KELLAHIN & KELLAHIN
Attorney at Law

W. THOMAS KELLAH] .
N . '

FACSIMILE 505982
SANTA FE, NEW MEXICO 87501 TKELLAHIN@COMgcizsi?q?«:Z

October 6, 2009
' HAND DELIVERED

. David Brooks, Esq.

Hearing Examiner

NM Oil Conservation D1v1310n
1220 South St Francis Drive
Santa Fe, NM 87505 .

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 l -H wellbore]

Dear Mr. Brooks,

On behalf of Chesapeake Energy Corporation (“Chesapeake”), I have received a
copy of a letter dated October 2, 2009 to you from Mr. Hall on behalf COG Operating
LLC (“COG”) further discussing the subject Joint Operating Agreement (AAPL Form

- 610-1989, dated January 26, 1998, currently operated by Chesapeake. :

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

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

ery truly yo

- cchby hénd delivery:
J. Scott Hall, Esq.

EXHIBIT E



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

IN THE MATTER. OF THE APPLICATION

- OF CHESAPEAKE ENERGY CORPORATION FOR
CANCELLATION OF A PERMIT TO DRILL (“APD”)
ISSUED TO COG OPERATING LLC (“COG”)

EDDY COUNTY, NEW MEXICO.

CASE NO. 14323
Order R-13154-A

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

Comes now CHESAPEAKE ENERGY CORPORATION (“Chesapeake”) by its -
attorneys, Kellahin & Kellahin and Modrall, Sperling, Roehl, Harris & -Sisk, P.A., and
moves that the New Mexico Oil Conservation Division (“Division™) allow the record in
this case to be supplemented with additional evidence to rebut the issues raised by COG
Operating LLC in its letter, dated September 23, 2009, requesting the reinstatement of the
cancelled permit to drill (“APD”) issued to COG Operating LLC (“COG”) for the
Blackhawk “11” Federal Com #1H Well, a horizontal wellbore, with a surface location in
Unit M and a subsurface location in Unit P of Section 11, T16S, R28E, Eddy County and
to be dedicated to a non-standard 160-acre spacmg unit consisting of the S/2S/2 of this’
section. :

In support, Chesapeake states:

The Application:

(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)  Inviolation of the Division’s Rules and Orders, COG filed an APD using
a falsely certified Division form C-102 for a horizontal wellbore since
COG, at the time of filing, did not have any interest in either ‘(a) the
surface location.or (b) the first 1,604 feet of the producmg interval of this
wellbore. . ( -
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(6)

@)

In compliance with Commission Order R-12343-E, dated March 16, 2007,
the Division revised and modified its Form C-102 to requ1re 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 obtamed a
Division compulsory pooling order. -

’ In doing so, COG violated the “operatof 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:

®

©)

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

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

in the SW/4 of Section 11. See Transcript of August 20, 2009 hearing at
page 11, lines 23-25, page 12, lines 1-10 and page 42, lines 1-11.
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Despite having obtained Mr. MacDonald’s joinder, Ms. Spradlin, an

-expert Jandman, 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 Héaring'

(11)

(12)

Subsequent to the examiner’s hearing, COG has clalmed 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 obtammg a signed AFE more than one year
after it had used the C-102 for the APD approval process and that this
should apply retroactively to fix the flawed certification. However, the .

fraudulent certification cannot be cured after the fact by securing the

signing of an AFE for well by a .07% which violated the rights of parties

~ to the JOA owning 97.3% of the lands at issue.

CHK proposed additional evidence:

(13)

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

a. The subject JOA (AAPL Form 610-1989) dated January 26, 1998
originally naming Penwell Energy, Inc as the operator of a
Contract Area including all of Section 11, T16S, R28E, Eddy
County, NM, and by which MacDonald had already committed its
interests and right to development; See attached as Motion Exhibit
“C” and

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

current operator of a contract area including the SW/4 of Section
- 11 and that COG has no interest therein. See attached as Motion
_ Exhibit “B” |
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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 inciudes 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 electmg not to
participate in the well.
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g. McDonald's signéd 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).

(16)

(17

It is well established that a JOA which deéignates 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 Qil & 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.ad 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

Respectfully su 'ttha/\—’
. L)

W. Thomas Kellahin
KELLAHIN & KELLAHIN

5-A and Form C-102.

- 706 Gonzales Road

Santa Fe, NM 87501
505-982-4285

- Earl E. DeBrine, Jr.

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

P.O. Box 2168

Albuquerque, NM 87103

Attorneys for Chesapeake Energy Corporation
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CERTIFICATION OF SERVICE

- T hereby certify that a copy of this pleadlng was served upon the following counsel of record
* this 6" day of October 2009, by hand delivery.

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

J. Scott Hall, Esq.

Attorney for COG Operating, Inc.
Montgomery & Andrews

325 Paseo de Peralta

‘Santa Fe, NM 87501

¥ Thomds Kellahin

-Page 7-



Asg upg Jouiny 800ZTUY W1RQ
284 sousY o soDucpslotd SOC¥:L eieag

. . vonag {75
osxaw moN "0 App3 - - - . Y R . . o o 909 3
39259411 Y FER % S ; sho [

804V |1 uopdes N BIBUMO

b ’ PoAIdY ION OdY =ve -
Ot _ PEACIOLY (Y
| sjjuleg
HS e
MHE m

pUSETT

"oN 'x3 977 Bunesedo 509
6002 ‘0z ysnbny

£Zeh) "ON 9580 QOOWN

v

Sz

392 9

3S R INIS Buesd-iz000 EooY

| S YOroposlgnsiou sesest
MOIIO|\ JO 9SBQ 0} 80BeUNS WY | L:U0N89S IO Y. |
_ _,._,_“W...;.mﬂxxwumbcoow

B[ pRiEd VOr

S,

3661 '9¢ AENU




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

IN THE MATTER OF THE HEARING CALLED
~ BY THE OIL CONSERVATION DIVISION
~ FOR THE PURPOSES OF CONSIDERING:
CASE NO. 14323
APPLICATION OF CHESAPEAKE OPERATING INC.

FOR COMPULSORY POOLING,
EDDY COUNTY; NEW MEXICO.

AFFIDAVIT OF CRAIG B. BARNARD

- STATE OF OKLAHOMA 5
- e ' § ss.
GOUNTY OF OKLAHOMA §

o Before, me, the undersxgned authonty personally appeared Craig B. Barhard who -
being: fully sworn stated: : :

A, My name and qualification as expert are as fé:[lows;:
Craig B. Barnard

Education:  BA University of Oklahoma — 1973

Experience: Practicing Landman for 30 years in Texas, Oklahoma and
New Mexico, :
~ ‘Certification: _Certlﬂed Professional Landman #3268
- B, | am over the age of majority and competent to mak'é this Afﬁdav,it.

I am responsible for and involved in preparing the necessary land and ownersh:p
~documents for submittal to the New Mexico Oil Conservation Division for this
case. v

lLam personally knowledgeable and familiar with the facts and ctrcumstances of
this case and the following factual statements.

~ Affidavit of Craig B, Barnard
NMOCD Case 14323
—Page 1-



My expert opinion are based on the following facts and events:
CHRONOLOGICAL SUMMARY OF SIGNIFICANT EVENTS

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

Based upon an OII.&: 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 Jomt 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
inferest and Timothy R, MacDonaId with a 0. 070312% workmg interest.

Concho aka COG Operating LLC and COG Oil & Gas, :LP., do not any mvin}era‘l
interest within the contract area of‘this JOA and are not parties to this JOA.

' EXPERT OPINIONS

| hai)e'_fbnned the follewing :or.)‘i'n“ionsf based upon my respe(;_ti.\/e; 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. ArtIcIe V of the JOA ‘states “A, Designation and Respons_fib__iliﬁes of
Operator, Operator “shall conduct and direct and- have full control of all
operatlons onthe 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% mterest to be operated by CHK
and cannot commit properties within the Contract Area to another venture
- allow CCG to operate within the Contract Area.

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

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

FURTHER AFFIANT SAYETH NOT:

STATE OF OKLAHOMA

«mpic_m .

' SUBSCRIBED AND SWORN O before me this &'
' Cra\g B. Barnard

day_ of Octeber 2009, by

T e S N

ACKNOWLEDGMENT

STATE OF OKLAHOMA)

. 8s:
COUNTY OF OKLAHOMA)

BEFORE me, the undersigned, a Notary Public in and for said.County and- State, on this ___day of
October, 2009, personally appeared Craig B. Barnard-to meé 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.

-y

Given under my harid-and seal the-day and year last aboye written. 4

Nc‘,‘{arypubhc LA K

mNA PETERSON )

“Nolary Pibic:
' R : State of Oklal homa
1 Comm!ss!on # 0BO0BSI0 Expites 68/, 28112

------___-_-~d-__~-____,_,-_

Affidavit of Craig B. Barnard
NMOCD Case 14323
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OPERATING AGREEMENT"

DATED
JANUARY 26 | 19 98 _,
" OPERATOR ___PENWELL ENERGY, INC.

CONTRACT AREA TOWNSEIP 16 SOUTH, RANGE 28 ._EAST, NMFM‘ _

Twy

SECTION 10: W/2.

SECTION 11: A1l

COUNTY ORPARISHOF _ EDDY - STATROF NEM MEXICO

BLACKBIRD PROSPECT (WM 075)

forrns: T e did oo
‘Qlacté, . ek Qe
1 3§ea #, . . - Bees 10
o (.Oﬁ{’ﬁs_’a’“)g_
COPYRIGHT 1989 ~— ALL RIGHTS usmvm
AMERICAN ASSOCIATION OF PETROLEUM - X

LANDMEN, 4100 FOSSIL CREEK BLYEX
FORT WORTH, TEXAS, 76137, APPROVED FORM,
AAPL NoO. €0 - 1989

(’,Q‘!L@ P TW
Q-7



AAPLFORY -MQ.=L FORM OPERATING AGREEMENT:Hvor

TABLE. OF CONTENTS
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IL EXHIBITS ccovieiennnnnanasiorannsncaconess Ceterecersaresaresaenes Crerereaeraareres Cevsieenoren 1
X, INTERESTS OF PARTIES ..couviiineinenneianionrcnmonannrons rerrrererneeaes [ 2
A, OIL AND GAS INTERESTS: teuttierirunnssitvsansaracosvsaneessosscncsssasseeresssons ceraseens 2
B. INTERESTS OF PARTIES IN COSTS AND PRODUCTION: +.vvvivnnronsnns iesititestenannansan 2
C. SUBSEQUENTLY CREATED INTERESTS: ...ievtuuiiecrerieiiosiorsseroarvesinasnacasrssscnes 2
IV, TITLES «viovveivniiecnniincanes P ee 2
ATITLE BXM&INATION ...... e et ntieraeeinaretieesisarrastenrantresens Cerrisesssarrennens 2
B. LOSS OR FAILURE OF ’I'I'I‘LE' ......................... teteteetarsceteaaeens tetttesstterneaons 3
1. Failare of TIHe coveenianieaetiieiinciioriinsiniotserarissenrerssasssnens crerennanenaes veee 3
2. Loss by Non-Payment or Erroneous Psymeat of AmoumDue ............. censiencas reererrenss 3
3, Other LoS585 cvvveeserensenses eraverse esseverenes PP terbeseseneneneevertntasennssrnn 3
. 4.Cu.dng'1‘idc................. ..... sirases tesesesssessreisesss P ceeenenees 3
V. OPERATOR ....... s SN cereenens . evetevasniiiraivaisaccaces 4
A.DESIGNATIONANDRBSPONSBIIII’IES OF OPERATOR. veiesresess evssssratrananne N 4
B. RESIGNATION OR REMOVAL.OF OPERATOR AND SELECTION OF SUCCESSOR: ........... 4
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3. Effect of Beakrgptey vavesensaes Y
C. EMPLOYEES AND CONTRACTORS: .evvevvrnerennnrnenanes vesvssens g 4
D.RIGHTS AND DUTIES OF OPERATOR: ......vvvveees N Pesesaserrraies veererarasenes 4
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3. Protection from Licas ... .. vessene [ .
6. Filing and Furnishing Governmentsl Reports ...
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8. Cost Estimates cescaciaceranaenrenssessnsennns eresieriserraane eersencninas Sevsesessaians e 3
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1. Proposed Operations vevevreeeersecescosataesnecansnces
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OPEBATING AGREEMENT
THIS AGREEMENT, eatered inw by and berween Penwell Everay, Inc. .
hecelnsfeer designered and geferred o es “Operator,” MMWWMWWMOMW
hwc!mftcxxcfcmedu;indxvxdmﬂyn”Nou—Opmwx and collecrively g3 “Noa-Operstors.”
WITNESSETH:

WHERP.AS.thepamcsmthsngrecmm:ucoww;ofouden!n.muﬁ/osOﬂdeulnxmuludnchmi
ndcnnﬁcdexhﬂ:h‘A,‘wdthepudahemwhava ched an s to explore ead develop these Leases and/or Oil
and Gas Intreses for the producton of Oil sud Gas o the extent mduhcn:m;fn:x provided, )

NOW, THEREFPORE, it is agreed as follows:

ARTICLE 1.
DEFINITIONS

As used in this sgreement, the following words and terms shall have the mesnings hese ascribed o them:

A. The werm AFB":h-.!lmmmAuthonty&rﬂxpcnﬂumpmpuodbylpquxﬁkummcmfordwpurpouo!
mqgchemsumbchmuedhwadua&gmopcmmhmundm

B. The term “Completion” of “Complcte'shxﬂmn;slngleopmdonlnundedwmplccesweunnproducetofO:l
and Gas In anc or inore Zones, including, bus not limited to, the secelng of production casing, perforzeing, well simulacion
sand production testing conducted-in such operation.
C. The term "Coatract Area” shall-mean all of the lands, Oil 1ad Gas Lesses 1nd/or Of) and Gas Interests incended to be
developed and operated for Oil sad Gas purposes under this agreement. Such lands, Ol and Gas Leuses and Oil and-Gas
Interests are described In Bxhibic “A

D. The term “Decpen”™ shn.llmun-slngleopendoqwhcuby:wdlkdriﬂedwwob)ecuw?bcebcbwdxedcepa:
Zon:lnwhldxchewcﬂwupxwlomtyddlled,c:bdow:heDeepu:Zoncpmposed!nthewmdMAPE.whkiwcru:lv.-
23 lesser.

24 E. The terms *Drilllng Party™ sad “Coaseating Parey” shaummntpmywholyedwlolninwdpaymsh:eofdm
25 cost of any operstion conducted under the provisions of this agréement.

2% PI‘bcmun"DthngUms"xba!!mandxcImﬂxedforthcdrilﬂagofoneweﬂbyondcrormlcofwysuworfcdcrd
27 ' body having wuthority, If & Drilling Unit is ot fixed by any such rle or order,  Drilling Unit shall be the drilling unlt as
28 established by the patcern of drilling In the Contract Acca unless fixed by express sgreement of the Dsllling Partles.

29 G. The term “Drillsfte” shell mesn the Oil and Gus Lezse or Oil sad Gas Interest on which & proposed well Is w be
. 30 located,

31 H.Tbctc:m"lmmchll"lhdlmundxweﬂmqukedwbed:ﬂkdbytbepaﬂiahctemnpmwdedmAuHcVLA.
32 I.’I‘hemw"Non-Comnthl"shaumnuweniawhld\lcss:hmdlpaduhveoondnaedwopcmmnu
33 provided in Artide VB2,

34 J. The teoms "Non-Drilling Party” snd “Non-Consenting Paryy™ :hallnmn:pmyvbodccunocmpanwpucm-
35 proposed operstion,

36 K.'I'hct:rm“Oildeu“shaﬂmcmoil.gu.aunghudgxs.gnsmndenuu.md/orsno:hcrhqmdorgm

GZGS:Swmqo‘uLuM.—-

Py
=

BNYGEw

37 ‘hydrocsrbons siad other marketsk es prod ’:hextw:dn,unlcsxwmcentcohmkdzcmd:mvmofdmmmu
38 specifially staced. :
39 L. The term “Oil snd Gas Inceresss™ or “Interests™ shall mezn unlessed fee wnd mioeal in anllnndGumn'na::

40 of fand lying withia ¢he Coatract Area which are d by pistics tothis sg

41 M. The terras “Oil gad Gas Lease,” "Lease® md"kuchold“:hallmcand:eoﬂwdgulcasaozlnmudwem
42 mvcnngmolknd!ylngwuhlndwCoumaAmwhxchmuwmdbythcpudumthlstgxccmenn

4 NTheumn"PlugBadc"lbdlmmuduglcopcmdonwh:rebyadecper!onekabaudonodinozdcrwmmpxn
44 Completion in » shallower Zone,

45 0. The term “Recompletion” or "Recomplete™ shisll mezn 4a operstion whe:cbyl(‘nmpledonlnoncZonclsnbandoacd
46 ln order 1o awcerapr 8 Compledlon in a diHferenr Zogk within the exlsting wellbore.

4 P, The term “Rework” :ballmunmopctulunoondumedmdxeweubonnfsweﬂlfmkk&mple:edtnsecm'c.
48 restore, or improve production in a Zooe which ls corrently open to production in the wellbore, Such operations include, bug
49 are nor limited to, well stimolaclon operations bur exclude any routine repair or saalnce wark of dellling, Sideccacking,.
- 30 Decpculng," pledng, Recompleting, or Plogging Back of a well. - ’

51 Q. The term “Sidetrack™ shall mezn the directiona! contrel and jntentionsl devistion of 2 well from vertical 50 25 0
32 change the borcam hole location ualess doae to steaighten the bole or o drill around junk a the holc to overcome other
53 mechanical difficulties, .

4 R.'ﬂ:e:e:m“bnc'xhaﬂmewummmo!mthmummgo:&wug}uw In 8 ¢ sccumulacion of Ol and
35 Gas scpasately producible from any other common scrumalazion of Oil snd Gas. ’ )

56 Unlmthcmntmothawmdadylndiaxu.wxdlusedhdlcslqguk;iqdudgdxcp!un!.d:ewatd ‘person” Includes

57 noswral od srificial persons, the plural lnclodés che slagalae, mdanygmdcx{nchxduthcmumﬂne.&mwu.wdmm
58 ) ARTICLE I
39 EXHIBIFS

L] Thefo!!awsqgcxhibm.ulndxuwdbcbwmdmdwdheuw uchco:ponwd-fnmdmdelpanhu‘eof
it *A,” shall Include the following informston:

62 (1) Description of lands subject w this sgresment, -
[5] (2) Restrictons, if any, as to depths, formations, ar substances,

64 (3) Partler w agreement with addresses aud.telephone aumbers for hotice purposes,

65 (4) Pecccntages or foclonal Intecests of partles to this agzeement, .

66 5) Oil and Gas Lesses sod/or Oil xad Gas Interests subject ¢ this agreement,

67 (6) Burderis on production

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

69 hibit “C," Accounting Procedure.,

D. Exhibit "D)," Insurunce,
B Ethibk"ﬂ"Gqumcn_xAgxccmem.

74 .__K.....H.Other_ﬂ
. ’ Iu.fomatian Requirements .
x  I. Exhibit "I", Notice of Joint Operating Agreement, Lien, Security Interests
and Financing Statement. .

‘Revised 3/2/98 °
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If any provision of sny exbibit, except Exhibies “E,” “F” and “G," is moonsmat with any provision copuined in

the body of this sgreement, the provisions in the body

of this agreement shall prevail.
ARTICLEIIL

INTERESTS OF PARTIES

A. Qil gnd Gas Incerests:

If any purty owns zn Oil s0d Gas Interest-in the Concracy Area, thar Interest shall be treated for sil purposes of xhis.
agreement wad during the term hereof as if it were chvered by che form of Oif and Gas Leasc attached hercro as Exhibic “B,”
sad che owner thercof shall be deemed to own borh rpysley interest in such lcase and the interest of the Jessec thereunder.

B. Interesss of Partics in Costs snd Production:
Unless changed by other provisions, all costs anc
and paid, and all equipmeat and smxscrials acquired ia

liabilities incurred in operations under this sgreement shall be borae
operutions on the Contract Arca shall be owned, by the parties as their

interests are sex forth.in Exhibir "A." In the same
Contract Arci subject, bowever, to the payment of roy

Regardiess of which pary has coneriboted any
burdens may be psyable snd except as otherwise exi

TR B

. e g e

, the parties shall also own all production of Ol and Gas from dhe
sltics snd other burdens on production as described hereafoer. :
it and Gas Lesse or Oil and Gas Interest oo which royaly or other
bressly provided in this agrecment, each party shall pay or deliver, or
of the production fromr the Contract’ Axea ap to, but not in excess of,
ify, defend and hold the other partics free from eny lisbility therefor.

Except #s otherwise upxtssly provided in this ag:ccc

nent, if any party has contributed hereto any Lease or Interest which is

burdened with any royelty, averriding royaley, pmdnﬁmu payment or other burden on production in excess of the smovars
stipulated above, such party so burdened shsil assume and slone bear aff such exoess obligations and shall indemnify, defend

and hold the other partes hereta harmless from say

and all clalms sueriburable to such excess burden. However, so long ss

the Drilling Unit for the productive Zone(s) is ldenticid with the Contract Ares, each party shall pay or deliver, or ciuse w
be paid or delivered, all burdens oo producton from the Contrsct Area duc under thé terms of the Oil and Gas Lease(s)

which such psrty has ributed to this agr

pod shall ind

Hability therefore.

fy, defend and hold the other parties free from say

No party shall ever be responsible, on & pnce basis higiu:r than the price received by such party, to sny other party's
lessor or coyalty owaer, and if such ather parcy’s lessor or royalty owner should demand aad receive sectlement oa 2 higher
price basis, the party conributing the affecred Lease shall bear the additiqnal royalty burden wetributable ro such higher price.

Nothing contined in this Aricle ILB. shall be deemed an sssignment or cross-assi of i

s covered hereby,

and Io the event two or more pm:iu contribure to this agrecment jointdy owned Lu.su. the pardes’ undivided interests in

said Lesscholds shall be d
C. Subsequentdy Created Interests:

d scparate leeschold intcrests for the purposes of this agreement.

If any party has contribured hereto a Lease or Intercst that is burdencd with an assignment of production given as seaurity
for the payment of money, or If, after the date of rhis sgreemcnt, any party creates an overtiding ropshy, production
pzymcnr, nect pmﬁu incerest, assignment of productian| or other burden. payable out of production auributable to Its working

, such busd
hereto 2 Lesse or lnc:ncst burdencd. with an overrid

payableouofpmdnmonumcdpmrwdxdmoffhkagr

ly Crested

lbaﬂbcdccmcdl"iubscqucmly(:mncdlmt. Funbcxiflnypzrryhascontribuncd

royalty, production papment, nec profics laterest, or other barden
and such bupden is not shown on Exhibic "A," such

burden also shall be d d s Subseq;

Iterest o the extent such burden ciuses the burdens oo such party’s

Iuseorlnzetestmexoead:hcmoun:supuhzedlnm:!em.&lbom
The party whose Interest is bupdesed with the Subisequently Created Interest (the “Burdened Pacty™) shall assume and

glone bezr, pay snd discharge the Sub

tly Created I

aod shall indemaify, defend sod bold barmless the othier

parties from and agalast any lability cherefor, Further,|if the Burdened Paccy fails to pay, when due, its share of expeases

chargesble hereunder, sl provisions of Asticle VILB.

shall be enforceable against the Subsequently Created Interest in the

same manner a5 they-are enforceable againse the working incerest of the Burdened Party. If the Burdensd Panty is required
. under this-agreement to assign or relinquish to any othcf party, or parties; sl or & portion of its working interest end/or the

production stributable thereto, ssid other party, or parties,

sgid Sub ly Created I t, snd the Burdened

1

parties, from any snd all claims lnd demands for psyment asserced by owners of the Subseqy

A. Tide Examination:

Thle examination shall be made on the Drillsite -of ag

, shall receive said assignment and/or production free and dear of
and hold harmiess 23id other party, or
ly Creaced L

Party shall indemnify, defend

TICLE IV,
. IIII.BS

y proposed well prior to commencement of drilling operations and,

if & majority in interese of the Drilling Parties so

X

or Operator 30 elects, title examination shall be made on the entire

Drilling Unlr, or maximom sacicipazed Drilling Unit, of the well. The opinion will include thie ownership of the working
interest, mincrsls, soyaley, ovesriding royalty and production payments under the applicable Leases, Each party conuributing
Leases and/or Oil zud Ggs Incerests o be included in thd Drillsise or Drilling Unir, If sppropriate, shall farnish to Operator
ell wbstescxs (including federal bease status reporrs), title opinions, tile papers and cusative materis] in ifs possession Free of

charge. All such information not in the possession of
examination of the title, shall be abtained by Qpemror.
by outside wrrorneys. Copics of all dte opinlons’ shall be
procuring abstreces, fees paid outside se for tidle

4

opinions end division erder title opinions) aad other direqr charges a5 provided in-Exhibit "C™ shall be borae by
Purties in the propartion that the interest of exch Dellling Pasty bears to the total interest of alf Drilling Pacidl

cfgrmaace of the sbove functions.

