably estimated to tequm: a0 nditure in excess of

'ﬁciousanﬁ“ Dollars (3 5?‘ )} except in connection with the
drilling, Sidetracking, Reworking, Deepening, Completing, Recomplering or Plugging Back of a well that has been previously
suthorized by or pucsusar to this sgreement; provided, however, that, in case of explosion, fire, flood or other sudden
emergeacy, whether of che same or different nacure, Operator may ke such steps snd incur such expenses as in its opinion
sre required to deal with the emergency to safeguard life and propercy but Operator, as promptly as possible, shall report the
emuergency to the other parties. If Operator prepares an AFE for its own use, Opemto: shall furnish any Non-Operator so
requesting an information copy thereof for any single project costing in excess of Twenty five s Dollars
($-25,000.00 ). Any party who has nor selinquished its interest in & well shall have the right to propose thar
Operator pcrform tepair work or undcrtzk: the ins:alla.tion of aificial lift equipmcm or ancillary producuon facilitiiytsuch as

proposal 1§ aﬂ pamcs emxded o pattl(:lpalc therein, If within thirty (30) days thereof Opcrnrcr secures the wnrr f
of any party or parties owning at least 60 9 of the incerests of the partics entitled to participate juy;
each party having the righr to participate in such project shall be bound by the terms of such proposal sqfafd

of the proposgl
E. Abandonment of Wells:
1. Abandonment of Dry Holes: Except for any well drilled or Deepened pursuant o Article VLB,

%m
or such well has been approved as an exception to the existing spacing
pattern for such zone Ly the appropriate regulatory agency.

-9.
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plugged and abandaned without ¢he consenr of all- parties. Should Operator, sfter diligent effort, be unable o coneact any
parry, or should aay party fail to reply wichin forcy-cight (48) hours (exclusive of Saturdsy, Sunday and lega! holidays) after
delivery of notice of the proposal to plug and sbandon such well, such parry shall be deemed 1o have comsented to the
proposed bandonment. All such wells shall be plugged and sbandoned in eccordence with applicable regulations and at the
cast, risk and expense of the parties who participared in the cast of drilling or Decpening such well. Any party who objects to
plugging and abandoning such well by notice delivered 1o Operator within forty-cight (48) hours (exclusive of Satusday,
Sunday and legal holidays) afier delivery of notice of the proposed plugging shall take over the well as of the end of such
forty-cight (48) hour notice period and conduct furcher operations in search of Oil and/or Gas subject to the provisions of
Article VIB.; fsilure of such party to provide proof ressonasbly satisfacrory ro Operator of its financial capability to conduct
such operations or to take over the well within such period or thereafter 1o conduc operations on such well or plug snd
sbandon such well shall earitle Operator o retain or take possession of the well and plug snd shandon the well. The party
taking over the well shall indemnify Operator (if Operator is an sbandoning party) and the other sbandoning partics egainst
liability for any further operations conducted on such well excepr for the costs of plugging snd sbandoning the well and
restoring the surface, for which the sbandoaing parties shall remain proporsionately liable.

2, Absndonment of Wells That Have Produced; Exceps for sny well in which & Noo-Consent operation has been
conducted hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, sy well which has
been completed s @ producer shall not be plugged and sbandoned wichour the consent of all parties. If zll parties consent to
such sbandonment, the well shall be plugged and sbandoned in accordance with applicsble reguistions and st the cost, risk
and expense of ell the parties herero. Failure of a party to reply within sixey (60) days of delivery of notice of proposed
absndonment shall be deemed an election to consent wo the proposal.. If, within sixty (60) days after delivery of norice of the
proposed sbandonment of sny well, all parties do not agree to the sbandonment of such well, those wishing to continue its
operation from the Zone then open to production shall be obligated to take over the well 25 of the expirution of the
spplicable notice period and shall indemnify Operator (if Operator is en sbandoning party) snd the ocher ebandoning patties
against lisbility for any furcher operstions on the well conducted by such parcies. Failure of such party or parties to provide
proof reasonsbly sacisfactory to Operator of their financial capability to conduct such operations or to teke over the well
within the required period or thereafter to conduct operations on such well shall eatitle Opesator to retsin of take possession
of such well aad plug and abandon the well.

Pactics taking over s well 2s provided herein shall tender to each of the other parties jts proportionate share of the value of
che well's salvable ial and equif  d ined in accordance with the provisions of Bxhibit “C,” less the estimated cost
of salvaging and the estimated cost of plugging end abandoning and restoring the surface; provided, however, that in the event
the estimated plugging and sbandoning and surface restoration costs and the estimated cost of salvaging ace higher than the
velue of the well's salvsble material and equipment, cach of the sbandoning parties shall tender w the parties continuing
operations their proportionate sharesof the estimated excess cost. Each abandoning party shall sssign to the non-sbandoning
parties, withour warranty, express or implicd, 25 to title or as to quantity, or fitaess for use of the equipment end material, all
of fis interest in the wellbore of the well and related equipment, together with its interest in the Leasehold insofar and only
insofar as such Leaschold covers the right to obtain production from that wellbore in the Zoae then open to production. If the
interest of the abandoning party is or includes s Qil and Gas laterest, such party shell execute and deliver to the non-
sbandoning party or parties 20 oil and gas lease, limited to the wellbore and the Zoae then opea to production, for a term of
onc (1) year and 50 long thereafter as Oil and/or Gas is produced from the Zone covered theseby, such lease w be on the form
actached as Exhibic "B.” The essignments or leases so limited shall encompass the Drilling Uit upon which the well is Jocated.
The payments by, and the essignments or leases to, the assignees shall be in s ratio besed upon the relacionship of their
respective perceatage of pacticipation in the Contract Area to the sggregate of the percentages of participation in the Contract
Area of all sssignees. There shall be no resdjustment of interests in the remaining portions of the Contracy Area.

Thereafter, abandoning parties shall have no furcher responsibility, lisbility, or interest in the operation of or production
from the well in the Zone then open other than the royalties tetained in any lesse made ynder the terms of this Amicle. Upon
sequest, Operator shall continue to operate the assigned well for the sccount of the non-sbandoning parties st the rates and

_charges contemplated by this agreement, plus eny sdditional cost and charges which may arise 25 the result of the scparare

owaership of the assigned well Upon propased abandonment of the producing Zone assigned or leased, the assignor or lessor
shall then have the option to repurchase its prior interest in the well (using the same valuation formulz) and participate in
further operations thesein subject to the provisions hereof.

3. Absndonment of Non-Consent Operations: The provisions. of Article VLE.L. or VLEZ2. sbove shall be applicsblc as
between Consenting Parties in the event of the proposed sbzndenment of any well excepred from said Articles; provided,
however, no well shall be permanently plugged and sbandoned unless sad uatil all parties having the right to conduce further
operations therein have been notified of the proposed sbandonment and afforded the opportunity to elect to take over the well
in aceordance with the provisions of this Arricle VIE,; and provided further, thar Non-Consenting Parties who own an interest
in @ portion of the well shall pay their proportionate shares of abandonment and surface restaration costs for such well es
provided in Article VLB2.(b).

F. Termination of Opesations: . .

Upon the commencement of an operation for the drilling, Reworking, Sidewcacking, Plugging Back, Decpening, testing,.
Completion or plugging of a well, including but net limited to the Initial Well, such operetion shall not be términated withont
consent of partics bearing B5 % of the costs of such operation; pravided, however, chat-in the event granitefiSr other
practically impencrrable substance or condition in the hole is encountered which readers further operations i
Operator may discontinue operations and give notice of such condition in the maaner provided in Arricle V1.B.Y}
provisions of Article VLB, or VLE. shall thercafter apply to such operation, ss appropriate.

G. Taking Production in Kind: .

XJ Option No. 1: Gas Belancing Agreement Artached b

Each party shall take in kind or separately dispose of its proportionate share of sll Oil and Gas produced
Contract Ares, exclusive of production which may be used in development and producing operations an JAR pr
treating Oif #nd Gas for marketing purposes and production unavoidably Iost. Any extra expenditure ifafibd, i
in kind or separate disposition by any party of its proportionate share of the production shall be boi
party taking its shate of production in kind shifl be required w pay for only irs proportionate g 57
Operator’s surface facilities which it uscs. ok iy

Each pagty shall exccute such division ordegs and contracts es may be necessary for the SR "5t PRI
production from the Contract Ares, and, ‘except es provided in Article 'VILB., shall be entitlkd O Eerer e AT

o
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- 1 directly from the puschascr thereof for its share of all production.
2 If any parry fails to make the arrangements necessary to take in kind or separately dispose of its proportionate
3 share of the Oil produced from che Contract Ares, Qperator shall have the right, subject o the revocation at will by
4 the party owning it, but not the obligation, to purchase such Oil or sell it w0 others at any time and from rime 1©
5 time, for the sccount of the non-taking party. Any such purchsse or sale by Operator may be terminated by
6 Operator upon a¢ least ten (10) days written notice ta the owaer of seid production snd shall be subject .ulways to
7 the right of the owner of the production upon at least ten (10) days writcen motice to Operator to exercise at any
8 time its right to take in kind, or separately dispose of, its share of all Oif not previonsly delivered ¢o w purchaser.
9 Aoy purchase or sale by Operator of any other party’s share of Qil shall be only for such ressonable periods of rime
10 as are consistent with the minimum needs of the industry under the particular circumstances, bur in oo cveat for &
11 period In excess of one (1) year..
12 Any such 'sale by Operacor shall be in o menncr commercially reasonable uader the circumstances but Operator
13 shall have o dury to share any existing market or to obrain 2 price equal to chat received under any existing
14 market. The sale or delivery by Operstor of & non-taking party's share of Oil under the terms of any existing
15 contrect of Operator shall not give the non-teking perty eny interest in or make the non-taking party a party to said
16 contract, No purchase shall be made by Operator without first giving the non-tsking party at least ten (10) days
17 wrirten norice of such intended purchase and the price 1o be paid or the pricing basis to be used.
18 Al parties shall give timely wriren notice to Operator of their Gas marketing arrangements for the following
19 month, excluding price, snd shall aotify Operator immedistely in the event of & change in such arrangements.
20 Operator shall maintain records of.all marketing arrangements, and of volumes scruslly sold or transported, which
21 records shall be made available to Non-Operators upon reasonable request.
2 lndmevwouormmpamscpamedmpcsmo;xofmsha:eofdw&sauscssph:-smmddwmwscm
2 pipelines and/or deliveries which on 8 day-to-day basis for any reason ere nat exacely equal to 8 pany's respective proportion-
24 . s share of wrml Gas sales w be allocated 1o I, the balancing or accounting berween the parties shall be in somrdance with
25 any Ges balsncing agreement berween the parties hereto, whether such an agreement is attached as Exhibic "E" or &5 o
26 sepammng:wncnr.(}pmmrslmllgivcm:immallpmisofdwfuscsa]sof&sfmmyweﬂundcrthisaganenn
27 .0 QOpdon No, 2; No Gas Belancing Agreement:
28 Each party shall take in kind or separately dispose of its proportionate share of slf 011 and Gas produced from
29 the Contract Ares, exclusive of production which may be used in development and producing operations and In
30 preparing end treating Oil and Gas for marketing pucposes and praduction unavoidsbly lost. Aay extrs expenditure
31 incurred in the waking in kind or separace disposirion by any party of its proportionate share of the producrion shall
32 be borne by such party. Any party taking its share of production in kind shall be- requcd to pay for only its
33 praportionate share of such part of Operator's surfece facilities which it uses.
34 Esch party shall execute such division orders and contracts ss may be necesssry for the sale of irs interest in
35 production from the Contract Area, and, excepr as provided in Arricle VILE, shall be entitled to receive payment
36 directly fram the purchaser chereof for its share of sll production.
37 If any parry fails to make the arrangements necessary o take in kind or separately dispase of its praporrionate
38 share of the Oil and/or Gas produced from the Contract Area, Operator shall have the right, subject to the
39 revocation ac will by the party owning it, but nor the obligation, to purchase such il and/or Gas or sell it o others
40 at any time and.from time to time, for the account of the non-taking party. Any such purchase or sale by Operator
41 maey be terminated by Operatos upon 2t least ten (10) days writcen notice to the owner of seid production and shall
42 be subject always to the right of the owner of the production upon at least ten (10) days written notice ro Operator
43 %0 exercise its right o take in kind, or separately dispose of, its share of alf Oi} andfor Gas not previously delivered
44 10 & purchaser; provided, however, that the effective date of uny such revocation may be deferred at Operator's
45 election for & period nor 1o exceed ninety (90) days if Operator has commiteed such production to a purchase
46 contract having = term extending beyond such ten (10) -day period. Any purchase or sale by Operator of any other
47 party’s share of Oil and/or Gas shall be only for such reasonsble periods of time ss are consistent with the
48 minimum needs of the industey under the particular circumstances, but in no eveat for a period in excess of one (1)
, 49 year. :
] 50 Any such sale by Operator shall be in & manner commercially sessonable under the ci ¢ , but Op
k st shall have no ducy to share any existing market or transportstion srrangement or to obtsin & price or trensportation
52 fee equal to that reccived under any existing market or transportation scrangement. The sale or delivery by
53 Operator of a non-taking party’s shace of production under the terms of any existing contract of Operator shall not
54 give the non-tking party any interest in or make the non-taking party a party to ssid contract. No purchase of Oil
55 and Gas and no sale of Ges shall be mede by Operator without first giving the non-raking party ten days written
56 notice of such intended puschase or sale and the price 10 be paid ac the pricing basis to be used. Operator shall gwc
57 norice to all parties of the first sale of Gas from any well uoder this Agreement,
58 Al parties shall give timely written potice o Operator of their Gas marketing srrangements for the foﬂowmg
59 month, excloding price, and-shall notify Operator immediately in the event of & change in such arrang
60 Operator shsll maintain records of all marketing arrangements, snd of volumes acrually sold or rmnsportcd which
61 records shall be made available to Non-Operators npon ressonable request.
62 ARTICLE VI,
63 EXPENDITURES AND LIABILITY OF PARTIES
64 A, Lisbility of Parties:
65 The lisbility of the parties shall be several, not joint or collective, Bach party shall be responsible only for its b

