
K E L L A H I N & K E L L A H I N 
Attorney at Law 

W. T H O M A S K E L L A H I N 

706 G O N Z A L E S R O A D 
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October 6, 2009 

HAND DELIVERED 

David Brooks, Esq. 
Hearing Examiner 
NM Oil Conservation Division 
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-l 3154-A [Blackhawk 1 -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 Friday, October 2, 2009, I email to Mr. Hall a legible 
copy of this JOA. 

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

cc by hand delivery: 
J. Scott Hall, Esq. 
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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 L L C ("COG") 
EDDY COUNTY, NEW MEXICO. 

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

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

In support, Chesapeake states: 

The Application: 

(1) By Order R-13154-A, dated September 23, 2009, the Division granted 
Chesapeake's application and cancelled COG's APD for the Blackhawk 
"11" Federal Com 1-H well finding that COG did not have any oil & gas 
ownership in two of the 40-acre tracts of the proposed 160-acre non­
standard spacing unit. 

(2) In violation ofthe 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 producing interval of this 
wellbore. 

CASE NO. 14323 
Order R-13154-A 
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(3) In compliance with Cornmission Order R-12343-E, dated March 16, 2007, 
the Division revised and modified its Form C-102 to require that the 
Operator certify that: 

" I hereby certify that the information contained herein is 
true and complete to the best of my knowledge and belief, 
and that this organization either owns a working interest or 
unleased rnineral 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." 

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

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

(6) 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. 

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

The Hearing on August 20,2009: 

(8) 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. 

(9) For both parties, Ms. Spradlin testified that COG did not have any interest 
in the SW/4 of Section 11. See Transcript of August 20, 2009 hearing at 
page 11, lines 23-25, page 12, lines 1-10 and page 42, lines 1-11. 
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(10) Despite having obtained Mr. MacDonald's joinder, Ms. Spradlin, an 
expert landman, did not express an opinion or reach the conclusion that 
MacDonald's joinder granted COG the right to drill or access the minerals 
underlying the S/2S W/4 of Section 11. See Transcript of August 20, 2009 
hearing at page 43, line 1-18 

Subsequent to the Hearing: 

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

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

b. Article V of the JOA states "A. Designation and Responsibilities 
of Operator. Operator "shall conduct and direct and have full 
control of all operations on the Contract Area as permitted...." 
(Emphasis added) 

c. 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 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 he 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). 

e. 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: 

I f no drilling rig or other equipment is on location, and i f 
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. 

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

(15) 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. l ; see ê 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) It is well established that a JOA which designates an operator and provides 
that the operator shall have "full control of all operations," prohibits non-
operators with working interests from acting to assert mutual control of 
operations. Stable Energy v. Kachina Oil & Gas, 52 S.W.3d 327, 333 
(Tex. App. 2001); see also Ayco Dev. Corp. v. G.E.T. Serv. Co., 616 
S.W.2d 184, 185 (Tex. 1981); Hamilton v. Texas Oil & Gas Corp., 648 
S.W.2d 316, 321 (Tex. App. 1982). Furthermore, "legitimate 
commencement of [an] AFE must be executed by the duly elected 
operator.̂  Only the operator has the power to perform such operations on 
behalf of the owners." Id.; cf. 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). 

(17) 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 
mutuaJ 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 ofthe 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 /LFE 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 
OrderBW^5-A and Form C-102. 

Respectfull 

W. Thomas Kellahin 
KELLAHIN & KELLAHIN 

706 Gonzales Road 
Santa Fe,NM 87501 
505-982-4285 

Earl E. DeBrine, Jr. 
MODRALL, SPERLING, ROEHL, 

HARRIS & SISK, P.A. 

P.O. Box 2168 
Albuquerque, NM 87103 

Attorneys for Chesapeake Energy Corporation 
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CERTIFICATION OF SERVICE 

I hereby certify that a copy of this pleading was served upon the following counsel of record 
11118 6* day of October 2009, by hand delivery. 

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

J. Scott Hall, Esq. 
Attorney for COG Operating, Inc. 
Montgomery & Andrews 
325 Paseo de Peralta 
Santa Fe,NM 87501 
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STATE OF MEW 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 § 
§ ss. 

COUNTY OF OKLAHOMA § 

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

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

Craig B. Barnard 

Education: BA University of Oklahoma - 1973 
Experience: Practicing Landman for 30 years in Texas, Oklahoma and 

New Mexico, 
Certification: Certified Professional Landman #3268 

B, l am over the age of majority and competent to make this Affidavit. 

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

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

Affidavit of Craig 6 , Barnard 
NMOCD Case 14323 
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C. My expert opinion are based on the following facts and events: 

CHRONOLOGICAL SUMMARY OF SIGNIFICANT EVENTS 

1. Chesapeake Operating, Inc. ("Chesapeake") has a working interest ownership in 
the oil and gas minerals underlying the NW/4,SW/4, N/2NW/4, SW/4NE/4 
Section 11, T13S, R28E, Eddy County, New Mexico, being part of the Contact 
Area for the Joint Operating Agreement ("JOA") identified and described below. 

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

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

4. Concho aka COG Operating LLC arid COG Oil & Gas, LP. do not any mineral 
interest within the contract area of this JOA and are hot parties to this JOA. 

EXPERT OPINIONS 

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

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

to. 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.,.." 

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

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

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

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

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

FURTHER AFFIANT SAYETH NOT: 

Craig BrBarnard 

STATE OF OKLAHOMA § 
§ 

COUNTY OF OKLAHOMA § 

SUBSCRIBED AND SWORN TO before me this 5 ^ day of October 2009, by 
Craig B. Barnard 

(jhfV / libigfyPwblfc; il 
' > f ^ # F S!sfe:#C!<lafraiTfa ij 

, r , . , ^ . * ^ . ^ ™ ^ . , ^ . ™ ^ ACKNOWLEDGMENT 

STATE OF OKLAHOMA) 

) SS: 
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 me known to be the identical person who subscribed 
the name of the maker thereof to the foregoing instrument and acknowledged to me that he executed the 
same as his free and voluntary act and deed for the uses and purposes therein set forth. 

Given under my hand and seal the day and year last aboye written. 

Notary Public 
^ My Commission expires: 

OINA P E T E R S O N , ' 
• i 

Tilery Public ! 
c o ^ i L n * i ! f ^ K ! a . h 0 r , 1 I I Affidavit of Craig B. Barnard 
^ » J A m m j m n m m ? i NMOCD Case 14323 
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MODEL FORM O ^ E M I N G AGREEMENT 

( • M U M * 

OPERATING AGREEMENT 

DATED 

JANUARY 26 \ y _98_ f 

OPERATOR PENWELL ENERSY, IflC. 

CONTRACT AREA TOWNSHIP 16 SPOTS, RANGE 28 -EAST, HMFM 

' ' SECTION 10: W/2. ! , 

SECTTQN 1 1 : A l l 

BLACKBIRD PROSPECT (NM 075) 

II 

COFYHIGHT 1589 — ALL RIGHTS RESERVED 
AMERICAN ASSOCIATION OF PETROLEUM 
LANDMEN, 4100 FOSSIL CSSBK BLVD. 
FORT \TORTH. TEXAS, 7SX37, APPROVED FORM. 

A A J U . NO. £10 • t$69 

COUNTS OR PARISH OF EDDY • ; STATE OP SEW MEXICO 



A.A.P.L FORI J - MQN_'L FORM OPERATING AGREEMENT|^>oy 

TABLE, OF CONTENTS 

Article Tide ElE 
L DEFINITIONS 1 

IL EXHIBITS 1 
UL INTERESTS OF PARTIES 2 

A. OO. AND GAS INTERESTS: 2 
B. INTERESTS OF PARTIES DM COSTS AND PRODUCTION: 2 
C SUBSEQUENTLY CREATED INTERESTS: 2 

IV. TITLES 2 
A TITLE EXAMINATION: 2 
B. LOSS OR FAILURE OF TITLE: 3 

1. Failure of Tide 3 
2. Loss by Non-Payment or Erroneous Payment of Amount Due . . 3 
3. Other Losses 3 
4. Caring Title . . . 3 

V. OPERATOR 4 
A DESIGNATION AND RESPONSIBILITIES OF OPERATOR: 4 
B. RESIGNATION OR REMOVAL OF OPERATOR AND SELECTION QF SUCCESSOR: 4 

1. Resignation or Removal of Operator , . . . . 4 
2. Selection of Successor Operator , 4 
3. Effect of Bankruptcy . 4 
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D. RIGHTS AND DUTIES OF OPERATOR: 4 
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2. Dischirge of Joint Account Obligations 4 
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4. Custody of Funds 5 
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E. ABANDONMENT OF WELLS: , 9 
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3. Abandonment of Non-Consent Operations 10 
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G. TAKING PRODUCTION IN KIND 10 
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(Option 2) No Gas Balancing Agreement , 11 
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A A P i . FORI J - Mq^ny. FORM OPERATING AGREEMENT^>.«9 

1 OPERATING AGREEMENT 
2 TUTS >r.mmvmKrr ;„ m ^ w — Penwell Energy .̂ Inc. , 
3 hereinafter designated ind referred to u "Operator," tad the signatory party or parties other thio Operator, tnrrwtimcs 
4 hereinafter referred tp irjdividually as "Non-Operator," and collectively ss "Woo-Operators." 
5 WITNESSETH: 
6 WHEREAS, the parties to diss agreement are owners of OU and Gas Leases and/or OU and Gas Interests ta the land 
7 identified in Exhibit "A," and the parties hereto have reached an agreement tb explore and develop these Leases and/or OU 
8 and Gas Interests for tbe production of Oil and Gas co the extent and as hereinafter provided, 
9 NOW, THEREFORE, it is agreed as follow. 

10 ARTICLE I . 
11 DEFINrnbNS 
12 As used In this agreement, tbe following words and terrm shall have the meanings here ascribed to them: 
13 A The term "APE" shall mean an Authority for Expenditure prepared by a party to this agreement for the purpose of 
14 estimating the costs to be incurred In conducting an operation hereunder. 
1} B. Tbe term "Completion" or "Complete" shall mean a single operation intended to complete a well as a producer of Oil 
16 and Gas In one or more Zones, Indudiog, but riot limited to, the setting of production casing, perforating, well stimulation 
17 and production testing conducted in such operation. 