- shail be responsible for securing curative m
connecrion with Leases or Oif and Gas Interests contribated by
und recording of pooling designations or declarations and

before governmenta! ageocies fozthescmnngofspmngorpoahngoxﬂmormyodm:ordm
dscmndmdnpwmmhcmdcnm:hzﬂnmpmmmypmyfmmxpmm

Cmuhmmdbxopenw.mdudmgfeapddmouwdcmucys whnd:m;manwdvuhﬂgogz
agencies, und which costs are necessary snd proper fo" the activities contemplated under this sg ....«-.1
durgamdw;omtnmoummd;ballmzbcoovcwdllyfhcndmmhmuvcomhuddurgau pIRY

¢2-

i

el

interests appear in Exhibic “A." Operator shall make no charge for services rendered by i its Seaff l:tomcys or othcr itie

made avallable o Operatar by the parties, but necessary for che
benm::haﬂmmeudcmbcmmmedbymmysmlusmffor
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Opesator shall make no charge for scrvsccs rendered by its swff attorncys or other personnel in the pcrformzw of the sbove
funcrions.

No well shall be drilled an the Conrracr Area unti] afeer (1) the ridg to the Drillsite or Drilling Unit, if appropriate, has
bccummwcdu:bovcpmded,md(l) the udchzsbccnnppmedbythemminmgmmqorndebasbecnwocpzcdby
all of che Drilling Partics ia such well.

B. Loss or Failure of Title:

%-Fritore-of-Fither o} Od-rnd-G or-Oitend-Grs-Hen
reduction of Intcrest fxom dm:howa on F.xhibxt “A,” the party credited wnd: conrtibu:tng thc lffcacd lzl-sc or Intepdht
(inchuding, if applicable, & successor in Interest to such party) shall have aincty (90) days from final detcrmination of/itle
failare to goquite & new lease or other instrument curing she encisery of -the title failure, which soquisition will oot be fubjecx
to Artide VIILB, and failing to do so, this agrecment, nevcrdwlss,shxllconunuemfom:umnﬂrcmnmmg& end Gas -
Leases and Inrerests; and,

(s) The party credited with ooum‘budngch:OddeuLcasc or lnterest affected by the ditle fa incloding, if
spplicable, » successor in interest to such party) shall beer alone the entire loss and it shall not be eptitled 40 recover from
Operaror or the other partics any development or operating costs which It may have previously paid or jdcurred, bat there
shall be no additional lisbility oa its parr to the other parties hereto by resson of such tide feilure;

() There shall be o retroactive adjustment of expenses incurred or revepues recelved frogy the operstion of the
Lease or Incerest which has failed, bue the interescs of the partles contsined on Exhibit “A™ shall ¥e revised on za acreage
basis, s of the time it is determined finally that tde failure bas occurred, so chat the Interest of the party whose Lease or
Intesest is afforred by che titde failure will dherpafter be reduced in the Contract Ares by the smountAf the Lease or Interest failed;

(¢) If the proportionate jnterest of the other parties herero in any producing well pofviously drilled on the Contract
Area is Increasied by reason of the title failure, the party who bore the costs incurred in conglection with such well srrriburable
to the Lease or Interese which has failed shall roceive the procaceds acteibutable to the ing in such lacerest (less coscs and
burdens suribratable thereto) until it has been reimbursed for unrecovered costs pajd by It in connection with such well
sstribucable to such failed Lesse or Interest;

(d)Sbouk‘lmypetsonnat:putymd:usuyccmcnz,whaudcmmmed be the owner of any Lease or Incerest
which has failed, pay in any. ménner any part of the cost of operation, developmyén: oxeqmpmam,mdxumount shall be paid
1o the party or parties who bore the costs which arz so refunded;

(¢) Any Liability w account to » person noupa:rywthisugrceme for ptwrproduaxonofOxldenswhxch arises
by reascn of tide fallure shall be borne severally by cach pacty (includié g & predecessor to & current pasty) who meceived
pmdumoniorwhxchsndlmunnug!anldredbascdonthemowfmdipmducaon:eecxved,mdud:mcbpany-xhﬂl
severally.indemanify, defend sad hold harmless al! ather. partles herety/for any such Hability o accoune;’

f)Nodha:gcshzﬂbcxnademchcjomnmmtﬁorlcgd odn cs,fmo:nhnumcuanecuonwmh:hcddcmeof
thclweorlnt:mrdumcd»h:vefaﬂed.bmi!&panymnngmdzl.eugorlamb:remdmtodc{cndmude
it shall bear all ¢xpenses in connection therewith; and

(g) If any parry Is given credit on Exhibit “A” to /4 Lenscot which is ki "solclycoowucrxhxpofm
incerest {n the wellbore of any well or wells and the proghction therefrom, such party’s ab of i in the d
of the Contract Arca shall be considercd 2 Failere of Tjd nseomcbrcmnmngconmammcs:dmrnbsmofmmt
is reflected on Exchibit “A."

2, Loss by Non-Peyment or Errongous Paymeny/of Amouat Due: if, thmugh miscake or ovemgh:,suy reacal, shut-in-well
payment, minimum royalty or zoyelty psymeat, br other pay L y-to maincain alf or & portion of an Ol and Gas
Lease or Interest is not paid or is erroncously £aid, #nd as s resule & Lease or Interest terminates, there shall be no monetary

- liability aguinsc the party who failed to mpke such payment. Unless the party who failed o make the required pryment

sccures 8 new Lease or Interest covering cnam:mt:resthzhmmnm(%)dnpfmmthedxswvcryofthehxlnrcwma.ke
proper payment, which acquisition will ot be subject t Artide VIILB., the Igterests of the pardies reflected on Exhibit "4
xbaﬂbcmucdunmncraxebasls ffecrive as of the date of termination of the Lease or Interest involved, and the psrry
wha failed to makie proper paymeq 'mﬂmhngctbccxedm:dwsthmm!cms!mthnConthmonmmofowmrshlp
of the Lease or Interest which hyd terminseed. If che perty who failed to make the required payment shall not have been fully
reimbarsed, st the time of thyloss, from the proceeds of the sale of Oil and Ges sttriburzble to the lost Lesse or Iaterese,
alcuhoedonmn::ugebas‘.lcrthcdcvclopmcmmdomtingmpmvionslypidoumofmdﬂ.dseu!nxcmt.
it shall be reimbursed fop/unrecovercd sctual coses previously paid by it (but not for its shere of the cost of sny dry hole
Ppreviously drilled or wells previously abandoned) from so much of the following s is necessary tw effect seimbursement:

(2) Proceeds of’Oil snd Gas produced priot o terminatian of the Lezse or Intecest, kess aperuting expenses and leasc
burdens chargeable & mmd:tmthepctsonwboﬁﬂedtnm:kcp«ymen:.pmmslywcm:dtorbcmdnoidxelosxlmor

";afOHlndGu.lasopcruingcxpcascsaadicasc‘ dens ch ble b der to the persan who failed
upmmmrdwmmdmumnbhwmmndoﬂmd&smpmduwdmd
'I;pm&uwonfmmmywdkchcmahcrdﬂed)whxdz.m:hcubscnccofsuchl.eucoﬂnmrtcrmmmon.

is credited co other parxies, :hcpmcdsofnldgo:donofmcodlndGumbemeyd;:odxerpams
in pfoportion to their respective incerests refleceed on Exhibic “A*; aad, 7
(c) Aay monics, upmtbclmcunto!umeoovemd costs, thee mxybcpaldbymyputywlwu.or becomes, ‘5 owner

)
‘al‘l-ucmu(muc«ut w;,uuu.u}uum.g.\ur aw\»\." shece-oe- 73 r-.,' shis ZEOHINA

OtherLossarAnlossaquuscsorlntcxuummmimdcodmayecmcu. h L =h
WWM&pmbﬂaw&Mhmwmmhmpommthwmu
Exhﬂ:k"A,"Thxsslulllududcbmmtbchmxoodmthchssofmylmcor!nmthmgh&ﬂmwdmhpuse
express or-implied covenants have not been performed (other than performance which requires only the pay n om.-y),
mdd:elossofmyl.ensebyapmuoau:heeudoflzspnmarymlfkunotrcncwedotmmded. “;ﬂ"j#
xud;nsancc:o!mcxuuindxctcmumngpu:mnofchc&nmmonmmufmy]mmbs&

R ‘
luscotlnu:esrwquucdbywypmyhctcm(o:hc:mmdzepanywhoscmmr Biledorwiz To
@D)diypcmdpmvdcdbymckrval snd Artidle TV B2t Govecing all of & portion of the inter@ieih
“mbﬂm nt oSt Eo th panywhoscmmthu&iodorwashst.mdthcpmv' 1:33,# (IR FHIE )
- m&—md@uw
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ARTICILE V.
. OPERATOR
Al Dsignx:don and Responsibilities of Operacor: : '
emwell Energy, Inc. shall be the Operaror of the Contract Arcs, and shall conducr
and direcr and have full control of sll operstions on the Contract Ares a3 permitted aod required by, and within the limits of
this sgreement, In jts pecformance of services hereunder for the Noa-Operators, Operacor shall be ga independent contactor
not subject ro the coatrol or direcrion of the Non-Operators except 25 to the type of operation to be underwken In sccordance

with the election procedures coatained in this ag:s Op xhaﬂaotbcdcemed.orholdltsdfoutu.dulgcmofche
Noo-Operators with auehority o bind them to say obhpuon or Liability assormed or incurred by Operstor as to any third
parry. Operaror shall conduce its scxivicies under chis ag asa bl dent operator, in & good and workmaalile

manner, with due diligence and dispatch, in sccordance with good oilficld pnctwc. xnd in compliance wuh applicable law 2nd

- regulation, buc in 0o eveat shall it have any lisbilicy as Operator v the other parcies for lasses ined or lisbilicies incurred

excepe such us may result from gross negligence or willfol misconduct.”
B. Resignarion or Removal of Operstor sad Selecdon of Successor:
1. Resignstion or Removal of Operator; Operztar may resiga st sny time by giving writtea notice rhcroo{ © Non-Opemtors.

‘HOpemmtn:rminztaislcgﬂaswooe.nobngctuwmm!nmzhumduiudm@mmcrsmkmg:rupnbleof

serving s Operator, Operstor shall be deemed o have resigned withour aay action by Nea-Operators, except the sclectdon of »
suaxssot.Op:uxormybercmovedoulyforgooduuscbyrhcnﬂlrmztiv:voceofNou—Opmmrsowningnmajodty interest
based on ownership ss shown on Exhibic "A” mmﬂnbgn&uudndiagthcvodngbmtdOpmmnm&m,Mwbc
deemed effective untl a written notice has been d d o the Op by a Non-Operstor detailing the alleged defaulr and
Opcnmrhu&ﬂcdmcmedwddaukthhmtblcp(so)dsys&ommmociptofdxenoﬂo:or.lfdwdcfmkcomm
operstion then being coaduced, within forty-cight (48) hours of its receipt of the notice, For parposes hereof, “good cause™ shall
ma.nnoxoalygmssncgﬁgmccmwﬂulmmnduabmukadwmanﬂbmdxdmlmbﬂuymmtdwmndudsd
operation conteined in Article V.A. or maserfa! fallure or insbility to perform its obligations under this sgreement,

Subjecx ta Artide VILD.L., such resignstion or removal shall not become effective untll 7:00 o'clock AM. on che first
day of the calendar manth following the explration of ninety (50) dsys afrer the giving of notice of resignation by Operator
or actlon by the Noa-Operators w remave Operator, ualess a successor Operstor has beea selected and essumes the duries of
Operator s¢ 2o cerlier date. Operator, after effective date of resigoation or removal, shall be bound by the terms heceof #s @
Noo-Operstor. A change of & corporate pame of structure of Operator or transfer of Operutor’s interest o sny single
subsidiary, parvat or successor corporation shall not be the basis for removal of Operstor.

2. Sclection of Successor Operator: Upon the resignation. or removal of Operator under any provision of this sgreement, a
successor Operator shall be selected by the partles. The sucoessor Operuroe shall be selecced from the parties owning wn
interest in the Contract Area at the time such successor Operutor is selected. The successor Operator shall be scleceed by the
affirmative vote of two (2) or more parties owning.a majority iru:test based on ownership as shown on Exhibit "A7;
provided, however, if an Operator which has been removed or Is d d 10 have resigned fails to vote or votes only o
succeed itself, che sucoessor Op shall be selocted by the affirmative vote of the party or parties owning & majority
interest based on gwnesship 83 shown on Exhibit “A” remaining after excloding the voting interest of the Operator that was
removed or resigned. The former Operator shall prompely deliver w the successor Operator sl records ad dara relacing o
the operations conducted by the former Operarar to the extent such records 20d data are not already in the possession of the
successor operstor, Any cost of obeining or copylng the former Operator’s records and data shall be charged.to the joint
3. Effect of Bankruprey: If Operator becomes insolvent, bankrupt or is placed in reccivership, it shall be deemed to have
resigned without aoy sction by Non-Operators, except the selection of ® successor, If @ petition for telief uader che federsl
bankruptey baws is filed by or against Operator, and the removal of Operaior is prevented by the feders) bankrupry cour, all
Noa-Operators and Operator shall comprise en interim aperacing committee to serve untif Operator bes eleced t reject or
ussume this sgrecment pursuzar to the Bankmuptey Code, and sa elewion to reject this agoeement by Opecatoc a5, & debeor in
possession, or by a wustee in baokruptcy, shall be decmed 2 resignation as Operstor withour any action by Non-Operators,
except the selection of & successor. During the period of time the opersting committee coatrols operations, all scrions shall
require the spproval of two (2) or more parties owning « mejority Interest based on ownership &s shown oa Exhibic "A." In
the eveat there wre only two (2) partics to this agrecment, dusing the period of time the operating commicee conwols .
operations, & third party acceprable to Operator, Non-Operutor and the federa) bankrmpeey court shall be selecred as a
mcmbcrof:hcopcntmgmmmumc.md-.nmnsshnumquu:dacnppumloftwo(Z) members of the operaring
committee withou: regard for theic dacerest in the Contract Area based on Exhibit A"

C. Employees and Contractors:
The number of employees or contractors used by Operutor in conducting operations hereunder, their selecion, and the

- hours of lzbor sud the compensation for scrvices performed shall be determined by Opecator, and oll such employees or

contrscrors shall be the employees or contractors of Operator,

D. Rxghts and Dutles of Operator:
1. Comperitive Rates aod Use of Affiliates: All wells drilled on the Contract Area shall be deilled 0o s competitive

contncthasxsud’x:umn!mpr:y:ihngmdmm!fusodauts.Opcnmrmqempbymownmlsmdeqm ment in

shall be pcrformed or supplied at competitive rates, pursusnc (0 written agreement, and i in sccordance with .=
standards prevailing in the industry. £

2. Dischazge of Joint Account Obligations: Bxcept as herein atherwise specifically provided, Operstor shall
mddxsdmtgccxpcnscsmmrredmthcdcvdopmcntmdopcunonofzbeConmaAmpmsmmmdun

Opemshaﬂkupmmmmtdofmcjoimmthawnder.dwwhgmpcmlqmrmdmd

ofconmonmdsupphmmdwagcsmdulmes for:ervwes nndcmdo:pcrformeiwdfornu
mpeaolthchnmmArefoemyopend;:mforttholmnmmthemof and shall keep the

. * ‘exclusive of Saturdays, Sundays and legal holidays

.4.'

1
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limsmdcncnmb:znccsrcaddngdwrdmmaocp:forchoscmuldngfmmubomﬁdedispuuumscrviocs:cndcmdor
materials supplied.

4.Cust_chl_ogg&ds;Opum:xhzﬂho!dﬂotd\cmnmoftheNon—Opmmnwyfuadsofdz:Non‘epc:mxssdvmmd
or paid tw the Operutor, eluhcrfortheoondnaofopmuomhcrcunderoruiusukefdw:decfpmdqmonkomdm
Contract Ares, and sach fonds ehall remain the funds of the NoaQperators op whose scoount they are advanced or peid undl
used for thelr lntcndcdpurposeo:ochcrwhcdchvacdw:thou—Opcumnorupphedmwud:hcpaymcmofdcbu-s
provided in Artide VILB. No:hmgln:hupuagnph:haubemmuucdwumblsh;ﬁdudath@mhlpbcmmuapcnmr
and Noo-Operswars for any pusposc other thaa to sccount-for Noa-Operacos funds &3 herein specifiaally provided. Nodhlag in
chixpamgmph;haﬂmqukc:bemuamnoebyepeumrofupmuwmuuufo:t!wfuudlofNon-Opexwrsunlasdxc
partics otherwise spedfically agree.

$. Access to Contract Arex and Records: Operator shall, except as acherwise pravided herein, permit cach Noa-Operator
or its duly autharized roprescamtive, st the Non-Operutor's sale tisk and cose, foll xad free scoess ar all ceasonsble times to
all operations of every kind and chrracter being conducted for the join: acoount oa the Cobtract Arex and o the records of
operations canducted thereon or producton thercfrom, {ncluding Operasor's books sad records relaclnlf thereso, Such sceess
righes shall tot be excrcised In o manaer larerfering with Operator’s canduce of ad operarlon hercunder.and shall not obligate
Opcrator w furnish aay geologic or geophysical dutz of o inwrpretive asture ualess the cost of preparacon of such
interpretive dika way charged to the joint sccount. Operator will fusnish to'cach Non-Opersor upon request copics of say
end sll repores snd informartion cbmined by Operswr In connection with production sad relatcd kems, Including, withoue
limitedion, meter and chact coposts, production purchaser statcments, ua thckets snd moathly gauge repores, but excluding
purchase contrices aed pricing Informuclon o the cxvent not sppiicsble ta the production of. the Non-Operstor secking the
information. Aoy sudit of Operator's records relating to expended and the sppropril of such expenditores’
shsll be conducxed in sccordanes with the audit protocol specified in Exhibit “€" -

6. Filing and Furnlshing Governmenal Reports: Operstor will file, sad tpon written request promprly furnish copies to
esch requesting Noa-Operitor not ln defanlt of fts p bligstions, aff operadional nocices, repores ar appliczeions
teqmrodnobe[llodbybaLSmm.&dudmInduuxgemuxmhondﬂhavajurk&aionmopm&mhuemda.
Bad:Non-Opcnm;hnﬂpmsdecoOpcxmonldmdybuksﬂhfomxmnnmﬁrywOpcmmmkemchmmp.

7. Drilling and Testing Operarions: The follawmg provisions shll apply to e;cb well dzllled hercunder, including but not
Limited to che Inidal Well:

" () Operaror will prompely sdvise Non-Operators of the ducon which . (he well isspnddcd, or the dace on which
drilling operstinas sre commenced.
: (b)Opamvm:mdmNon-Opemmmnmmrm!uuﬂmmm&agdmpmmofopmmmmdxcwﬂ'
ss the Noo-Opesatoes shall seasoasbly sequess, Inclding, but nor fimited: m, daily drilfing repors, aimpletion sepores, and well kogs. -
(<) Opesror shall adequately test all Zones eacountered which may. bly be expected to be capable of preducing
OdlndGa.sln)payiagquuddesusmxko(cnmlmuono{dxeelecwklogoz:ayothubgsormmocmwaduued
hereunder.

8. Cosc Esdimates. Upon request of ey C ing Pasty, Op shall £ sish i ofaxnen:;ndcumulndvceosu
mm:mdfoxthekmmumummbkhuwnkdumgxbcmndmofmyopeﬂuon to this sgr
Opmtu::luﬂmzbebddlmblcforermu!nwd:emmuasobngutbeqdmnéswemxdclnsoodfd:h.

9. Instrance: Ac all cimes while operstions sce cond b der, Opersior shall comply with che workess
compensation law of the scaze where the opeastions are belng conduceed; pxovlded. however, that Operstor may be » sclfe
insutcrfoclkb:ﬂty_uad:tmdoumpcmmoahwxlnw!nchcven:th:on!ydnrge:bus_haﬂbcm;d;wdw}olmmunﬂhdl
be a3 provided in Exhibit "C." Operwtor shall slso carry or provide Insurance for the bencfis of the joint scoounc of the partics
us ontlined in Exhiblt "D atcached hereto sod made 3 part hereof. Opsrator shall fequire all contrectors engaged In work oo
or for the Contrect Ares @ comply with the workers compensation law of the stae whcmdwopcndommbcmgoondumd
mdnomainummdzodmiusmnc:quatmxmaquﬂm

I{n the event bile Uabiliry i —ntpcaﬁndlns:idﬁxhbxt“D”or;ubseqncndyucdmdwappmvﬂofdw
pams.nodm:crcbargcsbnﬂbcmzdebyOpeuwrforprcm!umpnldiormchimmfotOPcmhmtomouvc

 equipment
ARTICLE VL
DRILLING AND DEVELOPMENT
A. Inicis! Well . : -
Oa or before the day of ey 19 . Op shall e the drilling of the Inicial

Well at the following location:

TO BE DETEKMINED.

“. RN -

and shall theresfcer conrinue the drilling of the well with due dlligeace 0~ 1 e

The drilling of the Initixl Well 20d the participation thereln by all parties Is obligatocy, sub;eawAmchiCLuw
in Completion operstions snd Artide VLT, ummuuonofopcuuousmdhudelﬂummump! Foalentrel,

nguwmmmwmwﬁmwwwmmcowmm :
Uf any pary dhould daaliy to Rewotk, Slderack, Despen, Raconiplacy or Plug Back's dry hole or & well okl
mdum\gmpsylngqumnncsmwhschm&puqbuwoamk:’nﬂqqgi;&diubmlntbapmpoud
this agrecment, the purty desiring to dril, Rework, Sidemacf, "Decpen, Recomplete o Plog Back such & [
nodice of the proposed operation to the partles who have nor otherwise relinguished thiir k

.;.
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uudadxi.-;ngmcmgnc-ndmaﬂodwpaniaiad\cmcqfapmpoalﬁorswmdingocl_)e:pening,spcdfyingdmworkmbc
pafonnctLdzbadon,pioposcdd:pdxob}ecdchonemddxcstlmapdmstof_dxeopcnﬁon.'lhcpax;iumwbnmsucbn
notice is delivered shall have chirey (30} days after receipt.of the notics within which to notify the party proposing o do che work

'whc:hcrc‘bcydccx:oputicipazriud:cmstofvdmpmposcdopmdon!fn*ddﬂingrigkmhadpn,mdcd-pmponlw

Rewodk, Sidetrack, Recomplexe, Plug Back or Deepen may be given by telephone and ‘the resp period shall be limited o forry-
cight (48) hours, exclusive of Saturdzy, Sunday and lega) holidays. Failure of & party to whom such notice is delivered to reply
mchindxcpcrmdubove&:cdxhzﬂmsammmebcdonbydutpuqmtm‘mudpucmthcmtoi:h:pmposcdoperwon.
Any proposal by & party w conducs an operstion conflicing with she operation Inicially proposed shall be delivéred o alf partics
within the time sad in the manner provided in Acticle VIBS.