70 pmnershxp, joint ventute, sgency :e!aucushxp or gssociation, or to ::ndcr the partics lisble es pa
71  principals. In their relations with cach other under this ggreement, the partiés shall pot be considered fi
72 estblished s confideqgial relationship but rather shall be free to act on an arm 's-length basis in accordanck
73 respective self-intesest, subject, however, to the cbhgmoa of the parties to act in good faith in their ddRlIHEA" IR
7 4 with respect to ECHVIUCS he: . eanept when autharinad it whidey Wy the
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11 -



AAPL FORM 610 - MOK:~

SV VAV A -

S I I e R R N
S\‘Sx\‘gsso\amﬂmubwuu

. remedies specified below shall be applicable. For purposes of shis Artide VILD,, all norices and elecrigg

. FORM OPERATING AGREEMENT ¢ 789

e

B. Lieps and Security Interests:
Each party granes to the other parties hereto a lien upon sny incerest it now owns or heresfter aoquires in Ol and Gas

Leases and Ol and Gas Interests in the Contract Ares, and s security interest and/or purchase money security interest in sny
interest it now owns or hereafrer acquires in the personal property snd fixrures on or used or obrined for nse in connection
therewith, to secure performance of aff of its obligations under this agreement inchuding but not limited to payment of expeanse,
interest and fecs, the proper disbursement of all monies paid hereunder, the '9 1t or relinquishment of interest in Oil
and Gas Leases as required hereunder, and the proper performance of operations hereunder. Such lien and security interest
geanced by cach parey hereto shall include such parey's leaschold interests, working interests, opersting rights, and soyalty and
overriding royalty interests in the Contract Arez now owned or hereafrer acquired and in lands pooled or unitized ‘therewith or
otheswise becoming subject o this agreemeat, the Oil and Gas when extracted therefrom and equipment sitated thercon or
used or obtained for use in connection therewith (including, withour limitation, al} wells, tools, dnd tubular goods), sad accounts
(including, without limitation, accounts atising from gas imbalinces or from the sale of Oil end/or Gas ax chie wellhead),
cootract rights, inventory and general inrangibles relating therewo or arising therefrom, and all proceeds and products of the
foregoing,

To perfect the lien snd security agreement provided herein, esch party hereto shell execute and acknowledge the recording
supplement sad/or sny financing statement prepased and ‘submitted by any party hereto in conjuncrion herewith or at 2ay time
following execution hereof, and Operator is suthorized to file this agreement or the recording supplement executed herewith ss
a lien or mortgage in the applicable real estate recards and as a finaacing statement with the proper officer uader the Uniform
Commercial Code in the state in which the Contract Ares is situated snd such other states ss Operator shall deem eppropriate
to perfect the security Interest granted hercunder. Any paryy may file this sgreement, the recording supplement executed
berewith, or such other documents gs it desms necessary as @ lien or mortgage in the applicsble real estate records end/or 8
financing statement with the proper officer under the Uniform Commercial Code.

" Each party sepresents und warrants to the other pamies hesero that the fien and security interest granted by such parey to
the other parties shall be a first aad prior lien, and each party htreby agrees to maintain the priority of said lien ead security
interest against ell persons acquiring an interest in Oil and Gas Leases and Interests covered by this agreement by, throngh or
under such party. All parties sequiring sa interest in Qil and Gas Leeses and Qil end Gas Interests covered by this agrecment,
whether by assignment, merger, mortgage, operaton of law, or otherwise, shall bé dgemed w0 have taken subject
to the lien and security inrerest granted by this Armicle VILB. ss to all obligations stributeble to such interest hereunder
whether or not such obligations arise before or after such inverest is scquired.

To the extent that parties have a security interest under the Uniform Commercial Code of the state in which the
Coatract Area is situated, they shall be eacicled o exercise the rights and remedies of a secured party under the Code.
The bringing of a suit and the obmining of judgment by 8 party for the secured indebtedness shall not be deemed an
tlection of remedies or otherwise sffect the lien rights or seurity interest as security for the payment thereof. In
addition, upon default by any party in the payment of its share of expenses, interests or fees, or upon the improper use
of funds by the Operator, the other parties shall have the right, wirhout prejudice to other rights or remedies, to coltecr
from the-purchaser the proceeds from the sale of such defgulting parcy's share of Qil end Ges uatil the emount owed by
such party, plus interest as provided in “Exhibit C," has been received, and shall have the right to offset the amount
owed against the proceeds from the sale of such defaulting party’s shacc of Oil and Gas. All purchasers of producrion
may rely on s notification of default from the non-defaulting party or parties stating the amount due &s 8 result of the
default, and &ll parties waive sny recourse available againse purchasers for releasing production proceeds as provided in
this paragraph.

If say party fails to pay its share of cost within one hundred twenty (120) days sfter rendition of a statement therefor by
Opesator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpeid smount in the
proportion that the interesc of each such party bears to che interest of au- such parties. The amount paid by each party so
paying its share of the unpaid amount shall be sccurcd by the liens and security rights descnbcd in Article VI.B,, and esch
paying party may independently pursue any y available h der or otherwise.

If any party does not perform all of its obligauons hercunder, and the failure to perform subjects such party to foreclosure
or execution proceedings pursuent to the provisions of this agreement, to the extens allowed by governing law, the defaulring
party waives any svailable right of redemption from nd after the date of judgment, sny required ‘veluation or appraisement
of the mortgaged or secured property prior to sale, any available right to stay exccution or to require 8 marshalling of sssets
end any required bond in the event a receiver is appointed In addition, to the extcnt permitted by spplicable law, each parry
hereby granes to the other parties a power of sale 2s to any property that is subject to the lien and security rights granted
hereunder, such power to be exercised in the manner provided by spplicable law or ocherwise in s commercislly reasonsble
maaner and upon reasonable notice.

Each party agrees that the other parties shall be entitled to utilize the provisions of Oil and Gas lien law or other lien
law of sny swre in which the Contract Area is situated to enfosce the obligations of cach party hereunder, Without limiting
the generality of the foregoing, to the extent permitted by npphcnblc law, Non-Operators agree that Operator may invoke or

utilize the mechanics’ or materialmen’s lien low of the state in which the Contract Ares is siruated in order fo sercure the
payment to Operator of any sum due hercunder for servxccs performed or materials supplied by Operator.
C. Advances:
Operntor, at ies election, shall have the righe from time to time 1o demand and receive from one or more of §5ie ocher

herevader during the next succeeding month, which right may be ised only by submission o each such pi : of an
itemized smcmcnt of such csrimated expense, together with an invoncc for its shace thereof. Each such smcmem.n 'voice

iovoice is :ec;xved. If any party fails to pay its share of said estimate within said time, the amouat duc shall bear ,e f
provided in F.xhxbxt "C" until paid Proper adjustment shall be made monthly between adyances 2ad scrual exgs Tl
that each pugy shall bear end pay its proportionate share of acrual expenses mcu.rrcd. snd po mote,
D. Defaults and Remedies:

If zny party fails to discharge rny financial oblxganon under this ngrc:xnent mdudmg without limitag
miake any advgnce under the preceding Aricle VILC, of sny other provision of this sgrecment, within the
such payment hereunder, then in addition to'the remedies provided in Article VILB. or elsewhere &

-12-
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‘working interest. Operucor shall bill the other parties for their proportionate sharcs of all tax pay!

only by Operator, except that Operstor shall deliver any such notice snd election req d by & non-defanlting Non-Operstor,
and when Operstor is the party in default, the applicsble notices and elections can be delivered by eny Noo-Operator.
. Election of any one or ‘more of the following remedies shall not p:cclude the subsequent use of any other remedy specified
below or otherwise availsble to & non-defaulting pacty.

1. Suspension of Rights: Any pacty may deliver to the party in default a Notice of Default, which shall specify the default,
specify the action to be teken to curc the defoulr, and specify that friluce to take such action will sesuls in the exercise of one
or more of the remedies provided in this Article. If the defauls is not cured within d:uny (30) days of the delivery of such
Nortice of Defauls, all of the rights of the defaulring pacty granted by this sgreement may upon aotice be suspended uaril the
defaule is cured, wichout prejudice to the right of the non-defaulting party or parties-to continue to enforce the obligations of
the defaulting party proviously accrued or thereafter accruing dnder this agreement. If Operator is the party in defsulr, the
Non-Opetators shall have in addition che right, by vote of Non-Operators owniag a majority in interest in the Contract A'ren
sfter excluding the voting interest of Operator, 1o appoint @ new Op effective immediately. The rights of & dcfaulflng
party that may be suspeaded hereunder st the election of the non-defsulting pustics shall include, without limitstjon, the right
o reccive information as to eny operation conducted hereunder during the period of such defaul, the right to elect w0
pasticipate in sn operation proposed under Article VLB, of this agreement, the right to perticipate in s opesation being
conducted under this egreement even if the party has previously elected o participate in such opemuon. and the right to
receive proceeds of production from say well subject to this agreement.

2, Suit for Damages: Non-defaulting parties or Operstor for the benefit of non-defsulting parties may sue (at joint
account expense) o collect the amounts in defaul, plus interest accruing on the amounts recovered from the date of defaule
until the date of collection st the rate specified in Exhibit "C” attached hereto. Nothing herein shall prevent any party from
suing any defaulting party to collect consequential damages accruing 10 such party &5 @ result of the default.

3. Deemed Non-Consent: The non-defaulting party may deliver 8 written Notice of Non-Conseat Election to the
defsulting party st aqy time after the expiration of the thirty-day cure period following delivery of che Norice of Default, in
which event if the billing is for the drilling of & new well or the Plugging Back, Sidetracking, Reworking or Decpening of &
well which is to be or hes been plugged as a dry hole, or for the Completion or Recumpleuon of any well, the defaulting
party will be conclusively deemed to have elected ot to participate in the operation 2nd to be « Non-Conseating Party with
respect thereto under Article VLB, or VLC, 8s the se may be, to the extent of the costs unpaid by such pary,
notwithstanding any election to participate theretofore made. If election is made to proceed under this provision, then the
-non-defaulting parties miy not elect to sue for the unpaid amount pussusat to Article VILD.2,

Ustil the delivery of such Notice of Noo-Consent Election to the defaulting party, such party shall havc the right to cure
its defaulr by paying its unpaid share of costs plus. interest ar the race ser forth in Exhibic "C," provided, however, such
payment shall not prejudice the rights of the non-defaulting parties to pursuc remedies for damsges incurred by the non-
defaulting parties as & result of the default, Any i relinquished p to this Article VILD.3. shall be offered to the
non-defaulting parties in proportion to their i , and the non-defaulting parties electing to participate in the ownership
of such interest shall be required to contribute their shares of the defaulted zmount upon their election w participate therein.

4. Advance Payment: If a default is not cured within thirty (30) days of the dchvery of 8 Notice of Default, Operator, or
Noo-Operators if Operaror is the defaulting party, may thereafter require sdvance payment from the defulring
pary of such defanlting pasty's aaticipated share of any item of expense for which Operator, or Noa-Operators, ss the case may
be, would be entitled to reimbursement under sy provision of this agreement, whether or not such expense was the subject of
the previous default. Such right includes, but is oot limited to, the right to require sdvance payment for the estimated costs of
drilling @ well or Completion of @ well as 1 which &n election w participsic in drilling or Completion has been made, If the
defaulting party fails & pay the required advance paymeat, the non-defsulting parties may pursue any of the remedies provided
in this Article VILD. or any other default remedy provided elsewhere in this sgresment. Any excess of funds sdvanced remaining
when the operation is completed and all costs bave been pald shall be promptly returned to the sdvancing party.

5. Costs and Acrorneys’ Fees. In the event any pamy is required to bring legil proceedings to enforce say ﬁnnncu.l
obligation of & party hereunder, the prevailing party in such scrion shall be entitled to recover &ll court casts, costs of
collection, and & reasonsble atorney’s fee, which the lien provided for herein shall also secure,

E. Reatals, Shut-in Well Psyments and Minimum Royalties:

chmls, ahu:-!n well aymcn:s n.nd mmxmum roynlncs wh.tch may bc requm-d uxfdcx :the terms of any lease shall be paid
50 s subi e Suaslch b ’ poase. In the cvent two or more parties
own and havc conm‘bu:ed 1nzerests in :hc same lcn.sc o :hxs agreement, such parties may designate one of such parties o
mske said payments for and on behalf of all such parties. ' Any party may request,.and shall be eatitled ro receive, proper
evidence of all such payments. In-the event of failure to make proper psyment of any rental, shut-in well payment or
minimum royalty through mistake or oversight where such payment is required to contipue the lesse in force, uny loss which
results from such non-payment shall be borae in sccordance with the provisions of Article IV.B273

Operator shall notify Non-Operators of the anticipated completion of & shut-in well, or the shurting in or rewrn to
production of 2 producing well, at'lesst five (5) days (excluding Sarurday, Sunday and legal holidays) prior to taking such
sction, or at the carliest opportunity permitted by circurnstaaces, but assumes ao lisbility for failure to do so. In the event of
failure by Operator to s0 ootify Non-Operators, the loss of any lease coatributed heteto by Non-Operators for feilure to make
timely payments of sny shut-in well payment shall be borne jointly by the parries hereto under the pmvmons of Article
IV.B.A3. g
F, Taxes: fict

Beginaing with the first calendar year after the effective date hereof, Operator shall render for ad valorem takifsi
property subject to this agreement which by law should be rendered for such taxes, and it-shell pay all such ts
thercon before they become delinquent. Prior to the readition date, each Non-Operator shall furnish Operator info B
to burdens (to include, but not be limited to, royaltics, overriding royalties and production paymenss) on Leases s V;?Z’n and
Gas Interests contributed by such Nog-Operator. If the assessed valuation of sny Lease is reduced by reason ig
subject to ousstanding excess royaltics, overriding royalties or production payments, the reduction in pdivEl oU. taxes
resulring therefrom shall inure to the benefit of the owner or owners of such Lesse, znd Operator shall g tlprge to
such owner or owners 50 as to reflect the benefit of such: reduction. If the od valorem taxes are based {g(% e i
upon separate valuations of cach parrys working m:ems:, then notwithstanding nnyth.lng to thc contr

%..Tﬁliwh’féﬁﬁ""
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provided in Exhibit “C.”
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If Operator considers any tax 1t improper, Operator may, st its discrerion, protest within the dme and manner
prescribed by w, and prosecute the prowest o s fina! determinstion, unless all perties agree w abandoa the protest prior o final
determination. During the pendeacy of edministrative or judicial proceedings, Operator may elect © pay, under protest, all such txes
and any interest and penalty. Whea any such protested assessmeat shall have been finally determined, Operutor shall pay the tax for
:hc]omraa:ount.wgcrhctwmhanymccrcstmdpcmlrymed,md:hcwmlaos:slmllt}mnbcnsscssedagamrdxcpamcs.mdbc
paid by them, as provided in Exhibir "C”

Each party shall pay or cause to be paid all producuon. severance, excise, gathering and other raxes imposed upon or with respect
to the production or hendling of such parcy’s share of Oil and Gas produced under the terms of this agreement.