' IS C The e:rm "Contract Area" ahall mean all of me lindi, Oil and Gas Leases and/or OD and Gas Interest* intended to be 
19 developed and operated tor Oil and Gas purposes under this agreement. Such lands, Oil and Gas Leases and Oil and .Gas 
20 Interests are described In Exhibit " A " 
21 D. The term "Deepen" shall mean a single operation whereby a well b drilled to an elective Zone below the deepest 
22 Zone in which the well was previously drilled, or below the Deepest Zone proposed ia the associated AFE, whichever is the 
23 lesser. 
24 E. The terms "Prilling Party" and "Consenting Party" (hall mean a party who agrees to Join In and pay its share of the 
25 cost of any operation conducted under the provisions of this agreement. 
25 F. The term "Drilling Unit" ahall mean the area fixed for the drilling of one well by order or rule of any state or federal 
27 body having authority. Ti a Drilling Unit is not fixed by any such rule or order, a Drilling Unit shall be the drilling unit as 
28 established by ihe pattern of drilling In tbe Contract Area unless fixed by express agreement of the Drilling Parties. 
29 G. Tbe term "DrtUslteT ahall mean tbe OS and Gas Lease or Oil and Gas Interest on which a proposed well ls to be 

. 30 located. 
31 H. The term "Initial Well" shall mean the well required to be drilled by tbe parties hereto as provided in Article VLA. 
32 L The terra "Non-Consent Welt" shall mean a well in which less than all parties have conducted an operation as 
33 provided In Article VLB2. 
34 J. The terms "Non-Drilling Party" and "Nan-Consenting Parry" shall mean a party who elects not to participate in a 
35 proposed operation. 
36 K. Tbe term "Oil and Gas" shall mean oil, gas, casinghead gas, gas condensate, and/or all other liquid or gaseous 
37 hydrocarbons and other marketable substances produced therewith, unless'an intent, to limit the inctusiveness of this term is 
38 specifically stated. 
39 L The term "Oil and Gas Interests" or "Interests" shall mean unleased fee and mineral interests in Oil and Gas in tracts 
40 of land lying widun the Contract Area which ate owned by panics to this agreement, 
41 M. The terras "Oil and Gas Lease," "Lease" and -Leasehold" shall mean the oil and gas leases or Interests therein 
42 covering tracts oi land tying within the Contract Area which are owned by the parties TO this agreement. 
43 N . The term "Plug Back" shall mean a single operation whereby a deeper Zone Is abandoned in order to attempt a 
44 Completion In a shallower Zone. 
45 0. Tbe term "Recompletion" or "Recomplete" sliall mean an operation whereby a Completion In one Zone Is abandoned 
46 io order ro attempt a Completion in a different Zone within the existing wellbore 
47 P. The term "Rework" ahall mean an. operation conducted in the wellbore of a well after It Is Completed co secure, 
48 restore, or improve production In a Zone which ls currently open to production in the wellbore. Such operations include, but 
49 are not limited to, well stimulation operations but exclude any routine repair or maintenance work or; drilling. Sidetracking, 

• 50 Deepening, Completing, Recompleting, or Plugging Back of a well • 

51 Q. The term "Sidetrack" ahall mean the directional control and IntCQtional deviation of a well from vertical so as to 
52 change the bottom hole location unless done to straighten the hole or to drill around Junk In tbe hole to overcome other 
53 mechanical difficulties. 
54 R. Tbe term "Zone" thall mean a stratum of earth containing or thought to contain a common accumulation of Oil and 
55 Gas separately producible from any other common accumulation of Oil tnd Gas. 
55 Unless the context otherwise clearly Indicates, words.used -in the singular include the plural, the word "person" Includes 
57 natural and artifldall persons, the plural Includes the singular, and any gender Includes the masculine, femioiae, and neuter. 
58 ARTICLE" H. 
59 . EXHIBITS 
60 The following exhibits, as indicated below and attached hereto, are incorporated In and made a part hereof: 
61 ——— A. Exhibit "A," ahall Include the following information: 
62 (1) Description of lands subject .ro this agreement, 
63 (2) Restrictions, If any, as to depths, formations, or substance!, 
64 (3) Partiei to agreement with addresses aad.telephone ruimbers for notice purposes, 
65 (4) Percentages or fractional Interests of parties to this agreement, 
66 (}) Oil ami Gas Leases and/or Oil and Gas Interests subject to this agreement, " 
67 (6)'Burdens on production. 
68 B. Exhibit " I I , " Form of Lease. 
69 —2£— C Exhibit "C," Accounting Procedure. 
70 — £ — D. Exhibit "IV* Insurance. 
71 —2£— R Exhibit "E," Gas Balancing Agreement. 
72 ——— F. Exhibit "F," Nor>pctximination and (irflflcatipn of Non-Segregated Facilities. 
73 G. Exhibit "G," Tax Partnership. 
74 __X H Ofh^rr M e a r h u r p . E x n l o r a f l o T t Coitmamr. L . L . C . W e l l 

I n f o r m a t i o n Requi rements 

x I . E x h i b i t ' " I " , N o t i c e o f - J o i n t O p e r a t i n g Agreement , L i e n , S e c u r i t y I n t e r e s t s 
and F i n a n c i n g S t a t e m e n t . " 
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If any provision of any exhibit, except Exhibits "E," "F" and "G," is inconsistent with any provision contained in 
the body of this agreement, the provisions in the body of this agreement shall prevail. 

j ARTICLE QL 
INTERESTS OF PARTIES 

A. Oil and Gas Interests'. 
I f any party owns an OA and Gas Interest in ti e Contract Area, that interest ahall be treated for all purposes of this 

agreement and during the term hereof as if it were c ivered by the form of Oil and Gas Lease attached hereto as Exhibit °"B,' 
and the owner thereof shall be deemed to own both i jyalry interest in such kase and the interest of the lessee thereunder. 
B. Interests of Parties in Costs and Production: 

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne 
and paid, and all equipment and materials acquired ir operations on the Contract Area shall be owned, by tbe parties as their 
interests are set forth In Exhibit " A " In the same m inner, the parties shall also own all production of Oil and Gas from the 
Contract Area subject, however, to the payment of royalties and other burdens on production as described hereafter. 

Regardless of which party has contributed any Oil and Gas Lease or Oil and Gas Interest on which royalty or other 
burdens may be payable and except as otherwise expressly provided in this agreement, each party shall pay or deliver, or 
cause to be p i i d M delivered, all burdens j m its share of the production from the Contract'Area up to, but not in excess of, 

the royalty burdens, pa eachJLeaffi^i ^ ^ ^ ^ p u d a ^ {[6tB t B f 

Except as otherwise expressly provided in this agreement, if any party has contributed hereto any Lease ot Interest which is 
burdened with any royalty, overriding royalty, production payment or other burden on production in excess of the amounts 
stipulated above, such party so burdened shall assume and alone bear all such excess obligations and shall Indemnify, defend 
and hold the other parties hereto harmless from any and all claims attributable to such excess burden. However, so long as 
the Drilling Unit for the productive Zonc(s) Is Henri 3d with the Contract Area, each patty shall pay or deliver, or cause to 
be paid or delivered, all burdens on producdon from the Contract Area due under the terms of the Oil and Gas Lease<s) 
whkh such parry has contributed to this agreement, md shall indemnify, defend and hold the other parties free from eny 
liability therefor. 

No party shall ever be responsible, on a price basis higher than the price received by such party, to any other party's 
lessor or royalty owner, and if such other party's lessor or royalty owner should demand and receive settlement on a higher 
price basis, the parry contributing the affected Lease sh Ul bear the additional royalty burden attributable to such higher price. 

Nothing contained in this Article IILB. shall be deemed an assignment or cross-assignment of interests covered hereby, 
and ln the event two or more parties contribute to ttiis agreement jointly owned Leases, the parties' undivided interests in 
said Leaseholds shall be deemed separate leasehold interests for the purposes of this agreement 
C. Subsequently Created Interests: 

I f any party has contributed hereto a Lease or Interest that is burdened with an assignment of production given as security 
for the payment of money, or If, after tbe date of this agreement, any party creates an overriding royalty, production 
payment, net profits interest, assignment of production] or other burden, payable out of production attributable to its working 
interest hereunder, such burden shall be deemed a "Subsequently Created Interest." Further, if any party has contributed 
hereto a Lease or Interest burdened, with an overriding royalty, production payment, net profits interest, or other harden 
payable out of production created prior to the dace of this agreement, and such burden is not shown on Exhibit "A," such 
burden also shall! be deemed.a Subsequently Created Interest to tbe extent such burden causes the burdens on such parry's 
Lease or Interest to exceed the amount stipulated In Article BLR. aboTC. 

The party whose Interest is burdened with the Subsequently Created Interest (the "Burdened Party") shall assume and 
alone bear, pay and discharge the Subsequently Create 1 Interest and shall indemnify, defend and hold harmless the other 
parties from and against any liability therefor. Further, if the Burdened Party fails to pay, when due, its share of expenses 
chargeable hereunder, all provisions of Article ViLB. s ia.ll be enforceable against the Subsequently Created Interest in the 
same manner as irhey- are enforceable against the working interest' of the Burdened Party. I f the Burdened Party is required 
under this agreement to assign or relinquish to any otbe • party, or panics, all or a portion of its working interest and/or tbe 
production attributable thereto, said other party, or part es, shall receive said assignment and/or production free and dear of 
said Subsequently Created Interest, and the Burdened P my shall indemnify, defend and. hold harmless said other party, or 
parties, from any ind all claims and demands for payment asserted by owners of die Subsequently Created Interest. 

ARTICLE IV. 

TITLES 
A. Tide Examination: 

Title examination shall be made on the Drillsite of ai ly proposed well prior to commencement of drilling operations and. 
If a majority in interest of the Drilling Parties so request or Operator so elects, title examination shall be made on tbe entire 
Drilling Unit, or niaximum anticipated Drilling Unit, ot the well Tbe opinion will include the ownership of the working 
interest, minerals, loyalty, overriding royalty snd production payments under the applicable Leases. Each party contributing 
Leases and/or Oil and Gas Interests to be included in the! Drillsite or Drilling Unit, if appropriate, shall furnish to Operator 
all abstracts (including federal lease status reports), title opinions, ride papers and curative material in its possession free of 
charge. All such information not in the possession of of made available ro Operator by the parties, but necessary for the 
examination of the title, shall be obtained by Operator. 0 pernor shall cause tide to be examined by attorneys on its staff ot 
by outside attorneys. Copies of all title opinions' shall be furnished to each Drilling Party. Costs Incurred by I 
procuring abstracts, fees paid outside attorneys for title examination (including prclirtuuary, supplemental, shut-
opinions and division order tide opinions) and other dirct t charges as provided in Exhibit " C shall be borne by I 
Parties in the proportion that the interest of each DriUi tg Party bears to the total interest of all Drilling Partil 
•Interests appear in Exhibit " A " Operator shall make no cl large for services rendered fay its staff attorneys or other! 
in tjb^performauce of the above functions. 