If al) parties to whom such notice is -delivered elect to panicipate in such a proposed operation, the parties shall be
‘wntracrually commiteed to participate therein provided such opecstions sre commenced within the time period heresfeer ser
forth, and Operator shall, no later than ninery (90) days afeer expimation of the notice period of chirty (30) days (or as
promptly 85 practicable afcer che expiration of the forry-cight (48) hous period whea s dritling rig is on loceton, as the casc
may be}, acrually commence the proposed operation and thereafrer complere it with due diligence ac the risk snd expense of
the parties pascicipating therein; provided, however, ssld commencement dsce masy be cxxended upon written noticé of same
by Operator to the other partics, for a period of yp to thiry (30) sdditional days if, in the sole opinion of Operator, such
addidions! clme is ceasonsbly accessary ta obtain permits from governmental authoritles, surface rights (including rights-of-
way) or appropriate drilling equipment, or to complete citle ination or carative marcér required for title approval or
sceeptance. If the actual operation hes not been commenced within the time provided (including sny extenslon thereof as
specifically permitted herein or in the force msjevre provisions of Artice XI) sad if any party hereto still desires to conducr
said operation, written notice proposing same must. be resubmirted to the other pastics in accordance herewich ss if no prior
proposal had been made. Those pardes chat did not participate do che drilling of » well for which a proposal to Deepen or

" Sidetrack is made hereander shall, if such parties desire to participate In the proposed Deepening or Sidetrucking operation,

mmburscdnchIhnanrwmwoordanawnhAmdeWB&lndxcevcmof:Decpcnmgupcmmnndinmrdmoc
with Article VLB.S. in the cvent of & Sidemrscking opedation.
2, Operetions by Less Than Al Pardes:

(a) Dcnen:nmmon of Participadon. If soy party o whom such notlce is délivered ss provided in Article VLB.L or
VLC.1. (Optiza No: 2) elects aot w pacticipate in the proposed opecation, then, in arder to be eatitled to the benefits of this
Article, the party or parties giving the notce and such other paries as. shall ele w partigipate In the operation shall, no
later than nicety (90) days after the explratioa of the natice period of -thirty (30) days (or &s promprly as pracricable after the
expirstion of the. forty-eight (48) hour period when a drilling rig is oo locstion, as the case may be) actually commence the
proposed operacion and complete it with due diligence. Operator shisll perform sll work for thé sccounc-of the ‘Coasenting
Parties; provided, however, if no drilling rig or other equipmeat-is on Jocation, and If Opcnuor Is 2 Non-Consenting Party,
the Conseating Parties shall either: (i) request Opersror to pecform the work tequimd by such propascd operation for the
sccount of the Consenting Parties, or (ii) designate one of the Conscating leu a5 Operator w0 perform such work. The
rights sind dutics granted o and imposed vpon the Operator under this agroement ¥re pmzed to and unposcd upon the party

designated as Operator for an operation in which the originsl Operstor is 2 Non-C nting Picty, C ing Pares, when
conducting operations on the Coatract Area pursuzne to this Acticle VLB2, shall mmply with all terms snd conditions of dus
sgrecment. -

l[lcssdzwallpamcs-ppmvemypmposcdopcamn,xhepmposingpany lmmediw:lynfnercbecxphuonofdzc
appliceble notice period, shall sdvise afl Partes of the rowal inmrest of the parties approving smch operation snd it
rec dacion &s 16 wheth dleConsennngPutxashmﬂd d with the operstion. ss proposed. Each Canscating Parcy,
within forcy-eight (48) hours (exclusive of Sarurday, S andlegul“",)xfx«d;lichofmchnotioc.shnﬂadviscdw
pmposmgpnnyofiud:m:m(1)lxml:pama'pm’onwwch.pany‘ulnmndwwqoaﬂxblbi:“‘{"ot(ﬁ)uuyog!yh:
propostionze part (determined by dividing such parry's interest in the Contract Area by the intereses of 2l ing Parties in
the Contracr Area) of Noa-Conseating Puctizs’ tuterests, or (iif) carry its proportionate pact (dewermined as provided i (i) of
Non-Conseating Parvies” “interests together with all or a portios of irs proportionate part of any Non-Coaseating Parties'
inrerests chat any Conseating Party did not elet o take. Any interost of Noo-Consenting Parties that s not carried by o
Conseating Party shall be deemed to be carried by the party proposing the operation if such pary does not withdraw irs

proposal. Failure to advise che proposing party within the time sequired shall be d d sn election under (i) . In the event ¢
drilling tig is on location, notice may be given by telephone, and the time permiteed for sach a response shall not exceed =
wowal of forty-eight (48) hours (exclusive of Ssturday, Sunday and legsl holidays). The proposing’ party, st its-clection, may

withdraw such proposal if there is less than 100% participation aad shall notify all parties of such decislon within tea (10)
days, or within twency-four (24) houcs if s drilling rig is on location, following expitstion of the applicable tesponse period.
1t 100% subscriprion to the proposed operstion is obtiined, the praposing party shall promptly notify dhe Consenting Parties
of their proportionate interests i the aperation snd the party serving s Operator shall commence sud: opetwon within the
period provided in Article VLB,1,, subject to the same extension right ss provided therein.

(b) Relinquishment of Interest for Non-Pardcipation, The entire cost and risk of conducting such operations shall be
bomcbycheCouscnangPamdtud\cpmpoxdonslhcyhavcdcacdwbeuumemderdwmoftbcptmdmg
pacegeaph. Conscuting Parties shall keep the leasehold estates involved in soch operstions free and clear of nll licns and
encumbragees of every kind created by or arising from the opecations of the Consenting Parties. If such an operati g resules
in 2 dry hole, then subject @ Articles VIB6. sod VLE3,, the Consenting Parties shall plug snd sbandon the well o -mtorc
the surfuce location ar thelr sole cost, risk snd expensc; provided, however, that those Noo-Consenting Pafta
participated In the drilfing, Deepening or Sideuacking of the well shall remain lisble for, snd shall pay, their profhit
shares of the cost of plugging and abandoning the well 1d restoring the surface locatloa lnsofar caly e3 those coscyiis

increased by the subsequent operstions of :hc Conscnung Parucs. i sy well drilled, Reworked, Szdcmda:d, ‘E‘ff'." p
H"\m.. 3

apeuscmdforthe:couumofdxccomcnmgl’udu Uponcommcno:mcutdopmﬂomfor:bc 2
Sx'dcmdqng,!(ncompl;uug,DecpcmngorPlugginngckofmymdxweubyConscuunganaln A

1, tahad 4

provisloas of thh A.{:lcl-. esch Non-Consenting Party shall be d d to have q tw G
Coasencing Pirtles shell own and be ecacitled w rective, in proportion to chei’ respective intest

Consenting Party's laterest in the well and share of production therefrom -or, In the case of 8 Regg
-telegram, telex, telwopler, or other form of facsimile :

£6-
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Deepening, Bmomplcdqgor?lngging&d:.o::(‘ompkuon pursuant to Armice VLC1, Optica No.z.:llo(md:Non-
Consenting Party's Interest In the production obeined from the opscuion In which the Noa-Consenting Pasty did not elect
wpxmdpmSuchmhnqnhhmcntshaﬂbceffecunuatﬂthcpmmdsofzh:;dccf:ucﬁ:hnm.cnlaﬂazeduduwdl.o:
market value thereof if such share Is oot s0ld (afeer deducting spplicsble ad 'velorem, production, severancr, and excise taxes,
wy;l:yovmidmgwyﬂ:ymdocberlnmno:exocy:edbykddem@payablecutofo:mmmdbyd\cpmdnmou
from such wel] socruing with respect to such fntergst-uac k re 'v,.shxlleqndd:cwulofd:efollawm;

() 199 g6 of exch such Noo-Conscnddng Party's share of the cost of say-mewly sogiired surface equiy
bepond the wellhesd connections (incloding bos not linsited to scock tanks, sep pumplag equip and
piping), plos 10056 of exch such Noa-Consenting Party'’s shuvcof :‘lwoouofopeunonof the well commencing with fiese
production #od contlnulng uacil exch such Non-C ng Parry’s velinquished 1 shall severt to Jt under other
pmvuwmothhhxdde.kbeinslgxeedzhunchNon—ConxndngPuty’sshnudwchmsumdequmzvﬂlbedm'
mtemsrwhk:hvrqml.dlmz'ebcv.uc!:urs«:d:lev:zswchNou-CnnscuziuxPutyEiadkpaxnclpwcdluthcwcllfxomdtcbcgmmng~

ofcheopcm:o:l‘b

%d(-):buponmnof:hecbmmdupcmuofdxﬁﬂn&kcwothn&&dcnxddn&Dapem&
PluggmgBuk.mdmtomplcd%mdkmpknn;:ftude&xdngmyaﬁmﬁuﬂommu&dmmvm&
sad of (b) dhsr portion of the cost of newly acquired equipment in che well (to and Including the wellhesd coancelons),
which would have been chargesble to such Non-Consenting Psrty If It had participated thereln.

Notwdthszanding saything to the coatrary In this Asticle VLB, if the well does not reach the decpest objective Zone
described In the sodce proposing the well for reasons ather than the eocouncering of granlte or pracricslly impenctrable
sobstance or other condicion in the hole rendering further opesarions impracticable, Operator shall give notlce thereof 1o cach
Non-Consenting Party who submitted or voted for sn alernative proposs! under Anticle VIBS. ro delll the well w0 8
shallower Zone than the decpest objective Zoae proposed In the notlce under which the well was deitfed, and each such Noa-
Consénting Pasty shall have the option o participate In the Initis! proposed Completion of the well by paylng Its share of the
cosc of deflling the well to its acrox! depth, calcplated In the mander provided In Aride VLBA. (3). IfmynwhNon-
Conscndn;Putydouwelec:mpuddpauhdmﬂulComplempmpo:edﬁormchveu.thc linqul p i
of this Article VLB.2, {b) shall spply to such party's Interest,

(¢) Reworking, Recompleting or P}ugging Back. An election ot to participaze In the d:ilhnx, Sldetracking or
Deepenling of s well shall be diemed an efeetion not to pasticipate in sny Reworking or Phugglag Back operation proposed in
such & well, or portion chereof, 0 which the fnltlal pon-consent electlon spplied thar {s-conduceed at any dme prios to fall
recovery by the Consendng Partdes of the Non-Consentlng Pary's recoupment amount, Similerly, aa election not to
participste In the Compledng or Recompleting of 2 well shall be deemed sn electlon not to particlpste In any Reworking
opemuoapmpcmdhmduwll.ozpordoud:mfwvhld:&eln!rldmummehdanapplwddmkmnduawdu

aay time prior to full recovery by the Conseadng Pasties of the Noa-G g Party’s Anymd:
Reworking, R.:o:mpledngoz?luxgmghckapcndoa conducred during thereconpmen: pesiod shx.\lbedoemcd Km
anst of operation of said well and there shall be sdded-to the sums 5 be cecouped by the G ~ °96of

that portion of the costs of the Reworking, Recompleting er Pm,gging&d:opeuaon which would luvebecadurgctblc 0
such Non-Consearing Party bad & pasticlpaced therein. 'If such » Reworking, Recomplering or Plugging Back opesation is
pnoposeddudngmchmooupm:uzpenod.cbcpmvuwmolthlsAnkaLB.shsﬂbetpphabkubctwocudeommg
Parties In sald well.

(d) Recoupment Marters, Marters, Daring the period of time Consm:ing?amu ate entitled T receive Non-Comen:wg Party's
share of producdan, o the proceeds thesefrom, Consenting Parties sha!f be responsible for the payment of sll od valorem,
pzodumon.sevcnmcc,cx;ﬁe.gubeﬂngmdothc:m,mdd!myaky.ave:zld[ngmyt&ymdathcrbu:dcmapplmblceo
Noa-Conseadng Party's share of productlon not excepted by Arricle ILC.

ludaemcofmyﬂmotﬂng.SBemddn&PhgglngB:qumplamgqupcmopcudon.xbcCouscnung
Pud:sshxﬂbey.xmiucdmun.(meofmt,nﬂmlnx.mb!ngmdo:hueqqipmcnxluthewdl.bmzh:owncahapo!:ﬂ
rud:cqulymcntlhlﬂtcmxlnunchlnged,lndupontbtndonmentofcweﬂ;&e:md:ﬂcworhng,&duncklng,?hsgmgﬁudﬁ.
Recompleding or Deepeanlng, the G ing Partics shall account for all such equipment to the owners thereof, with cach
party recelving its propordionste past in kind or In valve, less cost of salvage.

Within ninety (90) days after the completion of say operstion vader this Anticle, the pany conducting the operations
for the Canseating Pactles shall furnish esch Non-Conscarng Pacty with an fnveatory of the equipment iz and conncced to |
d:ewcll,uudmhmkedsmmwtof:hemddrﬂﬂugsﬁcmddng.pxpcdn&Phgg!ng&damdux.ﬁmm
Recompleting, wnd equipping the well for production; or, st ks opticn, the op g pasty, in Hew of an ftemized statemear
of:udxw:udopcnmmmymbmkldmﬂndlmdmmﬁybmhg&&chwmhdmmkadm:lngthcumedw
Consendng Pasties are belng relmbursed a3 provided sbove, the party conducting the opérudons for thie Consenting Partics
shall furnish the Noo-Consenting Partles with an kemized statrcment of sl costs and lishilities incurced In the operation of
ubewd!.ooged:umd:uuacmcc(theqmnqo{@ddeupmdumdfzomksnd:bcmountofpmwcdsmhzedhvm
the ssle of the well's working Interest producrion during the precediig month. In detectnining the quantty of Oil and Gas
p:odumddurlagwymond:,ﬂonundng!’udaahﬂmhdmuywp&dmetbodsmdzubuxwhmlu&wmcu:rmgor
pc:bdkw:ﬂmu.Anyummmmduedfmmtheul:otothcrduponnonofcquipmcmnqwlyquhdlnmnmioawhh
wy:nchopmdonvhkbwmﬂdhvebecaownedby:Nou-Comenunngyhldltpudapawdthuanbccredmd

grinst the tom! rarned costs of the work done 2nd of the equip chasedin d Inlng when the larereiphof such
Non-Cnmcndungmecumkuubavepwvided,-ndlfdmzu-cmdkbahnuc.k;h:ﬂbcpddwl Noa-
Conscating Party. 5

¥ and when the Consentlng Pastles recover from u Noa-Consenting Party's reliaquished Interest the smous
for sbove, the relinquished interests of such Non-Coasenting Parey shall sutomarically revest o k as of 7:00 s.m. ¢giph
foﬂowmgth:dayonwhl:bmchmmpmcntoomn,wd.fmmmddmnchmmlon,wdxﬂon&mnug B
owa the same Interest in such well, the material and equip In or pereslniog thereto, 2ad the producioa ¢
:ucth—CommdqunnywuHhvcbecucaddedekpuddpmdhdwddlﬂn&&dc !7“ g
Deepealng, Recompleting or Flugglng Back of sald well, Theresfer, »ﬁf&;z-
zhxﬂpnybgrmpo:dcm;snofdwfn:thamnoftb:opmdonohddwcﬂinmzdmw b aleiny
agreemeat sad Bxhiblc "C™ arached beret, ;

3. Stand-By Cos zg:‘mw'lvcnvihkhhub'ecad:ﬂ!sdo:meycncdhumchgglalmhouxedd: 1
buﬁmmmaddmmwmmBMm:g:mmwhmommmmwmw

H
J7-
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Sidetracking, Decpening, Recompleting, Plugging Back or Completing opcrmon in such a well (including the period teqmrcd

under Article VLBS. to resolve competing proposals) shall be charged and borne ss past of the drilling or Deepening

operation ws:oomplcwd.Sand—bymstssubscquemmallparwmpeudlng.ozcxpmuonofdmmpoascumepcrmmd,

whichever firsz occurs, and prior to0 agreement s to the participating i of all G g Pasties p w the cerms

of the second grammarica} paragraph of Asticle VLB.2, (), shall be charged to and borne npanofdzepmpcscdopention.-
bur if the propesal is subsequently withdrawa becanse of insufficient pardicipation, such steiid-by costs shsll be allocated
berween the Gonsenting Parties in the proportion each Conscating Party's interest as shown on Exhibic "A" bears to the toral
interese as shown on Exhibit "A" of ali Consenting Parties.

In the evenc that nodee for & Sidetracking operation is given while the drilling tig to be wtilized is oa location, any parcy
may request and reccive up to five (5) sdditional days after expiration of the forty-gight hour response period specificd in
Articde VLB, within which to respond by paying for s standby costs snd other costs incorred during such extended
response period; Operator may require such pacty 1o pay the estimsted stand-by time in sdvance as @ condition to extending
the cesponse period. Ilmonétanoncppnyc!ccu to rake such additional time to respond to the notice, standby costs shall be
allocuted berween the parties taking edditionel time o respond on a day-to-day basis in the proportion each elecdng parey’s
interest a5 shown on Exhibit A" bests t the rotal intcress s showa on Exhibic "A™ of sll the electing parties.

4. Deepening: If less thuulld\epamuelcctmpamapaumldnﬂtug.&dctmckm&orDeepemngopcnnon proposed
pursusnr to Article VIB.L, the interest rellaquished by the Noa-Conscating Partics to the Consenting Parties under Arcicle
VIB.2. shall relatc only and be limited to the lesser of (f) the ton! depth scually deilled or (i) the objective depth or Zone
of which the parties were given notice under Attide VLEB.1, (“Inits! Objective™). Such well shall not be Deepened beyond the
Initial Objective wichoue first oomplymg with this A:ddc to sfford the Non-Conseating Parties the qpportunity to participate
in the Deepeaning operstion. -

In the event any Consenting Party desires o drill or Deepea 8 Non-Consent Well to a depth below the Ialdal Objective,
such party shall give notlce thereof, complying -with the requirements of Article VLB.1, to all parties (incduding Non-
Consenting Parties). lezcupou.luddcsVLB.Lmdz.:haﬂnpplysnddlpudzsmwmgmchnouoe;hnﬂhzvcdmnghtw
participate o not participate In the Deepeaing of sach well pursuant to sald Articles VLB.1, &nd 2. If & Decpening operation
is approved pursuant to such provisions, and. if any Non-Consenting Party elects to participate in the Decpening operation,
such Noa-Couseating parey shall pay or make reimbursement (as the cuse msy be) of the following costs sad expeases:

(s) If the proposal o Decpen is made prior to the Completion of such well as & well capeble of producing in paying
_ quanities, such Non-Consenting Party shall psy (or réjmburse Consenting Parties for, &s the case may be) that share of costs
snd expeoses incurred In connecrion with the drilling of said well from the surface to the Initial Objective which Non-
Consenting Purty would have paid. had such Non-Consenting Party sgreed 1o particlpate therein, plus the Non-Consenting
Party's share of the cost of Deepening 2nd of participaring in say further operations on the well in accordence with the other -
-pravisions of this Agreement; provided, however, all costs for testing and Completion or atempted Completion of the well
incurced by Conscating Parties prior to the point of actusl opecatians to Deepcn beyond the Initizl Objective shall be for the
sole account of Consenting Pasties.
(b} If che proposal is made for 2 Non-Coasent Well that has beea previcusly Complered as 2 well capable of prodacing
in paying quantitics, buc is 0o Jonger capable of producing in paying quantitics, soch Non-(bnscnung Pasty shall pay (or
reimburse Consenting Parcics for, s the casc may be) its proportionate share of sfl costs of drilling, Completing, and
equipping ssid well from the sucface to the Initial Objective, calculated in the menner provided in peragraph (s) shove, less
"those costs recoped by che Consenting Parties from the sule of production From the well. The Noa-Consenting Party shall
also pay its proportionate share of all costs of re-entering said well. The Non-Conseating Parties” proportionate part (based
on the percenmge of such well Noo-Canseating Party would have owned had it previously participated in such Noa-Consent
Well) of the costs of salvsble materisls and equipment remalning in the hole and salvable surface equipment used‘in
connection with such well shall be deteimined in accordance with Exhibic "C.” If the Consenting Partics have recouped the

- cost of drilling, Completing, snd equipping the well st the dme such Deepenlag operation is conducted, then o Noa-

Consentlng Party may partidpste in the Decpen!ng of the well with no paymen: for costs incurred prior o re-entering the
well for Deepening.

The foregoing.shall noc imply & nght of any Conseating Party to propasc any Deepening for @ Noa-Consent Well prior
to the drilling of such well to its Initial Objective withput the consent of the other Consenting Pardles 85 provided in Article
VLE. :

3. Sidetracking: Any party beving the right to participate in & proposed Sidetracking operarion that does not own an
interest in the affccted wellbore at the time of the notioe shall, upon electing o participate, tender w che wellbore owners its
propogrionaze shize {equal to its interest in the Sidetracking operation) of the value of thar portion of the existing wellbore
to be utilized es follows:

(x) If the proposal is for Sidetracking an existing dry hole, rcimbursemient shall be on the besis of the actual costs
incurred in the initisl drilling of the well down to the depth st which the Sidetracking operation is initisted.

(b) If the proposal Is for Sidetracking & well which has previously produced, reimt shall be on the basis of
such party's proportionste share of drilling and equipping costs Incurred in the initial drilling of the well down to the depth
ac which the Sidetracking operation is conducted, calpulzted in the manner described in Artice VLB.A(b) sbove. Such party’s
Pproportioaste share of the cost of the well's salvable materials and equipment down to the depth et which che Sldcu'uhng
operation. is initiated shall be determined in accordance with the provisions of Exhibit “C.” .

6. Order of Prefercnce of Operations. Exceps a5 otherwise specificslly provided ia this sgreement, I say party fcices to
proposc the conduct of an operation thar conflicts with 2 proposal that has becn made by s party snder this Ar
party shall have fifceen (li)dayshomdclmxyofd:cnniudpmposal,mthccnscohpmyosdmdrﬂ.llwa!or i herform
an operation on a well where no drilling rig is on Jocation, or tweaty-four (24) bours, exclusive of Sarurday, 'u& legal
‘holxdays,fromddkvexyofthemmalproposa!.lf:dxiﬂmgtlgkonbauonfonhcweuonwhtchsud:o gtz

nlzcmncpmposdmcnuulnxhcumelufomuioamqukedmbciududodinzbc-inidulpmponl&chpa fD

twenty-four (24) hours (exdusive of Satarday, Snudzytudlcgalhoﬂdays)xf a drilling rig Is on location fo
:ubjccrofthcpropqsals.mpamapmmoneofd:ccpmpctmgpmposak.g&nyputymcdomngw
shzllbcdccnwdnc»tmhnvevoted.l'htpmpmltwemugdxcvoneofpzmcsvwnmgthchrgcsrl'
mum:rofd:epuncsvodng:haﬂhavcpnomyovcral!othammpcnngpmposals in the cef
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initial proposal shall prevail. Operator shall deliver notice of such result to all parcies eatitled co participate in the operation
within five (5) deys after expiration of the election petiod (or within twenty-four (24) hours, exclusive of Saturdsy, Sunday
and legal hofidays, if a driffing rig is on location). Bach party shall then have two (2) days (or tweoty-four (24) hours if o rig
is on location) from receipt of such nocice to elece by -delivery of notice to Operator to participare in such operation or to
relinguish interest in che affocted well pursuant to the provisions of Article VLB.2.; failure by a party to deliver nodice within
such period shall be deemned aa clection got to participace in the prevailing proposal.

7. Conformity to Spacing Partern, Notwithstanding the provisions of this Artide V182, it is sgreed that no wells shalf be
proposed o be drilled to or Completed in or produced from s Zone from which s well located e!sulhcm on the Coatract
Area is producing, unless such well conforms to the then-existing well spacing pactern for such Zone. *

8, Paying Wells. No party shall conduer soy Reworking, Deepening, Plugging Back, Complerion, Remmplcuou. or
Sidetracking operation under this agreement with respect t any well then apable of producing in paying quantities except
with the consent of &l partics that bave not relinquished interests in the well ar the time of such operation,

C. Completion of Wells; Reworking sad Plogging Back: : .
L. Compledon: Without the consent of all parties, na well shall be drilled, Deepened or Sidetracked, except any well
drﬂlcd.Dee]xnedo:SndmdzcdpumwtmwepravulomofAmchLBlofdnsnpcemenLConmmrhedrﬂhng.
Decpening or Sidecracking shall inciude:
n} _EnonNo.l.Aﬂnmaqupmdlmmbrmednmn&DupcmngorSsdeundnn&mmn&Complmgwd
equipping of the well, including necessasy tankage and/or surface fcilitics.