ARTICLE VI
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The Leases covered by this sgreement, insofar as they embrece screage in the Contract Aves, shall not be surrendered in whole
or in part unless all parties consent thereto.

However, should any parcy desire o surrender its interest in sny Lease or in any portion thereof, such pasty shall give writien
notice of the proposed surrender t =ll parties, and the parties.to whom such notice is delivered shall have thirty (30) days after
delivery of the notice within which o notify the party proposing the surrender whether they elecr to consent thereto. Failure of
pacty © whom such notice is delivered to reply within sajd 30-day period shall constisate 8 consent two the surrender of the Leases
described in the notice. If all parties-do not sgree or consenr thereto, the party desiring to surrender shall assign, withour express or
implied warranty of tidle, all of its intecest in such Lease, or portion thereof, and any well, material and equipment which may be
located thereon and any rights in producion thereafter secured, to the parties not consenting w0 such swrender. ¥f the interest of the
ussigning pacty is or inclides an Oil 'and Gas Intcrest, the sssigning perty shall exccute and deliver to the party or parties not
conseating o such surrender an oil and gas lesse covering such Oil and Gas Interest for & term of one (l) year and 50 long
thereafter as Ol and/or Gas is produced from the lend covered thereby, such lease t be on the form atwached hereto as Exhibit "B."
Upon such essignment or lease, the assigning party shall be relieved from !l obligstions thercafter accruing, but not theretofore
sccrued, with respecr to the interest essigried or leased and the opemtion of any well steributble thereto, and the assigning party
shall have no further interest in the assigned or leased premises and its equipment and production other than the royalties reteined
in any lesse made under the terms of this Aricle. The party assignee or lessee shall pay to the party assignor or lessor the
reasonable salvage value of the latrer’s interest in sny well's salvable materials und equipment srcributable to the assigned or leased
acreage. The value of all salvable marerials end equipment shall be déiermined in accordance with the provisions of Exhibit "C," less
the estimated cost of salveging snd the estimated cost of plugging and sbendoning and restoring the surface, If such value is less
than such costs, then the party assignor or lessor shall pay to the pary essignes or lessee the amount of such deficic. i the
essigamens oc lease is in favor of more than one party, the interest shall be shared by such parics in the proportions that the
interest of each bears to the toral interest of all such partics. If the interest of the parties to whom the sssignment is o be made
varies according to depeh, then the i igned shall similacly reflect such variances, )

Any assigament, lease or der made under this provision shall rot reduce or change the essignor's, lessor's or surrendering
party’s interest es it was immediately before the sssignment, lease or surrender in the balance of the Contract Ases; and the acreage

igned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this
sgreement but shall be deemed subject to an Operating Agreement in the form of this egrecment.

B. Renewsl or Extension of Leases:

¥f eny party secures a renewal or replacement of an Oil and Gas Lease or Interest subject to this agresment, then sll other parties
shall be notified promptly upon such acquisition of, in the case of @ replacemnent Lease taken before expiration of an existing Lease,
prompdly upoa expirstion of the existing Lease, The parties notified shall have the right for a period of thirty (30) days following
delivery of such notice in which to elect to participate in the ownership of the renewal or replacement Lease, insofar ss such Lense
affects lands within the Conwact Area, by paying to the party who soquired it cheir proportidnate shares of the scquisition eose
a.lloomd:or.hatpanofmd:luseth?untheConmAxu,whxchshnﬂbempmpomoumdlemzcmxshcldat&mmncbythc
partics in the Contract Arez Esch party who pamcxpau:s in the purchase of & renewal or replacement Lease shall be given an
essignment of its proportionate i herein by the soquiring parry.

Ifsomc,butlmﬂmnnl!,ofdu:pmuclccrmpamapammd’xcpumhzscofamncwﬂorreplm:mcntlme.ushaﬂbcowmd
by the parties who elect w pacticipate therein, in 4 ratio based upon the relationship of their respective percentage of participation in
the Conmract Ares to the sggregate of the percentages of pamicipation in the Contract Arez of all parties participaring in the
puschase of such reaewal or replacement Lease, The acquisition of & renewsl or replscement Lease by any or all of the partics hereto
shall not cause & readjustment of the interests of the partes stawed in Exhibit "A," but any renewsl or replacement Lease in which
less than all parties elect to participate shall not be subject w this agresment bur shall be deemed subject 1 8 separate Operating
Agreement in the form of this sgreement. )

If the interests of the parties in the Contract Area vary sccording w depth, then their right o participate proportionately in
renewal or replacement Leases and their right 1o reccive an assignmeént of interest shall also reflect such depth variances.

The provisions of this Article shall apply to renewal or replacement Leases whether they see for the earire iaterest covesed by

the expiring Lease or cover only a portion of its arca or an inerest therein, Any renewal or replacement Lease taken before the

. expiration of its predecessor Lease, or tsken or contraczed for or becoming effective within six (6) months sfier the expiration of the

existing Lease, shall be subject w this provision 50 long es this egreement is in effect at the time of such acquisiton or ar the time
:hc:cnewdor ,' Lesse b effeaive.butmyhucukzuormmcwd(urmorethmux(é)mcn

agreement.

The provisions in this Article shall also be applicable 0 extansions of Oil and Gas Leases.
C. Acxeage or Cash Contributions: ) N

While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of s well o L7 other
operation on the Contract Arca, such contribution shall be paid to the party who conducted che drilling or other operatio ;
be applied by it against the cost of such drilling or other operation. If the wntribution be in the form of acreage, e X
the contribution is madc shal! promptly tender an nssignment of the acreage, without warranty of title, to the D ]
proportions said Dnﬂmg Parties shared the cost of drilling the well Such sereage shall begomne & scparate Con H
extent possible, be governed by provisions identical w this agreement. ¥ach pasty shall promptly notify all &g
acreage o tash conmibutions it may obtain in support of any well or nny other operation on the Contragt [
provisions shall elso be applicable to optional rights o earn screage outside the Contruct Area which are mmﬁ&ﬁmﬁ i mt‘!;l: e

L Anierisay Axsuclyioun of Petrzivor Landinen
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If any party contracts for any consideration relating to disposition of such party's sharc of substances produced herewnder,
such consideration shall not be deemed 2 contribution 2s contemplated in this Article VIILC
D. Assig ; Mai ¢ of Uniform Interest:

For the purpose of mainmining uniformity of ownership in the Contract Area in the Oil and Gas Leases, Oil &nd Gas
I , wells, equipment and production covered by this agreement no party shall sell, encumber, transfer or make other
disposition of its interest in the Oil snd Gas Leases snd Oil and Gas Inserests embraced within the Contract Area ot in wells,
equipment and production unless such disposition covers either:

1. che entire interest of the party in all Oil and Gas Leases, Oil and Gas 1 wells, equif and production; or

2. sn equsl undivided perceat of the party’s present interest in all Oil end Gas Leases, Oil and Gas Interests, wells,
equipment and production in the Contract Area, |

Bvery sale,'encumbrance, transfer or other dxsposmon made by any party shall be made expressly subject to chis agreement
9nd shall be made without prejudice to the right of :hc other parties, and any wraasferce of an ownership interest in any Oif and
Gas Lease or Interest shall be deemed & party to this sgrecment s to the interest conveyed from and afier the effective dace of
the transfer of ownership; provided, however, that the -other parties shall not be required to .recognize any snch sale,
eacumbrance, transfer or other disposition for any purpase hc:cundct uatil thirty (30) days after zh;y have received a copy of the
instrament of transfer or other satisfactory evidence thereof in wxmng from the transferor or ec. No assig or other
disposition of interest by a party shall relieve such party of obligatioris previously incurred by such party hereunder with cespect
w the inzerest transferred, including withou limitation che obligation of & party to pay &ll costs striburble w an operation
conducted hereunder in which such party has sgreed to participate prior o making such sssignment, and the lien and seourity
interest granted by Arricle VILB, shall continue to burden the interest cransferred to secure payment of sny such obligations.

If, 2t aay time the interest of ay parry is divided among snd owned by fous or more co-owners, Operator, ut its discretion,
may require such co-owners to appoint n single trustee or agent with full suthority to teceive notices, approve expendirures,
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 chis ag ar; however, all such co-
owners shall have the right to enter into and execute sll contraces or agreements for the disposition of their respective shares of
the Oil and Gas produced from the Contract Ases and they shall have the right wo receive, separstcly, payment of the sale
proceeds thereof.

E. Waiver of Rights to Parvition: .

If permitted by the laws of the state or states in whxch the property covered hereby is locared, each perry herero owning an
undivided interest in the Contract Area waives any snd all rights it may have to partition and have set aside 10 it in severalty its
undivided interest therein.
FrPreferenria-R Jugul. ro-Porchuser
[ (Optional; Check if spplicable.) -

Should any party desire to sell all or any part of its interests under chis agreement, 0f its nghrs and i in the Contract
Ares, it shall promply give written notice to the other parties, with full information mnuemm roposed disposition, which
shall include the name and address of the prosp ¢ (who must be ready iig snd wble ro purchase), the purchase
Pprice, a legal descripeion sufficient to ldennfy the property, nnd all othcr ter! the offer. The other parties shall then have an
optional prior right, for 8 period of ten (10) days after the notic ivered, to purchase for the stated consideration on the
same terms sad conditions the interest which the oth proposes to sell; and, if this optiona! right is exercised, the
purchasing parties shall share the purchased i in the proportions that the intezess of each bears to the total interest of all
purchasing parties. However, there s no preferential right to purchase in those cases where any party wishes 0 morrgage
its interests, of o transfer gitde@is interests to its morigagee in liew of or pursuant 1o foreclosure of 8 mortgage of its interests,
or to dispose of itsefEzests by merger, reorganization, consolidation, or by sale of ull or substentially all of its Ol knd Gas assets
7or by transfer of its mn:rcsr.f. wa subslduu'y or parent company or to & subsidiacy of & parent company, 6f (o eay
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ARTICLE IX.

INTERNAL REVENUE CODE ELECTION

If, for federa] income rax purposes, this sgreement and the operations hercunder are regarded 8s s partnership, and if the
parties have not otherwisc agreed to form a tax partnership pursuant to Exhibit "G” or other sgrecment berween them, each
perty thereby affected elects to be excluded from the application of all of the provisions of Subchaprer "K,” Chaprer 1, Subritle
“A,” of the Internal Reveaue Code of 1986 as emended ("Code"), &s permitted and authorized by Secdon 761 of the Code and
the regulati Igated th Operator is authorized and directed to execute on behalf of each parry hereby sffected
such evidence of this demon 8s may be required by the Secrctary of the Treasnry of the United States or the Federa! Internal
Revenue Service, including specifically, but not by way of limitation, all of the returns, statemeats, and the dats required by
Treasury 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 Rederal Internal
Revenue Service or #s may be necessary 1o evidence 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 stace or states in which the Contract
Arca is located or sy future income tax Jaws of the United States contain provisions similer vo those in Subchapter "K," Chaprer
1, Subitle “A,” of che Code, under which an election similar to that provided by Section 761 of the Code is permitted, each party
hereby affecred shall make such election as may be permitted or required by such laws, In making the faregoing elecfiBin, cach
such party states that cthe income derived by such party from operations hercunder can be adequately deterrmined w‘our the
computation of partnership taxeble incorne, il

ARTICLE X.
CLAIMS AND LAWSUITS .
Operator may settle an ’fhomglc uninsured third party damage dzim or suit msmg from operations hereunder if the - Bénditure
does not exceed Dollars (§ 10,000.00 )and;fdmpaymemsmmmplcm !
ofsuchdmmoxsmz.!f&mamountxvquxedforscul:mentmeds:hcsbcvcmwu.m.thepamcshcmtos}uu fic Aany
dwhu:huh?ndluxgofd:edumorswgmﬂ&sssudnaudwtgtyuddcgamdto()pemozAﬂaossnnda:pcnscs
or otherwise discharging such elaim oz suit shall be ac the joine expense of the partiss parvicipating in the opesy
claim or suit wrises. If & claim is made against sny party or if any pary is susd on ecunr of any matter ari

mmcdmc.lynpnfyallochczpams.i.ndthcdmmcrmshaﬂbemwdssmyothexdamorsmmvolv' ()

gl :
Tuazépt when sutborired ia wniting by the
Anpcrinan Assuciation of Pruplvws Landnsa
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_ sighus, privileges, or oblxganons which Non-Operators may have under federal or state laws or tndei,gul

ARTICLE XI,
FORCE MAJEURE

If any. party is rendered unable, whouy or m part, by force majeure to carry our irs obligations under this agreement, other
‘than the obligation to indemnify or make money payments or furnish security, chat party shall give to gll other pardies
prompt written notice of the force majeure wich reasonably full parciculars conceraing it ch;rcupon, the obligations of the
party giving the notice, so far as they sre affected by che force majeure, shall be suspended during, but no longer than, the
continuance of the force majeure. The term “force majeure,” as here employed, shall mesn an acr of God, strike, lockout, or
other industrial disturbence, st of the public enemy, war, blockade, public not lightning, fice, storm, flood or other act of
nacwure, explosion, governmental action, goveramental delay, -restraine or macnon, unaevailsbility of equipment, snd any other
cause, whether of the kind specifically enumerated zbove or atherwise, which is not reascnably within the contrel of the party
claiming suspension.