•TSUi party* shall be responsible for securing curatr e a m t r and pooling amendments or agreements 
connection with Leases or Oil and Gas Interests eontributt d by -men- parry. Operator shall be responsible foi 
and recording of pooling designations or declarations and communitization agreements as well as the 
before governmental agencies foi the securing of spacing or pooling orders or any other orders 
the conduct of operations hereunder. This shall not prevent any party from appearing on 
Costs incurred by. Operator, mcluding fees paid to outside attorneys, which are associated with' 
agencies, and which <x>scs arc necessary and proper for the activities contemplated under this a] 
charges to the joint account and shall not be covered by the administrative overhead charges as 

.."TOOT "fflreraf' 
•sua -ĵ Mtt̂ iri fei>>ii*t ir#« 
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1 Operaror shal] make no charge for services rendered by its araff attorneys or other personnel in the performance of the above 
2 functions. 
3 No well shall be drilled oo the Contract Area until after ( I ) the ride ra the Drillsite or Drilling Unit, if appropriate, has 
4 been examiced as-above provided, and (2) the title has been approved by the coalmining attorney or title has been accepted by 
5 all of the DiUling Parties .in such well. 
6 B. Loss or Failure of Title; 
7 l . l"iulgi--uf Title Gliuuld aur Oil and Oaj l a t u m m Oil and C n Lease be IwnKioujjh failmo of title, whish. tatyla in a 
8 reduction of Interest from that shown on Exhibit "A," the party credited with conrriburing the affected Lease or Interast 
9 (including, i i applicable, a successor in Interest to such party) shail have ninety (90) days from final determination of/title 

10 failure to acquire a new lease ot other instrument curing the entirety of the title failure, which acquisition will not be^ubject 
11 to Article VIILB, and failing to do so, this agreement, nevertheless, shall continue in force as to ell remaining Oi^and Gas 
12 Leases and In terests; and, / 
13 (a) Tlie parry credited with contributing the Oil and Gas Lease or Interest affected by the title failure/tincluding. if 
14 applicable, a successor in interest to such party) shall bear alone the entire loss and it shall not be entitled Xo recover from 
13 Operator or' the other parties any development or operating costs which it may have previously paid or incurred, but there 
16 shall be no additional liability on its parr to the other parties hereto by reason of such tide failure; / 
17 (b) There shall be no retroactive adjustment of expenses incurred ot revenues received frost/tbe operation of the 
18 Lease or Inter est which has failed, but the interests of the parties contained on Exhibit "A" shall He revised on an acreage 
19 basis, as of the rime it is determined finally that title failure has occurred, so that the Interest o f he party whose Lease or 
20 Interest is affened by the title future will thereafter be reduced in the Contract Area by the amount/of the Lease or Interest tailed; 
21 '(c) If tbe proportionate interest of the other parties hereto in any producing well previously drilled on the Contract 
22 Area is incr eared by reason of the title failure, the parry who bore die costs incurred in contrccrion with such well attributable 
23 to tbe Lease o r Interest which has failed shall receive the proceeds attributable to the increase in such interest (less costs and 
24 burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such well 

. 25 attributable to such failed Lease or Interest; / 
26 (d) Should any person not a party to this agreement, who is deterrrnnedyw be the owner of any Lease or Interest 
27 which has failed, pay in any. manner any part of the cost of operation, devebprnent, or equipment, such amount shall be paid 
28 to the party or parties who bore the costs which are so refunded; • / 
29 (e) Any liability ro account to a person not a party to this agreemen/for prior production of Oil and Gas which arises 
30 by reason of title failure shall be* borne severally by each party (inctndjdg a predecessor to a current party) who received 
31 production for which such accounting is required based on tbe amoimtor such production received, and each such party shall 
32 severally • indem rtify, defend and bold harmless all other parties beretc/for any such liability to account; 
33 (f) No dbarge shall be made to the joint account for legal expenses, fees or salaries in connection with the defense of 
34 the Lease or Interest claimed to have failed, but if the parry contributing such Lease or Interest hereto elects to defend its title 
33 it shall bear all expenses in connection therewith; and 7 
36 (g) If any party Is given credit on Exhibit "A" toys Lease or Interest which is limited solely to ownership of an 
37 interest In the weilbore of any well or wells and the production therefrom, such party's absence of interest in' the rcrnaindcr 
38 of the Contract Area shall be considered a Failure of TJae as to such remaining Contract Area unless char absence of interest 
39 is reflected on Brhlhir "A" 7 
40 2. Loss by Non-Payment or Erroneous Payment/of Amount Due: if . through mistake or oversight, anv rental, shut-in well 
41 payment, minimum royalty or royalty paymenty&r other payment necessary to maintain all or a portion of an Oil and Gas 
42 Lease or Interest is not paid or is erroneously/Mtid, and as a result a Lease or Interest terminates, there shall be no monetary 
43 liability against the party who failed to mate such payment. Unless the party who failed to make the required payment 
44 secures a new Letse or Interest covering tiSe same interest within ninety (90) days from the discovery of the failure to mate 
45 proper payment, which acquisition wDLbot be subject to Article VZUB., the interests of the parties reflected on Exhibit "A" 
46 shall be revised en an acreage basb,.mective as of the date of termination of the Lease or Interest involved, and the parry 
47 who tailed to male proper payroeor will no longer be credited with aa interest in the Contract Area on account of ownership 
48 of the Lease or Interest which h - / terminated. If the party who failed to make the required payment shall not have been fully 
49 reimbursed, at th« time of the/Toss, from the proceeds of the sale of Oil and Gas attributable to tbe lost Lease or Interest, 
50 calculated on an acreage basjs, for the development and operating costs previously paid on account of such Lease or Interest, 
51 it shall be reimbursed fop^mrecovered actual costs previously paid by ir (but not for its share of the cost of any dry hole 
52 previously drilled or wejfi previously abandoned) from so much of tbe following as is necessary to effect reimbursement: 
53 (a) Proceeds oTOil and Gas produced prior to termination of the Lease or Interest, less operating expenses and lease 
54 burdens thargeabltyneteundcr to the person who failed to make payment, previously accrued to the credit of the lost Lease or 
35 Interest, on an acnage basis, up to the amount of unrecovered costs; 
56 (b) Propted'! of Oil and Gas, less operating expenses and lease burdens chargeable hereunder to the person who failed 
57 to make rav-nent, tip to the amount of uruecovered costs attributable to that portion of Oil and Gas thereafter produced and 
58 marketed Jfexdudin;5 production from any wells thereafter drilled) which, in the absence of such Lease'or Interest terrninarion, 
59 would be attributalile to the lost Lease or Interest on an acreage basis and which as a result of such Lease or Interest 
60 tertwjtation is credited to other parries, the proceeds of said portion of the Oil and Gas to be contributed by the other parties 
61 in proportion re thiur respective interests reflected on Exhibit "A"; and, 4s3 
62 / (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, l £ | owner 
63 Cf the L u i t ur Iut-Jiisc lust, fm UIL piiiilifci. uf uaiciupatiiig in uV Ceamact Area « bctemlng > f*'*y to this agsaaWynti • 
64 3. Other Losses All losses of Leases or Interests committed to this agreement, wrhar *bnn rbiao, tat forth iEvirlckir 
65 IVJ0.1. aud lVJiJ . abu nv shall be joint losses and shall be borne by all parries in prar»rtion to their interests m v n on 
66 Exhibit "A." This (hall include but not be limited to the loss of any Lease or Interest through failure to develop Q&pecause 
67 express or implied overran ts have not been performed (other than performance which requires only the payment fsgBoncy), 
68 and the loss of any Lease by expiration at the end of its primary terra If it is not renewed or extended. T h ^ e ^ U j be no 
69 readjustment of interests in the remaining portion of the Contract Area on account of any Joint toss. w / T T T t N l k 
70 -4. fJuriacJFMef-In the event of a failure of Title under A-ticlo i y a , l , ora Iocs ai tirf-Hsnaar Afl i t l j i ' fygKfcway-r*"/ 
71 Lease or Interest acquired by any party hereto (other than the party whose i r i - i—* Tim c " " ' 1 ' Ii l) 1 ') 1! li jpPfr'frT—rr 
72 (90) day period provided by Article 1V.B.I. and ArtHr ™ v i r ilriVr cmrrnnc'ill or - portion of the i n t e r ^ f f f l ^ ^ ^ l e d 
73 or was lostsjutM^pffewd iu toil to the party wnose interest has failed or was lost, and the p t m i ^ S ^ r ^ ^ ^ ^ ^ ' 
74 ^OFSSnjp l r to .ucb acq.us.aon. C L i - N i . ! - , 
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1 ARTICLE V. 
2 OPERATOR 
3 A. Desicnr rion snd Responsibilities of Operator; 
4 P e n w e l l E n e r g y , I n c . shall be the Operator of the Contract Area, and shall conducr 
5 and direct and have fall control of all operations on the Contract Area as permitted and required by, and within the limits of 
6 this agreement. In its performance of services hereunder for the Non-Operators, Operator shall be an independent contractor 
7 not subject is the control or direction of the Non-Operators except as co the type of operation to be undertaken in accordance 
8 with the election procedures contained in this agreement. Operator shall not be deemed, or hold itself out as, the agent of the 
9 Non-Operators with authority to bind them to any obligation ot liability assumed or Incurred by Operator as to any third 

10 . party. Operator shall -conduct its activities under this agreement as a reasonable prudent operator, in a good and workmanlike 
11 manner, with due diligence and dispatch, in accordance with good oilfield practice, and in compliance with applicable law and 
12 regulation, but in no event shall it have any liability as Operator tu the other patties for lasses sustained or litbilicies incurred 
13 except such is may result from gross negligence or willful misconduct.' 
14 B. Rcsignarlon or Removal of Operator and Selection of Successor; 
13 1. Resignation or Removal of Operator Operator may resign at any time by giving written notice thereof to Non-Operators. 
16 If Operator terminates its legal existence, no longer owns an interest hereunder in the Contrart Area, or is no longer capable of 
17 serving as Operator, Operator shall be deemed ra have resigned without any action by NooOpcrators, except tbe selection of a 
18 successor. Operator may be removed only for good cause by the affirmative vote of Non-Operators owning a majority interest 
19 based on ownership as shown on Exhibit "A" remaining aftet excluding tbe voting interest of Operator, such voce shall not be 
20 deemed effective until a written notice has been delivered to the Operator by a Non-Operator detailing the alleged default and 
21 Operator has failed to cure the default within thirty (30) days from its receipt of the notice or, if the default concerns an 
22 operation then being conducted, within forty-eight (48) hours of its receipt of the notice. For purposes hereof, "good cause" thall 
23 mean not only gross negligence or willful misconduct bur also the material breach of or inability to meet the standards of 
24 operation contained In Article V-A or material failure or inability to perform its obligations under this agreement 