¥ Option No. 2; Aﬂmuyapcu&mmhzthedrdhngbxpcn&gu&dc«@nsuﬂmwohbcwdww
such well bas reached lts suthorized depeh, and olf logs, cores ‘and other tests have been compleced, and dthe results
thereof furnished to the parties, Operator shsll give immediate, notice 1o the Non-Operators having the right
participate in a Completion awempt whether or not Operstor recommends attempting to Complete the well,
wogether with Operster's AFE for Completion costs if not previously provided. The pardes receiving such sorice
shall have forry-eighe (48) houars (adnswc of Sseiday, Sunday and lcpl bohds.ys) in whu:h uo clece by delivery of
nowmepcrmzmpudcxpa:ctnammmmcadodf plecior o Gerenp preaposelwitivem
mWOpcmmrshaﬂd:ﬂmmymdzComplalonpmwuLw np-Gomplctionproposat-confiice

M-Opom-pupul.mth:orhupamuenudcdmpamapam h-Gomplorioniaaccord —witirrh

ierdretich ’."..B.C.Ebc:ionwpaniap-umll‘ pleti pt shall inchd o all
naocsuqexpeadku:uﬁorthef' plecing 2ad cquipping of such well, Inclading necessacy tanksge and/ar surface
facilities bur excuding any stimulstion operation not mnxxmcd oa- the Completion Failure of any. party

receiving such npotice to reply within the period sbove fived shall constirure an election by that party oot o
participate in the cost of the Completion sctempr; provided, thet Arsicle VIB.S. shall conwol in the case of
conflixting Completioa prapasals. If éae or more, buc less than all of the partics, clect to sempt 2 Completlon, the
provisions of Article VIB.2, hercof. (the phrase "Reworking, Stdetracking, Decpening, Recompleting or Plugging
Bad:"umnmlnodiaAzddeVLBllhaﬂbcdcemcdwindudc“Complcunx')shaﬂapplym:hcopeamm
thereafter conducted by less than all parties; provided, however, that Arricle VLB.2 shall apply separately w cach

separece Completion or Recompledon atrempt undertaken b der, and an election to become & Non-Coascating
Purty a5 to ane Campletion or Recompletion attempe shall 10t preveat # pacty from bccommg & Consenting Party
m:ub.»cqucatComplcdonomemplcdon attemp gardl hether the Coasenting Parties os w exclier

Completions or Recompletions have recouped their costs purspant to Article VLB.2,; provided further, that any

" recoupeent of costs by a Consenting Party shall be mede solely from the production ateributable to the Zone in

which the Completion stempt Is made. Blection by a previous Non-Consenting Party w paricipste in a subsequent

Completioa or Recompletion awempr shall require such pany to pay its proportionste share of the cost of salvable

materials and equipmear installed in the well porsusac to the previons Compledon or Recompletion sempt,

Insofar and only insofer ss such materials and equipment benefic the Zone In which such party participazes in a

Completion attempt, o

2. Rework, Recomplete or Plog Bade No well shall be Reworked, Recompleted or Plugged Back except s well Rewarked,

Becompleted, or Plagged Back pucsusac ¢o the provisions ofAmdeVI.BlofthIstgmment.Consem to the Reworking,

Rmomplczmgo:PluggingBackoflwcllduﬂmhdeaﬂmtq pendi in conducting such operetions aad
Completing and equipping of said well, lncluding necessary takage andfor surface fecilities. :

- D. Other Operaticas:

Operpror in : sy single project reasonably l:sumamdwrcqulre 80 iture in exoess Of e
G%W : Dollm(!iﬂo_o.__)mp:mmmonwxdnhc'
drilling, Bidetracking, Bcworking, Decpening, Completing, Recorapletl g or Plugging Back of a well cher has beea previously
mtbonzedbyorpuz:umtm«hulgmcmcnrpmded.howmr.ﬁm.maseofcxplosxon.ﬁm,ﬂoodotod’wrwddcn
:mctgcncywh:the:of&wumcordxffmnam:e,Opcmmmynhmchstepsmdlncursudxapcnscsummoymlon
ase required co deal with the emergency w0 safeguasd life and property but Operstor, as prompily as possible, shall report the
m::genqwrhcm:hupanks.lfOpunmrprcpamuAFE&rluwnusc.Opcmxhnﬂfurmsh %tg:a-?gnm:so
requesting un information copy thereof for say single project costing in exonss of __ Twenty five Dollars
(S.ZE,.QQQ‘.QQ._)Auyputywbolnsnotuhnquulwdlumwrutiu-wd!:hzllbavcmcnghxmpmposetbﬂ

salt water disposal wells oc to conduct sdditional work with respect to s well drilled & der or other si
notindndingdminsuﬂaxioaofgwhctinglincso:oc&uuampom:bdum&rhdng&dﬁﬁcs,lhcinsulh:ionof i
be governed by scpacate sgreemeat becween the parties) reasonsbly estimated o require an expenditure in excfd
;moumﬁmmfotch:boveinxhu)\mdcm(cxo:ptmmnnccuonmd:mopcamnmqmmdwbepm ]
Arddles VIBL or VI.CL Optica No. 2, which shall be goveraed exclusively by those Artides). Opecator shall }

of:nyputypxputusownlngukasz_ﬁﬂ___%ofd)cmwmuofdmpudcsenudadmpamdpale i
each parcy haviog the righe to participate in such projecs shall be bound by the terms of such proposal anf

of the proposal
B, Abandorimea: of Wells

bccndnlledorbocpcncdundcr:hctcmuofdmagrcemwmdupmposcdmbemmphmduu

'orsuchwellhasbeenapprovedasanexceptwntothemst;ngspacmg

pattern for such zone by the appmprlagte regulatory agency
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plugged and shendoned ‘without the. consent of sl parties. Should Operaror, after diligent cffort, be unable w contact any
pacty, or should aay party feil w reply wichio forty-cight (48) hours (exclusive of Satundsy, Sunday and legal holidays) sfter
delivery of notice of the propossl o plug and sbsndon such well, such party shall be decmed o have consented 10 the
proposed tbandonmens. All such wells shall be plugged and shandoned in sccordance with spplicsble regulations und st the
cost, risk and expense of che parties whopardcxpnedmd:ccostofdnﬂmgorbecpcnmgmdtwell Any party who objects to
phigging sod sbandoning such well by notice delivered to Operator within forcy-eight (48) hours (exclusive of Sawrday,
Snnday snd legal holidays) sfeer delivery of notice of the proposed pligglag shall ke over the well as of the end of such
forey-clghe (48) hour notice period and conduct furdher operatioss in search of Oil and/or Gas subject to the provisions of
Article VLB,; fsilure of such party to provide proof ressonably sulsfactory to Qperator of its financial capability to conduct
such operations or to take over the well within such period or theresfier 1o conduc operations on such well or plug sad

‘abandon such well shall enritle Operator to retsin or take possession of the well and plug sod sbandon the well. The party

taking over the well shall Indemnify Op (if op is ‘an abandoning parry) and the other sbandoning partics wgainst
liability for any further operstions conducted oa such well except for the oosts of plugging and ebandoning the well and
restoring the susface, for which the abandoning parties shall remain proportioaatcly lisble. '

2. Abandonment of Wells That Have Prodnced: Excepr for say well in which & Non-Consent operation has been
conducted hereunder for which the Consenting Parties have not been fully reimbursed us herein provided, any well which -has
becncomphwcdu:produce:;hal!notbcphggedwd:bmdonedthhom:heoonscmofnllpmies.!hﬂpamcsmmntm
such sbandonment, the well shall be plugged end ebandoned in accordance with applicable regulations znd at the cost, risk
and expense of all the parties hereto, Fallure of 2 parry to reply within sixry (60) days of delivery of otice of proposed
absndonment shall be deemed an clection to consent to the propossl. If, wxrhmshay(@)daysnkcrdchchofmdmofdm
ptoposedabmdonmcnrofmywcll.allpumudono:ng:eewdzelbandommofmdrwdi.thosewnshlngmconnnncns
opcmnonfromdmZone:hmopcnmpmdncnonshaﬂbcoblxgatcdtoukcovcr:hewclluofdreuptmdonofzhc
spplicable notice period and shall lndemaify Operstor (if Operatar is sa sbandoning party) and the other sbandaning partics
sgainst lisbility for any further operations on the well conducred by such partics. Failure of such party or parties to provide -
pmofmsonablyswsfacmrymOpcntorofthw{‘mmddczpahmrymoonduamcbopcnzwnsorwmh:ovcrrhcwdl
within the required period or thereaftér 00 conduct operstions on such well shall eatitle Operator to retain or ke possession
of such well and plog and abendon the well. )

Partics taldng over a well as provided hescin shall tender to each of che other parties Its proportionate share of the value of
the well's sahrable materiz! snd equipment, determined in sccordance with the provisions of Exhibir “C” less the estimated cost
of salvaging sad the estimated cost of plugging and sbandoning and restoring the surface; provided, however, that in the event
the estimated plogging and sbandoning and surfuce restoration costs and the estimated cost of salvaging 2ce higher than che
value of the well's salvabl ial and equipment, cach of the abandoning partics shall cender w the partics continuing
opcramns:}uupmpomomzcs!umofdtcaamawdmsxmscEachabandonmgpatty:htﬂisn@umthcnon—abmdoning
parties, without warrsnry, express or implicd, s wa title of as to qusntity, or fitness for wse of the equipment and material, all
of its interest in the wellbore of the well sad related equipment, together with its i in the Leaschold insofar and only
insafer as such leasch "covczs&edghtmobu!'nprodncdanfcomthnzwcllbotcm!thoncd:enopenmpm&ucuomlfdw
i of the abandoning party is or Includes sa Qil snd Gas Interest, such parcy shall exccute end deliver to the too-
:bandomngpartyotpuu:s;noilmdgulnx,hmmcdwduwcﬂhoremdtthnneﬂzenopcnmpmdnamn,for:wtmaf'
one (1) year acd 50 long thereafter as Oil and/or Gas is produced from the Zone covered thereby, such lease to be on the form
attached as Exhibic “B.” The sssignments or lesses so lmited shall encampass the Drilling Uit upon which the well is located.
The paymenss by, and che assignments or leases to, the assignees shall be in 8 miio bssed vpon the relationship of their
mpeaxvepmwgeoipamapmonmmcconmuﬁmmmenggxcgamof:hcpcmugcsafpuuapadonmdw&nma
Area of all assignees. There shall be no readjustnent of Interests in the remaining portioas of the Contract Arca.

Thereafrer, abandoning pacties shall have ao further respoosibility, lisbility, or incerest in the opesacion of or producrion
from the well in the Zone thea open other than the royalties retained in any lease made uader the cerms of this Article, Upon
request, Opezator shall continue to operats the assigned well for the account of the non-sbandoning pacties at the rates and

.charges contemplated by chis sgreement, plus eay additionzl cost and charges which may acise as the result of the scparte

ownership of the assigned well. Upon proposed aband: of the producing Zope assigned or leased, the assignor or lessor
shall then have the option o repurchase its prior lnterest in the well (using the same valuation formuls) snd participate in
further operations cherein subject to the provisions hereof.

3. Absandonment of Noo-Consent Operations: The provisiops. of Article VIBL or VIE2, shove shall be applicsble »s
bctwe:nﬁmscnung?midmdlcmntofthcpmposedlbtndoamcmofmywﬂmpwdfmmuldm provided,
however, no well shall be permanently plugged and sbandoned ualess rad until slf pacties having the right w0 conducr further
operations therein have beea notified of the proposed abandonment sad afforded the opportunity to elect to tuke over the well
in sccordance with the provisions of this Artide VLE,; and provided further, thar Noo-Consenting Parcies who own an Interest
lnnportionofdwweﬂsbnﬂpaydwxpwpomommshsmdabandonmcutmdsuﬁammnmuﬁotrucbwdlus
provided in Ardide VLB2.(b).
¥. Termination of Operstions:

Upoa the commencement of an operation for the drifling, Rcworklng Sidetracking, Plugging Back, Docpcmn& westing,,
Campleuonorplzggingof:wrledudmgbmnothmmcdmd:clmuleel!,:uchopcauonshaﬂmtbcmmmmdwxdwut
mnscntofpamabaxing_i__%of:hemstsofmchopmdon;ymvidcd,bowcvet,dm~inxhecv:mgnni ‘
practically impencerable substance or condidon in the hole is encouvnrered which renders furcher operations
Operacor may discontiane operations and give notice of such condifion in the manner provided in Ardicle VLB.Ifn
provisions of Artcle VLB, or VLE. shell theresfrer apply to such operution, as approptiste, MY
G. Teking Production in Kind; .

XJ Option No. 1; Gas Balancing Agreement Attached :

Each patty shall wke inkind or scparately dispose of ks proparsionate shace of oll Oif and Gas h ,e--

Contruct Arez, exclusive of production which may be used in development and producing operations s ':
uadngOﬂdeuhtmadmdngpupommdpmdndmnmvoﬁzblybnApymapcndmr 'mking
mhndmwpumadnposmnbymypmycfmpmpomoms&mohb:pmdnmondmnbe by . Any

pnnyukmgmshxeofpmdu_cncnmhndﬂuﬂbemqmmdmpgyﬁuon}yuspmmom_
Opesator's surface facilities which i uses.
Foch pagty shall excoue such division @ mdmuma:asmaybenmszryfuxdxcw*ﬁf“l&""ih
pmdumonfmmtthonmaAmmd.'cm:pyupmvdedinAmdcm,shﬂbc o0
.‘
10 -
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with respect to activities hercunder.

directly from the purchaser thereof for its share of a1l production.

If zny party fails o make the ‘arrangements necessiry to ke in kind or separacely di of its prop
share of the Off produced from the Contrscr Area, Gpesstor shnllhsvethcnghc,mb;cawdwmoamnn:wmby
|hcpu'tyowmngu.buxnotth:obugmon,mpuzduscsucho’lotuuuwothczsumyumcmdﬁnmmw
«ime, for the socount of the non-aking party. Any such puschase or sale by Operator may be terminased by
Qpenator upoa st lessc eea (10) days writen notice to the owner of said production and shall be subjéct always to
the right of the owser of the producdon upon &t least ten (10) days wrincn notice to Operator to exercise &t a0y
time its right to take in kind, or separately dispose of, its share of all Ol not previously delivered t & purchaser.
Any purchase or sale by Operator of oy orher party's share of Oil shall be only for such ressonable periods of rme
a5 are const with the mini ne:dsofthein&nsn'yundadmpaxﬁmhrdzcnmmm,bn:innocvemfotc
period in excess of one (1) year..

Anysud:sdchyOpemmeemammrmmmemﬂy msombl:nndud;ccummsunoubuxo;:cumr
stall have po daty: aoshmtnyamdugmukc:ormobmn_nprwcequa!mdmreouvedundc:wycxxsnng
macker, The sale or dellvery by Operutor of & non-wking parcy’s share of Oil under the terms of say existing
contracx of Operasor shall not give the non-taking perty any Interest in or make the non-tsking party a party o said
contract. No purchase shall be made by Operator withous ficse giving the non-taking party ac least ten (10) days
written notlee of such {ntended purchase and the price o be paid or the pricing basis to be used.

All parties shall give timely written notice to Operawr of thelr Gas mackering srangements for the followmg_
mooth, excloding price, and shall notify Operator immediately in the event of o change in such srrangements.
Operator shall maiarsin records of.all macketing arrang , and of vol actually sold or cransporsed, which
records shalf be made available 1o Non-Op upon ble q

hhmwampm’mmdupwmndmdmd&c&smsphmmddmmw

pimamd/mddnuuwh!dxwldaymdaybuufumymnmmaﬂdyeqm!wnpmﬁ PESpOCtive propartion-
mmdw&ﬂsmkwwh&hhmmmmhmmnkmmm
any Ges belancing agreement between the parvies herero, whether such 1o sgreement is amached as Exhibit "B or &5
upam-grmommrdmﬂﬁvémdemnupudsddufmubo{&sfnummywd!undcréﬁnpeanem
.0 QOprion No. 2: No Gas Balancing Agrecment:

].schpnrty:hxﬂtxkcmhndorupmtclydxsposeohu pmpomonamshueoquOﬂdeas produced from
the Contract Ares, exclusive of producsion which may be used in develop and producing opersrions and In
preparing snd treacing Oil and Gas for muarketing purposes and produetion mvotdably lost. Any extrs expendimre
incarred in the wing in kind or separace disposition by any parry of its proportionate shase of the production shall
bcb:xn:bymd:puty Anypartyuhngusshmofpmducuouinkmdshnllbercqm:cdmpayfotonlym
proportionate share of such part.of Operstor's surface facilities which it uses.

Eich party shall execute such division orders and contracts 23 may be necessary for the' sa!e of its interesc in
production from che Contract Ares, snd, except as provided {n Article VILE., shall be entitled to receive payment
diccctly from the parcheser thereof for its share of all production. .

If any party fails vo make the srrangements necessary to take ia kind or scpararely dispase of its proporrionate
share of the Oil and/or Gas produced. fiom the Contrac Area, Operator shall have the right, subject.to the
revocation ac will by the party owaing it, bur not the obligation, to' purchase such Qil and/or Gas oc sell k tb others
xt any time snd.from time to time, for the sccount of the son-taking paryy. Any such purchase or sale by Operaror
mzy b terminated by Operator upon at lesst ten (10) days written notice to the owaer of said production and shall
be subject slways to the right of the owner of the production npon ar least ten (10) days written notice to Operator
to exercise its sight w0 take in kind, or separately dispose of, its share of all Oil andfor Gas not previously delivered
so s purchaser; provided, however, that the effective date of any sech revecation may be deferred at Operator's
elecxion for & period not wo exceed ainety (90) days if Operstor has committed such production to a purchase
woneracs having w term exrending beyond such ten (10) -day period. Any parchase or sale by Operasor of sny sther
pacty’s shere of Oil snd/or Gas shall be only for such reasonsble petiods of sime 25 ase consistent with the
minlmum needs of the industey under the particolas circumstances, but in no event for a period in excess of one (1)
year. :

Any such sale by Operacor shall be in ¢ islly ble uader che o fances, but Opers
shall hyve no dusy to share say existlag marker or wrasportstlon srrengement or t obtrin & price or trunsportstion
fec equel to that received under soy existing market or waasportation srrangement. The sale or delivery by
Operztor of & non-taking parcy’s share of production under the terms of any existing contrser of Operstor shall not
give the noo-taking party aoy interest in or make the non-taking party a party to said contract. No purchase of Oil
and Gas 2ad no sale of Gas shall be made by Operator withonr firse giving the noa-tiking party ven days written
notlee of sach intended purchase or sale and the price to be paid or the pricing basis to be used, Opcnwr:baugm
notice to all partics of the first sale of Gas from say well under this Agreement,

Al paries shall give timely written potice t Operasor of their Gas marketing srrang fonhc'"",
month, excluding price, and-shall notify Operstor immediately in the event of & change in such arrangements.
Operutor shall malatain records of ell marketing ar and of vol scrually sold or waasported, which

tecords shall be made svailable o Noa-Operators upon reasonsble request,
ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES
A, Luﬂ:nhty of Panties:

nndshallbcIhbleonlyforiuptopomonm:bmofd:ccomo[d:vdoplngmdopmunxthc&amm_ :
licns granted among the parties in Arcicle VILB. u:givcnmuduconlydudcbuof:uhmﬂy.wdnopaﬁy 4
any lisbilicy to thind partics hercunder o satisly the defanlt of any other party in the payment of any expseIFAGE
bumndcnkumuhcinmdonddmpanmmmx.mnh:ﬂdmngmcmcmbemuduum ;
parmmhxp.pmtwnmznngqudmmtherumwmu,ummduchcpamesmbku =
pmmuthmemmcmummmmmmMum‘dm
esmblshcdnmaﬁdupdrchuomhprutmthashznbe&eemwonmmns-kqgthhamm o
tcspea:vesclﬁmm:,sub;ocz.hawcvcr,wdmobhgmonofmepumcsta:cungoodtmhinthci: it
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. remedies spedified below shall be applicable. For purposes of this Artide VILD,, all nocices and el

B. Liens snd Security Interescs: ‘

Each party graacs to the other parties hereto a licn upon sny incc:cstirmwowmoihcm&agoqnir:sipOildeas
Leases and Oil sod Gas Interests in the Contracr Ases, sad s security interest spd/or purchase tmoncy security inzerest in any
interest it now owas or hereafrer acquires in the personal property and fixres on or used or cbruined for vse in connection
therewith, no:cquepc:farmauncofnllofmabhgaxmnsunde::hxsagreemcmmdudmgbu:nathmuodmpaymcmofexpcnsc

interest snd fecs, the proper di of all jes paid h , the or of i in Oil
deul.czssurcqmmdhcmundcrmddwpmperpcdomumofopcmmmhemda&chhcnmqummz
granted by cach parcy hereto shall include such parey’s leasehold i working i s g rights, and royalky and

overriding royalty interests in the Coatract Area now owned or hereafter acquired aod in huds pooh:d or aitized therewith or
otherwise bccommgsub;eatoxhisxgmuncaq:thddeaswbcn:xmaeddm:ﬁummdeqmpmentnmzwddmuonor
used or obtained for use in connection therewith (Including, without limitation, all wells, tools, #nd tubular goods), sad sccounts
(incloding, without limitation, sccounts arising from gas imbalances or from the sale of Oll and/or Gas st thie welthead),
contrace rights, inventory and gcx‘.cn.! innngibles selating thesewo of arising chesefrom, snd all proceeds and pzodnc:s of the
foregoing.

To perfect the hzuuudsccumya,greeuwmpmxdcdhcxln,adxp&nyhercmshuﬂcmmmmdudmowledgcthcmrdmg
supplement and/or any finzncing d 0d submiteed by sny party hereto in conjuncrion herewith or st any time
following ececution hereof, M%mumﬂwﬂmdwﬁkdmugmmmord&cm@ngmppkmm:mwdm& as
2 lien or morigage in the applicsblc real estate records and as & financing statement with the proper officer under the Uniform
CmnmemalCodcindxcsmemwhxchd:cConmaAmxsmuzwdmdmd:o:hcrmmasOpcmouhzﬂdecmnppmpnnm
to perfect the security Interest granted hercunder. Any panty siay file this sgs the excasted
herewith, or xud:od:crdoa:memsssudoemsnmyu:hmmmom:mtbcnppﬁabkraluumwxdsmd/ors
financing souement with the proper officer under the Uniform Commercia! Code.

Eadlputymprmnndwmmsmthcothctpameshmmdmtduhmundmmymtemtgmnwdbymdlmm
the other parcies shall be « first and prior lien, #6d each pacty hereby sgrees to maintain the prioricy of said lica end security
interest wgainst all persons soquiring an interest in Off and Gas Leases and Interests covered by this agreement by, through or
ander such parcy. All partics aoquiding an futerest in Qif sod Gas Leases and Ol sad Ges Interests covered by chis agreement,
whether by sssignment, merger, mortgage, operation of law, or otherwise, shall bé o have mkes sbjecx
o the len und security Interest granted by this Artide VILB. ss to all obligadloss to such interest hercunder
wb::hcrmnotsnchobhgmnsmcbcfouonfwwdxlnmzqunlmd.

To the extent that parties have s security Interést under che Uniform Commcrcul Code of che seare in which the
Conzrace Arca is sitasted, they shall be cacidled to exercise the rights and remedics of & secured party uader the Code.
The bringing of & suit and the obwzining of judgmenr by s pasty for the secured indebtedness shall not be deemed an
clection of remedies or otherwise sffect the lien rights or security interest as security for the psyment thereof. In
sddition, upon default by say party in the payment of irs share of expenses, interests or fees, or upon the improper vse
of funds by the Operaror, the other pasties shall bave the right, withour prejudice to-other rights or remedies, o collect
from the-purchaser the proceeds from the sale of such defsulting pacty’s share of Oil aad Gas until the amount owed by
such party, plus interest ws provided in “BExhibit G has been received, and shall have the right to offset the smount
owed sgalast the proceeds from the sale of such defaulring party’s share of Oil and Gas. All purchasers of production
may rely on & notification of defaule from the non-dcf:nkmg party of parties stating the amonnt due »5 s result of the
defanle, and ail parties waive aay recourse “avallable sgainst purchasers for seleasing production proceeds as provided in

this paragraph.
I any party faﬂsmpay:rsshamofcusrwntbxnonchuodrcdrwmq(lZO)dnysnfner dition of & therefor by
Operator, the non-defaulting pasties, including Operutor, shall, upon quest by Op . pay the unpaid in the

proportion thar tbcmtcmtoleschmchparqbaxsmthcmmrof:ﬂmd:pmm Tbcnmoumpudbyuchpar:yw
paying its share of the unpaid lmountshaubcscauedby:hchcnsmd:ecumynghrsdaaibedmmudevn.ﬂ and each
paying party. muy independensly pursue any dy available b der or otherwise, .

If any party does not pecform all of its obligations hereunder, aad the fuiluze to pecform subjects such party w foreclosure
ot excaution proceedings pursuant o the provisions of this agreement, to the mmdhwndbymmgkw,dmdehﬂung
paxtywnlvsunr-vndahltnghtofrcd:mpuonfmmmddmthcdx:cof ent, any, required valuation er appraisement
of the mortgaged or secared pmpcnypmrmsalc,my-vuhblcnghtmmyexecumotquulmlmmhaﬂmgcfassem
and any required boad in the event 2 roceiver is appointed. In addicion, to the extenr permicred by spplicable law, cach pasty
herchy grants to the other parties 8 power of sale &5 to sny property that is subject to the lien and security rights granced
hereunder, such power to be exercised in the manner provided: by spplicable law or otherwise in » commercially reasonable
manner and upon reasonable notice.

Each parry sgrees chac che other pacties shall be entitled vo utilize the provisions of Off ead Gas lien law or other lica
law of any smte in which the Contrect Ares is sitaated to enfosce the obligations of cach party hereunder. Withour limiting
the geoerality of the f o',,.:ozhecxuutpcrmmedby liceble law, Non-Operats lgxecchucp;ntotmylnvokcor
utilize the mndnmcs or materialmen’s lien law of the tntc in which the Contract Ares Is situated in order o sercure the
paymient to Operutor of sny sum duc hercunder for services  performed or marerials supplied by Operator.