The affected party shall use gll reasonable diligence: o remave the force majeure situation as quickly es practiteble. The
requirement that say force majeure shall be temedied with &ll reasonsble dispatch shall nor require the sectlement of strikes,
lockouts, or other labor difficulty by the party irwvolved, contrary to its wishes; how all such difficulties shall be handled shall -
be entirely within the discretion of the party concerned.

ARTICLE XII.
NOTICES

All gotices authorized or required berween the parries by sny of the provisions of this sgreement, unless ocherwise
specifically provided, shall be in writing and delivered in person or by United States mail, couricr service, telegram, celex,
telecopier or any other form of fecsimile, postsge or charges prepaid, and sddressed to such parties at the sddresses listed on
Exhibit “A." All telephone or oral notices permitted by this agreement shall be confirmed immedistely thereafter by written
notice, The originating notice given under sny provision hereof shall be deemed delivered only when received by the pary w
whom such noice is directed, and the time for such party to deliver any notice in response thereto shall run from the dace
the originating natice is received. “Receipt” for purposes of chis sgreemenc with respect te written natice delivered hereunder
shall be acrual delivery of the notice to the address of the party to be norificd specitied in accordance with this agreement, or
to the telecopy, facsimile or telex machine of such parry. The second or any responsive notice shall be deemed delivered when
deposited in the United States mail or at the office of the courier or telegraph service, or upon trensmiccal by telex, telecopy
or facsimile, or when personally delivered to the party to be norified, provided, thar when response is required within 24 or
48 hours, such response shall be given orally or by telephone, telex, telecopy or other facsimile within such period. Each party .
shall have the right to change its address at any time, and from time tw time, by giving written notice thereof to all other
pacties. If a parry is sot available to receive notice orally or by telephone when a party attempts to deliver a notice required
w0 be delivered within 24 or 48 hours, the notice may be delivered in writing by sny other method specified herein 2ad shall
be deemed delivered in the same manner provided sbove for any responsive norice,

. ARTICLE XIII.
TERM OF AGREEMENT

This agrecment shell remain in full force and effect a5 to the Ol and Gas Leases and/or Oil and Gas Interests subject
herewo for the period of time selected below; provided, however, no party hereto shall ever be construed g5 having eny righe, title
or interest in or to sny Lease or Oil and Gas Interest contributed by any other parry beyond the term of this agreement.

Oprion No. 1: So long as any of the Oil end Gas Leases subject to this agreement remain or are continued in
force ss to any part of the Contract Area, whether by production, extension, renewal or otherwise.

0O Optiop No. 2: In the cvent the well dascribed in Article V1A, ot any subsequent well drilled under any provmon
of this agreement, results in the Completion of a well &5 2 well capable of production of Oil and/or Gas in paying
quaatitics, this agreement shell coatinue in force so long as oy such well is capable of production, and for an
sdditional ‘period of days thereafter; provided, however, if, prior to the expiration of such
additional period, one or more of the partics hereto are engeged in drilling, Reworking, Decpening, Sidetracking,
Plugging Back, testing or steempting to Complete or Re-complere 2 well pr wells hereunder, this agreement shall
continue in force until such operations have been completed and if production results therefrom, this agreement
shall continue in force as provided herein, In the evenc the well described in Arcicle VLA, o any subsequent well
drilled hereunder, results in # dry hole, and no other well is capable of producing Oil and/or Ges from the
Contract Arcs, this agre shall i unless drilling, Deepening, Sidetracking, Completing, Re-
completing, Plugging Back or Reworking operations sre o d within days from the
date of sbandonment of said well. "Abandonment™ for such purposes shall mean either (i) a decision by all parries
not to conduct any further operations on the well or (Ii) the elapse of 180 days from the conduct of any
operations oo the well, whichever first ocours.

The termination of this ag shall not relieve any party hereto from any expense, lisbility or other obhganon or apy
remedy therefor which has accrued or attached prior to the date of such termination,

Upon termination of this sagreement and the satisfaction of all obligations herennder, in the event a memorandum of thxs
Operating Agreement has beca filed of record, Operator is authorized to file of record in sll necessary recording offices 8
notice of terminzdion, and each party hereto egrees to exccure such s notice of termination as to Operstor's interest, upon
request of Operator, if Operator has satisfied all its financial obligations.

ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS
A, Laws, Regulations and Orders: i
Thls agreement shall be subject to the lpp]icnblc laws of the state-in whxch the Coatracr Ares is locau:d 1o the viii

and local laws, ordinances, rules, regulations and orders.
B. Governing Law:
This sgreement and all mamers pertaining hereto, including but not limited to matsers of p

: ! non-
performance, breach, remedies, proceduzes, rights, duties, and interpretation or construction, shall/¢ fied and
determined by the lew of the state is whxch the Contract Ares is locsted. If the Contract .‘u:ea is in oW’ "States,
the law of the state of : —— shall g

C. Regulatory Agencies:

Nothing besein contained shall grant, or be construed to grant, Operator the right or suthority & (R
ERCIPT Wheh ulﬂu« 1 * wuuus & the

fie kR R ECRNIARIDS.

-16 -



f
AAPL FORM 610 - MODk:

AR B - WY R N TURY K

" URM OPERATING AGREEMEN

orders promulgated under such lews in reference w oil, gas and mincral operstions, including the location, operation, or
production of wells, on traces cffsemng or edjaceat o the Contrac Ares.

With respect to the operstions b der, Non-Qp 5 sgree 1o telesse Operator from sny and sl losses, damages,
injuries, clzims and couses of sction arising our of, incident to or resulting directly or indirectly from Operator's interpretation
or spplication of rules, rulings, regulations ar ocders of the Departinent of Eaergy or Federa! Energy Regulatory Commission
or prcdcccssox' or successor agencies to the extent such interpretation or spplicstion was made in good falch and does not
& gross neglig Bach Non-Operator further sgrees to reimburse Operator for such Non-Operstor's share of
pmducdon or any refund, fine, Jevy or othet governmental sanctlon that Operstor may be required to pay a3 & result of such
an Incorrect intecpretstion or spplication, twgesher with interest and penalties thereon owing by Operator as s result of such

incorrect interpretstion or application.

ARTICLE XV.
MISCELLANEOUS
A, Execudont .
This sgreement shall be binding upon each Non-Operstor when this agr or a parc theseof has been

executed by such Non-Operator and Operstor notwithstanding that this sgreement is not then or cheresfrer execured by all of
the parties to which it is teadered or which are listed on Exhibic "A™ as ownlng sn interest in the Contract Ares or which
own, in fact, an intezest ip the Contrsct Ares. Operator msy, however, by written notice to all Non-Operators who have
become bound by this agreement o5 aforessid, given st any time prior to the sctual spud dute of the Initial Well buc in no
event later than five days prior to the date specified in Article VI.A, for commencemear of the Initial Well, terminace this
sgreement if Opemm in its sole discretion determines that there is insufficient parsicipation to justify commencement of
drilling operations, In the event of such & termination by Operator, &l further obhgn_:wns of the pacties hereunder shall cesse
as of such termination. In the event any Non-Operator has sdvanced or prepald any share of drilling or other costs
hereunder, ell sums s0 ad d shall be d to such Non-Operator without interest. In the event Operator proceeds

" with drilling operations for the Initial Well without the exccution hereof by all persons listed on Exhibit "A” as having s

current working interest io such well, Operstor shall indemaify Non-Op with respect to &ll costs incurred for the
Initia] Well which would have been charged o such person under this sgreement if such person had executed the same and
Operator shall receive all revenves which would have been received by such person under this sgreement if such person hsd
executed the same.

B. Successors snd Assigns:

This sg shall be binding upon and shall inure to the benefit of the parvies hereto snd their respective heirs,
devisces, Jegal ref ives, and assigns, and the terms hereof shall be deemed to run with the Leases or
Interests included within the Contract Area
C. Counterparts:

This lostrument maey be executed in any pumber of coun:erpam each of which ;hnll be considered an original for all
purposes. .

D. Severabilivy:

For the purposes of & g or tejecting this sgre: s a0 >y CORLract p to federal bankrupecy laws,
this agreement shall not be scvenblc, but rather must bc sssumed or rejected in its enme:y, and the failure of say party to
this sgrecment to oomply with sll of its financis] obligations provided herein :hxu be & material defaul.

ARTICLE XVIL :
OTHER PROVISIONS
-‘—-.-A'nin.-‘l;a--i:'IlL=Jl'l' .
on the Joint pmperty. the party propdslng the peratlon hall cotact the oer pa 4rder this

Agreement in writing. The proposing party shall provide each party with thelecation and estimated
cost of the seismic iine or lines, and shall request an election by-e=ti parly either for or against the

- operation.” Should two or more parﬂes to this AgresmentWhich own & majority Interest, based upon

ownership as set out in Exhibit A~ herets, “and lnclusive of the proposing party, elect “for” the
proposed selsmic operationati parties shall be obngated to bear thelr proportionate share of the cost
of the selsmie—Failure of any party to respond to a selsmic proposal within 15 days from receipt

hergolshallbo-consirued oot

B.

If any party hereto hereinafter should create an overriding royalty, production payment or
other burdens against its working Interest production and If any other party or parties should conduct
non-consent operations pursuant to any provisions of this agreement, ard, as a result, bacome
entitled to recelve the working Interest production otherwise belenging to the non-pariicipating party,
the party or parties entitled to recelve the working interest praduction of the non-participating party
shall receive such production free and clear of gurdens agalnst such production which may have
been created subsequent to this agreement, and the non-participating party creating such
subsequent burdens shall save the particlpating party or parties hammless thh respect to this receipt
of such working interest production.
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When a well which has been authorized under the terms of this
Agreement as a vertical well shall have been drilled to the
objective authorized in the AFE ("authorized depth"), and all test
have been completed and the results thereof furnished to the
participating parties, and after Operator has attempted in good
faith to reach a mutual agreement with Non-Operator(s) regarding
further operations but such parties cannot agree upon the sequence
and timing of further operations regarding said well, the following
proposals shall control in the order enumerated hereafter: (1) 2
proposal to do additional logging, sidewall coring, or testing; (2)
a proposal to attempt te complete the well at the authorized depth
in the manner set forth in the AFE (i.e., in accordance with the
casing, stimulation and other completion programs set forth in the
AFE); (3) a proposal to attempt to complete the well at the
authorized depth in a manner different than as set forth in the
AFE; (4) a proposal to plug back and attempt to complete the well
at a depth shallower than the authorized depth, with priority given
to objectives in asecending order up the hole; (5) a proposal to
drill the well to a depth below the authorized depth, with priority
given to objectives in descending order; (6) a proposal to
sidetrack the well to a hew target objective for a vertical or
deviated hole, with priority given first in ascending order to
targets above the autherized depth; and then in descending order to
targets below the authorized depth; and (7) a proposal to drill a
first to a lateral drain hole at the authorized depth, and then to
objectives in ascending order above the authorized dépth, and then
to objectives in descending order below the authorized depth.

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

D.  SUBSEQUENTLY CREATED INTEREST

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

Non-Operator may be exeluded from Operator's coveragée described in
Exhibit “D" enly after furnishing:

A. Express written election to be excluded; and

B. Insurance Certificate reflecting current and adeguate
coverage for its participation interest or notice of its
self-insurance program for those portions of the
coverages not reflected on the Certificate of Insurance.

~l7a~-
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IN WITNESS WHEREOF, this agreement shallbcdfectiveas,ofﬂxclﬁi:h_da_yofmm___,

1998 .

ATTEST OR WITNESS:

OPERATOR

By & W

Steven R. Foy

Type or print name

Title Vice President

Date February. 16, 1998

Tex ID or §8. No. . 75=222319Q

NON-OPERATORS

NEARBURG EXPLORATION COMPANY, L.L.C.

oy ot ol e

Robert G. Shelton

Type or print name

Tide _Attorney-in-Fact

o

Date

Tax ID or $.5. No. 15—262»6152

By

By

Type or print name

Title

Date

Tax ID or 8.S. No.

-18 -

Title

Type or print name

Date

Tax ID or S5. No, .

{Enaevise Assucletyn uf Patrudwain Lurdmer

P I v i R
Use of this idenntying xask is prabibited
exceyl when authorited in wiiting by the




ACKNOWLEDGMENTS
THE STATE OF TEXAS §
COUNTY OF MIDLAND §
‘ , 1998
The foregoing instrument was acknowledged b me on this 16th day of _ February , 1957
by _Steven R. Foy , as Vice President of Penwell Energy, Inc., Texas
corporation, on behalf of said corporation. \ .
W o yr
Notary Public,/Gtate of Texas
My Commission Expires:
9/23/01 7. TAMMY BAIMBRIDGE
/ Notary Public
4 STATE OF TEXAS
ZTEL” My Coann. Exp. 06/23/01
THE STATE OF TEXAS §
§
COUNTY OF MIDLAND §

The foregoing instrument was acknowledged before me on this the 26th day of January, 1998, by

Robert G. Shelton, as Attomey-in-Fact of Nearburg Exploration Company, L. L. C., a Texas limited lisbility
company, on behalf of said company.