. 23 Subject to Artlde VILD.l., such resignation or removal shall not become effective until 7:00 o'clock A M . on the first 
26 day of the calendar month following the expiration of ninety (90) days after tbe giving of notice of resignation by Operator 
27 or action by tlie Non-Operators to remove Operator, unless a successor Operator has been selected and assumes tbe duties of 
28 Operator at an earlier date. Operator, after effective date of resignation or removal, ahall be bound by the terms hereof as a 
29 Non-Operator. A change of a corporate name ot structure of Operator or transfer of Operator's interest to any single 
30 subsidiary, panrnr or successor corporation ihall nor be the basis for removal of Operator. 
31 2. Selection of Successor Operator: Upon rhe resignation or removal of Operator under any provision of this agreement, a 
32 successor Operator shall be selected by the parties. The successor Operator shall be selected from the patties owning an 
33 interest in the Contract Area at the time such successor Operator is selected. The successor Operator shall be selected by the 
34 affirmative vote of two (2) or more parties owning, a majority interest based on ownership as shown on Exhibit "A"; 
33 provided, however, i f an Operator which has been removed or is deemed to have resigned fails to vote or votes only to 
36 succeed itself, tbe successor Operator shall be selected by the affirmative vote of the party or parties owning a majority 
37 interest based on ownership as shown on Exhibit "A" remaining after excluding tbe voting interest of the Operator that was 
38 removed or resigned. .The former Operator shall promptly deliver to tbe successor Operator all records and data relating to' 
39 the operations conducted by the former Operator to the extent such records and data are not already in the possession of the 
40 successor operator. Any cost of obtaining ot copying the former Operator's records and data shall be charged to the joint 
41 account. 
42 3. Effect of Bankruptcy: If Operator becomes insolvent, bankrupt or is placed in receivership, it shall be deemed to have 
43 resigned without any action by Non-Operators, except the selection of a successor. If a petition tot relief under the federal 
44 bankruptcy laws is filed by or against Operator, and the removal of Operator is prevented by the federal bankruptcy court, all 
45 Non-Operators and Operator shall comprise an interim operating committee to serve until Operator has elected to reject or 
46 assume this agreement pursuant to the Bankruptcy Code, and an election to reject this agreement by Operatot as a debtor in 
47 possession, or by a trustee in bankruptcy, shall he deemed a resignation as Operator without any action by Non-Operators, 
48 except the selection of a successor. During the period of time the operating committee controls operations, all actions shall 
49 require the approval of two (2) or more parties owning a majority Interest based on ownership as shown on Exhibit " A " In 
50 tbe event there ixe only two (2) parties to this agreement, during the period of time the operating committee controls . 
51 operations, a thud party acceptable to Operator, Non-Operator and the federal bankruptcy court shall be selected as a 
52 member of rhe operating committee, and all actions shall require the approval of two (2) members of rhe operaring 
53 comrnittec without: regard for their interest in the Contract Area based on Exhibit " A " 
"54 C. Employees and Contractors: 
55 The number of employees or contractors used by Operator in conducting operations hereunder, their selection, and the 
56 • hours of labor and the oampensatibn fot services performed shall be determined by Operator, and all such employees or 
57 contractors shall be: the employees or contractors of Operator. 
58 D. Rights and Dudes of Operator: 
59 1. Competitive Rates and Use of Affiliates: All wells drilled oo the Contract Area shall be drilled on • competitive 
60 contract basis at the usual rates prevailing in the area. If it so desires. Operator may employ its own tools and equipment in 
61 the drilling of wells, but its charges therefor shall not exceed the prevailing rates in the area and the rate of I 
62 shall be agreed upon by the parties in writing before drilling operations are commenced, and such work shall be j 
63 Operator under the same terms and conditions at are customary and usual in the area in contracts of independent < 
64 who arc doing work of a similar nature. All work performed or materials supplied by affiliates or related parties < 
65 shall be performed or supplied at competitive rates, pursuant to written agreement, and io accordance with -
66 standards prevailing in the industry. 
67 2. Discharge of Ifaint Account Obligations: Except as herein otherwise specifically provided. Operator shall j 
68 and discharge expenses incurred in the development and Operation of the Contract Ares pursuant to (his ag 
69 charge each of the parties hereto with their respective proportionate shares upon the expense basis proy$ 
70 Operator shall keep an accurate record of the joint account hereunder, showing expenses incurred andfi 
71 made and received. 
72 3. Protection from Liens: Operator shall pay, or cause to be paid, as and when they become due and | 
73 of contractors and suppliers and wages and salaries for services rendered or performed, and for materia S'tiffiH^^^ij'S 
74 respect of the Concriict Area or any operations for the Joint account thereof, and shall keep tbe Cc aK8tF*jSreT"° 

* exclusive, of Saturdays, Sundays and legal tolidays 
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1 liens end encumbrances resulting tlicrcfrom except foe chose resulting from s bona fide dispute as eo services rendered or 

2 marcrial* supplied. ' 
3 4. Custody of Funds: Operator shall hold for the account of the Not»-Opetators any funds of the Non-Operators advanced 
4 or paid to the Operator, either for the conduct of operations hereunder or as 1 result of the sale of production from tbe 
3 Contract Area, and such funds shall remain the funds of the Non-Operators on whose account they are advanced or paid until 
6 used for their intended purpose or otherwise delivered to the Non-Operators or applied toward the payment of debts as 
7 provided in Article VDJ3. Nothing in this paragraph shall be enwtcued to establish a fiduciary tolationship between Operator 
8 and Non-Operators for any purpose other than to account for Noo-Operacot funds as herein specifically provided. Nothing in 
9 this paragraph shall require the maintenance by Operator of separate accounts for .the funds of Not>Operators unless the 

10 parties otherwise specifically agree. 
11 J. Access to Contract Area and Records: Operator shall, except as otherwise provided herein, permit each Non-Operator 
12 or its duly authorized representative, at the Non-Operator's sole risk and cost, full and free access ar all reasonable tunes to 
13 all operations of every kind and character being conducted tor the Joint account on the Contract Area and to the records of 
14 operations conducted thereon or production therefrom. Including Operator's books and records relating' thereto. Such access 
13 rights shall not be exercised ia a manner Interfering with Operator's conduct of an opcrarion hereunder, and shall not obligate 
16 Operator to furnish any geologic or geophysical data of an interpretive nature unless the cost of preparation of such 
17 interpretive data was charged to the Joint account. Operator will furnish to'each Non-Operator upon request copies of any 
18 and all reports and information obtained by Operator in connection with production and related Items, Including, without 
19 limitation, meter and chart reports, production purchaser statements, tun tickets and monthly gauge reports, but excluding 
20 purchase contracts and pricing information to the extent not applicable to the production of the Non-Operator seeking the 
21 information. .Any audit of Operator's records relating to amounts expended and the appropriateness of such expenditures 
22 shall be condtcted io accordance with the audit protocol specified in Exhibit "C." 
23 6. Filing and Furnishing Governmental Reports: Operator will file, and upon written request promptly furnish copies to 
24 each requestirig Non-Operator not In default of its payment obligations, all operational notices, reports or applications 
23 required to be filed by local. State, Federal or Indian agencies or authorities having Jurisdiction over operations hereunder. 
26 Each Non-Operator shall provide to Operator on a timely basis all Information necessary to Operator to make such firings, 
27 7. Drilling and Testing Operations: The following provisions shsll apply to each well drilled hereunder, including but not 
28 limited to the Initial' Well: 
29 (a) Operator will promptly advise Non-Operators of the date on which the well is spudded, or the date on which 
30 drilling operations are commenced. 
31 (b) Operator will send to Non-Operators such reports, test results and notices regarding the progress of operations on the well 
32 as the Noo~Opetarots shall reasonably request, Inrinding; but not limited to, daily drilling reports, complcriori reports, and well logs. 
33 (c) Opeator shall adequately test all Zones encountered which may reasonably be expected to be capable of producing 
34 Oil and Gas In Ipayiog quantities as a result of examination of the electric log or any other logs or cores or tests conducted 
33 hereunder. 
36 8. Cost Estimates. Upon request of any Consenting Barry, Operator shall furnish estimates of current and cumulative costs 
37 incurred for the Joint account at reasonable intervals during the conduct of any operation pursuant to this agreement. 
38 Operator shall not be held liable for erma In such estimates so long as the estimates are made in good faith. 
39 9. Insurance: At all times while operations are conducted hereunder. Operator shall comply with the workers 
40 compensation law of the state where the operations are being conducted; provided, however, that Operator may be a self-
41 insurer for liability under said compensation laws in which event the oniy charge that shall be made to the Joint account shall 
42 be as provided iu Exhibit "C" Operator shall also cany ot provide Insurance for the benefit of the Joint account of the parties 
43 as outlined in Exhibit TJ" attached hereto and made a part hereof. Operator shall require all contractors engaged In work on 
44 or for the Contract Area to comply with the workers compensation law of the state where the operations are being conducted 
43 and to maintain such other Insurance as Operator may require. 
46 In the event automobile liability Insurance is specified In said Exhibit T5," or subsequently receives the approval of the 
47 parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive 
48 equipment. 
49 ' ARTICLE VL 
50 DRILLING A N D DEVELOPMENT 
51 A. Initial Weil: 

52 On or before the _ day of = , 19 , Operator shall commence the drilling pf the Initial 
33 Well at the followicig location: 
54 
55 
56 TO BE DETERMINED. 
57 
58 
59 ' • ' ' '• 
60 and ih i i l thereafter continue the drilling of the well with due diligence ro 
61 • • • 
62 
63 
64 
65 
66 

67 The drilling of the Initial Well and the participation therein by aD tjarties is cMigatoty, subject to Article VLCL as to j 
68 in Completion operations and Article VIP, as m irmiinarinri rt np>r.-inn- %nA AyA-1-. VT rr, TKrfnyn^. t 
69 B. Subsequent Operariaus: 
70 L Proposed Operations: If any party hereto should desire to drill any wall tin the riniyiarr'Arra mt>r i 
71 If any party should dattra to Xswotk, Sldatrack, Da-pen, Rmmplat* or Plug-Back'a~ thy holt or a wall i 
72 producing in paying qaanutics in which tacfa party has-not otherwisewllhcflatiica' ia interest fa tho proposed oblfc 
73 this agreement, the party desiring to drill. Rework, Sidetrack, Deepen, Recomplete or Plug Back such a 1 
74 notice of the proposed operation to the parties who have not otherwise relinquished their Interest 
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1 under mil agreement and tn all other parties in the case Qf a proposal for Sidetracking or Deepening, specifying rhe work to be 
2 reformed, the location, proposed depth, Objective Zone and the estimated cost of the operation. The parties to whom snob a 
3 notice is delivered shall have thirty (30) days after receipt of tbe notice within which to notify the patty proposing to do the work 
4 whether they elect to participate in the cost of the proposed operation. If a drilling rig is On location, notice of a proposal to 
3 Rework, Sidetrack, Recomplete, Plug Back or Deepen may be given by telephone and the response period shall be limited ro forty-
6 eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party to whom such notice is delivered to reply 
7 within the period above Gxed shall constitute an election by that party not to Participate in the cost of the proposed operation. 
8 Any proposal by a party to conduct an operation conflicting with she operation initially proposed shall be delivered ro all parties 
9 within the time and in the manner provided in Article VLB.6. 