C. Advances:

pardes paymeat in advance of their respective shares of the estimated amount of the expense w be incurred in dp
heveunder during the mext svcoeeding month, which right may be cxercized oply by submission 1o each such pefty
Iremized scatement of such estimared expense, together with an iavoice for its shace theteof, _Each such scatement ’
for the paymene in sdvance of estimated expense shiall be submitted on or before the 20th day of the next precefli
Bach party shall pay to Operator its proportionate share of such estimate within fiftcen (15) days sfter such es
mvotcelsxec:xved.lfmypmyhﬂswpaymshamofsudemmxmwnhmsudnme.thclmoumdueshaubw .
pmndod:.nﬁxhibu *C* until paid Proper adjustment shall be made mondhly between sdvances and actuzl Ll
thuacbpmysb&ﬂbuxsndpaylupmpommshmofmdmmm:md.mdmm ’
DDeﬁnlunndRA.medxcs.

nia]ccmya.ﬂ tmdcrthcpreq:dmgAmchﬂ.Cormyorbcrpwvmonofd’us:gre:m:nt.wuhmthc
such paymeat herenader, then o eddition ' the temedics provided in Article VILB, or elsewhere Z{thlé

~12.
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onlybyOpanmgaccpt:hg:Opmm:shnﬂdcﬁvetmy:uchmﬁc:undclocﬁonxeqwtedbyanon-defwlﬂngNonbp;umr,
and when Operator is the pany in defaulr, the spplicsble notices and elections @a be delivered by any Noa-Operaeor.

.Elecnonofmyon:ormomofd:;foﬂamngmedmshaﬂnmpmdndcdumbwqmuseofmyothcrmmc&y specificd

below or otherwise availzble to & non-defagling party.
LSusggwnufR:ghu-Anypmymaydchvctmd:cpmyindcfauluNouccoch&nk.whzduh:llspeafydzd:fauk.

¢pecify the aciion o be taken to cure the default, and specify that filure to take such acton will resul in the exercise of one
or mare of the remedies provided in chis Artidle, If the defenlr is not cured within' thirey (30) days of the delivery of such
Notice of Defauly, all of the sights of the defaling pary granted by this sgrecment may upon notice be suspended wnril the
defaulr is cured, withoar prejudice to the righe of the non-defanlting party or partics-to coatinne o eaforce the obligations of
the defaulting party previously accrued oc thereafter accruing upder this agreement. If Operator is the party in defaoly, the
Noo-Opesators shall have in addition the right; by vote of Noa-Operarors owning 8 majority in interest in the Contract Arcs

‘afier excluding the votng i of Op , %0 int & new Op effemvehnmedu:ciy'ﬂlenghuofldchulung

+P

party that may be suspended h der st the election of the defunlting p shall include, without limitation, the right
mmtvem.fummuumwyopcmdonmmdnmdhemundudunngdmpcmdofmchdcfw!g:bcngbtmdmw
participare In xn operation proposed under Artice VLB, of this agreement, the right to participate in an operation being
mnducwdnndJ.r:bungmcmemwcnlfd:cparqhupmvmulydemdmpamdminmchopeudon.mdthcngbtw
receive proceed's of prodaction from any well sebject to this sgrecment. -

2, Suit for Damages: Noo-defeulting parties or Operator for the benefit of non-defsulting parties may sue (ar joint
account expense) to collecr the ar in defsak, plos 1 acauing on the amounts recovered from the date of defanle
untdtbcdztco!mllemanud:emctpeaﬁodhﬂxhx’bu“C‘nmchedhcmNotbmghumnshnﬂpmcmwypany&om
suingmyde&cltzqgpanymwﬂeamuscquendddnmagunmhgwmd:panyuumukoﬁhcdeﬁuln

3 DccmedMThcmn-ddmlungpanymxydzhmamNomofNon-ConsentElocuonnodw
&fmldugpuqv-:-qydmclfvctdwcxpmnonofthe:hmy-daympcnodfolbwmgdcﬁvuyofmeNonoeochfmlgh
whxchcvcntlfd:cbmmglsfadudrﬂhngdlmweuw:hePhggiquuk,Sx&mdnng.Rewozkmngccpcnmgdu
wdlwhmhhn:bcorhubccnpluggcdundtyhole,orford:eComplcuonorReoompkaonolmywclLtbcdc&nlnng
party will be condusively decmed to have elected ot to participate in the operation 254 to be 2 Non-Consenting Party with
respect therew under Article VLB, or VIC, as the cgse may be, to the extent of the costs unpsid by such pany,
notwithstanding any election wo participare theretofore made. If election is made to proceed under this provision, then the
aon-defaulting parties misy not clect to sue fos the vnpaid amount parsuent to Article VILD2,

Unatil the delivery of such Notioe of Noo-Ceascat Elcmonm:hedefmkmgpnny md\pucyshallhnvcthcnght to cure
usdcﬁankbyp:xymgusnnpdd;hueofcostsphsmmmtudxcmu:ﬁorcbhkhibu'&'pmvﬂ;d.howmmd\
paymcn:shdlnotprejudmcthcngbtsofdxnon-defmlungpuuesm : dics for demages incurred by the non-
defaulting parties as s result of the defeult. Aay i to this Article VILD:3, shall be offered to the
non-defmltmgpuwmpropomonmdmrmteusu.md:benon-déau!nngpsmelecdngnopamapaxintbcowmhxp
of such i shall be ¢ d v contribute thelr shares of the defaulied rmount pon their election tw participate therein.

4.AdvanccPEcnt:Ifldcflu[tunotmredwxd:mthwty(iﬂ)d:ysofﬂudchvexynleomofDefmk.Opcmmrol' .
Non-OpcnzorsJOpaumrududc&uhngputmeydmufmrqumdvmpaymcmhomdxac&u!m
parey of such defimlting party’s anticipated share of any item of expensc for which Operator, or Noa-Operators, ss the case may
be, wanld be eatitled to relmbursement under eay provision of this agreement, whether or not such expense was the subjecr of
the previous defanlt. Such righe inciudes, bur is not limited 1o, the right to require sdvance payment for the estimared costs of
drﬂhnglwcllorCompknouofnwcn-smwhxchmelemonmpuudpatclndrﬂlmgot&mpkaauhubecnmxda!fﬂ:c
defunlting party fulls to pay the required advence payment, the non-defsulti g parties may pursue any of the remedies provided
mthuAmdeVRDumyodm&&mkmnwdypmﬁeddwwbemmihmMmdewmmg
whcutbeopmmnummphcedmd:ﬂmhxvcbeenpddshaﬂb:‘ mptly 3 to the advancing party.

5. Costs sod_Attorneys’ Pccs.lndncmmmypmyhmqukedubrmghgdpmm&ngsmenfmmﬁmmd )
oh!xgmonohpmyhcmndcr.tbcprcvxdmgpmymwchwdoushaubeemdedmmm:ummms.msof
collection, snd & zeasonsble ertorney’s fee, which the licn provided foc hereln shall also secare.

E. Renuals, Shut-in Well Psyments 2ad Minimum Royalties:

Rmmk,lhnt—hnwellaymcnsmdmhimummydauwhicbmybcuquimdmfdcnhcmofmylms::hxﬂbepud
e IR LR G L P 1 6o A O gl Be e 2 o exrnan [nd;cmmmoormomm
ownmdhsvcoontribmdinxmshdzeumclasemthkmuwd:pudumydmgmuomofnxhpamum
mkesudpaymcuuforlndmbcthof;ﬂmd:mﬂm.Anypanqumqwgmdxhzﬂkeuudodmmpmpu
cvldcnc:ofl.ﬂlm:bpaymemx.lnt.bccvcmoffulureeomkcpmpcrplymcnlofmymnullshut-lnwcupaymmtor

ini royalty through mistake or ovessight where such paymens Is required to conrinoe the lease in force, any loss which
results from such non-payment shall be borne in sccordance with the provisions of Artide IV.B273

Opcmmrxhxllnorinyon-Openmuofthcmdapaudcqmplcdono[ushutinwel!.o:thc:hutdngido:'mmmw
production of & producing well, at'deast five (3) days (cxcloding Sacurday, S y and Jegal holidays) prior to taking such
ncuon,oratﬂxcm‘hatoppormmrypcrmlm:dbydtmmstxncu,butummcsuolmbﬁuyfnrfﬂmwdosaInthceventof
failure by Operator o 30 potify Noo-Operators, the loss of any lease contributed hercto by Non-Operators for Rilure to make
dmelypayxnmtso(lnyshut-mwcuptymnlshxﬂbcbome)oindybythcplmb:munduthcpmulomofArndc
IVB3.
F, Taxes:

Beginding with the first calendar year after the effective date heseof, Operator shall render for sd valorem taliyis
property subject to this agreement which by law should be rendered for such taxes, and it-ghall psy all such ts
thuwnbdon&qbcmmdchnqum&Pmrmdumn&@dxm,achNomOpathhnﬂhthpunm o
mbuxd:ns(windmk.bmmtbehmmdm,mydnc&wﬂndmgmyahuwdpmdnwoapaymm)onlum
Gas Interests conuibated by such Non-Operator, U&wmdmlwguwwmm
subject - to ousstanding excess royaltics, ovcmdxngmyzluuorpmdnmoupaymcnu,tbcmducmum
mulnngtbe:d’mmuhallmmwtbcbcncﬁzofcbeowworowmofsuchbasc,mepcamuhnﬂ
suchowncronowncrssoummﬂoc:dlcbend‘tofmd!mductwn.lfdnadvﬂo&m&mmbued
upoasepxmevahumusofucbparqsworkmglnmagzbcnmmldmmdmgmyd:mgmchem

'wdmmwnOpmmrMbﬂcbeod::rmforthekpmpomshmdlﬂmw

provided in Exhibit "C.”

B



AAPL FOI«LM vi0 - MO ~3 PORM OPERA’ITNG AGB.EEMENT ;})89

AEUBYRURYEEARRNEY

ResesRERES

61

2dyNdgaaqaean

» C. Acreage or Cash Coatributions:

_ inside the Contract Area,

HOpeumrcnnsdmmymxlsscmmnnpmpc:,Opmuxuuy undsatnon.pmmw:ﬂmdwnmemdmw
prescribed by biw, and prosocute the protess 9 8 finad determingtion, unless al pastics agree w0 sbandoa the protest priar w final
detenmination. During the peadency of administrative or judicial procsedings, Opesaror may eloce o pay, under protest, oll such vxes
and any inierest and pemlty, When sny soch protested asscssment shall have beea finslly determined, Operator shall pay she e for
:bc;omtummt,wgedwwxdxmymmdpcmkymued,md&wmulm;bzﬂthmbemedlgamsﬂhcpﬂmwdbc
paid by them, as provided in Buxhibie “C”

Ea:hpmyshal!payotunsembepmdnllpmdumoqmmpdxenngnndo&umlmpomduponormﬂ\"=P°‘1
to the production or handling of sach party’s share of Oil and Gas produced under the terms of this agreement.

ARTICLE vIIL .
. ACQUISITION, MAINTENANCE OR TRANSFER OFINTEREST
A. Svrrender of Leases: -

The Leases J by this ags , insofar as they embrece screage in the Contract Acca, shall ot be surrendered in whole
o:lnpanmﬂssaﬂpuwmmuudm

Hawcvq,shmldwypmydcsnmmumdetiumuwmmybmo:mmypommd\uwf.wdxpmy:hnﬂwm
notce of the proposed surrender to all parties, and the parrics.® whom such notice is delivered shall bave thirry (30) days fter
delivery of the nodee within' which to oy the party proposing the surrender whesher they clecx to cansent therens, Failure of
panty to whom such notice is delivered to reply within said 30-day period shall consritute @ coasear to the surrender of the Leases
described in the notice. If all parties do not sgree or consent therew, the panty desiring to surrender shall sssign, without express ot
implicd wananty of tide, all of its Interest in such Lease, or portion dhereof, and sny well, material and equipment which may be
loa.wdthc:umMmymshpwmnmmm&wdwmmmmgwmmumewdm
us:gmngpanyuaMdem&shwgmwgnmgmemddchmmd:cpmyotpumanot

. canscndngmmd:mrrend:rmoilmdpslasemvcrmgwanﬂdeaslnmrfotnmmofoue(‘l)ycarmdwlong.

thereafier s Of and/or Gas is produoed from the lind covered thereby, such lease © be on the form attached hereto ss Exhibit "B
UmmummmmmmmthmmﬂmmmmMmmMmhR
accroed, with respect to the i igned or leased and the opemtion of any well attrbamble theretn, wnd the assigning party
shall have no further imerest in the assigned or leased premises and is equif and production other than the royaldes remined
in sny lease made under the werms of this Artide The party essignee or lessee shall pay to the party sssignor or lessor the
reasonzble salvage valne of the farer’s ineerest in way well's salvable matcrials sod equip srcribumble to the assigned or leased
acreage. The value of all satvable msrerials and equip shall be determined I sccordence with the provisions of Exhibir “C.” less
the estimated cost of salvaging and the estimated cost of plugging end shandoning and restozing the surfuce. If such valuc is less
then such costs, then the party assignor or lessor shall pay to the party sssignee of Jessee the amount of such deficie. If dhe
us&gnmtotbsekin&vorofmo:edmcncpanydwmmtduﬂbeshxrdbymcbmm:}wpmpommsdmdw
interest of cach bears o the wotal interest of all such parties. If the interest of the parries o whom the assignment is © be made
wazics according to depth, then the interest assigned shall simifarly reflect such variances, .
Any sssignwent, lease or f mdeund:rdmpwvsmshaﬂnormducmcbmgcdnmxgm(gbﬂonotmenddwg
pasty’s Interest os it was immedistely before the assignment, lease or sorvendec in the balance of the Conmact Arca; and the acreage
mwwmmadmd.md bseq D jocs-ch , shiall not thereafeer be subject o the cerms and peavisions of this
sgrecment bat shall be deerhed mubjecs to an Operating Agreement in the form of this sgreement,
B. Reaewa! or Extensios of Leases: : ’

¥f wny party secures & rencwal o replacement of sn Ol and Gas Lease or Jacerest subjecr to this agreement, then sll other parties
shall be potificd prompdly upon such soquisition of, in the case of & replacement Lease mken before expirstion of an existing Lease,
pmmpclyuponcxpuumnofrhcmmnglmc.anammnﬁodshaﬂhucd:englnfortpcmdd&:myamdays&ﬂbwmg
delivery of soch notice in which to elecr w0 participate in the o hip of the rencwal or replacement Lesse, insofar as such Lease
nﬂ‘cctsIxndswiﬂund:c&madm.bypaymgmchcmwhomukedutbwpmpommshsmddwmmmm
allocated w0 that parr of such Lease within the Contract Area, which shall be in proportion to the kncerests held st that time by the
parties in the Contract Ases. Bach party who paricipaes o the parchase of & rencwal or replacement Lease shall be given an
ussignment of ity propordonate interest therein by the soquiring parry.
Ihomc.b\ztbs&mﬂdﬁcpmndmmmmmdwmdnmwﬂwmphmmmuxhahbeowocd

. byd:cpamcswl:noeleanopcmapamdwmhunmbamdupondmrdnwnﬂupddwmmpmmgcofmpmonm

the Contrax Arez w the aggregare of the percenteges of pardicipation in the Contraar Area of all parties participasing in the
pun:hascofwdlmﬂmmpkmmmmmmkkbnﬁnmwdormphmmlmbywwnuddtwmm
shall not cause & readj of the i of the partics stated in Exhibit "A," but any reacwal or seplacement Lesse In which
laﬁthmnﬂpumcs:hawpsmapueshnunntbewb)eumdusmunmtbm:hubcdecmedmb;mmnapunveOPamng
Agresment in the form of this sgreement

!ftbcmum::sohhcpamamd:eCpnmAmvuymdmgndcpdydmdurdghtmpudapampmpomomﬂdym
reaewal or replacement Leases and their cight o receive sn sssignmens of intesest shall also seflocr guch depth vadances,

The provisions of this Articie shall apply o I or replacemncnt Leases whether they are for the endre interest aovered by
the expiring Lease oc cover oaly & postion of its area or wa i therein, Any al or replacement Lesse wken before the
piration of Its pred vlusqwmkmuwnmmedﬁotmbemaﬂngdfmwmhmm@mndududwapmmuofdm
ananglasc.shllbcwb}eamdupmvmwbnguthuzmmkmeﬁaaudwmdmd::qukmotudwm
the renewal! or repl Lease b effecxive; but say Lease taken or conrracred for more thaa six (6) ‘mot i
expiration of an existing Lease shall not be deemed s rencwal or replicement Lease wad shall not be subjecx w the provisigs ofchi:
sgreement. : ;

The provisions in this Artide shall also be applicsble to extensions of Ol and Gas Leases.

thh&sagmmumhmﬂmymmnmﬁmamu&bﬁmdashmwzdsdudﬂhngdawﬂ 4
opcauonon:hc&mmé\xa.wd:wnuﬂzumnshsﬂbcpmdmthcpmywhamnduaeddxcdzﬂlmgo:o&mro 2t -
bcspp!iedbynugnmdnmstofawhdnlhngorod\uopmnonﬁtbemﬂmnmbemdmfmmdmgq

aaeage or cash caceributions it may obtain in support of sty well ‘or any other operstion on the ;
provisions shall also be spplicable 10 optiona! rights 10 cam aaxage cutside the Contrar Area which are ig'%
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Ifnnyputyconu‘aasfor:qymnsxdmdoumhqumdssposxuonofsudxpanysshuedwbsmpxo&wédhemndu,
such consideration shall not be deemed s contriburion 5 contemplated in this Acvicle VILC.

D. Assig Mai e of Uniform Interest;
Fozthcpn:poscofmammmmgumfomtyofowmhxpm&:cConmaAmmdmOﬂdeasluscs.Oﬂmd(‘ns
¢ , wells, equlp and producticn covered by this agreement 6o psrcy shall sell, eacomber, transfer or make other

d:sposiuomafluiou:rmmddedezshzscsnndOnldeulm:mcmbnoedwn&un:thonzucrAmormw:ﬂs
equipment and production unless such disposition covers cither:

1. the entire interest of the parry in all Oil snd Gas Leases, Oil and Gas 1 wells, equip and production; or

2 a0 cqual undivided pescenc of the party's present interest in alt Oil tnd Gas Leases, Oil end Gas laterescs, wells,
equipment and production in the Coneract Area. |

Every sale,"encumbrance, transfer or other dzsppsmon made by any party lhxlibcmzdccxpxusly :ub;camthlsng:ecmcm
nndshaub-mzdewubougmjudwem&wnghtohhcodmpamcs.mdmy' feree of an ¢ b in soy Oil and
Gaslwe(xlnmrmshaﬂbedcemodlpanywdusngmcmm:uwthcm::n:sta:nvcycdfmmwdlfu:dmcffeaxvedzteof
the fer of hip; provided, however, thar the -other partes shall not be required to .recognize any sach sale,
cnmmbrmc.ulasfcrotodmdxsposmonfoxuxypuzposchcnmudumﬁ]cbhy(SO)dlyIﬂfvetthcyhlvemceNedlmpyof!hc
msuumenrofmnsfero:od:unnsfnaoryevidemnhcmfmwn&ngimmd’wmnsfcw:ormnsfeme.Nomxgnmcmorodxr
d.vsposmonmlln:cmcbyupanyshd!mhevcmchpuqofcbhgmmpmmlymncdbymd\putybmmdnm:hmpea
to the i d, indudlag without limittion che obligation of s party to pay all costs ateribatable © an operation

'mndumdhmdcrmwhndtmdzpaﬁyhasagxmdmpamupaupmtnomnhngmchusxgnmcm.mddxchmmdsmﬂy

mmszgmmdbyAmchn.B.sballooadnuuobudmebemmmnsfamdmmmpaymcmofmym:hobhgznom

Ifumynmcdaemmnfmypaqudmdndamongwdawne&byfouormoumm,Opcumxnnud.xscn:uon.
may srequire such co-owners to appoint & single trustee or agent with foll suthority to receive notices, approve expendiaces,
seceive billings for snd approve snd pay such party's share of the joint expenses, 2ad to deal geherally wich, and with power o
bind, the co-owners of such party’s Intecest within the scope of the operarions embraced in this ag 3 however, all such co-
owners shall have the right to enter Ineo snd execute ol contracts or sgreements for che disposidan of their respective shares of
d:cOﬂdea.spmdumdfmmtheConm::Amwd:heyxhaﬂhnvcthcdghrwmwc,scpamue}ypaymcntolrhcsalc
proceeds thereof.

E. Waiver of Riglits to Parddion: .
prcnmu:edbyrhclaw:ofzhcsmtcorsummw)ncbchcpmpcnyaov:rcdbcrebyklommd.uchpunyhemmowning
undmdcdlmuutmdn(nmm[kuwmmymddlnghukmnyh:vemparduonmdhnvcxtc&dcwumxverdcyus

undivided interest. cherein.

mmmul\wuwtmw.

O (Optionsl; Check if spplicsble.) :
Shonldnnypanydcswewuu:ﬂoranypanofmmmumdgrdmngxcmem.o:mnghmmd

; nopxcfermmlnghrmpudmeindmemwhacmypmywshawmmgc
jslert U interests @ ks mortgages in liewof of pursuant to foreclostre of 8 morcgage of its inverests,
iafEfests by merger, reotgunization, consolidation, or by sale of all or substantially all of its Ofl and Gas assets

o 76 by tmnsfer of its i s to » subsidi yo:pa:cmcompanyonoambmdmryof:pummmpanyormmy

sprny-irwhichsuch pergoraremxjorig-ofthestods
ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

If,forfadcrdmmmcuxpurposcs,tbungrmntmd(hcopcmmmlwmudctmmgudedulpamm:slup.mdlftbc
pam«shzvcnorotberwucngmedmform-mxparmc:shippmmmmﬁxhibxt'G‘orodwrlgmcmcntbetwecuthenl.nd:
dw:bytﬁ‘emdchcuwbeudndodfxomdxcnppﬂumnofuﬂo!:hepmvmonscfﬁubdupw"x. Chapter 1, Subside
TA” ddzehmndR:vemeCodcdl%&unmnded(‘fndcﬁ.upcmmdwdm&omdbyScdon%lofrthodc-nd
the regulasi d th Opcnwrunuho:nedmddncwdmmameonbchﬂfdndxpanybudyyaﬁecwd
mchcvidcnccofdmelemonnsmaybe quired by the S y of the Treasury of the United Stares ar the Federal Intcrnal
Revenue Service, induding specifically, bus oot by way of limitadion, sl of the returns, statements, and the data required by
Treasury Regulations §L761. Should there be uny requirement that cach pasty herehy affeceed give farther evidenor of this
c@on.aduudzpanyxhxllcxemumdzdocumcuamdhmuhmchodwrcvadcamnmaybenquucdbyr.lw&;duallntemal
R:venn:ScrvicemxsmybcnmwywcvxdmmdmehawnNoMpauy:haHmcmynmmmhmyoﬂwmn
inconsistent with the clection made bereby. If any present or fatare income tx lzws of the scate or states in which the Contrac
Ares is Jocted or any foture income wx laws of the United Staves contala proyisions similar to those in Sobchapeer "K,* Chaper
1, Subticle "A,” of the Code, under which 2q election similar to that provided by Section 761 of the Code is permitred, each party
hexcby:ffemdxhzllmakcm&ndecuonumnybcpctmmdormqmmdbysud:hwx.lnmkingdm{orcgomgen,each

i

such psrty states that the income derived by such panty from operations h der can be ad ly detecmined witho:
camputztion of partoecship taxsble income.
mmsmnmwsmm : g
Opcmmtmzyxcale single eninsured third party damage daim ot suit ecisi &omopamonshe:cuudcnfdm'
does oot exoeed .%mand Dolh.u(t 10, 000 ooms)mdd'dmpaymmummp)cm
of such daimicr svit. If the quired for setd exceeds the sbove amount, the partes hereto shall asypdinis 4:<

d:cfurd;abndhq;old\cdﬂmorsu;gnnlcsssuchmdmmy dclcgawdm()pcnmx.Aﬂm:ndcxpcnsd i

dmmmmmﬂudmum&mmmmﬁmmksmdmmdmym

'Wwamqmﬁv&dhmwmd&d@smwbydm.

irmediarcly notify all other parties, and the daim or suite shall b tocated 5 agy otber daiin or suit
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'C. Regulatary Agencles:

ARTICLE X1,
FORCE MAJEURE )

" If sny. pacty is rendered uaable, wholly ar In part, by fores fusjente o catry ous ics obligations under this agrecment, other
duntheobhgmonmludcmmfyormakcmoncypaymmwﬁmhmq.mtmwmwmowwm
prompt written notice of the force majeure with reasonsbly full particulars concerning ir; thereupon, the obligarions of the
panygivmgthcooucr,so&:utbqucdfccwdbyd\cfm j shall be suspended during, bur 5o loager chan, the
continasnce of the force majeure. The teem "foree majeure,” as here ,',_,shaﬂmemnnwofGad.strikc.lodmm.or
other industrial disturbance, act of the public enemy, war, blodmdc. public siot, lightning, fire, storm, flood or other acx of
pawre, explosion, governmental action, gover | delay, int or inacrion, upavailsbility of equipmens, snd eay other
cuuse, whether of the kind specifically enumerated shave or atherwise, which is not rexsonsbly within the control of the party
claiming suspension. )

The afloeed party shall use alt reasonsble difigence-to remove the force maj frustd quickly as practicable. The
requirement that any force majeuse shall be r:medsedwiduﬂmsombledhpuch:hlﬂmnequlmthcuulemotm&u.
lockauts, or acher labor difficulty by the party involved, coatrary to its wishes; howallmchdxfﬁmkm:hallbchaudlcdshall_
be eatirely within the discredion of the party concerned,

. ARTICLE X1I.
NOTICES :

A!} notices suthacized ot required between the partics by way of the provisions of this agreemene, unless otherwise-
specifically provided, shell be in writing end delivered in person or by Unied States mail, courier service, telegram, welex,
telecopler or any other form of facsimile, poqmgcorchugcspmyaid.mdnddmsscdmmd:}nmautbecddmﬁ!wdon
Exhibit A" All telephone or ozl notices permitted by this sgreement shall be confirmed immediately thereafier by written
notice, The originering notice given uader sy provision hereof shall be deemed delivered only when received by che party w0
wbommcbnoaccudumd.mdzbcrlmcformchpanyrodchvcrmymummmponsctbcremshaﬂmnhom:hcdatc
the originating notice Is recéived “Receipt” for puposes of this agreement with respeet to writcen notice delivered hercunder
shall be scrual delivery of the notice to the address of the party-wo be notified specified in sccordance with this agreement, ot
to the telecopy, facsimilé or telex machine of such party. The second or wny responsive notice shall bs deemed delivered whea
deposited in the United States mall or at the office of the courier or telegraph service, or bpon ical by celex, telecopy
or facsimile, or when personally delivered to the party to be notlfied, provided, that when response s required within 24 or
48 houss, such responsc shall be given orally or by telephone, relex, telecopy or other facsimile within such period. Each party .
shall have che right to change its address it eny time, 2nd from time w time, by giving written aotice thereof w ¢ll othec
pactics. If a party is oot availsble to reccive notice orally or by telophone when a party attemprs to deliver & notice required
to be delivered within 24 or 48 hours, :hcnodaemxybcdchvcxcdm wmingbywyod:crmcmodspcuf'wdhmmmdshsﬂ
be deemed delivered In the samc muoner provided sbove for any sesponsive notice. .