My Commission Expires:

KAYE H. GASSIE
Notary Pubilc
STATE OF TEXAS

My Camm. Exp. 11/06/2001
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A

EXGIBIT "A"

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

Identification of I.ands Subject to this Agresment:

W/2 of Section 10 and all of Section 11, T-16-S, R-28-E, Eddy Connty, New Mexico

Restrictions as to Depths or Formations:

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

the Morrow formation.

Percentages of Parties to this Agreement:

Penwell Energy, Inc. 43.75%
Nearburg Exploration Company, L.L.C. _5625%
100.00%
Oil and Gas Leases Subject to this Agreement:
1) Lease Name: NM 97128
Lessor: United States of America
Original Lessee: Penwell Energy, Inc.
Lease Date: 09/01/96
Description: Insofar and only insofar as lease covers

2) Lease Name:
Lessor:
 Original Lessee:
Lease Date:
Description:

3) Lease Name:
Lessar:
Original Lessee:
Lease Date:
Description:

the SW/4 of Section 10 and NE/4NE/4, W/2NE/4,
and NW/4 of Section 11, T-16-S, R-28-E,
Eddy County, New Mexico

VO0-5148

The State of New Mexico

Penwell Energy, Inc.

09/01/97

SE/4NE/4 and SE/4 of Section 11, :
T-16-8, R-28-E, Eddy County, New Mexico

NM 95630

United States of America

Doug Schutz.

08/01/95

Insofar and only insofar as lease covers
the N/2SW/4 and SE/4SW/4 of Section 11,
and the NW/4 of Section 10, T-16-5,
R-28-E, Eddy County, New Mexico

Addresses of Parties to this Agreement:

Penwell Energy, Inc.

600 North Marienfeld, Suite 1100

Midland, Texas 79701

Nearburg Producing Comupany

Nearburg Exploration Compaany, L.L.C.
3300 North "A" Street, Bldg. 2, Suite 120

Midland, Texas 79705
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EXHIBIT “c "
ttach f that certain Joint Operating Agreement dated January 26, 1998, by
; A'and eggxg;nsédgm DENERGY _INC., as Operator, and N’EARBURG EKPLORATION COMPANY y L. L C.s
.8 _as Non-Operaton, - . R ) .
4
[
6
7 .
. 8 ACCOUNTING PROCEDURE
49 5 ;
10 JOINT OPERATIONS
1 .
12 I. GENERAL PROVISIONS
13
14 1 Definitions
15
16 “Joint Property” shall mean the real and personal property subject to the agreement to which this-Accounting Procedure
by is attached.
18 “Joint Operations” shall mean all operations necessary or proper for the development, operation, prot.echon and
19 maintenance of the Joint Property. .
120 . “Joint Account” shall mean the account showing the charges paid- a.nd credits received in the conduct.of the Joint
21 Operations and which are to be shared by the Parties. .
2 “Operator” ghall mean the party designated to-conduct the Joint Gperatom
23 “Non-Operators” shall mean the Parties to this agreement other than the Operator.
24 “Parties” shall mean Operator and Non-Operators, )
25 “First Level Supervisors” ehall mean those employess whose primaery function in Joint Operations. is the direct
26 supervision of other employees and/or contract labor directly employed on the Joint Property in & field operating
27 capacity.
28 “Technical Employees” shall mean those employees having specizl and spesific engineering, geologwal or other
29 “professional skills, and whose primary function in Joint Operations is the handling.of specific operating conditions nd
80 problems for the benefit of the Joint Property.
31 “Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.
82 “Material” shall mean personal property, equipment or supplies u:qmred ar held for use on the Joint Property.
83 - “Controllable Material” shall mean Material which &t the time is o classified in the Material Classification Manual as
84 most recently recommended by the Council of Petroleum Accountants Societies,

185
36 Statement and Billings
37
88 Operator shall bill Non-Operators onor before the last day of each month. for their proportionate share of the Joint
39 Account for the preceding month. Such bills will. be accompanied by statements which identify the authority for

140 expenditure, lease or facility, and all charges and credits summarized by appropriate classifications of investment and
41 expense except that.items of Conirollable Material and unusual cha.rges and credits shall be separately identified and
42 fully described in detail.

43
44 Advances and Payments by Non-Operators
4 .

445 . A, Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to asdvance their
47 shire of estimated cash outlay for the succeeding morith's operation within fifteen (16) days after receipt of the
48 billing or by the first day of the month for which the advarce is required, whichever is later. Operator shall adjust
49 each monthly billing to reflect advances received from the Non-Operators.

50

51 B.  Each Non-Operator shall pay its proportion of a.ll bills within fifteen (15) days after receipt. If payment is not made
52 within such time; the unpaid balance shall bear interest monthly at the prime rate in effect at ——e
53 —NoxwestaBank, N —  on the first day of the month in which delinquency occurs plus €% or the
b4 . miaximum contract rate permitted by the s.pphcable usury laws.in the state in which the Joint Property is located,
BB whichever is the lesser, plus attomeyb foes, court costs, and athar cists in connection with the. collection of unpaid
66 amounts. )

57

B8 Adjustments

59

160 . Payment of any such bills ehall not prejudice the right.of any Non-Operator to protest or question the correctness thereof;
61 provided, however, all bills and statements rendered to Non-Operators by Opera.tor during any calendar year shall
62 conclusively be presumed to be true and correct after twenty-four (24) months follovnng the end of any such calendar
63 year, unless within the ssid twenty-four (24) month period 8 Non-Opérator takes written exceptxon thereto .and makes
64 . claim on Operater for sdjustment. No adjustment favorable to Operator shall be made unless it is made within the same
65 preseribed period. The provisions of this paragraph shell not prevent adjustments resulting from 2 physical mventory of
66 Conh'ollable Material as provided for in Section V.,

67 . . .
% X - A . .

69  COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
70 : : ’

‘ «1-
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Audits

A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shal] have the right to audit Opera-

B.

Approval By Non-Operators

tor's accounts and records relating to the Joint Account for any calendar year within t'he twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the time
for the taking of written exception to and the adjustments of aceounts as provided for in Paragraph 4 of this Section
1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a
joint andit in 2 manner which will result in & minimum of inconvenience to the Operator. Operstor 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 appraval of Operator, except upon the resignation or
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit.

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

A

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of this
Accounting Procedure and if the agreement 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 contralling on all Non-Operators.

II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1,

Ecological and Environmental

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 ecologics! or archaeological
nature and pollution control procedures as required by applicable laws and regulations.

Rentals and Royalties

Lease rentuls and royalties paid by Operator for the Joint Operations.
Labor

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

C.

D.-

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

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

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed

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

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

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

Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph
8A of this Section II. , ex@luding moving or relocation expenses.

Employee Benetits

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

purchase, thrift, bonys, and other benefit plans of & like nature, applicable to Operator’s labor cost chargeable to the Joint
Aczdunt under Paragraphs 34 and 3B of this Section II shall be Operator's actual cost not to exceed the percent most recent-
1y recommended by the Couneil of Petroleum Accountants Societies. '

Material

Material purchesed or furnished by Operator for use on the Joint Property as provided under Section IV. Only such Materizal
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 accurulation of surplus stocks shall be avoided.

Transportation

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

A,

It Matgrial is moved-to the Joint Property from the Operator's warehouse or other properties, no charge shall be made
- to the Joint Account for a distance greater than-the distance from the nearest reliable supply store-where like material.
is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties.
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10,

1L

12.

18.

14.

15,

== Hi

B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall _be made {0 the Joint Ac-
count for & distance grezter 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 properties belonging to Operator, unless agreed to by the
Parties.

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

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section II 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 consultant services or contract services of technical personnel not directly engaged on the Joint
Property shall not be charged to the Joint Account unless previously agreed to by the Parties.

Equipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
with costs of ownership and aperation. Such rates shell include costs of maintenance, repa.ig's, 'other operating expense,
-ing ragi% eta.x X depreciaiiﬂn, and interest on gross investment less accumulated depreciation not to exceed

percent ( %) per annum, Such rates shall not exceed average commercial rates currently pre-
vailing in the immediate area of the Joint Property.

B. Inlieu of charges.in paragraph 84 above, Operator may elect to use average commercial rates prevailing in the immedi-

-ate area of the Joint Property less 20%. For sutomotive equipment, Operator may-elect to use rates published by the
Petroleurn Motor Transport Association. : . :

. Damages and Losses to Joint 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, sccident, or other cause, except those resulting from Operator's gross negligence or
willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as sopn as practicable
after a report thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and
‘emounts paid for seftlement of claims incurred in or resulting from operations under the agreement or necessary to protect
or recover the Joint Property, excapt that no charge for services of Operator’s legal staff or fees or expense of outside attor-
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be covered by the
gverhead pravisions of Section IIT unless otherwise egreed to by the Parties, except as provided in Section I, Paragraph

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof,
or the production therefram, and which taxes have been paid by the Operator for the benefit of the Parties, If the ad valo-
rem taxes are based in whale or in part upon separate valuations of each party’s working interest, then notwithstanding
enything to the cantrary hergin, 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 Jaint Operations for the protection of the Parties. In the
event Joint Operations are conducted in a state in which QOperator mey act as self-insurer for Worker's Compensation and/
or Employers Liability under the respective state’s laws, Qperator may, at its election, include the risk under its self-
insurance program and In that event, Operator shall include a charge at Operator’s cost not to exceed manual rates.

Abandonment and Reclamation

COS}? incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory
authority. ;

Communications

Cqst of acquiri{z_g,. leas'ing, installi_ng, operat'ing, repairing and maintaining communication systems, including radio and
‘microwave facilities directly serving the Joint P‘roperty. In the event communication faci)ities/systems serving the Joint
Property are Operator-owned; charges to the Joint Account shall be made as provided in Paragraph 8 of this Section IL

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section. II, or in Section III-and which

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

Operations.
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III. GVERHEAD

1. Overhead - Drilling and Producing Operations

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

X) Fixed Rate Basis, Paragraph 14, or
( ) Percentage Basis, Paragraph 1B

Unless otherwise agreed to by the Parties; such cherge shall be in lieu of costs and expenses-of all offices and salaries
or wages plus applicable burdens and expenses. of all personnel, except those directly chargesble under Paragraph
84, Section I1. The cost and expense of services from outside sources in connection with matters of taxation, traffic,
sccounting or matters before or involving governmenta! egencies shall be conisidered as included in the overhead rates

provided for in the above selected Paragraph of this Section IfI unless such cost and expense are agreed to by the
Parties as & direct charge to-the Joint Account,

The salaries, wages and Personal Expenses of Technicel 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.

f=+

fii, The selaries, wages and Persona} Bxpenses of Technice} Ernployees and/or costs of professional consultant services
and contract services of technical personnel either temporarily or permanently assigned to and directly employed in
the oparation of the Joint Property:
& ) shall be covered by the overhead rates, or
X) shall not be covered by the overhead rates.
A. Overhead ~ Fixed Rats Basis

(1) Operator shall charge the Joint Account &t the following rates per well per month:
Drilling Well Rate 5 +7530-00 |
(Prorated for less than & full month)
Producing Well Rate§ 480.00

{2) Application of Overhezd - Fixed Rate Basis ghall be a.s 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 ig later, except
that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or
more congecutive calendar days. ) : .

(2) Charges for wells undergoing any type of workover or recompletion for & peried of five (5} consecutive
work days or more shall be made at the drilling well rate.;Such charges.shall be applied for the period
{rom date workover operations, with rig pr other units uged-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 imore consecutive calendar deys. )

(b) Producing Well Rates

(1) An active well either produced or i

v rijected into for any portitn of the month shall be considered as a one-
well charge for the entire month. = o

IR

(2) Each acitiive completion in & multi-~compléted well in which 'pro&uiction is not commingled down hole shall

be considered s a one-well charge providing each completion is considered a separgte well by the govern-
ing regulatary autharity.

(8) An inactive ges well shut in because of overproduction ar fa.ﬂu‘;-g of purchaser to take the production shall
beﬂcncsxdered &s & one-well charge providing the gas well is .directly connected to & permanent sales
outle

(4) A one-well charge shall be made for the month in which pldgg—ipg and abandonment operations are com-
pleted on any well. This one-well charge shall be made whetlier or not the well has produced except when
drilling well rate applies. o

(6) All other inactive wells (including but not lmited to inactive wells covered by.unit allowable, lease allow-
able, transferred allowable, etc.) shall not qualily for an overhéad charge.

(8) The w._ell rates shall be adjusted as of the fivst day of April each year,following the effective data of the agreement
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur-
rently in uss by the percentage increase or decrease in-the average weekly earnings of Crude Petroleum and Gas
Production Workers for the last calendar year compared to the calendar year preceding as shown by the index
of average weekly earnings of Crude Petroleum end Ges Production Workers a3 published by the United States
Department of Labor, Bureau of Labor Statisties, or-thé-equivalent Canadian’index as published by Statistics
Qar;dn,tas.apphcable. The adjusted rates shall be the rates currently in use, plus or minus the computed ad-
justmen . ' :
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Percent ( %) of the cost of development of the Joint Property exclusive of gos ‘providec
10 of Section 11 and all salvage credits. )
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Operating -

|__ Percent( %) &

Paragraphs|2 and 10 of Section II, 2li salvigsgredits, the valyes injected substances purchased for secondary

recovery and all taxes and assessments which a viedrgesessed and paid upon the mineral interest in and
to the Joint Property. -

@
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Application of Overhead - Percentage Bagis-shall be as follows:
Far the purpose of determining ¢chefges on a percentage basis under Paragraph 1B ;
shall include all costs in conir€etion with drilling, redrilling, deepening, or any remed!

wells involving t_he o6t drilling rig and crew capable of drilling to the producing inte

5 zhap the Joint Prop-
erty; also, preliminETy expenditures necessary in preparation for drilling and expenditures i

ncui'r' -+w.gbandoning
s17 18 not completed as & producer, and original cost of constr:uction or installation 'of fixed 2yse
ei6n of fixed assets and any other project clearly discefniglne asa f_ljxed g_s_set, except Major Conatructio
v adi h 4
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2.  Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the

Joint Property, Operator shall either negotiate & rate prior to the beginning of construction, or shall charge the Joint
Account for overhead based on the following rates for any Major Conistruction project in-excess of $25.000,00 _:

A 5 _%offirst $100,000 or total cost if less, plus
B. 3 % of costs in excess of $100,000 but less than $1,000,000, plus
C. _.i__ % of costs in excess of §$1,000,000,

Tqtal cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single’

pro{ecét ghall not be treated separately and the cost of drilling and workover wells and ertificial lift equipment shall be
excluded.