10 If all parties to whom such notice is delivered elect to participate in such s proposed operation, the parties shall be 
11 'contractually committed to participate therein provided such operations are commenced within the time period hereafter set 
12 forth, and Operator shall, no later than ninety (90) days after expiration of the notice period of thirty (30) days (or as 
13 promptly as practicable after the expiration of the forty-eight (48) hour period when a drilling rig is on location, as the case 
14 may be), actually commence the proposed operation and thereafter complete it with due diligence ac the risk and expense of 
15 the parties participating therein; provided, however, said commencement date may be extended upon written notice of same 
16 by Operator to tbe other parties, for a period of op to thirty (30) additional days if, In the sole opinion of Operator, such 
17 additional time is reasonably necessary to obtain permits from governmental authorities, surface rights (including rights-of-
18 way) or appropriate drilling equipment, or to complete title examination or curative matter required for title approval or 
19 acceptance. If the actual operation has not been commenced within tbe time provided (including any extension thereof as 
20 specifically permitted herein or in the force majeure provisions q! Article XI) and if any party hereto still desires to conduct 
21 said operation, written notice proposing same must be resubmitted to the other patties in accordance herewith as if no prior 
22 proposal had been made. Those parties that did not participate io the drilling of • well for which a proposal to Deepen or 
23 Sidetrack is made hereunder shall, if such parties desire to participate ln the proposed Deepening or Sidetradcihg operation, 
24 reimburse tlie Drilling Parties in accordance with Article VLB.4. in the event of a Deepening operation and in accordance 
23 with Article VLB.5. in the event of a Sidetracking operation. 
26 2. Operations bv Less Than AO Parries: 
27 (a) Determination of Participation. If any parry to whom such notice is delivered as provided in Article VLB.l. or 
28 VLC1. (Opcbn No; 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this 
29 Article, the party or parties giving the notice and such other parties as shall elect to participate In the operation shall, no 
30 later than ninety (90) days after the expiration of the notice period of thirty (30) days (or as promptly as practicable after the 
31 expiration of the forty-eight (48) hour period when a drilling rig is on location, as the case may be) actually commence the 
32 proposed operation and complete it with due diligence. Operator shall perform all work for th* account of the Consenting 
33 Parties; provided, however, if no drilling rig or other equipment is on location, and If Operator ls a Non-Consenting Party, 
34 the Consenring Parries shall either: (i) request Operator to perform the work required by such proposed operation for the 
35 account of the Consenring Parties, or (ii) designate one of the Consenring Parties as Operator to perform such work. Tbe 
36 rights and duties granted to and Imposed upon the Operator under this agreement are granted to and imposed upon the party 
37 designated as Operator for an operation in which the original Operator is a Non-Consenting Party. Consenting Parries, when 
38 conducting operations on the Contract Area pursuanr to this Article V L B i , shall comply with all terms and conditions of this 
39 agreement. • 
40 If less than all parties approve any proposed operation, the proposing party, Immediately after the expiration of the 
41 applicable mrke period, shall advise all Patties of the total interest of the parties improving such operation and Irs 
42 recommendation as to whether the Consenting Parties should proceed with the operation as proposed. Each Con wiring Party, 
43 within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after delivery of such notice, shall advise the 
44 proposing party of Its desire to (i) limit participation to such, partyt Interest as shown on Exhibit "A" or (ii) carry only its 
45 proportionate purr (determined by dividing such parry's interest in the Contract Area by the interests of all Consenting Parties in 
46 the Contract Anra) of Non-Consenting Parties' interests, or (iii) cany its proportionate part (determined as provided in (ii)) of 
47 Non-Cons en ring Parties' interests together with all or o portloo of its proportionate part of any Non-Consenting Parties' 
48 interests that any Consenting Party did not elect ro take. Any interest of Nori-Conscnting Parties that is not carried by a 
49 Consenting Party shall be deemed to be carried by the party proposing the operation If such parry does not withdraw its 
30 proposal Failure to advise the proposing party within the rime required shall be deemed an election under (0 . In the event a 
51 drilling rig is on location, notice may be given by telephone, and the time permitted for such a response shall not exceed a 
32 total of forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays). The proposing' party, at its election, may 
53 withdraw such proposal if there is less than 100% participation and shall notify all parties of such decision within ten (10) 
54 days, or within twenty-four (24) hours if a drilling rig is on location, following expiration of the applicable response period. 
55 If 100% subscripiion to the proposed operation is obtained, the proposing party shall promptly notify the Consenting Parties 
56 of their proportionate interests in the operation and the party serving as Operator shall commence such operation within the 
37 period provided in Article VLB.l., subject to the same extension right as provided therein. 
58 (b) Relinquishment of Interest for Non-Participation. The entire cost and risk of conducting such operations ahall be 
39 borne by the Consenting Parries in the proportions they have elected to beat same under the terms of the preceding 
60 paragraph. Consenting Parries shall keep the leasehold estates involved in such operations free and dear of all liens and 
61 encumbrances of every kind created by or arising from the operations of the Consenring Parties. If such an operariejpresults 
62 in a dry hole, then subject to Articles VLB.6. and VLE3., the Consenting Parties shall plug and abandon the well i 
63 the surface location at their sole cost, risk and expense; provided, however, tbat those Non-Consenting Pal 
64 participated in the drilling, Deepening or Sidetracking of the well shall remain liable for, and shall pay, their j 
65 shares of the cost of plugging and abandoning the well and restoring the surface location Insofar only as those costs 
66 increased by the subsequent operations of the Consenting Parties. If any well drilled, Reworked, Sidetracked, ', 
67 Recompleted or Plugged Back under the provisions of this Article resales in a well capable of producing Oil i 
68 paying quantities, the Consenting Parries shall Complete and equip the well to produce at their sole cost̂ j 
69 well shall then be turned over to Operator (if the Operator did not conduct the operation) and shall be < 
70 expense and for tbe account of the Consenting Parties. Upon cornrnencement of operations for rhe i 
71 SHcrredring, Recompleting, Deepening or Plugging Back of any such. well by Consenting Patties In i 
72 provisions of thla A|tlel». aach Non-Corutntlng Party shall be dstmed to have relirtqulshad to Conmnd 
73 Consenting Parties shall own and be entitled to receive, in proportion to theit respective interejter,,'«1I *fcf'•saaf 'NC®^ 
74 Consenting Party's interest In the well and share of production therefrom or, In the case of a . 

* • telegram, teltac, telecopier, or other form of facsimile 
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1 l>»periirjc, Rrxomplering or Plugging Bade, or « Compkrion pursuant to Arocle VLCl. Option Ko, 2, all of such Non-
2 Consendajj Party* Interest la the production obtained from the oc«arion In which the l^n^nseri t i i ig Party did not elect 
3 to trartMp ite. Such relioqjilsliinent ahall be effective trad! the prceeeda' of the axle o i auch share, calculated at the well, or 

' 4 market value thereof if auch ahare Is not sold (after deducting applicable ad Valorem, prodnrtint), severance, and excise taxes, 
5 royalty, cwrriding royalty and other Interests not excepted by Article BXC payable oat of ot caetsured by the ptodoction 
6 from such well accruing with respect to such Interest until ir tcverts), shall equal the total of the following: 
7 (0 1 0 0 % of each such Non-Consenting Party's share of the cost of any .newly acquired surface equipment 
8 beyond the wellhead collections (including but not limited to stock tanks, separators, treated, pumping equipment and 
9 piping), pint 10096 of each auch Non-Consenting Party's share of the cost of operation of the well comrnencing with first 

10 production and conrlnulag until each such Non-Consenting Parry's relinquished Interest shall revert to It under other 
11 provisions of this Article, It being agreed that each Non-Consenting Party's share of such costs and equipment will be that 
12 interest which would have been chargeable to such Non-Consenting Party had it participated In the well from the beginning. 
13 of the.opcralions: and 
I t (IT) • % of (a) that portion of the costs and expenses of drilling. Reworking, Sidetracking, Deepening, 
13 Plugging Back, testing. Completing, and Incompleting, aster deducting any cash cooulbntlocu received under Article VHLC, 
16 and of (b) dtat portion of the cost of newly acquired equipment In the well (to and including the wellhead connections), 
17 which would have been chargeable to auch Non-Consenting Party If It bad participated therein. 
18 Notwithstanding anything to the contrary In this Article VLB, If the well does not reach the deepest objective Zone 
19 described In ihe notice proposing the well for reasons other thai) the encountering ef granite or practically Impenetrable 
20 substance or cither condition in the bole tendering further operations impracticable, Operator shall give notice thereof ra each 
21 Noa-Coruendtig Party who submitted ot voted for an alternative proposal under Article VLB.6. to drill the well to s 
22 shallower Zorie than the deepest objective Zone proposed In the notice under which the well was drilled, and each such Non-
23 Consenring Pi try shall have the option to participate In the Initial proposed Completion of the well by paying Irs ahare of tbe 
24 cost of drilling the well to its actual depth, calculated la tbe manner provided In Article VUL4. (a). I f any such Non-
23 Consenting Patty doe* not elect to participate is the first Completion proposed for such well, the telinquishment provisions 
26 of this Article VLB.2. (b) shall apply to such party's interest. 
27 (c) Reworking. Recompledng or Plugging Back. An election not to participate in the drilling. Sidetracking or 
2B Deeperting of n well shall be deemed an election not to participate in any Reworking or Plugging Back operation proposed in 
29 such a well, or portion thereof, to which the Initial non-consent election applied that is conducted st any rime prior to full 
30 recovery by the Contenting Parties of the Non-Consenting Party's recoupment amount. Similarly, an election not to 
31 participate in the Completing or Recompleting of a well shall be deemed an election not to participate In any Reworking 
32 operation proposed In such a well, or portion thereof, to which tbe initial stem-consent election .applied that ts conducted at 
33 any time prior to full recovery by the Consenting Parries of the Non-Contenting Party's recoupment amount. Any such 
34 Reworking, Reoampleclng or plugging Sack operation conducted during tbe recoupment period shall be deemed part of the 
33 cost of operation of said well and there shall be added to the sums co be recouped by the Consenting Parties _ i 222. 96 of 
36 that portion of the costs of the Reworking, Recompleting er Plugging Back operation which would have been chargeable to 
37 such Non-Conse;3tmg Parry bad it participated therein. If such a Reworking^ Recompleting or Plugging' Back operation is 
38 proposed during such recoupment period, the provisions of this Article VLB. shall be applicable as between said Consenting 
39 Parries In said wtiU. 
40 (d) Recoupment Matters. During the period of time Consenring Parties are entitled to receive Non-Conscnring Party's 
41 abate of production, or the proceeds therefrom. Consenting Parties shall be responsible for the payment of all ad valorem, 
42 production, sevenmce, excise, gathering and other taxes, and all royalty, ovetxidmg royalty and other burdens applicable to 
43 Noa-Consendng Party's share of production not excepted by Article ULC 
44 In the case of any Reworking, Sick tracking. Plugging Back, Recompleting or Deepening operation, the Consenting 
43 Parties (ball be ptrrnltted to use, free of cost, all casing, tubing and other equipment lo the well, but the ownership of all 
46 such equipment shall remain unchanged; and upon abandonment of a well after such Reworking, Sidetracking, Plugging Back, 
47 Recompleting or IJcepeoirig, tbe Consenting Parries shall account for all such equipment to the owners thereof, with each 
48 party receiving its proportionate part in kind or in value, less cost of salvage. 
49 Within ninety (90) days after the completion of any operation under this Article, the party ronducring the operations 
50 for the Consenting Parries ahall rornisb each Non-Consenting Patty with an Inventory of the equipment In and connected to 
31 the well, and an iiemked statement of the cost of drilling, Sidetracking, Deepening, Plugging Back, testing, Cccqplccing, 
32 Recompleting, and equipping the well for production; or, at Its option, the operating party, in lieu of an Iternkted statement 
53 of such coses of operation, may submit a detailed statement of monthly billings, Each month thereafter, during the time the 
54 Consenting Parties tre being reimbursed as provided above, the party conducting the operations "for the Consenring Parties 
35 shal] furnish the Ntm-Ccmsentlng Parties with an Itemlxed statement of all costs and liabilities Incurred In the operation of 
36 the well, together wi th a statement of the quantity of Oil and Gu produced from It and the amount of proceeds realized from 
37 the asle of tbe well'i working Interest production during the preceding month..In decermioing the quantity of Oil and Gas 
58 produced during any month. Consenting Parties shali use Industry accepted methods such as but not limited tp metering or 
59 periodic well test*. Any amount tealixed from the sale or other disposition of equipment newly acquired In connection with 
60 any such operation which would have been owned by a Non-Consenting Party had It participated therein shall be credited 
61 against the total unreturned costs of the work done and of the equipment purchased in determining when the 
62 Non-Conscnring Party shall revert , to It as. above provided; and if there is a credit balance, It shall be paid to 