ARTICLE XIIL
mM OF AGREEMENT ’ '

Thxsugxeementshaﬂrcmﬂnmﬁ:ﬂfomlnddfeautothc()ﬂmd&sl‘.asesnnd/orOdnndGaslnxcmtsmb]ecx
hereto for the period of dme scleced belows provided, however, o party hereta shall ever be conserued as having zay tighe, cidle
or iatcrest in or.to any Lease or O and Gas Interest contributed by any other party beyond | dxe term of this agreement,

B Option No. 1: So long as any of the Oil end Gas Leases subject to this agn in or arc coatinued in
force as wa any pare of the Coatract Area, whether by production, extension, rencwal or otherwise.

D Optioa No. 2:In theeveut:hcwclldcsc:ibedmAmchLA,orwymbscqucmweﬂdnﬂedund::wypmv:don
of this agreemear, results In the Completion of 2 well ass well apable of production of Oil and/or Gas in paying
quantities, this agreement shall continue in force 50 Jorg 3s any such well is capable of production, and for an
additional period of days chereafier; provided, howeves, if, prior ©o the expimation of such
addicional period, one or more of the partics hevewo are engeged in drilling, Reworking, Decpening, Sidetracking,
Plugging Back, testing or y: 'ﬂ‘g to Complete or Re<complete ¢ well or wells hereunder, this agr shall
continue in force until such operations have been compiered and if production resules dzercfmm, this sgreement
shall contlnue in force as provided hetein. In the evenc the well described in Asvicle VLA, or any subsequent wefl
drilled beceunder, results in a dry hole, and a6 ocher well is capable of producing Oil and/or Gas fram the
Contract Ares, this sgre shall cerminate unless drilling, Deepening, Sidewracking, Completing, Re-
completing, Plugging Back or Reworking operstions sre commenced within days from the
dare of sbandonment of said well. "Abandonmeat™ for such purposes shall mesn efcher () » decision by ol pactics
oot (0 conduct any further operstions on the well or (1) the elnpsc of 180 days from the conduct of any
operations on the well, whichever first oocurs.

The inztion of this =g shall not relicve any party hereio from any expense, lisbility or other obligation or sny
remedy therefor which has w:xucd or acached prior to the date of such termination. M
Upon insrion of this agrecment snd the satisfaction of ail obligarions hercunder, in the event a memorandum of (hxs

Qperuting Agreement has been filed of record, Operstor is authorized to file of record in sl necesssry recording offices a
notice of ermingtlon, and cach pacxy hereto agrees to execote such a notice of termination as to Operator's interest, upon
request of Operapor, if Opcnmr bas sazistied all its financial obligaticas.
ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS
A. Laws, Regulations and Orders:

This agreement shall be subject ¢o the applicable laws of the scate a which the Contract Area is located, w the
regulations, and orders of sny duly constituted regulstory body of said swate; and to all other applicable
snd loca! laws, ordinances, rules, regulations sad orders.

B. Governing Law:

Thiy sgreement and all mawers pereziniog herero, i g bt oot limieed w0 caters of
pescformance, breach, remedies, procedures, righa, dunu. sad mn:rpreaaou or vonstruction, shs
dwmnndbytbchwofdxeminwhxd:tthonmAruxsloqzed.!fdqumAxuum ;
the law of the state of : e shall govem,

No:hmghcz:mconume&shnﬂgrm:,ozbcmnmuedmgmm,Opcmmuhcnghtormthomy g
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mdmpmnnlgt&dmdam&hmhmfemno&pzﬁmhadqpmﬁomhdudhxdmbmﬁpmomm
prodoction of wells, on teaces offsetting or edjacent to the Contracx Area, .

With: respest o the opesstions herennder, Noa-Operatory wgree to ‘elesse-Opesstor from any and sl lossu.dums\s
lnintlcs.du"mil.ndunmofu:iop@Wwoﬁh&dmb“.r@ﬁqﬁx@yotwmw:mm?non
or applicution of rules, rulings, regulstions or orders of the Departiment of Baergy or Federal Eergy Regulasory Commission
or predecessor of suaesser agencies to the extent guch interpretstion or application was shade In good falh and docs no
wﬂmsmmusmwNowpm:Wmelmbmpcxiwrfcxmleqn-OpcmOlebmof
production cr any refund, fine, levy or othet governmental sanctlon thar Operstor may be required to pay a3 & result of such
an Incosrect interpretstion or wpplicstion, wgether wich interest and penalsies th owing by Op 55 » resalc of such
incorrect laterpretation or spplication, . ) .

ARTICLE XV.
’ MISCELLANEOUS
A, BExecudon: ) . _

This ‘sgreement shall be binding upon cach Nog-Operator when chis sgreement or o conaterpare thereof has beea
execoted by such Non-Operator and Operator notwithstending that this egreement is Bot then or theresfeer execuzed by all of
the parties to which is is teadered or which are listed on Exhibit "A™ ss ownlng an Interest in the Contracx Arez or which
own, in fact, eq interest lo the Contract Arca. Operutor may, however, by wrltten notice to ol Noa-Operators who have
become bound by this sgreement as aforessid, given st sny time prior to the sctual spod date of the Inidal Well but in no
eveat lacee thaa five days prior to the date specified in Article VLA, for commencement of the Inltial Well, serminsce this
sgrecment if Operator in i sale discredion determines chat there is lnsafficient pasticipation to fustify commencement of
drilling operations. In the cvent of such s Instion by Op all farther obligations of the parties hercunder shall cease
83 of such terminadon. In the event ady Noo-Operator hes sdvanced or prepeld any share of drilling or other costs
hcrcundc:.dlmwdmd:bxﬂbcmmedmmchNbﬁOpemwiﬁmththcmOpcm;pmds

" with drilling operstions for the Initlal Well without the exccution hereof by il persoas listed on Exhibit “A™ as having s

current wogklog interest In such well, Operator shall Indemalfy Noa-Op with respecr to sll costs lncurred for the

Initial Well which would have been charged to such pergon uader this sg: if such g had executed the same and
. Operator shall receive alf revenves which would have been received by such persan under this agrecment i such person had
execated the sume.
B. Successors snd Assigos: ‘
" “This agreement shall be binding upon x0d shall dnure to the beacfie of the parcics hereto #nd their respective heirs,
devisees, kegal rep ives, and asslgns, sad the terms bereof shall be deemed to run with the Lesses or
. Intecests lncluded within the Contract Ares. . ) .
C. Counterparns: ;
Thisinstmxu:ntmybeexemtcdlnunynumbcrofmunmpum,ucbofwhichs&ﬂbceomi&mdmor{gindfornﬂ
purposes, - . ‘ . :
D. Sevenbilivy: :

Pozdicpquesaoh'smnﬂngorreixﬁngd:k-grécmcnrumaémpqmmapmuwmfedudbmbupxth;
Lhisngrqemcmih&ﬂno:bcﬂcmblqbutn:hcrmmtbcumgwdortcjeacdluluentixtq.lnd:hcfaﬂmofwypunyw

: .dzistgmgm\ngomplywithlndbﬁnwddobllgx&onjpm_videdbucinch:llbcam;rrhldc&ﬁlc )

ARTICLE XVL L
OTHER PROVISIONS

on the Joint property, the proposing the operation shall 6otgct the other parflesun
Agreement In wiiling. The proposing party shall provide each party with the-ecalion and estimated

" cost of the selsmic line or lines, and shall feque‘s? an election by-eatii'party elther for or agalnst the

- operation.” Should two or more parties to this Agress erlWhich own a majority Interest, based upon
ownershlp as set out lpExhlblt A heroto, .and Inclusive of the proposing party, elect *for” the

proposed seismic operation; -l paiies shall be obiigated to bear thelr proportionate share of the cost
_of the segz : ure of any party to respand te a selsmic proposal within 15 days from recelpt

If any party hereto herelnafter should create an overiding royalty, production payment, or
other burdens: agalnst its workng riterest production dnd If any other party or partles should conduct
non-consent operations pursuant fo any provislans of this agreement, and, as a result, become
entiled to recsive the working interest production otherwise balonging to the non-pariicipating-party,
the party or parties entitied to recelve the working interest production of the non-participating party
shall recelve such production free and clear o?gurdens agalnst such production which may have
been created subsequent to this agreement, and the noh-paricipating party creating such
subssquent burdens shall save the participating party or partles hanmless with respect to this recsipt
of such working interest production. C -
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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 Opérator 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) a
proposal to do additienal logging, sidewall coring, or testing; (2)
a proposal to attempt to complete the well at the authorized depth
in the manner set forth in the AFE (i.e., in accordance with the
casing, stimulation and other completion programs set forth in the
AFE); (3) a proposal to attempt to complete the well at the
authorized depth in a manner different than as set forth in the
AFE; (4) a proposal te plug back and attempt to complete the well
at a depth shallower than the authorized depth, with priority given
to objectives in ascending order up the hole; (5) a proposal to
drill the well to a depth below the authorized depth, with priocrity
given to objectives in desceniding order; (6) a proposal to
-sidetrack the well to a hew target objective for a vertical or
deviated hole, with priority given first in ascending order to
-targets above the authorized depth; and then in descending order to
targets below the authorized depth; and (7) a proposal to drill a
first to m lateral drain hole at the authorized depth, and then to
objectives in ascending order above the authorized depth, and then
to objectives in descending order below the.authorized depth.

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

If any party has created on overriding reyalty, production payment,
net profits interest, assignment of production or other burden oiit
of preduction attributable to its working interest hereunder in
favor of an employee of such party at the time such burden was
ocreated, such burden shall be deemed a "Subsegquently Created
Interest® for the purposes of Article IXITX.c. hereunder
notwithstanding the faét that such burden is shown on Exhibit “A®
or was divulged to the other parties hereto by other means.

E.  INSURANGE ELECTION
Non-Operator may be excluded from Operator's coverage described in
Exhibit "D" enly after fuinishing:

A. Express written election to be excluded; and

B. Insurance Certificate reflecting current and adequate
coverage for 1ts participation interest or notice of its
self~insurance program for thosé portions of the
coverages not reflected on the Certificate of Insurance.
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1998 ..
ATTEST OB WITNESS: OPERATOR
By % Lo’
—Steven R. Foy
Type or print name

Tide Vice Presidept

Daze February. 16, 1998

Tax ID or S No. . 25-2223190

NON-OPERATORS-

NEARBURG EXPLORATION COMPANY, L.L.C.

By M&é:__

Robert G. Shelton :
Type or print pame pr

‘Tide _Attorney-in—Fact

Date

Tax ID os S5. No, _75=2626152

By

Type or print name

Tile

Darc

Tax ID ox S.8. No.

By

Ty_peorpcintuam:

Tide

Tex ID or S8 Na.

218 -




AN
g, -d-d

ACEKNOWLEDGMENTS

THE STATE OF TEXAS §
. §
COUNTY OF MIDLAND §
’ . 1998
The foregoing instrument was acknowledged before me on this 16th day of _ February , 1957,

. by __Steven R. Foy , as Vice Pregid Texas

corporation, on behalf of said corporation.

My Commission Expires: :
9/23/01 7R, TAMMY BAIMBRIDGE.
) A Notary PubBc
/ STATE OF TEXAS
. FFE iy Coon. Exp. 06/23/01
THE STATE OF TEXAS " §
§

‘COUNTY OF MIDLAND §

- .The foregoing instrumient was acknowledged before me on this the 26th day of Jannary, 1998, by
Robert G. Shelton, as Attomey-in-Fact of Nearburg Exploration Company, L. .. C, a Texas Lmited lishility
company, on behalf of said company, :

My Commission Expires:

KAYE H. GASSIE'
Notary Public
STATE OF TEXAS

My Caamn. Exp. 11/06/2001

et



EXHIBIT "A*

-ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING

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

Identification of Lands Subiect to this Agreement;
W/2 of Section 10 and all of Secticn 11, T-16-5, R-28-E, Eddy County, New Mexico

'Restrictions as to Depths or Formations:

AmsAgrecmzxnlshmﬂndmdepthﬁomthesmfaceofthswrthmthcbaseof
the Morow formation. -

Percentages of Parties to this Apreement:

Penwell Energy, Inc. 43.75%

Nearburg Exploration Company, L.L.C. 56.25%
100.00%
Oil and Gas Leases Subject to this Agreement:
1) Lease Name: NM 97128 n
Lessor: United States of America
Original Lessee: Penwell Bnergy, Inc, -
Lease Date: 09/01/96
Description: Insofar and only insofar as lease covers

the SW/4 of Section 10 and NE/ANE/4, W/2NE/4,

.and NW/4 of Section 11, T-16-5, R-28-E,
Eddy County, New Mexico

2)  Lease Name:

VO-5148
Lessor: . The State of New Mexico
. Original Lessee: Penwell Energy, Inc.
Leasé Date: 09/01/97
Description: »SEMNEMandSEmeSeanu
- T-16-5, R-28-E, Eddy County, New Mexico
3) Lease Name: - NM95630
Lessor; . United States qumcnm
Original Lessee: Doug Schutz
Lease Date: 08/01/95
Insofar and only insofar as lease covers

- Description:
: the N/28W/4 and SE/4SW/4 of Section 11,

and the NW/4 of Section 10, T-16-S,

R-28-E, Eddy County, New Mexico

Addresses of Parties to this ;Aggment:

Penwell Energy, Inc.
600 North Marjenfeld, Suite 1100
Midland, Texas 79701

Nearburg Producing Company

Nearburg Fxploration Company, L.L.C.
3300 North "A" Strect, Bldg. 2, Suite 120
Midland, Texas 79705
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ttached d nade a part of .
Aand betot‘slelelxl PENSWELL ENERGY, . INC. , 2s Operatar. and NEARBURE EKPLORATION COMPANX, L L. [

EXHIBIT “c”
that ‘certain Joint Operating Agreement dated January 262 1998, by

o

P

S

_as Non~Operator < e : . s
ACCOUNT!NG PROCEDURE
JOINT OPERATIONS
L GENERAL PROVISIONS
1 Definitions '

“Joint Property” shall mean the real and personal property subject to the agreement to which this-Accounting Procedure -
fs attached. ‘

“Joint Operations” ghall mesn all operations necessary or pmper for the deve!opment. operation, pmtectmn and
maintenanca of the Joint Property. .

“Joint Accowmit® shall mean the sccotmt showing the charge paid- a.nd credits received in the conduct.of the Joint
Operations and which are to be shared by the Parties. = -

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

“Non-Operztors” ghall mean the Partles tnthisazreementoﬂ;erﬂxm the Operatar:

“Parties” ghall mean Operator and Non-Operators,
“Flrstleve]Superv:sors"shallmeanthoseemployeeswhosepnmnryfnnchnnanomtOpemhamwtbedu'ect

-supervision of other employees and/for eontmct Inbor directly employed on the Joint Property in a field operating

capacily.
“Technical Eraployees” shall mean these amp!uyees having specwl end’ specific engineering, geologml ‘or other

. “professions] gkills, and whose pnma.ry function in Joint Operat;ons is the handling. d specific operating conditions and -

problems for the benefit of the Joint Property.
“PasonﬂEmMshdlnmnbwdmdoﬁxutmmhhmmburwﬂeup&mepumwmplom
*Material” shall mean personal property, equipment or suppliés acquired or held for use on the Joint Property.

- “Controlleble Material” nhaﬂmeanwwhxchatﬁlehmeisaoclxsszﬁedlnﬂwatermlCla&slﬁcahonMannalasA

most recently recommended by the Council of Petroleum Acequnmnts Societies,
Statement and Billings

Operator shall bill Non-Opemwrs on-or before the last day of each mouth for their proportionate share of the Joint
Account for the preceding month’ Such bills will.be accompanied by statements which identify the authority for
expenditure, lease or facility, and all cha.rges end credifs summarized by appropriate- classifications of investment snd
expense except that.items of Controllable Material and unusual cha.rges end crodits shall be separately identzﬁed and
fully described in detail.

Advances and l‘aymenh; by Non—Operators

A Unl&otbezmaepmvidedformthenzreementtheOpemtarmayreqnimtheNonOpemtorstoadvmceﬂmr
shire of estimated cash outlay for the succesding moriths operation within fifteen (15) days after tegeipt of the
bﬂhngorbyﬁxeﬁratdayu!themnthiorwmchﬂleadvancemrequned,whicheverlslater Operatar shall sdjust
each monthly billing to reflect advances reeetvedtmmthe Non—Operahm.

B. EachNon-Opemto:shnllpayhsproportxonnfaﬂb:llamthinﬁfteen(lﬁ)daysaﬁerrewpt.pr&vmentisnotmade
within such time; the unpaid balance shall bear interest monthly at the prime rate in effect at
— NoxwesrtiBank, N.A, onﬂxeﬁrstdwdthemonﬁinwhchdelinquenwocwrspluaiﬁpr&w
. mmmumcontractratapemuttadbythee.pphublémurylawsinﬁmstatainwhmhﬁmkint?roperwislocatad,
whichever In the lesser, plus attomey’a fees, court costs, gud othex- chata In connection with the.collsction of unpaid
smounts.

Adjuxhnentx

) Pa.ymentocfa.nysuchbmsshall not prejudice the nghtofmyNon-Opamtortopmtatorqumtmnﬂwmecmﬂmreoﬁ

provided, however, all bills and statements reridered to Non-Operators by Operator during any calendar year shall
canduswelybepmasumedtobetruea.ndcorrectattertwentyhfour(%)monthsfounwinxthxendofanymchm!endar
year, unless-within the said twenty-four (24) month period & Non-Opeérator takes written exception thereto.and makes

. clatm on Operator for adjustment, No adjustment favorable to Operator shall. be made unless it is made within the same

prescribedpenod.”rhepromxonaofﬂmpamgmphshallnotpreventadauatnentstesulungtmmaphymcallnvvmtaryof
CunhoﬂableMaierialaxpmmdedformSwhonV ’

'COPYRIGHT® 1985 by the Couneil of Petroleum Accountants Societies.
! H 1-
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Audits

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

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

Approval By Non-Operatora

Where an approval or ather agreement of the Parties or Non-Operators is expressly required under other sections of this
Accounting Procedure and if the agreement to which this Accounting Procedure is attached: contains no contrary provisions
in regard thereto, Operptor shall notify 21l Non-Operstors of the Operator’s proposal, and the agreement or approval of
a majority in interest of the Non-Operators shall be controlling on all Non-Operators.

1L DIRECT CHARGES

Operator shall charge the Joint Aecount with the fo“owing items:

i

Ecological and Environmental

Costs incurrec! for the benefit of the Joint Property 2s a result of governmental or regulatory requirements to satisfy efviron-
mental considerations applicable ta the Joint Operations. Such costs may include surveys of en ecological or archaeological
nature and pollution control procedures as required by applicable laws and regulations.

Rentals and Royalties
Lease rentals aﬁd royalties paid by Operatbr for the Joint Operations,
Labor )

A (1) (B)alari& and wages of Operator’s field employees direcﬂy emplayed on the Joint Property in the conduct of Joint
perations. -

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

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

(4) Salaries and wages of Technical Employees elther terriporarily or permanently assigned to and directly employed
in the operation of the Joint Property if such charges are excluded from the overhead rates.

B. Operator’s cost of holiday, vacation, sickness and disability- benefits and ather customary allowances paid to employees
whose salaries and wages are chargeabls to the Joint Account under Paragraph 84 of this Section II. Such costs under
this Paregraph 8B may be charged on a “when and as pald basis” or by “percentage assessment” on the amount of
salaries and wages chargeable to the Joint Account unter Paragraph SA of this Section H. It percentage assessment

. is used, the rate shall be based on the Operator's cost experience. -

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

D.- Personal Expenses of those mployee's whose salaries and wﬁz&_ ere chargeable to the Joint Account under Paragraph
8A of this Section I, , excluding wmoving or relocation expenses. -

Employee Benefits

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

purchase, thrift, bonus,.and other benefit plans of a like nature, applicable to Operator's labor eost chargeable to the Joint
Accéunt under Puragraphs 3A and 8B of this Section I shall be Operator’s actus] cost not to exceed the percent most recent-
1y recommmended by the Council of Petroleum Accountants Societies. '

Material
Material purchased or furnished by Operator for use on the Joint Property s provided ander Section IV. Ouly such Material

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

Trangportation . .
Transportation of employees and M_aterial necessary ior: the.Jojnt Operatians but subject to the following limitations:

+ A, 1t Mateérial is moved to the Joint Property from the Qperator’s warghouse or other propertiss, no charge shall be made

.~ - to the Joint -Account for a distance greater than-the distance from the nearest reliahle supply store-where like material.
-is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties.

-2-
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10.

1L

13.

14,

15.

B I surplus Material is moved to Operator’s warehouse or other storage péint. no charge shall be made to the Joint Ac-

count for & distance greater than the distance to the nearest reliable supply store where like material is normally
available, or railway receiving point nearest the Joint Property upless sgreed to by the Parties. Na charge shall :e
made to the Joint Account for moving Material to other properties belonging to Opersator, unless agreed to by the
Parties. :

C. In the application of subparegraphs A and B above, the option to equalize or charge a.ctual_ 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 Conncil of Petroleum Accountants Societies. _

Services

The cost of contract services, equipment and utilities provided by outside sources, except services exgluded 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 exc\ud_ed fram the overhead rates.
The cost of professional consultant services or contract services of technicsl personnel not directly engaged on the Joint
Property shall not be charged to the Joint Account unless previausly agreed to by the Parties. ’

Equipment and Facilities Furnished By .(‘)peratar

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

with costs of ownership and operation, Such rates shall include costs of maintenance, repairs, 'other operating expense,

: insw. taxes, depreo'lafﬁn, end interest on grogs investment, less accumulated depreciation not to exceed

—ovelve _ percent (14 __%) per annum. Such rates shall not exceed average commercisl rates currently pre-
vailing in the immediate area of the Joint Property. :

B. Inlieu of charges.in pa.nigraph BA above, Operator may elect to use average commercial rates preyailing in the immedi-
‘gte area of the Joint Property less 20%. For automative equipment, Operator may-elect to use rates published by the
Petroleurni Motor Transport Association. ‘ : -

. Damages and Losses to Joint Property

Al costs or expénsés necessary for the repair or replaeemen.t of Joint Property made necessary because of damages or losses-
incurreqd by fire, flood, storm, theft, accident, or other eanse, except those resulting from Operator's gross negligence or -

willful misconduct. Operator shall furnish Non-Operator written notice of demages or losses incurred as soon as practicable
after a report thereof has been received by Operator. .