8.  Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil epill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are necessary
to restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures, Operator
shall either negotiate a rate prior to charging the Joint Account er-ehet-eharge-thedeimtocouni-foroverhesdbasedor

i 3
A ULTIdT

E}xpenditures subject to the overheads above will not be reduced by insurance recoveries, and no-other overhead provi-
sions of this Section III shall apply.

4. Amendment of Rates

.The overhead rates provided for in this Section III 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 Joint Account Material and shall make proper and timely charges and eredits for all Material move-
‘ments affecting the Joint Property. ppetator shall provide all Material for use on the Joint Property; however, at Operator’s
option, such Matgrml may.be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or surplus
Material, such disposal being made either through sale to Operator or Non-Operataor, division in kind, or sale to outsiders.
Operator may purchase, but shall be under no obtigation to purchase, interest of Non-Operators in surplus condition A or B
Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties.

1. Purchases however Qperator shall not be
. : reciu:_r" ed to take discounts
Material purchased shall be charged at the price paid by Operator after deduction of all discounts recei

i ] ved! In case of
Material found to he 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 from the Joint Property or disposed of by the Operator,
‘unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts:

5




ééns - 1984 ~ ONSHORE

:T—?} . Recommended by the Council
N of Peiroleuin Accountants
Societiss

ol It Py
i COR RTINS OQ =tITx IR TET

. 5. . 1 ’ K » hed

a)lubular goods, sized 2% inches OD and larger, except line pipe, ghall be priced at Eastern mill ppylis
¢ ealqed base prices effective as of date of wiovemnenit plus transportation cost using the 80,000 poyxd carlorad
weight\besis to the railway receiving paint hesrest the Joint Property for which published r&il rates for
tubular gqods exist. If the 80,000 poungg-a;il rafe is not offered, the 70,000 pound or §0,000-found rail rate

may be used, Freight charges for tubing will be calculated {rom, Lorain, Ohio and casingffom Youngstown.
Ohio.

(b} For grades which aPe specia) to one mill only, prices shall be computed at t.h_e mill Yase of that mjll plus trans-
;ortatian cost from that mill to the railway recelving point nearest the Joint Pfoperty as provided above in

aragraph 2.A.(1)z). For'tegnsportation cost from points other than Easterpnills, the 80,000 pound Oil Field
Haulérs Association interstate truck rate shall be used. - :

(¢) Special end finish tubular gbods 3 alll be priced et the lowest pubfished out-of-stock price, f.o.b. Houston,

Texas, plus transportation cost, usinyOi! Field Baulers Assocjzfion interstate 80,000 pound truck rate, to
the railway receiving point nearest the Jaint Property.

(d) Macaroni tubing (size less than 2% inch OD) shall be pri€ed at the lowest published out-of-stock prices f.0.b.
the supplier plus transportation costs, using the Of\Flefd Haulers Association interstate truck rate per weight
of tubing transferred, to the raflway receiving poiit\pearest the Joint Property.

{2) Line Pipe

(e} Line pipe movements (except size 244fch OD and larger with waly ¥ inch and over) 80,000 pounds or more
shall be priced under provisions pf'tubular goods pricing in ParagrPeph A{1)z) as provided above. Freight
charges shall be calenlated froaf Lorain, Ohic,

(b) Line pipe movements (except size 24 inch OD and larger with walls ¥ inch and over)'less than 80,000 pounds
shall-ge priced at Eastern mill published carload base prices effective as of date f{ ghipment, plus 20 percent,
plus transportation edSts based on freight rates as set forth under provisions.of tubulsy goods pricing in Para-
graphk A.(1)a) asprovided sbove. Freight charges shall be calculated from Lorgin, Chig.

{c) Line pipe 24"inch OD and over and ¥ inch wall and larger shall be priced f.o.b, the pointhqf manufacture

;t currext new published prices plus transportation cost to the railway receiving point neadwgst the Joint
ropery. ] :

{d) Xfne pipe, including febricated line pipe, drive pipe and conduit not listed on published price lists shay be
) p

(8) Ctiwer Materfal shall be priced at the current new price, in effect at date of movement, as listed by a reliable supply

store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable; to the railway
receiving point nearest the Joint Property. - ' ’

(4¢) Unused new Materlal, %&ceclﬁdé&g&lac goods, moved from the Joint Property shall be px;icéd at the current new
price, in effect on date of movement, &s listed by a reliable supply store nearest the Joint Property, or point of
manufacturs, plus trensportation costs, if applicable, to the railway recsiving point nearest the Joint Froperty.

B. Good Used Material (Condition B)

Material in sound and serviceable condition snd suitable for reuse withou} reconditioning:
(1) Material moved to the Joint Praperty

At seventy-live parcent (75%) of current new price, as determined by Paragraph A,
(2) Muaterial used on and moved from the Join} Property

(8) At seventy-five fercent (76%) of current new price, s determined by Paragraph A, If Material was originally
charged to the Joint Account as new Material or .

(b) At sixty-fi

ch,

ive percent (65%) of current new price, us determined by Paragraph A, if Material was originally
arged to the Joint Account as used Material. '

(8) Material not used on and moaved from the Joint Property
At seventy-five percent (75%) of current new price as determined by Peragraph A,
The cost of reconditioning, if any, shall be absorhed by the trepsferring property:
C. Other Used Matsrial
(1) Condition ©

Materig! which is not in sound and serviceable condition and not suitable for its orlgina) function until after recon-
ditioning shall be priced at fifty percent (80%) of current new price as determined by Paragraph A. The cost of
reconditioning shall be charged to the receiving property, provided Conditlon C value.plus cost of reconditioning
does not exceed Condition B value, ; : o

8-
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Material, excluding junk, no longer suitable for its original purpose, but usapl_e for some other purpose shall be
priced on a basis commensurate with its usé, Operator may dispose of Condition D Material under procedures
normally used by Operator without prior approval of Non-Operators.

(2) Condition D

{8) Casing, tubing, or drill pipe used es line pipe sha)l be priced as Grade A and B seamless line pipe of com-
parable size and weight. Used casing, tubing or drill pipe utilized us line pipe shell be priced at used line
pipe prices. )

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

(3) Condition E

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

D. Obsolete Material ’ ¢

Material which is gerviceable and usakl:'le 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 prlcg:d as agreed to by the Perties.
Such price should result in the Joint Account being ¢harged with the value of the service rendered by such Material.

E. Pricing Conditions

{1) Loading or unloading costs may be charged to the Joint Account atdhe
weight on ell tubular goods movements, in lieu of actual loading or u gosts-sustaimed wl t
point. The ahove rate shall he adjusted as of the first day of AprilesehvearTallowing Jenuary 1, 1986 by the same
percentage increase or decrease used just-uveThiead rates in Section III, Paragraph 1.A(3). Each year, the

rate calculated shall-be k st cent and shall be the rate in effect until the fjrs; day of April next

ST 28

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

8. Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the reguired
Material at the Operator’s actual cost incurred in providing such Material, in making it suitable for use, and in moving
it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing
Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator within

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

4 Warranty of Material Furnished By Operator

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

V. INVENTORIES
The Operator shall maintain detailed records of Controllable Material,

1. Periodic Inventories, Notice and Representation

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice
of intention to take inventory shall be givén by Operator st least thirty (30) days before any inventory is to begin so that
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an inven-
tory shall bind Non-Operators to accept the inventory taken by Operator.

2.  Reconciliation and Adjustment of Inventories

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within 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 Inventories

Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint Property.
1t 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.  Expense of Conducting Inventories

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

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

-
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~ EXHIBIT "D" -

ATTACEED TO AND MADE A PART OF OPERATING AGREEHENT
DATED . JANUARY 26, 1998,. BY AND BETWEEN PENWELL ENercy, INC., AS OPERATOR,
axp NEARBURG EXPLORATION COMPANY, L.L.C.,AS NON-OPERATOR'

At all times during the conduct of operations hersunder, Operator

shall maintain in force the following insurance at the expense of and for the
benefit of, the joint account:

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

{b) Commarcial General Liability Insurance covering the parties
hereto in connection with all operations conducted by Operator
or Operator's contractors and subcontractors with the

following limits:

General Aggraegate Limit $2,000,000
Products~-Completed Opaer. Aggregate Lt. 1,000,000
Personal Injury Limit 1,000,000
EBach Occurrence Limit 1,000,000
Fire Damage Limit ' 100,000
Medical Expense Limit 5,000
Underground Equipment 1,000,000
(c) Umbrella Liability with policy aggregate limit §10,000,000

(d) 0il Lease Equipment Coverage

(e) Business Auto Liability including hired
and non-owned coverage (Conbined Single Limit) 1,000,000

If Operator is audited by it's insurance carrier and determined to owe additional
workers compensation over and abcove what has been charged teo the well, such
additional amounts will be proportionately charged to the joint acecunt. ‘

UDED r

The Operator also carries well control insurance. EACH_ _PARTICIPANT WILL
N " " D ER ERAGE OVIDE

) POL: . i DATE OF ) g
AGREEMENT, OPERATOR_ HAS RECEIVED WRITTEN REFUSAL .OF THE COVERAGE PROVIDED BY
TOR PROOF. O] TICTPANT. JTVALENT ( o' GE. Joint

YTV
-participants afforded coverage under Operator's policy will be billed for their
proportionate share of insurance costs. - )

Operator's current policy is described a follows:
COVERAGE: (1) Drilling, completion and production of a well;

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

(3) Deepening of a well.

ENDORSEMENTS:. {1) Cost of Well Control;
(2) Deliberate Well Firing;
(3) Underground Blow-outj
(4) Contingent Joint Venture Coverage;
(5) Evacuation Expense Endorsement;
(6) Seepage & Pollution, Clean-up & Contamination;
(7) Unlimited Redrill;
(8) Care, Custody and Control; and,
(9) Making a Well safe.

PURPOSE _OF COVERAGE:

This policy protects from loss incurred from a well fire, cratering (including
the expense of clean-up or containment), wmeepage, pollution or econtamination,
expense . of re—drllling the hole lost from fire, etc.; and affords
care/custody/control legal liability. )

Contrel of Well, etc. - $5,000,000 scaled to interest
Care, Custody & Control - $500,000

/thsjou.oxd
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Exhibit "E"

ATTACHED TO THAT CERTAIN OPERATING AGREEMENT
DATED . JANUARY 26, 1998 BY AND BETWEEN
PeNwELL ENERGY, INC., AS OPERATOR, AND
NEARBURG EXPLORATION COMPANY, L.L.C., AS NON-OPERATOR

BALANCING AGREEMENT

Ownership of Gas Production
(=) It is the intent of the pastics that each party shall have the right to take in kind and scparately
disposc of its proporti share of gas (including casinghesd gas) produced from cach formation in cach well

Jocated on acreage (*Contract Arca”) covered by the Operating Agrecment to which this Exhibit is attached
("Operating Agreement™).

®) Operator shall contral the gas production and be responsible for adminiatering the provisions of
this Agreemeat anid shsll make reasonsble efforts to deliver or cause to be delivered gas to the partica' gas
purchascrs a1 may be required in order to balance the accounts of the partics in accordance with the provisions
herein contained. For proposes of this Agreement, Operator shall maintain production accounts of the partics based
upon the number of MMBui's sctually containid in the gas produced from & particular formation in a well and
d:hveredud\eoudaofl:ucequxpmcatfcruc,hpuby'l gardicss of wheth u.\uofluchguuemde
on & wet or dry basis. All references in this Agreement to quantity or volume shall-refer to the number of MMBH's
contained in the gas stream. Toward this end, Operator shall periodically determine or cause to be determined the
Bto content of gas produced from each formation in each well on 2 consistent basis and under atandard conditions
P to any method ily used in the industry.

Balaneing of Production Accounts

(a) Any time a perty, or such party's purchaser is not taking or marketing it full share of gas
duced from a particular formation in & well ("non-marketing” party), the remaining partics (“marketing® punu)
shall have the nght, but not the obligation, to produce, take, sell and deliver for such marketing parties' accounts, in
addition to the full share of gas to which the marketing partics are otherwise eatitled, all or any portion of the gas
attributable to a nou-mnrke&ng pazty. (Gas attributable to a.non-marketing party, taken by a marketing party, is
ferred to in this Ag t as "overproduction™). If there is more than one marketing party taking gas
attributable to non-mutmng pazty, uch nm—kcm\g party shall be entitled to teke a non-marketing party's gas in

the ratio that such marketing party's interest in production bears to the tota] interest in production of all marketing
partics.

® A party that has not taken its pmpomnmtc sharc of gas produced fram any formation in a well
("Underproduced Party”) ahall be credited with gas in strage equal to its share of gas produced but not takea, less
its share of gas vsed in leasc operations, veated or lost (*underproduction™). Such Underproduced Party, upon
giving timely writtea natice to Qperator, shall be entitled, ona munthly basix beginning the month following receipt
of notice, to produce, take, scll and deliver. In addition to the full share of gas to which such party is otherwisc
entitled, a quantity of gas ("make-up gas”) equal to fifty percent (50%) of the total shire of gas attributable to all
partics having cumulative over production (individually called "Overproduced Party”). Such makeo-up gas shall be
credited against such Underproduced Party's accrued underproduction in order of sccrusl,  Notwithstanding the
foregoing and subject to subscction (c) below; (i) an Overproduced Party shall never be obligated to reduce its takes
to less than fifty pereent (50%) of the quantity to which.such party is otherwise entitlcd and (i) an Underproduced

Party shall never be allowed to make up underproduction during the montha of December, January, February, and
March.