. 63 Consenting Party. 
64 I f and when tbe Consenting Parties recover from a Ncja-Couseutlng Party's relinquished Interest the 
65 for above, the relinquished interests of .such Non-Consenting Party shall automatically revert'to It as of 7:00 a m 
66 following the day on which such recoupment occurs, and, from arid after such reversion, such. Nc^-Consenting 
67 own the same interest; In such well, the material and equipment in or pertaining thereto, and the r̂ roductiba 
68 such Non-Consenting Party would have been entitled to had It participated In the drilling, -Siriei 
69 Deepening, Recompleting or Plugging Back of laid well. Thereafter, such Non-Consenting Party shall 
70 shall pay its proportionate part of the further costs of the operation of said weU ia accordance wi 
71 agreement an4 Rich Mr " C attached hereto. 
72 3. Stand-By Costs: Whena well which has been drilled or Deepened hu reached its authorized depthjj 

74 terminated pursuant to Article VLF, stand-by costs tacuxred pending response to a party's notice pi ^alg&SuSffas2»^a^ 
been completed and die results thereof furnished to the parties, or when operations on the well 
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1 Sidetracking, Deepening, Recompleting, Plugging Back ol Completing operation in such a -well (induding the period required 
2 under Article VLB.6. to resolve competing proposals) shall be charged and borne as part of the drilling or Deepening 
3 operation just completed. Stand-by costs subsequent to all parries responding, or expiration of the response time permitted, 
4 whichever first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms 
3 of the second grammatical paragraph of Article VLBZ (a), shall be charged to and borne as part of the proposed operation, 
6 bur if the proposal is subsequently withdrawn because of insufficient parcidpation, such stand-by costs shall be allocated 
7 between tb: Consenting Parries in the proportion each Consenting Party's interest as shown on Exhibit "A" bears to the tou] 
8 interest as iihowo on Exhibit "A" of all Consenting Parties. 
9 In the event that notice for a Sidetracking operation is given while the drilling rig to be utilized is oa location, any party 

10 may request: and receive up to five (5) additional days after expiration of the forty-eight hour response period specified in 
11 Ankle VLB.l. within which to respond by paying for all stand-by costs and other costs incurred during such extended 
12 response period; Operator may require such party to pay the estimated stand-by time in advance as a condition to extending 
13 the response period I f more than one party elects to take such additional time to respond to the notice, standby costs shall be 
14 allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing party's 
13 interest as shown on Exhibit "A" bears to the total Interest as shown on Exhibit "A" of all the electing panics. 
16 4. Deepening: If less than all the parties elect to participate in a drilling. Sidetracking, or Deepening operation proposed 
17 pursuant to Article VLB.l., the interest relinquished by the Non-Conscnring Parties to tbe Consenring Parties under Article 
18 VLB.2. shall relate only and be limited to the lesser of (0 the total depth actually drilled pr (ii) the objective depth ot Zone 
19 of which the parries were given notice under Article VLB.l. ("Iru'rial Objective''). Such well shall not be Deepened beyond the 
20 Inirial Objective without first complying with this Article to afford the Non-Conseoting Parties the opportunity to. participate 
21 in tbe Deepening operation, 
22 In the ev.mt any Consenting Party desires to drill or Deepen a Non-Consent Well to a depth below the Initial Objective, 
23 such parry siali give notice thereof, complying with the requirements of Article VLB.1, to all parries (including Non-
24 Consenting Farcies). Thereupon, Articles VLB.L and 2. shall apply tnd all parties receiving such notice shall have the right to 
23 participate or not participate in the Deepening of such well pursuant to said Articles VLB.1. and 2. If a Deepening operation 
26 is approved pursuant to such provisions, and if any Non-Consenting Party elects to participate io the Deepening operation, 
27 such Non-Cotisenring party shall pay or make reimbursement (as tbe case may be) of the following costs and expenses: 
28 (a) If die proposal to Deepen is made prior to the Completion of such well as a well capable bf producing in paying 
29 quantities, such Non-Conscnring Party shall pay (or reimburse Contenting Parties for, as the case may be) tbat share of costs 
30 and expenses incurred In connection with tbe drilling of said well from the surface to the Initial Objective which Non-
31 Consenting Pitrty would have paid had such Non-Consenting Party agreed to participate therein, pins the Non-Consenting 
32 Party's share ef the cost of Deepening and of participating in any further operations on the well in accordance with tbe other 
33 provisions of ihis Agreement; provided, however, all costs for tes ring and Completion or attempted Completion of the well 
34 incurred by Consenring Parties prior to the point of actual operations to Deepen beyond the Initial Objective shall be for the 
35 sole account of Consenting Parties. 
36 • (b) If the proposal is made for a Non-Consent Well that has been previously Completed as a well capable of producing 
37 in paying quantities, but is no longer capable of producing in paying quantities, such Noo-Consenting Parry shall pay (or 
38 reimburse Contenting Parries for, as the case may be) its proportionate share pf all costs of drilling, Completing, and 
39 equipping said well from the surface to the Initial Objective, calculated in the manner provided in paragraph (a) above, less 
40 those costs recouped by the Consenting Parties from the sale of production from the welL The Non-Consenting Party shall 
41 also pay its proportionate share of all costs of re-entering said well The Non-Consenting Parries' proportionate part (based 
42 on the percentage of such well Non-Consenting Party would have owned had it previously participated in such Non-Consent 
43 Well) of rhe o>sts of salvable materials and equipment remaining in the hole and salvable surface equipment used'in 
44 connection with such well shall be determined in accordance with Exhibit " C If the Consenting Parries have recouped the 
43 cost of drilling. Completing, and equipping the well at the time such Deepening operation is conducted, then a Non-
46 Consenting Party may participate in the Deepening of the well with no payment for costs incurred prior to re-entering the 
47 well for Deepening. 
48 The foregoing shall not imply a right of any Consenting Parry ro propose any Deepening for a Non-Consent Well prior 
49 co the drilling of such well to its Initial Objective without the consent of the other Consenting Parties as provided io Article 
50 VLF. 
51 5. Sidetracking: Any party having the right to participate in a proposed Sidetracking operation that docs nor own an 
52 interest io the affected wellbore at rhe time of the notice shall, upon electing to participate, tender to the wellbore owners its 
53 proportionate share (equal to its interest in tbe Sicatracking operation) of the value of that portion of the existing wellbore 
54 to be utilized as follows: 
55 (a) I f the proposal is for Sidetracking an existing dry hole, reimbursement shall be on- the basis of the actual costs 
56 incurred in the initial drilling of the well down to the depth at which tbe Sidetracking operation is Initiated 
37 (b) Jf the proposal Is for Sidetracking a well which has previously produced, reimbursement shall be on tbe basis of 
58 such party's proportionate share of drilling and equipping coses Incurred in the initial drilling of the well down to the depth 
39 at which the Sidetracking operation is conducted, calculated in the manner described In Article VLB.4(b) above. Such party's 
60 proportionate share of the cost of rhe well's salvable materials and equipment down to the depth at which the Sidetracking 
61 operation is initiated shall be determined in accordance with the provisions of Exhibit "C" 
62 6. Order of Preference of Operations. Except as otherwise specifically provided in this agreement, if any party I 
63 propose the conduct of an operation that conflicts wjth a proposal that has been made by a parry under this J 
64 party shall have fif teen (15) days from delivery of the initial proposal, in the case of a proposal to drill a well t 
65 an operation on a well where no drilling rig is on location, or twenty-four (24) bouts, exclusive of Saturday, Sunda] 
66 holidays, from delivery of tbe initial proposal. If a drilling rig is on location for the well, on which such opei 
67 conducted, to dclivirr to all parties entitled co participate in tbe proposed operation such party's alternative j 
68 alternate proposal to contain the same Information required to be incMH in the Initial proposal. Each ] 
69 proposals shall elect by delivery of notice to Operator within fire (5) days after expiration of' the proposal 
70 twenty-four (24) hours (exclusive of Saturday, Sunday and legal holidays) if a drilling rig Is on location f o i 
71 subject of the procxjsals, to participate in one of tbe cprnpeting proposals. Any party not electing wit 
72 shall be deemed not to have voted The proposal receiving the vote of parties owning the largest agj 
73 interest of tbe parries voting shall have priority over all other competing proposals; in the casF5F^Ftte™raie/ffie^ 

or deeperdng ^aa*******-.-**** 
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1 initial proposal shall prevail Operator shall deliver notice of such result to all parries endtled to participate in the operation 
2 within five (5) days after expiration of the election period (or within tweory-four (24) hours, exclusive of Saturday, Sunday 
3 and legal holidays, if a drilling rig is on location). Each party shall then have two (2) days (or twenty-four (24) hours if a cig 
4 is on location) from receipt of such notice to elect by delivery of notice cb Operator to participate in such operation or co 
5 relinquish interest in the affected well pursuant to the provisions of Article VLB.2.; failure by a party to deliver notice within 
6 such period shall be deemed an election not co participate in the prevailing proposal 
7 7. Conformity ro Spacing Pattern. Notwithstanding the provisions of this Article VLB it is agreed that no wells shall be 
8 proposed to be drilled to or Completed in or produced from a Zone from which a well located elsewhere on tbe Contract 
9 Area is producing, unless such well conforms to the then-existing well spacing pattern for such Zone 

10 8. Paying Wells. No party shall conduct any Reworking, Deepening, Plugging Bade, Completion, Recompletion, or 
11 Sidetracking operation under this agreement with respect to any well then capable of producing in paying quantities except 