Legal Expense
Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and

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

or recover the Joint Property, except that no charge for services of Operator’s legal staff or fees or expense of outside attor-
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be cavered by the
overhead provisions of Section IT1 unless otherwise agreg.d to by the Parties, except as provided in Section I, Paragraph

Taxes

All taxes of every kind and nature assessed or levied tipon or in connection with the Joint Property, the operation thereof,
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad valo-
rem taxes are based in whole or {n part upon s?)mte valuations of each party's working interest, then notwithstanding
anything to the contrary herein, cherges 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 carried for the Joint Operations for the protection of the Partieé. In the
event Joint Operetions are conducted in & state in which Operator mey act gs self-insurer for Worker's Compensation and/
or Employers Lizbility under the respective state’s laws, Operator may, 2t 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 mannal rates.
Abeandonment and Reclamation

Costs incurred for shandonment of the Joint Property, including costs-required by governmental or other regulatory

authority.

Communications

Cost of 2cquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and

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

Other Expenditures
Any other expenditure, nat covered or dealt with in the foregoing provisions of this Section 1], or in Section III-and which

- 18 of direct benefit 1o the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint

Operations,
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1. OVERHEAD

QOverheed - 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 ntherwise agreed to by the Parties; such charge shell be in lieu of costs and expenses-of all offices and salaries
or wages plus applicable burdens and expenses.of all personnel, except those directly chargeable under Paragraph
84, Section IT, The cost and expense nf services from outside sources th eonnection with mafters of taxation, traffic,
accounting or matters before or involving governmental agencies shall be considered as included i the overhead rates
provided for in the sbove selected Paragraph of this Section 1T unless such cost and expense are agreed to by the
Parties g a direct charge to.the Joint Account. )

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

shzll be covered b& the overhead rates, or
} shzll not be covered by the overhead rates,

fii. The salaries, wages and Personal Expenses of Technical Eiﬁployees end/or costs of professional eonsultant services
and contract services of technlcal personnal éither tampararily or parmanently essigned to and divectly employed in
the operation of the Joint Property: ) . .

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

A. Overhesd - Fixed Rate Basls ' - .
. (1) Operator shall charge the Joint Account &t the following rates per well per month:

: 2 y
Drilling Wel Bate § 24530-00
(Prorated for less then & 'full month)

' Producing Well Rate $ 480.00 -
(2) Application of Overhesd - Fixed Rate Basgls shall be as follows:
{e) Drilling Well Rate )

.. (1) Cherges for drilling wells shall begin on the date the well ia spudded and terminate on the date the drill-
ing Hg, completion rig, or other units used in completion of the well Is relezsed, whichever Is later, except
that no charge shall ba made dyring suspension of drilling or complation operations for fifteen (16) or
more congecutive caleridar days. o . :

(2) Charges for wells undergaing any type of workover or racompletion for & period of five (B) consecutive
work days ‘or mare shall be made at the drilling well rate.Such charges sholl be applied for the period
from dste workpyer operations, with rig ar ether units used-in workover, commence through date of rig

or other unit release, excapt that no charge shall be made during suspension of operations for fifteen

(15) or move consecutive calendar days. ’

(b) Producing Well Rates
(1) ‘An active well elther produced or h‘_dected into for any portion of the month shall be considered as a one-

well charge for the entire month. - - it e -

(2) Each active completion in a multi-eomplétéd well in which hro&u‘q:ﬂan Is not commingled down hole shall
be considered 23 a one-well charge providing each completion {s considered @ séparate well by the govern-
ing regulatory autharity. o . :

(8} An inective gus well shut in becauss of overproduction or faﬂure of purchaser to take the production shall
b;ﬂ wétaidered 23 a one-well charge providing the gas wel] is.directly connected to 2 permanent sales
outde

(4) A one-well charge sha._ll be made for the manth fr which plu, ing and ghandonment operations are com-
. pleted on any well. Thia one-well charge shall be made whether or not the well has produced except when
drilling well rate applies. ’ . . :

(6) All other inactive wella (including but not Yimited to inactive wells covered by.unit allowzble, lease allow-
able, transferred allowsble, ate.) shall not qualify for an ovithéad charge. - .
{8) The well rates shall be adjusted us of the fixat day of April.each yeay;following the efective dats of the agreement
to which this Acpounﬁri%um {8 wttached. The adjustment shall .be"egntg‘:xihéga by multiplying the rate cur-
rently In use by the parcentage Increase or decrease in.the.average weekly earnings of Grude Pefroleum and Gas
Production Workers for the last calendar year compared to the calendar year-preceding ss shown by the index
of average wegldy earnings of Crude Petroléum snd Gas Prodnction Workers as poblished by the United States
Department of Labor, Burea of Labar Statistics, or the-equivalenl Canadian‘index zs published by Statistics
anéx:‘da.ta:l.applxmbla. The adjugted rates shall be the rates curreatly In use, plus or minus the computed ad-
Justmen . . . .
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under Parag

(b) Operating :
Paragraphs|2 and 10 of Section I, all salvipe neof injected }ubstanw purchased for secondary
recovery and all taxes and assessments which essed and paid upon the mineral interest in and

to the Joint Property. - .
{2) Application of Overhead ~ Percentage Ba

Far the purpose of determining ¢h B

shall include all costs in conecti Tadgperations on any or all
. wells involving the yse ) FVBh

erty; also, prelipifiry expenditures necessary in preparation for drilling and expenditures in e

when the piTis not completed as a producer, and ariginal cest of construction or installation of fixed ivse

expapaith of fixed assets and any other project clearly discernible a3 a fixed asset, except Major Constructio
defined-in-Peragroph-dof-thiv-Bection- Al sther-costyohelt-be idered-esoperating

2.  Overhead - Major Construction

T compensate Operatar for overhead costs incurred in the construction and Installation of fixed assets, the expansion of
fixed assets, and any other project clearly discernible as 2 fixed asset required for the deve_lopr_nent'and operation of the
Joint Property, Operator ghall either negotiate a rate pripr to the beginning of construction, or shall charge the Joint
Account for averhead based on the following rates for any Major Construction project in-excess of $25.000.00  :
A5 %of first $100,000 or total cost if less, plus '

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

C.—2 % of costs in excess of §1,000,000, ‘

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

proi':ct e;s!hsdl not be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be
excluded. .

Catastrophe Overhead

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

to restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures, Operator
- shall either negotiate a rate prior to charging the Joint Account »&ﬂemmmmm—bm

Bie o %olic Tn excess of $100,000 but less than $1,600,000; plus

.o—/m IR et PS
& >Hrof-totat-costs—hr -31,066:660.

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

sions of this Section III shall apply.

Amendment of Rates

.The overhead rafes provided for in this Section IIl may be amended from time to time only by mutual agreement between
the Parties herata if, in practice, the rates are found to be insufficient or excessive.

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

QOperator {5 rgsponsible‘for Joint Account Material and shall make proper and timely charges and credits for ali Material move-
‘ments affecting thei Joint Property. S)perator shall provide all Material for use on the Joint Property; however, at Operator’s
option, such Malterial 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-Operator, division in kind, or sale to outsiders.
Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition A or B
Material. The dispesal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties.

L

Purchases . however Qperater shall not be

. - . xa;uueﬂ to take discounts
Material punchased shall be charged at the price paid by Operator after deduction of all discounts received? In case of
Material found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account
when adjustment has been received by the Operator. . :

" Transfers and Dispositions

Material fumi_shed to the Joint Pmperta_z and Material transferred from the Joint Property or disposed of by the Operator,
-unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts:

-5
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A. New Material (Condition A)
ol Bogdy- Ottt e Pipe

(2)Lubular goods, sized 2% inches OD and larger, except lne pipe, ghal) be priced at Eastern mill pplished
atlqad besa prices effective 83 of date of movement plus transportation cost using the 80,000 poyn@ carload
wolght basls to the railway recsiving pafnt nesvest the Joint Proparty for which published +&1l rates for
tubular kqods exist. If the 80,000 poungo rail rate is not offered, the 70,000 pound or 80,000-Sound rail rate
slﬁr be used Freight charges for tubing will be calculated from, Lorain, Ohio and casingtfom Youngstown.

0‘ : .

{b) For grades which aPe,gpecial to one mill-only, prices shall be computed at the mill Yese of that mjll plus trans-
portation cost from th2t mill to the railwa.lg recelving point nearest the Joint Property as provided above in
Paragraph 2.A(1Xa). Fortcansportation cost from points other than Easterpfiflla, the 30,000 pound Oil Field
Haulers Association Interstdie truck rate shall be vsed, - d .

Specizl end finish tubular goods ¥ el be priced.at-the lowest pubtished out-of-stock price, t.0.b. Houston,
Texes, plus transportation cost, usinpOil Field Hauleis Assacjafion intarstate 80,000 pound truck rate. to
the railway receiving point nearest the Jqjnt Property. :

(d) Macaronl tubing (size less than 2§ inch OD)'s' all be priced st the lowest published out-of-stogk prices f.0.b.
the supplier plus transportation costs, using the Off, Pj<fd Haulers Assoclation Interstate truck rate per weight
of tubfng transferred, to the railway receiving pofitpnearest thie Joint Property.

{c

-

(2) Line Pipe

() Line ilpa movements (except gize 24 ifich dD and larger wiﬁ,ﬁ « % Inch and over) 80,000 pounds or more
aha!l ba priced under “ﬁm fons pt’tubular geods pricing fn Paragraph A(1)(a) as provided above. Freight
charges shall ba caleulated frgnf Lorain, Ohio, < '

(b) Line pips movements (exgePt size 24 inch OD and larger with walls ¥ Inch e over) less than 80,000 pounds
shall-be priced at Eastern mill published carload base prices effective as of date ¥ shipment, plus 20 percent,
plus transportation pdSts based on freight rates a3 sst forth under provisions.of tubuler goods pricing in Pare-
graph A(1Xa) aggrovided above. Freight charges shall be calculated from Lorain, Ohio.

(¢) Linepipe g&Tnch OD and over snd ¥ inch wall and-larger shall be priced f.0.b. the polntf manufacture
;t currext new published prices plus transportation cost to the railway receiving point neaxgst the Joint
roperty. S : : i .

(d) Xdne pipe, lncludiixz. fabricated line plpe, drive pipe and conduit not listed on published price Hsts shid] be

. priced at quoted prices plus fretght tb the raflway receiving point nearest the Jolnt Property or &t prids

{8) Other Material shall he priced at the current ne& price, in effect at date of movement, ss listed by & reliable supply
store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the railway
receiving paint nearest the Joint Property. . E . o ;

+(4) Unused new Mmdﬂ.%&%&éw goods, maved from the Joint Property shell be pi-lcéd at the current new
price, in effect on date of movement, as listed by g relisble supply store nezrést the Joint Property, or point of
manu!urc.pus transportation costs, if applicable, {o the rgilway recelving point nearest the Joint Froperty.

B. Good Used Material (Conditicn B)

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

At seventy-five parecant (¥5%) of cﬁrrent new price, s determined by Paragraph A.
(2) Matarial used an and moved from the Join}, Froperty

(a) Atseventy{ive parcent (75%) of current naw price, as determined by Paragraph A, if Materfal was originally
charged to the 3ohit Account as new lf[ate?lfl fsr .

(b) At sixty-five percent (66%) of current &i\v pi!:!ce' us determined by Paragraph A, If Material was originally
terial, : )

charged to the Joint Account a3 used
(S) Material not used on and moved from the Joint Proparty
At soventy-five parcent (75%) of current new price 23 détermlned by Peragraph A.
The gost of reconditioning, If any, shall be sbsophad by the trapsferring property;
C. Other Used Materigl ’
{1) Condition C .

Materigl which {a not in sound end serviceable candition end not suitable for its origina! function until after recon-
ditioning shall be afrieed at fifty percant (6%) of eutrent now price o5 determined by Paragraph A. The cost of
reconditioning shall be vharged to the recelving property, provided Cohlition € value plus cost of reconditioning
daes not exceed Condition B velue. ; : T

- . v
H . - M4 -
1 T - .



L COPAS - 1984 — ONSHORE

-~ - j ‘ . Regommendsd by the Coundl
- R ‘of Petroleum Acceuntants
Sodletios . FUP

(2) Condition D

Material, excluding junk, no longer sutta.ble for its original purpose, but usable for some other purpose shall be
priced an a basis commensurate with its use, Operator may dispose of Condition D- Matenal under procedures
normally used by Operator wu‘.hout prior approvel of Non—Opermrs. '

(a) Casing, tubing, or drill pipe used es line pipe shall be priced as Grade A and B seamless lme pipe of com-
parable size and wexght. Used casmg. tubing or drill p[pe utllized us line pipe shall be: pnced at nsed line
pipe prices. .

{b) Casing, tubing or drill pipe used as' hxgher pressure service lines than standard line pipe, e.g. power oil lines,
shall be priced under normal pricing pmcedures for casing, tubmx, or drill pipe. Upset tubular goods shall
be pnced on a non upset basis. ; _

(8) Cond mon B

Junk shall be priced at prevalling price.s. Opemtor may dxspose of Condition E Matena.l under prucedures nor-
mally utilized by Operator without prior approvnl of Non-Operators. '

. D. Obsolete Material ' o ) !

Material which is serviceable ind usa.ble !or its: mgmal functlon but condition and/or value of snch Matertal is not
equwa!ent to that which would :ustxﬁ' 2 price as provided above may be specially priced s sgreed to by the Parties.
Such price should result in the Joint Aeeount being tharged with the value of the servace rendered by such Matena.l

E. Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at% Teraiod ERy—HYe R} -PErRIRres
weight on all tubular goods movements, in lieu of actual loading or unloadx g costs
point. The above rate shall he adjusted as ‘of the Iirst dayof Anril sachyelrTo ownganua.ry 1. 1935 by the same
percentage increase or decrease used fo.ad d rates in Section IT1, Paragraph 1.A(3). Each yeasr, the

rate calculatae shall-be-rommded to the n cent andsha.ll be the. rate in effect until the ﬁrst day of Apnl next
yeor<BUER be~ahat-be-publishad eil-af-Patral Lanti-Sont

@) Mate&}al im::]ﬂwng erectxon costs shall be cha.rged at n.pphca.ble pereentage of the current knocked-dowri price of
new Materi . .

3. Premlum Pnc.es -

Whenever Material is not read\ly obtamable at published or listed prices bec:mse of nnhonal emergencm. strikes or other
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the reqmred
Materia! nt the Operator’s actual cost incarred 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-Operatam of the proposed charge prior-to billing
Non-Operators for such-Material, Each Nop-Operator shall have the right, by so electing and notifying Operator within .
ten days after-receiving notice from Operator. to tnmish in kind all or part of his share of such Material suitzble for use
and acceptable to' Operator, - )

4. Warranty of Mntena.l Furnished By Operator

Onerator does not warrant the Material turnished. In case of defective Material, credit shall not be passed to the Jomt :
Accpunt until adjustment has been reoefved by Operator from the mannfactureu or thelr agents.

V. INVENTORIES
The Operator shall maintain detaxled records of Controllable Ma&enal
1. Periodic Inventories, Notice and Represmta.txon

At reasonzble Intervals, inventories shall be taken by Operator of the Joint Account Contrallable Material, Written notice
of intention to take inventory shall be givén by Operator at least thirty (80) days before any Inventory is to begin so that
Non-Operators may be represented when eny inventory is taken. Failure of Non-Operators to be represented st an mven‘
tory shall bind Non-Operators to accept the inventory taken by Operator, i .

2. Reconciliztion and Adjustment of Inventories _
Adjustments to the Joint Account resulting from the reconciliation of a physical mventory shall be made within slx .

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.

8.  Special Inventories

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

4. Expense of Conclucting Inventones

A, 'fl)‘he expense of conducting periodic inventories shall not be charged to the Joint Account unless agreed ta by the
grties.

. B.. The expense ¢f conducting special inventories shall be charged to the Parhes requesting such mventones. except {ni-
" ventories required due to change: of Operator shall be charged to the Jomt Account,

-




S Exhibit "E*

ATTACHED TO THAT CERTAIN OPERATING AGREEMENT
DATED . JANUARY 26, 1998 BY AND BETWEEN
PENWELL ENFRGY, INC., AS Ommron, AND
NEARBURG EXPLORATION COMPANY, L.L.C., A4S NQN-OPERATOR - .

GAS BALANCING AGREEMENT
O ip of Gus Production
. (l) kuﬁwmunof&cpumumnnchpmy:hxﬂhwethsnwwnhmhndmdwpuﬂdy

" dispose of its proporti shaze of gas (inoluding casinghead gas) produced from each fdrmation in cach well
locncdcmmgc(&mmﬁwmdbymopummmwwhwmnwnhw
("Opcrsting Agreemeat™).
®) Opeator-shill control the gas productioa and be yesponsible for administering the pr ixjons of

this Agrecment and shall make ressonable efforts to deliver or cause-to be delivered gas to the partics’ gay’
puxchnmumaybercqulmdlnoxdcrwbahnecthcmmuoldwpampmlwozdmwnhdwpmvmom
herein contsined. Forwopoluofﬂmm; t, Gperator shall maintsk duction accounts of the partica based
upomthonumbu‘ofMMBm'lMymuhmedmthcwpmd\wcdﬁnmtpumﬂufnmhonmnwdlud
dalivercd at the outlet of leasc, equipment fir <ach purty’s '3 dlexs of whether sales of such gas arc made
on a wet or dry basis. All references in this Agr t 1 quantity oz vihume xhall-vefor bo tho mumber of MMBta's
contained in the gas stream. Toward this end, Operator aball periodically determine or cazs t be determined the
Btu conteat of gas produced from each formution in each well on a consisteat basis and under stendard conditions
P hmy thod cust "_-uadinthcindum-y.‘

Baluncing of Production Accounts
Q) Any time u pazty, orluchputylpurchxurnnotmhngormrkdmgmﬁmwamofw
Juced from o pasticulsr formation in & well ("non-marketing® pasty), the reowining partics ("marketing® partics)

Mlh:vothcnght bmnotﬁwobhpnnn.wpmduee,nkn.ldlmddﬂivufouwhmubbnzpuhu scoounts, in
addition to the full share of gas to which the marketing partics arc otherwisc catitled, nllouuypmuonoﬂbegu

: l.ttxibmbktnanon-mukmnzputy (Gax attributable to a-non-marketing party, teken by & marketing pasty, is

ferred to in this Age t a3 "overproduction”). If thetois more than ooc marketing paty taling gas - :

. attributeble to 8 non-marketing party, mmgmmummmnmmw-wm
wcxmmumchmrbhngpnynhmcumpmdumnbunmmemmhmutmmdummofmmwz
parties.

@) Aputy&uthumtmhmmpmpomnnmshueofgu d “fmmmy ation in & well
CUndqpmduudPutyQMbecmde&mhﬁmpeqmmmﬁmofgupmdmedbmmthmbs
. its aharc of gas zed in eisc operations, vented or Jost {("inderproduction™). Such Undezproduced Party, upon
giving timely wrilten notice to Operator, shall be entitied, on a monthly basis beginning the month following reccipt
of notics, to produce, take, scll and deliver. In addition to the full sharc of gas to which such party Is othcrwise
catitled, lqmmmyofgu('maho-upgu')cquxltoﬁﬁypmmt(SO%)ohhotouhhazcofgmlmibmblcmln
partics having cumulstive over production (individually called "Overproduced Party™). Such make-up gas shall be
crediled against such Underproduced Party's accrued undesproduction in arder of scorusl.  Notwithstanding the
forcgoing and subjoct to subsection (¢) below; (i) an Overproduced Paty shall nover be obligated to reduce its takes
to leax than fifty peroent (S0%) of the quanfity to which such party is otherwise eatitled and () sn Underproduoed
Party shall never be allowed to make up underproduction doring the months of Decembez, Janvary, February, and

© If there is more than one Underproduced Party deairing make-up gas, cach such Undezproduced
Party shall be cntitled to make-up gas in the ratio that such party's interest in production bears to the total intcrest in
production of sll parties then desiring make-up gas. Any poition of the make-up gas to which an Usderproduced
PntyhmuﬂcdndwhxcllunothkmbleChUndcrpmduochutymybcukmbymyuﬂ\aUudarpmduwd
Party(ics).

(@ If thiere is more than onc Overproduced Party required to furmish make-up gas, each such
Overprodiiced Pasty shall furnish- make-up gas in the nitio that such party’s fntereat in production besrs to the total
inferest in production of all-parties then required to furnish mako-up gas, Exccpt as provided in (¢) below, each
Overproduced Party in any formation in & well shall be catitled, on & monthly basix, to take its foll share of gas less
xnth:dofwcmab—nplﬂlbmbuuzmdtudﬁomﬂwpmwhrbmmnmdwwcﬂmwhwhnn
overpraduced.

) If Opcrator in good faith belicves that an Gverproduced Party hax recovered one bundred
percen;; (100%) of such Overproduced Party's share of the recoverable rescrves from a partioulsr formation in a
well, mch Overproduced Purty, upon being notifizd in writing of such fact by Operator, shall ccasc taking gas from
‘lnchﬁ)mnmnmsuchwdlmdmcmnmngwuuwmbcuﬂdcdmukconehmdmdpm(mo%)ofm
‘produgtion until the accounts-of the-partics arc baleiiced. “Thercafier, such Overproduced Party shall again have the
ngh:wnh:m:hmoftkcmmmmgpmducﬁon.nfmy,mueoxdanoc\whlhcpmwmmhamnmunwd
Notwithstanding anything to the contrary herein, aficran Overproduced Pasty bas i d one b p t
(100%) of its full share of the recoverable reserves as 3.4 ined by Operator from a particular formstion in &
“well, such Ovezproduced Party may continué.to produce if such continued production ix {i) necessary for lease
majnteaance purposcs, or (if) permitted by a iajorify of iiitercit of the parties who hsive not produced-one hundred
pezpent (100%) of their recoyerable reservies from such formation in such well after written ballot-conducted by

Opcrator.
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(.xsh Balancing Uponlntmmlmbdanea or Upon Deletion e . .

() - OnJanuary 15th and July 15th of cach Calendar Year Underprod d Party may give potice that
e desires cash balencing for sny Underproduced volumes. Thilnouccmdreguutwcuhbahncclhnlleonmw
an *Interim Accounting”.

@®) - If gas production from a particul. formation in a well ccases and no attempt is made to restore
pmdudxon(ormbmmmthudor)withinm(M)dnyl,omrlhn&mibm.wnhmmay@mdnyanﬂhc
dute the well 1s3t produced gas from such formation, a t of pet ur \mdnpmduohnnmd
mrapmducﬁonandthemondumd-yminwhich-ud: ped prodpoed 3 ("Final A ting™).

© thmthmy co;apofmofmmwmgmmmmmg ; cach
OvapmducodPutyxhnnmnwOpmmrfnrdub\mmwnoﬂmUndapmdwedhmu a sum of moncy (which
-umMmtmdudcmwut)oquﬂmmcmumnmmnymwcdormuwnvdymwdtmdawbpmlmh
(€) below, by Overproduced Party for sales during the th{s) of o Jucts ulmﬂntcdmo:da‘ofwaual
but less applicable taxes, royaltics and bls costs of marketi l.nd p luchgu-etnal!ypaidby
auch Overproduced Paxty. wm&mnhﬂbswwwnumbun(w:o!mmdumnwdmnbc
wcompmwdbylmmmuhmgvolumumdpmaforeachmonthwnhmucdunmoupedwapmducnom

A 1

@ " Within thirty (30) days of receipt of aiy such remittanso by Operator from an Overp
hm.ommmmemmmumommﬁu)mmmmmmm
Operutor assumes no Exbility with respect to any such paymeat (unless such payment is attrbutable to Gperator’s
owmpmduchon),ﬁbang&cdndof&cpuuu&naohmapmdwedhxwlhxﬂbcmdympwdbhbrm

sing cach Undexproduced Party for such Underproduced Party's stive share of overproducti
. by such Overpraduced Party in d wnhlhcpmvuiomhemnconumcd. H:nypnnyfgﬂxwpuymylmn
dm,nndcrd:cmhamhﬁudmandmudnrbytbc“ tor, the Op sy turn responsibility for the

colhchonofmchnummthcputyurpmhwhomxtua\vcd ‘ndOpcnmrMhaw:nn further rcaponsibility

" for collection.