) If there is more than one Undesproduced Patty desiring make-up gas, cach such Underproduced
Party shall be entitled to make-up gas in the ratio that such party's interest in production bears to the total interest in
production of all partics then desiring make-up gas. Any portion of the make-up gas to which an Underproduced

Party is entided and which ia nct taken by such Underproduced Party may be taken by any other Underproduced
Party(ics).

@ If there is more than one Overproduced Party required to fumnish make-up gas, each such
Overproduced Party shall furnish make-up gas in the ratic thst such pasty's interest in production bears to the total
intcrest in production of all parties thea required to furnish make-up gas. Exccpt as provided in (¢) below, each
Overproduced Party in any formation in a well shall be eatitled, on & monthly basis, to take its foll sharc of gas less

its share of the meke-up gas then being produced from the particular formation in the well in which it ia
overproduced.

) If Opcrator in good faith belicves that an Overproduced Party has recovered one hundred
percent (100%) of such Overproduced Party's share of the recoverable rescrves from & particular formation in &
well, such Ovezproduced Party, upen being notificd in writing of such fact by Operator, shall cease taking gas from
such formation in such well and the remaining parties shall be entitled to take one hundred perecat (100%) of such
production until the accounts of the-partics arc balaiiced. Thercaficr, such Overproduced Party shall again have the
tight to take its share-of the remaining produiction, if any, in sccordance with the provisions herein contained.
Notwithstanding anything to the contrary herein, after an Overproduced Party has recovered one hundred percent
(100%) of its full ahare of the recoverable rescrves as 20 detormined by Qperator ﬁ'pn‘) & particular formation in &

"well, such Overproduced Party may continué.to produce if such continued production is (i) neccssary for lease

majntenance purposcs, or (if) permitied by a majority of interest of the partics who have not produced one hundred

perpent (100%) of their recoverable reserves from such formation in such well after written batlot conducted by
Operstor.



Cash Balancing Upon Interim Imbalances ar Upon Delction . .
@ Op January 15th and July 15th of each Calendar Year Underproduced Party may givo notice that

he desires cash balancing for any Underproduced volumes, This notice and request to cash balance shall constitute
an “Interim Accounting”,

{®) If gas production from a particular formation in & well cezses and no attempt is made to restore
production (or substitute therefor) within sixty (60) days, Operutor shall distributs, within ainety (90) days of the
date the well last produced gas from such formation, a statemeant of net unreconped underproduction and
overproduction and the months and years in which such urecouped produced acorued ("Final Accounting”).

() ‘Within thirty (30) deys of xeczipt of either Final Accouriting or an Interim Accounting, cach .
Overproduced Party shall remit to Operator for disbursement to the Underproduced Partics, a sum of moncy {which
sum shall not include interest) equal to the amount actually received or constructively received under subparagraph
(¢) below, by Overproduced Pasty for sales during the month(s) of overproduction, caleulated in order of accrual
but less applicable taxes, royaltics and reasonsble costa of marketing and transporting such gas actvally paid by
such Overproduced Pasty, Such-remittance shall be based on number of MMBtu's of overproduction and shall be
accompanied by & statement showing volumes and prices for cach month with scerued unrecouped ovcrpmc_luction.

(d) Within thirty (30) days of reccipt of any such remittance by Operator from an Overproduced
Party, Opcrator shall disburse such funds to the Underproduced Party(ies) in accordance with the final accounting.
Operator assumes no lability with respect to wny such payment (ualess such payment is attributible to Gperator's
overproduction), it being the intent of the parties that €ach Overproduced Party shall be solely responsible for
reimbursing each Underproduced Party for such Underproduced Party's respestive share of overproduction taken
by such Overpraduced Party in.accordance with the provisions herein contained. If any patty fails to pay any sum
duc under the terms hereof after demand therefor by the Operator, the Operator may tum responsibility for the

collection of such sum to the party or partics to whom it is owed, and Operstor shall have no further responsibility
for collection.

(e) In determining the amount of overproduction for which settlement is due, production taken
during any month by an Underproduced Party in excess of such Underproduced Party's share shall be trested as
mske-up and shall be applied to reduce prior deficits in the order of sccrual of such deficits.

[0 An Overproduced Party that took gas inkind for its own use, sold gas to an affiliate, or
otherwisc disposed of gas in other than a cash sale shall pay for such gas at market value at the time it was
produced, even if the Overproduced Party sold auch gas to an affiliate at a price grester or lesser than market value,

® If refunds are later required by any governmental authority, cach pasty shall be sccountable for
itz regpective share of such refunds as finally balanced hereunder.

Deliverability Tests
At the request of any party, Operator may produce the entire well stream for a deliversbility test not o

exceed seveaty-two (72) hours in duration (or such longer period of ime as may be mutually agreed upon by the

parties) if required under such requesting party's gas sales or transportation contract,

Nominzations

Each party shall, on 2 monthly basis, give Operator sufficieat time and deta 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 snd to the extent caused by
Operator's gross negligence or willful misconduct, Operator shall not be responsible for any fecs and/or penalties
asgociated with imbalances charged by any pipeline to any Underproduced or Overproduced Party(ics).

Statements

On or before the twenty-fifth (25th) day of the month following the month of production, cach party taking
gas shall furnish or cause to be furnished to Operator a statement of gas takea expressed in terms of MMBw's. If
actuzl volume information sufficient to prepare such statement is not made available to the taking party in sufficient
time to prepare it, such taking party shall nevertheless furnish a statement of its good faith estimate of volumes
taken. Within twenty (20) days of the receipt of all such statements, Opczator shall furnish to each party a statement
of the gas balunce 2mong the perties, including the total quantity of gas produced from cach formation in each well,
the portion thereof used in operations, vented:or lost, and the total quantity delivered for each party's account. Any
error or discrepancy in Operator's monthly statcment shall be promply reported to Operator and Operator ahall
make a proper sdjustment theroof within thirty (30) days after final determination of the correct quantitics involved;
provided, however, that if no crrors or discrepancies arc reported to Operator within two (2) years from the date of
sny statement, such statemeat shell be concluzively deented to be correct. Additionally, within thirty (30) days from
the end of each calendar year, non-operators shall furnish to Operator, for the sole purpose of establishing records
sufficient to verify cash balancing values, a stat flecting actually reccived or constructively reccived
under paragraph 3(¢), on a monthly basis for the calendar year preceding the immediately concluded calendar year.

Operator shall not allow a party to produce gas for its sccount during any month when such party is delinquent in so
furnishing the monthly or annual statements.

Payments of Taxes

Each party taking gas shall pay or cause to be paid any and all production, severance, utility, sales,
excise, or other taxes due on such gas. . :
Operating Expenscs .

The operating cxpenscs arc to be borme as provided in the Operating Agrecment, regardless of whether all

partics arc selling or using gas or whether the sales and use of sach are-in proportion to their rezpective interests in
such gas. ’



10.

11.

12

13,

14.

15,

16.

17.

18,

Mbjosexe(iw)

Ovezproducing Allowable

Each party shall give Operator sufficient time and data to casble Operator to meke appropriatc
nominations, forccasts and/or filings with the regulatory bedies having jurisdiction to esteblish allowances. Each
party shall & all times regulate-ita takes and deliverica from the Contract Area so that the well(s) covered hereby
shall not be custailed snd/or shut-in for overproducing the allowable production assigned thereto by the regulatory
‘body having jurisdiction.

Payment of Leaschold Burdens

At all imes while gas is produced from the Contract Arca, each party agrees to make appropriate
settlement of all rpyalties, overriding royalties and other paymeats out of or in licu of production for which such
pasty is responsible just ss if such party were taking or delivering to a purchascr such party's full share, and such
party's full sharc only, of such gas production exclusive of gas uscd in operations, veated or Jost, and each party
agrees to indemnify and hold cach other party harmless from any and al! claims relating thereto.

Application of Agrecment .
The provisions of this Agrecment shall be separately applicable and shall constitute a separate agreement
with respect to gas produce form each formation in each well located on the Contract Ares.

Term

‘This Agrecment shall terminate when gas production under the Operating Agreement permanently ceases
and the accounts of the partics are finally settled in d with the provisions herein contzined,
Opcrator's Liability

Except s otherwise provided herein, Operator is suthorized to.administer the provisions of this
Agrecment, but shall suffer no Lability to the other partics for losses sustrined or Liability incurred which arise out

of or in connection with the perfor of Op 's duties h der except such as mey result from Operator's
gross negligence or willful misconduct.

Audits

Any Underproduced Party shall have the right for a period of two (2) years after receipt of payment
pursuant to 8 final accounting and after giving written notice to all partics, to audit an Overproduced Party's
accounts and records relating to.such payment. Any Overproduced Pasty shall have the right for a period of two (2)
years after teader of payment for unrecouped volumes and upon giving written notice to all parties, to audit an
Underproduced Paty's records as to volumes. The party conducting such sudit shall bear its costs of the audit,
Additionally, Operator shall have the right for a period of two (2) yesrs after receipt-of an annual statement from &
non-operator under paragraph 6 after giving written notice to the affected non-operator to udit such non-opcrators
accounts and records relating to such paymeat., Costs of such audit shall be borne by the joint account.

Successora and Asajgns

The werms, covenants and conditions of this Agmcmmt shall bo bmdxng upon and shall inure to the benefit
of the parties and to their respective sucecssors and assigns, and may be assigned in whole or in part from time to
time; provided, however, that (a) any such assignments shall be made subject to this Agr and as g the
partics shall not be valid without the express written acceptance of the terms of this Agrecment by the Assignee, (b)
the Assignee shall acquire such interest subjest to any overproduction and/or vnderproduction imbalences existing at
such time as well a3 any cash balancing oblipation created thereby and (c) no such assignments shall relicve the

Assignor from any obhgnhon to tlie other partics with respect to any overproduction taken by Assignor prior to such
nssignment.

Liquefisble Hydrocarbons Not Covered Under Agreement
The parties shall share proportionately in and.own all liquid hydrocarbons recovered with the gas by lease

' equipmeat in accordance with their respectivé interests,

Conflict

Iﬁ.hmisnconﬂictbdwecathctmmofﬁﬁ:Azmemmtmdthetwmofmygﬂulucoﬁtnctcovuing
the Contract Area entered into by any party, the terms of this Agreement shall govem.

Arbitration
Any controversy or claim arising out of or relating to this Agreement, or the breach thereof, shall be
scttled by binding arbitration in d with the Co {al Arbitration Rules of the American Arbitration

Asgociation, and judgment upon the award may be entered in any Court haying jurisdiction thereof. The arbitrator
shall not award punitive damages in settlement of any controversy or claim,
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~ EXHIBIT “F" -

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

NONDISCRIMINATION AND CERTIFICATION OF NONSEGREGATED FACILITIES

A. Equal ortunity Clause (41 CFR 60-1.4). (Applicable only to contracts or purchase orders for
more than $10,000.)

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

(1) The Operator will not discriminate against any employse or applicant for employment because of
race, color, religion, sex, or national origin. The Operator will take affirnative action to ensure that
applicants are employed, and that employees are trealed during employment, without regard to their
race, color, religion, sex, or national origin. Such action shall include, but not be limited to the
following: Employment, upgradmg. demotion, or transfer, recruitment or recruitment adverlising,
layoff or terminations, including apprenticeship. The Operator agrees to post in consplcuous places,
avallable to employees-and applicants for employment, notices to be provided by the contracting
officer setting forth the provisions of this nondiscrimination clause.

(2) The Operator will, in ali solicitations or advertisements for employees placed by or on behalf of the
Operator, state that all qualified applicants will recelve consideration for employment without regard
to race, color, religion, sex, or national origin.

(3) The Operator will send to each labor union or representative of workers with which It has a collective
bargaining agreement or other contract or understanding, a notice to be provided by the agency
contracting officer, advising the labor unlon or workers representative of the Operator s
commitments under section 202 of Executive Order 11246 of September 24, 1885, and shall post
coples of the notice in conspicuous places available to employees and applicarits for employment.

(4) The Operator will comply with all provisions of Executive Order 11246 of September 24, 1985, and of
the rules, regulations, and relevant orders of the Secretary of Labor.

(5) The Operator will furnish all information and reports required by Executive Order 11246 of September
24, 1965, and by the rules, regulations, and orders of the Secretary of Labor, or pursuant thereto,
and will permit access to its books, records, and accounts by the contracting agency and the
Secretary of Labor for purposes of Investigation to ascertaln compliance with such rules, regulations,
and orders.

(6) In the event of the Operator s noncompliance with the nondiscrimination clauses of this contract or
with any of such rules, regulations, or orders, this contract may be canceled, terminated, or
suspended in whole or in part and the Operator may be declared ineligible for further Government
contracts in accordance with procedures authorized in Executive Order 11248 of September 24,
1865, and such other sanctions may be imposed and remedies invoked as provided in Executive

Order 11248 of September 24, 1885, or by rule, regulation, or order of the Secretary of Labor, or as
otherwise provided by law.

(7) The Operator will include the provisions of paragraph (1) through (7) In every subcontract or purchase
order unless exempled by rules, regulations, or orders of the Secretary of Labor Issued pursuant to
section 204 of the Executive Grder-11248 of September 24, 1865, so that such provisions will be
binding upon each subcontractor or vendor. The ©perator will take such action with respect to any
subcontract or purchase order as the contracting agency may direct as & means of enforcing such
provisions Including sanctions for noncompliance: Provided. however, that in the event the Operator
becomes involved In, or is threatened with, litigation with a subcontractor or vendor as a result of

such direction by the contracting agency, the Operator may request the United States to enter into
such litigation to protect the interests of the United States.