. 12 with the consent of all parties that have not relinquished interests in the well at the time of such operation. 
13 C. Completion of Wells; Reworking and Plugsring Back; 
14 I . Completion: Without the consent of all parties, no well shall be chilled. Deepened or Sidetracked, except any well 
15 drilled. Deepened or Sidetracked pursuant co die provisions of Article VLB.2. of this agreement Consent to the drilling, 
16 Deepening cr Sidetracking shall include: 
17 O Option No. 1: All necessary expenditures for the drilling. Deepening or Sidetracking, testing, Completing and 
18 equipping of the well, induding necessary tankage and/or surface facilities. 
19 E Option N q 2: All necessary expenditures for the drilling, Deepening or Sidetracking and testing of the well When 
20 such well has reached Its sutlrorixed depth, and all logs, cores and other tests have been completed, and the results 
21 thereof furnished to the parties. Operator shall give immediate, norice co the Non-Operators having the right to 
22 participate in a Completion attempt whether or not Operator recommends attempting to Complete the well, 
23 together with Operator's AFE for Completion costs if not previously provided The parties receiving such notice 
24 shall have forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect by delivery of 
25 notice to Operator co participate in a recommended Completion animal tr io en alio a Comf letioa<propojiil niihau 
26 ataoinf anyiag-ATEp Operator shall deliver any such Completion proposal, or aay Geiupluiuu piupuiiii u/ufliLiiug 
27 with• Opasatat'a.prop»>al| to the other parties entitled to participate in ayah Camfletion ia aworJaott wi i l i itw 
28 ptiw.Jaies • apeeified lin AILIUL VLBIGI Election to participate in a Completion attempt shall Include consent to all 
29 necessary expenditures for the Completing and equipping of such well, including necessary tankage and/or surface 
30 facilities but excluding any stimulation operation not contained on the Compledon AFE, Failure of any party 
31 receiving such notice to reply within tbe period above fixed shall constitute an election by that parry opt to 
32 participate in the cost of tbe Completion attempt; provided, that Article VLB.6. shall control in the case of 
33 confuting Completion proposals. I f One or more, but less than all of the parties, elect co attempt a Completion, the 
34 provisions of Article VLB.2. hereof (the phrase "Rewriting, Sidetracking, Orepening, Recompleting or Plugging 
35 Back" as contained In Article VLBZ shall be deemed ra Include "Completing") shall apply to tbe operations 
36 tbereaifter conducted by less than all parties; provided, however, that Article VLB2 shall apply separately to each 
37 separate Compledon or Recompletion attempt undertaken hereunder, and an election to become a Non-Consenting 
38 Parry is to one Completion or Recompletion attempt shall not prevent a party from becoming a Consenring Party 
39 in subsequent Completion or Recompletion attempts regardless whether the Consenting Parties as to earlier 
40 Completions or Recompletions have recouped their costs pursuant to Article VLBZ; provided further, that any 
41 recoupment of costs by a Consenting Party shall be made solely from the production attributable co the Zone In 
42 which the Completion attempt is made. Election by a prey ions Non-Consenting Party to participate in a subsequent 
43 Completion or Recompletion attempt shall require such party co pay its proportionate share of the cost of salvable 
44 materials and eqmpmeot installed in the well porsuant to the previous Completion or Recr^pletion attempt, 
43 Insofar tmd only insofar as such materials and equipment benefit the Zone in which such parry participates in a 
46 Completion attempt. 
47 2. Rework. Recomplete or Prog Bade No well shall be Reworked, Recompleted or Plugged Back except a well Reworked. 
48 Recompleted, or Plugged Back pursuant co the provisions of Article VLB.2. of this agreement. Consent to the Reworking, 
49 Recompleting or Plugging Back of a well shall include all necessary expenditures in oaoducring such operations and 
50 Complcring and equipping of said weU, Induding necessary tankage and/or surface facilities. 
31 D . Other Opcraticus: 

52 ^ , p ^ 3 u x ^ y " l S j ^ ^ ^ " : * i n s I e P™'" 3 reasonably estimated to require an expenditure in excess of 
53 T n l r t y .—: Dollars ( I 3 0 , 0 0 0 . 0 0 j except in correction with the 
54 drilling. Sidetrackic g, Reworking, Deepening, Completing, Recompletiug or Plugging Back of a well chat has been previously 
55 authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden 
36 emergency, whether of the same.or different nature, Operator may take such steps and Incur such expenses as in its opinion 
57 are required co deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the 
58 .emergency co the other parties. If Opera tot prepares an AFE tot its own use. Operator shall furnish any Non-Operator so 
59 requesting an inforniarion copy thereof for any single project costing in r * r n of Twenty f i v e TfioUSaria pcJte 
60 ( t , 0 0 0 . 0 0 — ). Any party who has not relinquished Its interest in a weU shall have the right co propose chat 
61 Operator perform repair work or undertake the installation of artificial life equipment or ancillary production facilitic^ 
62 salt water disposal wells or to conduct additions! work with respect co a well drilled hereunder or other similar j 
63 not including the inscaflatioo of gathering lines or other ttansportacioa' ot matketing facilities, the installation c 
64 be governed by separate agreement between rhe parties) reasonably estimated Co require an expenditure in i 
65 amount first set forth above In this Article VLD. (except in ajnoecrion with an operation required to be prop 
66 Articles VLB,L or Vj.CL Option N a 2, which shall be governed exclusively by those Articles). Operator shall i 
67 proposal td all parties entitled to participate therein. If within thirty (30) days thereof Operator secures tbe wri 
68 of any party or parties owning at least 6Q % of the interests of tbe parries entitled to participate j 
69 each party having the right to participate in such project shall be bound by the terms of such proposal i 
70 to pay its proportionate share of the costs of the proposed project as if it had consented co such project j 
71 of the proposal 
72 l i Abandonment of Wells: 
73 1. Abandonment of Dry Holes: Except for any well drilled or Deepened pursuant to Artide VLB^i 
74 been drilled or Deepened under rhe terms of this agreement and is proposed to be completed as a i 
* car such -well has been approved as an ejeceptioh to the eid^tirig spacing 

pattern for such zone by the appropriate regulatory agency. 
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1 plugged and abandoned without the consent of all parties. Should Operator, after diligent effort, he unable to contact any 
2 party, or should any party fail to reply within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after 
3 delivery of notice of the proposal to plug and abandon such well, such party shall be deemed to have consented to the 
4 proposed iwandontnent. All such wells shall be plugged and abandoned in accordance with applicable regulations and ar the 
5 cost, risk and expense of the parties who participated in the cost of drilling or Deepening such well. Any party who objects to 
6 plugging and abandoning such well by notice delivered ro Operator within forty-eight (48) hours (exclusive of Saturday, 
7 Sunday ami legal holidays) after delivery of notice of the proposed plugging shall rake over the well as of the end of such 
8 forty-eight (48) hour notice period and conduct further operations in search of Oil and/or Gas subject to the provisions of 
9 Article VLB.; failure of such party to provide proof reasonably satisfactory to Operator of its financial capability to conduct 

10 such operations or to take over the well within such period or thereafter to conduct operations on such well or plug and 
11 abandon such well shall entitle Operator to retain or take possession of the well and plug and abandon the well The parry 
12 taking over tbe well shall Indemnify Operator (If Operator is an abandoning parry) and the other abandoning parties against 
13 liability for any further operations conducted on such well except for the costs of plugging and abandoning the well and 
14 restoring the surface, for which the abandoning parties shall remain proportionately liable. 
15 2. Abandonment of Wells That Have Predated: Except for any well in which a Non-Consent operation has been 
16 conducted hereunder for which tbe Consenting Parties have not been fully reimbursed as herein provided, any well which has 
17 been completed as a producer ahall not be plugged and abandoned without the consent of all parties. If all parties consent to 
18 such abandonment, the well shall be plugged and abandoned in accordance with applicable regulations and at the cost, risk 
19 and expense of all the parties hereto. Failure of a party to reply within sixty (60) days of delivery of notice of proposed 
20 abandonment shall be deemed an election to consent to the proposal. If, within sixty (60) days aftet delivery of notice of the 
21 proposed abandonmcnr of any well, all parties do not agree to the abandonment of such well, those wishing to continue its 
22 operation from the Zone then open to production shall be obligated to take over the well as of the expiration of the 
23 applicable notice period and shall Indemnify Operator (if Operator is an abandoning party) and the other abandoning parties 
24 against liability for any further operations on the well conducted by such parties. Failure of such parry or parries to provide ' 
25 proof reasonably satisfactory ro Operator of their financial capability to conduct such operations or to take over the well 
26 within the required period ot thereafter to conduct operations on such well shall entitle Operator to retain or rake possession 
27 of such well nnd plug and abandon the well 
28 Parries talcing over a well as provided herein shall tender to each of the other parties its proportionate share of the value of 
29 tbe well's salvsblc material and equipment, determined in accordance with the provisions of Exhibit "CT less the estimated cost 
30 of salvaging and the estimated cost of plugging and abandoning and restoring the surface; provided, however, that in the event 
31 tbe estimated plugging and abandoning and surface restoration costs and rhe estimated cost of salvaging are higher than the 
32 value of the well's salvable material and equipment, each of the abandoning parties shall tender to the parries" continuing 
33 operations their proportionate shares o f the estimated excess cose Each abandoning party shall assign to the non-abandoning 
34 parries, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and material, all 
33 of its interest in tbe wellbore of the well and related equipment, together with its Interest In the Leasehold insofar and only 
36 insofar as such Leasehold covers tbe right to obtain production from that wellbore in the Zone then open to production- I f the 
37 interest of the abandoning party is or includes an Oil and Gas Interest, such patty shall execute and deliver to the non-
38 abandoning party or parties an oil and gas lease, limited to the wellbore and the Zone then open ro production, for a term of 
39 one (1) year aid so long thereafter as Oil and/or Gas is produced frora the Zone covered thereby, such lease to be on tbe form 
40 attached as Exlubit "B." The assignments or leases so limited shall encompass the Drilling Unit upon which the well Is located. 
41 The payments by, and the assignments or leases to, the assignees shall be in a ratio based upon tbe relationship ef their 
42 tespecrive percentage of participation in the Contract Area to the aggregate of the percentages of participation in the Contract 
43 Area of all assignees. There shall be no readjustment of Interests in the rerruu'ning portions of the Contract Area. 
44 Thereafter, abandoning parties shall have no further responsibility, liability, Of interest in the operation of ot production 
45 ' from the well In the Zone then open other than tbe royalties retained in any lease made under the terms of this Article. Upon 
46 request, Operator shall continue to operate the assigned well for the account of the non-abaisdoning parries at the rates and 
47 charges contemplated by this agreement, plus any additional cost and charges which may arise as the result of the separate 
48 ownership of the assigned well Upon proposed abandonment of the producing Zone assigned or leased, the assignor or lessor 
49 shall then have the option to repurchase its prior interest in the well (using the same valuation formula) and participate in 
50 further operations therein subject to the provisions hereof. 
31 3. Abandonment of Non-Consent Operations: The provisions, of Article VLB.1. or VLEZ above shall be applicable as 
52 between Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, 
53 however, no well shall be permanently plugged and abandoned unless and until all parties having the right to conduct further 
54 operations therein have been riotified of the proposed abandonment and afforded tbe opportunity to elect to take over the well 
55 in accordance with the provisions of this Article VLB.; and provided further, that Non-Consenting Parties who own an Interest 
56 In a portion of the well shall pay their proportionate shares of abandonmcnr and surface restoration costs for such well as 
57 provided in Arride VLBJL(b). 
38 F. Termination of Operations; 
59 Upon the con lmcncement of an operation for the drilling, F^worklng, Sidetracking, Plugging Back, Deepening, resting,. 
60 Completion or pfcggiug of a well, induding but not limited to the hiicisl Well, such operation shall not be terminated without 
61 consent of parries bearing E5 % Q f the costs of such operation; provided, however, that in the event granitcfSr other 
62 practically impenetrable substance or condition In the bole is encountered which renders further operations irmfracrical, 
63 Operator may disiontimsc operations and give notice of such coridirion in tbe manner provided in Article VLB.lfs|nd the 
64 provisions of Article VLB. or VLB. shall thereafter apply co such operation, as appropriate. SS^ 
65 G. Taking Production In Kind: § £ 
66 3Q Option No. 1: Gas Balancing Agreement Attached £ | a 
67 Each party shall take in kind pr separately dispose of Its proportionare share of all Oil and Gas produce4|||ra the 
68 Contract Area, exclusive of production which may be used In development and producing operations anddfxjjtmHuW and 
69 treating Oil and Gas for marketing purposes and production unavoidably tost Any extra expenditure iyji^c\ir^t^raldng 
70 in kind or separate dapasrtiuu by any party of its proportionate share of the tacducdon shall behortfe M | | i& | a4« . Any 
71 party taking its share of production in kind shiB be required to pay for only its proportionate s U a ^ ^ ^ ^ ^ ^ r t of 
72 Operator's surface facilities which it uses. 
73 Each tojty shall execute such division orders and contracts as may be necessary for cbe Sale W4?ts^t l i ie^ i i^ 
74 production from the Contract Area, and, excepj as provided in Article V1LB, shall be emit! 