: {© Indctammmgmumonntoiuva-pmducuonrvrwhwhwﬂmhdue pmducnonmm
during auy mouth by an Underproduccd Party in exocas of such Underproduced Pasty's share shall be treated a3
mn]:o—upmdlhnllbclypbgdtaxcdnccpnnrdeﬁcm{nﬂwoxderofmmdohmhdcﬁm .

(LN AnOVapmducchmyﬂmtookgumhndformoWnuw.wldpummaﬂﬂme,or
otherwise disposcd of gas in other than a cash sale shell pay for such gas &t market value at the time it was
pmduced cvenzflthvapmduechutymldwchmwm;fﬁ!mulpmpummklmmmmhtvdu&

® Hrcﬁmdamhlareqmmdbymygovanmmmhu&omy,uchpmylhmwmounuhhmr
xtsn:spechvclharcofluoh funds sz finally balanced + dex.

" Deliverability Tests

) At the request of any party, Opmmrmypmducothcmumwdlmumiuudchvmhmtymtnotm
excerd seventy-two (72) hours in duration (or.such longer period of time &s may be mutuslly agreed upon by the
partizs) if required under suck requesting party's gas ulaox’trampqmﬁnnmmot.

Nominations
‘Bach party shall, onamonﬂﬂybaxu ng;Opcramuuﬁummmcmddnmuﬂlummmm:mch :
panyuupeutxvclhmofmlnthchmpompxpchnc(s)ur.xﬂ‘ tor is not nominsting such party’s gex, to
Op of the in which to dispatch such paaty's gas. Exncptnndtnthcn@aﬂumedby
Opmmor'lgxouncghgmceorwmfulmuoouduu,Opmmnhl.llnotbcmpomﬂﬂeformy&amdlorpma]na
ummwdwnhmbahnmchu@dbymypmcﬁncwmywdmduxdmmapmduwdhny(m)

Statemcnts

Onorbcfozcmctwcuty-ﬁ.&h(ﬁm)dlyomwmnm ﬁuﬂov&nzdxcmon&hofymdumn cach party tsking
gas sball furnish or cause to be furnished to Operator a statement of gas taken expressed in tezms of MMBw's, If
MWhmmbmliuﬁcmwmmlthnmmdcwﬂnbkhmmmeﬁm
time t propare it, such taking party shall hel ha ¢ of its good fuith estimate of volumes

" taken. Within tweaty (20) days of the receipt of all such O shall fumnish to cach party a statcment

(il 2

of the gas balence among the partics, including the total quentity of gas produced from cach formation in cach well,
;hepm:ﬁ.on"- f used in operations, veated-or lost, and the total quantity delivered for each party's account. Any
exror or discrepanay in Op s thly stat shall be promptly reported to Operator and Operator ahall
make » proper adjustment thereof within thirty (30) days aficr final determiination of the correct quantitics involved;
provided, howeves, that if no ezrors or discrepancics arc reported to Operator within two (2) years from the datcof
any statemeat, such stut shall be conclusively d ’mbcoormLAdd:mnmywuhm&utyaO)dnyl&om
the end of each calend yesT, non-operit MﬁﬂnﬂthOpm!BXfoﬁhemh: posc of establish
sufficicnt to verify cash balancing valucs, s sotwally recct croonxcruequymeaved
undu';mgmphs(c),onnmonthlybuubrmcu!mduympmcodmgdmmmcduwuwndudwalmduyw
Operator shall not allow & party bo produce gas for its t during wny month whed wwch pesty s delinquent in g0
furnishing the monthly or annual ststements. .

Payments of Taxcs

E&chpanymhngmlhﬂlpayorcauwbbcpudmywdaﬂpmdnbtxon,wvuancc,uﬁmy sales,
excise, or other taxes duc on such gas,

Opmnngﬂxpema
mcpmnuwmmhbmupmvﬂdmmepnmmmmgnﬂmofwhdhum
puﬁuumlcﬂiuotu&nguorwhdhcrmclﬂumdmofuchmm partis p in

such gas.



10.

2 | W,

s

Overproducing Allowable
: MMMmOmmrlmmmmmwuommth
acminations, ﬁmw&mﬁﬁnpw@&cnguhm:ybodiuhwmggmdwﬁonmmbmmnm Bach

party shall at afl times regulate its takes and deliverics from the © tract Area so that the well(s) covered heaeby
shall not be curtailod and/or shut-n for overproducing the sllowablc production sssigned th by the xcgulatory
body having jurisdiction.
Payment of Leaschald Burdeas

At all times while gas is-produccd from the Contract Arca, each party agrees to make appropriste
sctilcment of all myalties, overriding royaltics and other psymeats out of or in licu of production for which such
paity is responsible just as if such party were taking or delivering to s purchsser such party*s full share, and such

- puty's full share only, of such gas production exclusive of gas used in operations, veated or lost, and cach patty

11,

agrees to indemnify and hold cach other party harmicss from any and all claims relating thereto,

Apphcanonufngmmt
The provisions of this Agr t shall be separately applicable and shall constitute & separate agrecaicat

: wk!hmpectmgx:pmduccfomuchfomﬁnnhunhwenbutedmﬁe%md&a.

12.

Tam
TbuAawnaﬁM&rwm&wbmwpmdu@nmda&cOpa&ﬁnzAgtmmmﬂycwu
and the accounts of the pastics are finally scttled in d. with the pr

Opcrator's Liability
Except as dtherwise provided berein, Opmmruumwnudmldmmmﬂmpmvumotlhu

Agreement, but shall suffer no lisbility to the other pasties for loases sustained or ishility incurred which arisc out

‘oforin ion with the perf of Op ‘s duties b der except such as may result from Operator's
. gross negligence or willful misconduct.

14,

Audity : : '
Any Underproduced Party shall have the right for a pesiod of two (2) years afier receipt of puyment

-pursizant to s final accounting and afier giving written notice to all partics, to andit an Overproduced Party's

sccounts and records relating to-such paymeat. Any Overpreduced Party shall have the right for a period of two (2)
yeari afier teader of paymient for unrecouped volumes and upon giving writtcn notice to all partics, to audit in’

- Und duced Party's records ax to voll Tho party conducting such audit shall bear its couts of the audit.

Addmonllly,Opauor-hnnbmdmngh:ﬁupcxkdo!two(z)yunlﬁareuxpttflnmm!mmwﬁmnl
non-operator under paragraph 6 aficr giving written notice to the affected non-operator t andit such npo-operators
lccomunndmcoxda_xdmn_ztomchpaymwt. Coats of such audit shall be bore by the joint socount.

SnecenonandAuml
mm.mmmmefd\ummnbommgummdmﬂhmwm:bmo&

: 'otlhnpuuumdmmurmpwuvewwawnmdumx and may be assigned in whole or in part from timc to
. time; provided, howover, that (x) any such assigaments shall be made subject to this Agr t and a8 ig the
. paztics shall not be valid without the éxpress written scocptance of the, teams of this Agrecment by the A ignec, (b)

the Assignee shall scquire such interest subject to uympmduchonandlormdcmodumnimbmncuwhngn V
mrhbmeuwr.ﬂumyeuhbdmmgcbhgxnnnm&thmbymd(o)wwchungnmnmnrdmmc
Assigrior from any obhgmonmdwothcr})uuuwﬂhmpeam :ny overpmducuonhk:nbybngnorpnarmmch

. sasigument.

16.

Liquefiable Hydrocarbons Not Covered Under Agrecment
'I‘hcpuhulhxﬂ:hnmymparhumhclymmdmmlqmdhydmwbomnwvuudmﬂnhegubykaw

’ equipment in d with their resp

17.

18.

Conflict
Xfthuen;oonﬂmbetwemﬁ:cmofthuwwIhclumohnymulclcontndeovmng
the Coritract Area entered into by any party, !hetnmomm}.gxummt:haﬂgovm .

Arbitration
Anyoonkovqsyorcb;munmgomofmtdmnzmthuwmcm.ormmuchduzwf shaflbe -

‘settled by binding axrbi with the is] Arbitration Rules of the Amesican Arbitration

Association, and judgment npon the award maybecuwed in any Court hqmgjmizdwuon thereof. The arbitrator
lhannot‘uwudpunmvcdmnagahwnlanmtofmycomwmyorckim.



- EXHIBIT “F” s

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, LL.C., AS NON-OPERATOR

NONDISCRIMINATION AND CERTIFICATION OF NONSEGREGATED FACILITIES

A Equal . ortunity Gl 41 CFR 60-1,4). (Applicable only to contracts or purchase orders for
more than $10,000.) : .

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

(1) The Operator will not discriminate against any employee or applicant for employment bacause of
race, color, religion, sex, or national origin. The Operator will take affirmative action to ensure that
applicants are employed, and that employees are treated during employment, without regard to thelr
vace, color, religion, sex, or natlonal origin. Such action shall Iaclude, but not be limited to the
followlng: Employment, upgrading, demotion, or transfer, recruitment or recruitment adverﬁslng.
layoff or terminations, Including apprenticeship. The Oparator agrees to post In conspicuous piaces,-
avallable to employees-and applicants for employment, notices to be provided by the contracling
officer setting forth the provisions of this nondiscﬁminaﬁon clauss.

(2)> The Operator will, In all solicitations or advertisements for employees placed by or on behalf of the
Operator, state that all qualified applicants will receive consideration for employment without regard
to race, color, religion, sex, or nauonal origin, - )

‘(3) The Oparator will send ta each labor union or representaﬁva of workers with which i has a collactive
bargaining agreement or other contract or understanding, a notice to bs provided by the agency
contracling officer, advising the labor unlon or workers representative of the Operator s
commitments under section 202 of Executive Order 11246 of September 24, 1865, and shall post
coples of the natics in oonsplcuous ‘places avallable to employees and eppucants for emp!oyment.

(4) The Operator will comply with all provislons of Executive Order 11248 of September 24 19685, and of
the rules;, mgulatlans. and relevant orders of the Secretaty of Labor. o

(5) The Operator wilt fumish sll Information and napons required by Executive Order 11246 of September
24, 19685, and by the rules, regulations, and orders of the Secretary of Labor, or.pursuant thereto,
 and will permit. access to its books, records, and sccounts by the contracting agency and the
- Secretary of Labor for purposes of investigation to ascertaln comphance with such rules, regulaﬁons.
-and orders. .

(6) in the event of the Operator & noncompﬁanee 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 bs declared Ingligible for further Government

. contracts In accordance with procedures authorized in Executive Order 11246 of September 24,

1965, and such other sanctlons may be Imposed and remedies invoked as providéd in Executlve

-Order 11246 of September 24, 1965 or by rule, regulation, or order of the Secretary of Labor, or as
otherwise provided by law.

(7) The Operator will Include the provisions of paragraph (1) through.(7) In. every subcontract or purchase
order unless exempted by rules, regulations, or arders of the Secretary of Labor Issued pursuant to
section 204 of the Executive Order-11248 of September 24, 1665, sb that such provisions will be
binding upon each subcontractor or vendor. The Operator will take such action with respect to any
subcontract or purchase order as the contracting agercy may direct as & means of enforcing such
provisions Including sanction$ for noncompliance: Provided, however, that in the event the Operator
bacomes 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 requwt the Unlted States to enter into
such lttigaﬂon to protect the lnterests of the Untxed States.

. Certification of Nonsegregated Facilities (41 CFR 60-1.8) (Applicable only ta contracts or p_urchase
orders which are not exempt from the provisions of the Equal Opportunity Clause set out above.)

_ The Operator ceriifies that it does not, and will not, maintaln or provide for Its employees any segregated
faciiities at any of Its establishments, and that it does aot, and will not, permit its employaes to perform
thelr 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 Opportunity Clause In this contract or
purchase order. As used In this certification, the term segregated facllitles means any walting rooms,
work areas, rest rooms and wash rooms, restaurants and otfier eating areas, time clocks, locker rooms
and other storage or dressing areas, parking lots, drinking fountains, recreation or entertainment areas,
transportation, and housing facllities provided for employees which are segregated by expiicit directive or
are In fact ‘segregated on the basls of. rate, -croed, color, or national- origin, because. of habit, 1ocal
custom, or otherwise. The Operator. further agrees that (except whers it has obigined identical
certifications from proposed subcontractors for specifictime periods) it will obtaln ideptical certifications
from proposed subcontraclors prior 1o the award of subcontracts exceeding $10,000 which are not
exempt from the provisions of the. Equal- ©pportunity: Clause; that it will retain such certifications In its

 files; and that it will forward the followmg notice to such proposed suboontradors



NOTICE TO PROSPECTiY< SUBCONTRACTORS OF REQUIREME.T FOR CERTIFICATIONS OF
NONSEGREGATED FACILITIES. A Cetificate of Nonsegregated Faciliies must be submitted priorto -
the award of a subcontract exceeding $10,000 which is not exempt from the pravisions of the Equal
Opportunity Clause. . The certification may be submitled either for each subcontract or for all
subcontracts during a period (l.e., quarterly, semiannually, or annually).

. Affirmative Action Compliance Program (41 CFR 60-1.40) (Applicable only if (a) the Operstor has 50 or
more employees and (b) the contract or purchase order Is for $50,000 or more.)

The Operator shall develop a written affirmative action program for each of Rs establishments, and within
120 days from the effectiveness of this contract or purchase order, shall malntaln a copy of separate
programs for each establishment, including evalustions of utliization of minority group personnet and the
Job.classification tables, at each local office responsible for the personnel matters of such establishment.

. Employer nformation Report (41 CER.60-1.7) (Applicable anly if (a) the Operator has S0 or more
employees, and (b) the Operator is not exempt (pursuant to section 60-1.5 of Title 41 of the Code of
‘Federal Regulations) from the requirement for filing Employer Information Report EEO-1, and (¢) the
contract or purchase order Is for $50,000 or more.)

The Operator agrees to file with the appropriate Fedefai agency annually, on or bafore the 31st day of
March, cornplete and accurate reports on Standard Form 100 (EEO-1) promulgated jointly by the Office
"of Federal Contract Compliance, the Equat Employment Opportunity Commission and Plans for Progress

or such fonm as may hereafter be promulgated fn its place.

. Affirmative Actlon foc' Disabled Veterans and Veterans of the Vietnam Era (41 CFR 60-250.) (Appﬂmble
only to contracts or purchase orders for $10,000 or more.) -

“The affirmative action clause prescribed In section 80-250.4 of Title 41 of the Code of Federal

‘Regulations Is Incorporated hereln by reference (as permitted by section 60-250.22 of sald Regulations)

as i set out In full at this point. If the Operator (e) has 50 or more employees and (b) this contract or

purchase order s for $50,000 or more, then within 120 days from the effectiveness of this contract or

purchase order, the Operator shall prepare and malntain an affinmative action program. at each
establishment which shall set forth the Operator s policies, practices and procedures In accordance with

section 60-250.8 of sald Regulations. ' : o .

. Affimative Adtion for Handicanped Workers (41 CFR 60-741.4) (Applicable only to_contracts or
. purchase orders for $2,500 or more.) i o . : :

The Atlinmative Action” Clause prescribed In secllon 60-741.4 of Title 41 of the Code of Federal
Regulations Is Incorporated hereln by reference (as permitied by saction 60-741.22 of sald Regulations)
-as if set out In full at this point. if the Operator (a) has 50 or more employees and (b) this contract or
purchase order Is for $50,000 or more, then, within 120 days of the effectiveness of this contract or
-purchase order, the Operator shall prepare and malntaln an affirmative action pragram at each
establishment, which program shall set forth the Operator s poficles; practices and procedures in
accordarice with section 80-741.6 of sald Regulations. ' : S

. Diilization of Minority Busin Enterprise deral Procurement Regulations 1-1.13.) (Applicable only
to contracts cr purchase orders which may exceed $10,000)

1) It Is the policy of the Gevernment that minority business enterprises shall have the maximum
praciicable opportunity to participate In the performance of Govemment contfacts.

@ The Operator agrees o use his best efforts to carry out this policy In the award of his

. subcontracts o the fullest extent consistont with the efficlent performance of this contract. As used In
this contract, the term minority business enterprise means a business, at least 50 percent of which is
owned by minority group members of, In cass of publicly owned busipesses, at lsast §1 percent of the

. Stock of which is owned by minority group members. For the purposes of this definition, minarity group
members are Negroes, Spanish-speaking American persons, Amorican-Orientals, American-Indians,
American-Eskimos, and American Aleuts. Coptractors may rely on written representations by
'subcont;dors regarding thelr status as minority business entemprises In lieu of an Independent
nvestigation.

< Abjosad{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, L1.C., AS NON-OPERATOR

NEARBURG EXPLORATION COMPANY L L.C.

EXPL.ORATION AND PRODUCTION

Well:

‘Location:’
.Operator: .

WELL INFORMATION REQUIREMENTS

Spacing Unit:

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

A. DRILLING AND MUDLOGGER REPORTS:

Daily drilling- and mudlogger reports containing current depth and status, general summary, deviation
surveys, miud properties, daily and cumulative costs, background gas and dilling break intervals in which -
a show is present with a description of show and the fithology containing the show, Daily well and
" mudlogger reports should be faxed daily by 9:00 a.m. CST. and a weekly recap mailedlfaxed to the’
following:

‘NEARBURG EXPLORATION COMPANY, L.L.C.

{Driliing and Mudlogger Reports)

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

Attn.: Jemry Elger

" FAX: (915)-686-7806

B.  WELLDATA

The fdllowinig listed data should be malled as follows:

NEARBURG EXPLORATION COMPANY, L.LC.

3300 N. "A" Street, Building 2, Suite 120
Midland, Texas 78705
Aftn.: Ken Billings

MIDLAND
Copy of survey plats, permit 1
to dcill, and other regula-
tory forms and letters filed
" with any governmental agencies.
Copy of the drilling and 1

completion procedures 48 hours
prior to commencement of operation.

Copy of daily mud logs. 1
Copies of the final mud log. 3
Copies of the field prints 3
of all Jogs run in the well.
Coples of the final composite 3
prints of all logs run in well.
Copy of film of the final 1
composite prints of all logs
run in well.

- Copy well log customer diskette 1

3%" LAS format.

NEARBURG PRODUCING COMPANY
P.O. Box 823085

Dallas, Texas 75382-3085

Atin.: Production Secretary

DALLAS
1



Page -2-

Well Information Requirements ) )
. ‘ MIDLAND DALLAS
0. One initial and final copy 2 . 1
: of any DST, coring, sample
analysis, formation fluid
 analysis, or test reports
on the well.
10. VWell history at 1 -1
completion of the well.
1. Copy of the bit record and - 1
mud recap. :
12 Cne 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
analysls)

15. One (1) copy of all title opinlons and curative instruments covering the pmrabon oF spacing unit
" for the well should be sént to; . v

NEARBURG PRODUCING COMPANY
P. O. Box 823085 :

Dallas, Texas 75382-3085

Attn_: Kathle Craft

NEARBURG EXPLORATION COMPANY, L.Lc
- 3300 N. "A", Building 2, Suite 120

‘Midland, Texas 79705

Atin.: Bob Shelton

" NOTIFICATION:
1. Nearburg Producing Company should receive 24-h6ur notice of the-followihg events: spudding,

‘wireline logging, open hole testing, coring, or plugging of the well. Notification should be by
phaone to one of the following in the order listed:

HOME

NAME OFFICE PAGE

Jeny Elger (Geology) (915) 686-8235 . (915) 687-0344 (800) 405-5160
Cap Homing (Geology) (915) 686-8235 (815) 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 (888) 357-1884

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

- ACCESS TOQ 1. OCATION

Nearburg Producing Company and Nearburg Exploration Company, L.L.C., its employees, consultants,
or agents, shall have full and free access to the drilling location to include the demick floor AND
mudlogging unit at all times, without notice, and all well operation and Information obtained or conducted
during the drilling, completing or producing fife of any well to which Nearburg is entitied to receive such
well information.

SPECIAL REQUIREMENTS FOR ADDITIONAL WELL ldeORMATION

Nearburg Producing Company and Nearburg Explorahon Campany, LL.C. reserve the right to run a -
velocity survey, acoustic surveys, or other well 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 uns same, operator shall fumish to Nearburg all such information or surveys. In
addition, Nearburg Exploraﬁon Company, L.L.C. may require operator 10 run a two-man mudiogging unit.

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

Bob Shelton

Cap Homing
Exploration Manager Land Manager
Date:

Date:
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Blackbird Prospect -
EXHIBIT “I”.

To that certain Operating Agreement dated January 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 NEWMEXICO §
§
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 Operatmg Agreement provides in part that the parties
hereto have granted certain liens and security interests in the above referenced property
ﬁJdnres and production located thereon or produced therefram, to wit:

“Llen and Payment Defaults:

Each Non-Operator grants to Operator & lien upon-its oil and gas rights in
the Contract Area, and a secunty 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 2 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 Opeérator for the secured indebtedness shall not be deemed as
" election of remedies or otherwise affect the lien rights or security interest
as security for the payment thereof. In Addition, upon default by any Non-
Operator in the payment of its share of expense, Operator shall have the
Tight, without prejudice to other 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 Operator’s written
- statement concerning the amount of any default,. Operator grants a like lien
. and security interest to the Non- Operators 1o secure payment of Operator’s
pro;menate share of expense.”

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

ATTENTION OF RECORDING OFFICE: This instrument gives notice of and

grants liens and security interists to bb_th‘ Operator and Non-Operntprs. QOperator
is both a secured party and a debtor., Non-operators are both s secured party and -

debtor. "I'hﬁs Notic& as a financing statement, should be indexed accordingly.

RECEPTION

983373 v

Tammy Bamberd c
?enut\\ Enensq
wee AfcCe g‘ }
oo i mOTFIE (dr\

cdland g Q30
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EXHIBIT “T”
IKHICECWJOHWTOPERAJBNGAKHGEQMH¢TLHBW
SECURITY INTERESTS AND FINANCING STATEMENT
PAGE -2~

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

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

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

. The original of the Operating Agreement herein referenced, of a copy thereof] is
maintained at Operator's office at 600 North Marienfeld, Suite 1100 Midland, Texas,
- 79701,

This instrument may be executed in nulti-counterparts, no one of which need be
executed by all parties hereto and the same shall be bindirig upon those parties, as well as
their successors and assigns, who execute same, whether or not all named parties join in
execution hereof. Counterpaits 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:

PENWELL ENERGY, INC.

. By S, Ty . &
600 North Marienfeld, Steven R. Foy, Vice resi
Suite 1100 Tax ID#75-2223190

Midland, Texas 79701

NON-OPERATOR:

NEARBURG EXPLORATION COMPANY, L.L.C.

Bytﬁ/ L7 / é@

: ’ : Printed Namé: Robert’ G. Shelton
3300 North “A” Street Title;__ Attofney-In-Fagt
Building 2, Suite 120 TaxID#._ 75-9626152

Midland, Texas 79705 . Date;  March 5, 1998
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EXHIBIT “I” : )
NOTICE OF JOINT OPERATING AGREEMENT LIEN,
. SECURITY INTERESTS AND FINANCING STATEMENT

~ PAGE-3-
ACKNOWLEDGMENTS
STATE OF TEXAS g

COUNTY OF MIDLAND §

This instrument was acknowledged befare me this 2™
Foy, as Vice President of PENWELL ENERGY, INC,, a3
corporation. ’

day of March 1998, by Steven R.
exhs corporation, on behalf of said

- My Commission Expires:
5/23/01

STATE OF TEXAS - §
COUNTY OF MIDLAND §

This instrament was acknowledged before me on this 5 day of March, 1998, by

Robert G. Shelton as Attorney-in-Fact " of NEARBURG
EXPLORATION COMPANY, L.1.C., a Texas limited hability company, on beha!f of said

Nota.ty/Public in and for the State of Texas

My Commissicn Expires: PPN
L-25-20480 RS
- wh LTy
o DEEROLEECRRLEES ~.._: :' "\.’. M
DIXIE D. WALTON N
Notary Public RIS A
STATE OF TEXAS STATEOFNEWMEXICO B~ &5 4 < -
' Countyof Eddy u?w *, S5, -
My Corm. Exp. 05/25/2000) ¥

i

FILED MARI_éBSB | ccmx;

recorded 1n BOK 3 3 ar;d was duly
of the Records

of Edd
Karen s Cou C);eco'f"ty
By s

Deputy

Mbmemojoablackbird (1w)