. Certificatiop of Nonseqregated Facilities (41 CFR 60-1.8)) (Applicable only to contracts or purchase

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

The Operator certifies that it does not, and will not, maintain or provide for its employees any segregated
facllities at any of its establishments, and that it does not, and will not, permit its employees to perform
their services at any location, under its control, where segregated facllities are maintained, The Operator
agrees that a breach of this certification Is a violation of the Equal @pportunity Clause [n this contract or
purchase order. As used In this certification, the term segregated facilites means any waiting rooms,
work areas, rest roorns and wash rooms, restaurants and othier eating dreas, time clocks, locker roomis
and other storage or dressing areas, parking fols, drinking fountains, recreation or entertainment areas,
transportation, and housing facilities provided for employees which are segregated by expliicit directive or
are in fact segregated on the basls of race, ctreed, color, or national: origin, because of habit, local
custom, or otherwise. The Operator further agrees that (except where It has obtained Identical
certifications from proposed subcontraciors for specifictime periods) It will obtaln Identical certifications
from proposed subcontractors prior to the award of subcontracts exceeding $10,000 which are not
exempt from’ the provisions of the. Equal Opportunity- Clause; that it will retain such certifications in its

 files; and that it will forward the following notice to such proposed subcontractors.
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purchase orders for $2,500 or more.)
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NOTICE TO PROSPEC:I}’ J'¢ SUBCONTRACTORS OF REQUIREME~T FOR CERTIFlCATION§ OF
NONSEGREGATED FACILITIES. A Certificate of Nonsegregated Facilities must be submitted prior to
the award of a subcontract exceeding $10,000 which is not exempt from the provisions of the Equal
Opportunity Clause. The certification may be submitled either for each subcontract or for all

subcontracts during & period (l.e., quarterly, semiannually, or annually).

. Affirmative Action Compliance Program (41 CFR 60-1,40) (Applicable only if (a) the Operator has 50 or

more employees and (b) the contract or purchase order Is for $50,000 or more.)

The Operator shall develop a written affirnative action program for each of Its establishments, and within
120 days from the effectiveness of this contract or purchase order, shall maintain a copy of separate
programs for each establishment, Including evaluations of utilization of minority group personnel and the
job classification tables, at each Jocal office responsible for the personnel matters of such establishment.

. Employer [nformation Report (41 CFR 60-1.7) (Applicable only If (a) the Operator has 50 or more

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

The Operator agrees to file with the appropriate Fedsral agency annually, on or before the 31st day of
March, complete and accurate reports on Standard Form 100 (EEO-1) promulgated jointly by the Office
of Federal Contract Compliance, the Equal Employment Opportunity Commission and Plans for Progress
or such form as may hereafter be promulgated in its place.

. Affirmative Action for Disabled Veterans and Veterans of the Vietnam Era (41 CFR 60-250.) (Applicable

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

‘The affimative action clause prescribed In section 80-250.4 of Title 41 of the Code of Federal
Regulations Is incorporated herein by reference (as permitted by section 80-250.22 of said Regulations)
as if set out in full at this point. If the Operator (a) has 50 or more employees and (b) this contract or
purchase order is for $50,000 or more, then within 120 days from the effectiveness of this contract or
purchase order, the Operator shall prepare and maintain an affirmative action program at each

establishment which shall set forth the Operator s policies, practices and procedures In accordance with
section 60-250.6 of said Regulations. :

a 0- {(Applicable only to contracts or

The Affirative Action Clause prescribed in section 80-741.4 of Title 41 of the Code of Federal
Regulations is incorporated herein by reference (as permitied by saction 60-741.22 of said Regulations)
as if set out in full at this point. if the Operator (8) has 50 or more employess and (b) this contract or
purchase order is for $50,600 or more, then, within 120 days of the effectiveness of this contract or
purchase order, the Operator shall prepare and maintasin an affirmative action program at each
establishment, which program shall set forth the Operator s policies, practices and procsdures in
accordance with section 80-741.6 of said Regulations.

. Uitilization of Minority Business Enterpises (Federal Procurement Requlations 1-1.13) (Applicable only

1o contracts or purchase orders which may exceed $10,000))

1) ] It is the policy of the Government that minority business enterprises shall have the maximum
practicable opportunity to participate In the performance of Govemment contracts.

2 The Operator agrees to use his best efforts to carry out this policy In the award of his
subcontracts to the fullest extent consistent with the efficlent performance of this contract. As used in
this contract, the term minority business enterprise means a business, at least 50 percent of which Is
owned by minority group members or, in case of publicly owned businesses, at least 51 percent of the
stock of which is owned by minority group members. For the purposes of this definition, minority group
members are Negroes, Spanish-speaking American persons, American-Orientals, American-Indians,
American-Eskimos, and American Aleuts. Contractors may rely on written representations by

subcontractors regarding their status as minority business enterprises in lieu of an independent
investigation.

Abjosext(1w)



EXHIBIT "H"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING

‘ AGREEMENT DATED THE 26TH DAY OF JANUARY, 1998, BY AND BETWEEN
PENWELL ENERGY, INC., AS OPERATOR, AND NEARBURG EXPLORATION
COMPANY, L.L.C., AS NON-OPERATOR

NEARBURG EXPLORATION COMPANY, L.L.C.

EXPLORATION AND PRODUCTION

WELL INFORMATION REQUIREMENTS

Well:
Location:
Operator:
Spacing Unit:

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

A

DRILLING AND MUDLOGGER REPORTS:

Daily drilling and mudiogger reports containing current depth and status, general summary, deviation
surveys, mud properties, daily and cumulative costs, background gas and drilling break intervals in which
a show is present with a description of show and the lithology containing the show. Daily well and

mudiogger reports should be faxed daily by 9:00 a.m. CST and a weekly recap mailed/faxed to the
following:

NEARBURG EXPLORATION COMPANY, L.L.C.
{Drilting and Mudlogger Reporis)

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

Attn.: Jerry Elger

FAX: (915)-686-7806

WELL DATA

The following listed data should be mailed as follows:

NEARBURG EXPLORATION COMPANY, L.L.C. NEARBURG PRODUCING COMPANY
3300 N. "A” Street, Building 2, Suite 120 P.O. Box 823085

Midland, Texas 79705 Dallas, Texas 75382-3085

Attn.: Ken Billings Attn.; Production Secretary

MIDLAND DALLAS

1. Copy of survey plats, permit 1 1
to drill, and other regula-
tory forms and letters filed
with any governmental agencies.

2. Copy of the drilling and 1 1
completion procedures 48 hours
prior to commencement of operation.

3. Copy of daily mud logs. 1 1
4. Copies of the final mud log. 3 2

S Copies of the field prints 3 1
of all fogs run in the well.

6. Copies of the final composite 3 2-
prints of all logs run in well.

7. Copy of film of the final 1
composite prints of all logs
run in well.

8. Copy well log customer diskette 1 1
3%" LAS format.
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Well Information Requirements )
MIDLAND DALLAS
9. One initial and final copy 2 1
of any DST, coring, sample
analysis, formation fluid
analysis, or test reparts
on the well.
10. Well history at 1 1
completion of the well,
11. Copy of the bit record and 1
mud recap.
12. One copy of Operator's 1 1
State Production Report (monthly)
13. One sample cut of all samples 1
collected by mudiog crew.
14. One (1) complete slabbed section of whole core (“chips” from those pomons removed for special
analysis).
15. One (1) copy of all title opinions and curatlve instruments covering the proration or spacing unit
for the well should be sent to:
NEARBURG EXPLORATION COMPANY, L.L. C NEARBURG PRODUCING COMPANY
3300 N. "A", Building 2, Suite 120 P. O. Box 823085
Midland, Texas 78705 Dalias, Texas 75382-3085
Aftn.: Bob Shelion Atin.: Kathie Craft

NOTIFICATION:

1. Nearburg Producing Company should receive 24—hbur notice of the fol)owihg events: spudding,
wireline logging, .open hole testing, coring, or plugging of the well. Notification should be by
phone to one of the following in the arder listed:

NAME OFFICE HOME PAGE

Jerry Elger (Geology) (915) 686-8235 (915) 687-0344 (600) 405-5160

Cap Horning (Geology) (915) 686-8235 - (915) 699-4131 (800) 585-4543

Scott Kimbrough (Drilling) (915) 686-8235 (915) 687-4279 ~ (800) 405-5173

Tim MacDonald (Engineering) (214) 739-1778 (972) 390-8106 (688) 357-1884
2.

If you anticipate a major decision (plugging, casing point, etc.) that involves Nearburg
Exploration Company over a weekend or holiday, please notify Jerry Elger by phone (or one of
the above in the order listed) during regular working hours so that arrangements can be made.

ACCESS TO LOCATION

Nearburg Producing Company and Nearburg Exploration Company, L.L.C., its employees, consultants,
or agents, shall have full and free access to the drilling location to include the dermick floor AND
mudiogging unit at all times, without notice, and all well operation and Information obtained or conducted

during the drilling, completing or producing life of any well to which Nearburg is entitled to receive such
well information.

SPECIAL REQUIREMENTS FOR ADDITIONAL WELL INFORMATION

Nearburg Producing Company and Nearburg Exploration Company, L.L.C. reserve the right to run a
velocity survey, acoustic surveys, or other weli bore logs or tests including the Schiumberger hi-res
density and FMI for spot ELAN analysis and DST(s) to its satisfaction if not run by the operator, or in the:
case where operator runs same, operator shall fumnish to Nearburg all such information or surveys. in
addition, Nearburg Exploration Company, L.1..C. may require operator to run a two-man mudlogging unit.

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

Cap Horning ‘ Bob Shelton
Exploration Manager Land Manager

Date: _ Date:
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EXHIBIT “1”

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

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

STATE OF NEW MEXICO §

§
COUNTY OF EDDY §

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

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

AND, WHEREAS the said Operating Agreement provides in part that the parties
hereto have granted certain liens and security interests in the above referenced property,
fixtures and production located thereon or produced therefrom, to wit:

“Lien and Payment Defaults:

Each Non-Operator grants to Operator & lien upon its oil and gas rights in
the Contract Area, and a security interest in its share of oil and/or gas when
extracted and its interest in all equipment, to secure payment of its share of
expense, together with interest thereon at a rate provided in Exhibit “C” to
the above referenced Operating Agreement. To the extent that Operator
has a security interest under the Uniform Commercial Code of the state,
Operator shall be entitled to exercise the rights and remedies of a secured
party under the Code. The bringing of & suit and the obtaining of
judgement by Operator for the secured indebtedness shall not be deemed as
election of remedies or otherwise affect the lien rights or security interest
as security for the payment thereof. In Addition, upon default by any Non-
Operator in the payment of its share of expense, Operator shall have the
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 gas until the amount owed by such Non-Operator, plus interest, has
been paid. Each purchaser shall be entitled to rely upon Operatoi’s written
statement concerning the amount of any default. Operator grants a like lien

and security interest to the Non-Operators to secure payment of Operator’s
proportionate share of expense,”

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

ATTENTION OF RECORDING OFFICE: This instrument gives notice of and

grants liens and security jnterests to both QOperator and Non-Operators. Operator
is both a secured party and a debtor. Non-operators are both g secured party and

debtor. This Notice, 2s a {inancing statement, should be indexed accordingly.

Tammy Boimbeidg e

Renwell Eneryy %,v\&_
Wwoo ACLe %_\ﬁi

bee i Raricixas
midland g R01
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EXHIBIT “T"
NOTICE OF JOINT OPERATING AGREEMENT LIEN,

SECURITY INTERESTS AND FINANCING STATEMENT
PAGE -2-

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

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

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

The original of the Operating Agreement herein referenced, of a copy thereof, is

maintained at Operator’s office at 600 North Marienfeld, Suite 1100, Midland, Texas,
79701.

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

composed of one copy of the substantive portions of this instrument attached to multiple,
separately executed signature and acknowledgement pages.

This Agreement shall be effective as of the 26" day of January, 1998.

OPERATOR:

PENV%‘J}ERGY, INC.
..;‘?
By - 73——-— &

Steven R. Foy, Vice Presigent
Tax ID#75-2223190

600 North Marienfeld,
Suite 1100
Midland, Texas 79701

NON-OPERATOR:

NEARBURG EXPLORATION COMPANY, L.L.C.

Byl T |

Printed Name; Robert G. Shelton

3300 North “A” Street Title;  AttoTney~in-Fart
Building 2, Suite 120 TaxID#:__ 7577626152
Midland, Texas 79705 Date: March 5, 1998
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EXHIBIT “T”

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

PAGE -3-

STATE OF TEXAS

COUNTY OF MIDLAND

ACKNOWLEDGMENTS

§
§
§

This instrument was acknowledged before me this 2 _day of March 1998, by Steven R.

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

corporation, on behalf of said
corporation. _ ~ ﬁ %
\ mf\/m/g\ ooy
Notary Publig/in and for State]of [Texas
My Commission Expires:
9/23/01 egrtemoeng
3/0 e, TAMMY BAIMBRIDGE
Notary Public
_ '/ STATE OF TEXAS
> My Coem, Exp. 00/23/01
STATE OF TEXAS §

§
COUNTY OF MIDLAND §

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

Robert G. Shelton

as Attornmey-in-Fact

of NEARBURG

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

company.

My Commission Expires:
5-35-3080

Notary Public
STATE OF TEXAS

e D, WALTON

My Comm. Exp. 05/25/2000

Ab:memojoablackbird (1w)

Notaly/Public in and for the State of Texas

.
.

STATEOFNEWMEXICO 5% (05
County of Eddy »_\? 55

FILED MAR 1 Bmg RE
at 3:36_gooe P, ’
recorded in _B00K

of the Records of Eg
Rores o ¥ Eddy County

ou .
By: Cler|

« and w, )
bars as duly

s Deput_y