I 
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1 directly from rhe purchaser thereof for its share of all production. 
2 If any parry fails to make the arrangements necessary to take in kind or separately dispose of its proportionate 
3 mate of the Oil produced from the Contract Area, Operator shall have the tight, subject co the revocation ar will by 
4 rhe party owning it, but not the obligation, to purchase such Oil oc sell it to others at any time and from time to 
5 time, for the account of the non-taking party. Any such purchase or sale by Operator may be terminated by 
6 Operator upon at lease ten (10) days written notice to the owner of said production and shall be subject always to 
7 the right of the owner of the production upon at least ten (10) days written notice to Operator to exercise at any 
8 time its right co cake in kind, or separately dispose of, its share of all Oil not previously delivered to a purchaser. 
9 Any purchase or sale by Operator of any other parry's share of Oil shall be .only for such reasonable periods of time 

10 as arc consistent with die minimum needs of the industry under the particular circumstances, but in no event fot a 
11 p:riod in excess of one (1) year.. . 
12 Any such sale by Operator shall be in a manner commercially reasonable under the circumscances but Operator 
13 stall have oo duty to share any existing market or to obtain a price equal to disc received under any existing 
14 market. The sale or delivery by Operator of a ruin-taking party's share of Oil under the terms of any existing 
15 contract of Operator shall not give the non-taking parry any interest in or make the non-taking party a party to said 
16 routraet. No purchase shall be made by Operator without first giving the non-taking parry ar least ten (10) days 
17 written notice of such intended purchase and the price CO be paid or rhe pricing basis co be used 
18 All parties shall give timely written notice co Operator of their Gas marketing arrangements for rhe following 
19 month, excluding price, and shall notify Operator immediately in the event of a change in such arrangements. 
20 Operator shall maintain records of all marketing arrangements, and of volumes actually sold or transported, which 
21 records shall be made available ro Non-Operators upon reasonable request. 
22 In the event one or more parties' separate dbposiriou of its share of tbe Gas causes split-stream deliveris to separate 
23 pipdines and/or deliveries which on a day-to-day basis for any reason are not exacdy equal to a pasty's respective praportion-
24 ate share of total Gas sals to be allocated to it, the balancing or recounting between the parties shall be in accordance with 
23 any Gas balanring agreement between the parties hereto, whether such an agreement is attached as Tfrhihir TT or is a 
26 separate agreement Operator shall give entice to all parties of the first sales of Gas from any well under this agreement 
27 • D Option No. 2: No Gas Balancing Agreement: 
28 Each party shal] take in kind or separately dispose of its proportionate share of all Oil and Gas pioduced from 
29 the Contract Area, exclusive of production which may be used in development and producing operations and In 
30 preparing and creating Oil and Gas for markering purposes and production unavoidably lost Any extra expenditure 
31 incruTed in the caking ln kind or separate disposition by airy parry of its proportionate share of the production shall 
32 be barne by such party. Any party taking its share of production in kind shall be-required to pay for only its 
33 proportionate share of such part of Operator's surface facilities which It uses. 
34 Etch party ahall execute such division orders and contracts as may be necessary for the sale of its interest in 
33 production from the Contract Area, and, except as provided fn Article VILB-, shall be entitled co receive payment 
36 directly from the purchaser thereof for its share of a|l production. 
37 If any parry fails to make the arrangements necessary to take in kind or separately dispose of its proporcionace 
38 share of the Oil and/or Gas produced from the Contract Area, Operator shall have rhe right, subject , to rhe 
39 revoca tion at will by the party owning it, but not the obligation, to purchase such Oil and/or Gas or sell it to others 
40 at any time and.from time to rime, for the account of the non-caking parry. Any such purchase or sale by Operator 
41 may b : terminated by Operator upon at least ten (10) days written notice to the owner of said production and shall 
42 be subject always to the right of the owner of the production upon at least ten ()0) days written notice to Operator 
43 to exercise its right to take in kind, ot separately dispose of, its share of all Oil and/or Gas not previously delivered 
44 to a purchaser, provided, however, that the effective date of any such revocation may be deferred at Operator's 
45 elecrioti for a period not co exceed ninety (90) days if Operator has committed such production to a purchase 
46 contract having a term extending beyond such ten (10) -day period Any purchase of sale by Operator of any other 
47 party's share of Oil and/or Gas shall be only for such reasonable periods of time as ate consistent with the 
48 minimum needs of the industry under the particular circumstances, but in no event for a period in excess of one (1) 
49 year. 
50 Any such sale by Operator shali be in a manner consmccrially reasonable under the circumstances, but Operator 
31 shall have no dury to share any existing market or transportation arrangement or to obtain a price or transportation 
52 fee equiJ to chat received under any existing market or transportation arrangement. The sale or delivery by 
33 Operator of a non-taking parry's share of production under the terms of any existing contract of Operator shall not 
54 give the non-taking party any interest in or make the noo-tslcing parry, a party to said contract No purchase of Oil 
55 .and Gas and no sale of Gas shal] be made by Operator without first giving the non-raking party ten days written 
56 notice of such intended purchase or sale and the price to be paid or the pricing basis to be used Operator shall give 
57 notice to all parties of the first sale of Gas from eny well under this Agreement. 
58 All parties shall give timely written notice to Operator of their Gas markering arrangements for the following 
59 month, etduding price, and shall notify Operator immediately in the event of a change in such arrangements. 
60 Operator shall rualotsin records of all rnarketing arrangements, and of volumes actually sold or transported, which 
61 records shall be made available co Non-Operators upon reasonable request. 
62 ARTICLE VO. 
63 EXPENDITURES AND LIABILITY OF PARTIES 
64 A. liability of Panics: 
65 The liability of the parties shall be several, not Joint or adlecrive. Each patty shall be responsible only foe 
66 and shall be liable only for ia proportionate share of the costs of developing and operating the Contract Area. 
67 liens granted among the Parties in Article VHB. arc given to secure only the debet of each severally, and no 
68 any liability to third parties hereunder to satisfy the default of any other party in the payment of any 
69 hereunder. It is not the Intcnrlpn of the parties to create, nor shall this agreement be construed as crearii 
70 partnership, joint venture, agency relationship er association, or to render the parries liable as 
71 principals. In their ndations with each other under this agreement, die parties sliall cor be considered 
72 established a conEdcJlrial relationship but rather shall be free co act on an arm's-length basis in accordant. 
73 respective self-interest, subject, however, to the obligation of the parties to act in good faith in their ck SMfS'il'inVeacn'lorfita^ 
74 w,th respect to activities hereunder. a ^ « « ^ < f i * » . i « * « 
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1 B. liens and Security Interests; 
2 Each parry grants to the other parties hereto a lien upon any interest it now owns or hereafter acquires in Gil and Gas 
3 Leases and Oil and Gas Intetests in the Contract Area, and a security interest and/or purchase money security interest in any 
4 interest it now owns or hereafter acquires in the personal property and fixtures on or used or obtained for use in connection 
5 therewith, to secure performance of all of its obligations under this, agreement including bur not limited ta payment of expense, 
6 interest and fees, the proper disbursement of all monies paid hereunder, the assignment pr relinquishment of interest in Oil 
7 and Gas Leases as required hereunder, and the proper performance of operations hereunder. Such lien and security interest 
8 granted by each party hereto shall include audi patty's leasehold interests, working interests, operating rights, and royalty and 
9 overriding royalty interests in the Contract Area now owned or bereafter acquired and in lands pooled Or nniriVrd therewith or 

10 otherwise becoming subject to this agreement, the Oil and Gas when extracted therefrom and equipment situated thereon or 
11 used or obtained for use in connection therewith (including, without limitation, all wells, tools, and tubular goods), and accounts 
12 (including, without limitation, accounts arising from gas imbalances or from the sale of Oil and/or Gas at the wellhead), 
13 contract rights, inventory and general intangibles relating thereto or arising therefrom, and all proceeds and products of the 
14 foregoing. 
13 To perfect the lien and security agreement provided herein, each party hereto shall execute and acknowledge the recording 
16 supplement and/or any financing statement prepared and submitted by any parry hereto in conjunction herewith or at any time 
17 following ececuriou hereof, and Operator is authorized to file this agreement or the recording supplement executed hcrewirh as 
18 a lien or mortgage in the applicable real estate records and as a financing statement with the proper officer under the Uniform 
19 Commercial Code in the state in which the Contract Area is situated and such other states as Operator shall deem appropriate 
20 to perfect the security Interest granted hereunder. Any party may file this agreement, the recording supplement executed 
21 herewith, or such other documents as it deems necessary as a lien or mortgage in the applicable real estate records and/or a 
22 financing sottement with the proper officer under the Uniform Cotnrnetcial Code. 
23 Each party represents and warrants to die other patties hereto that the lien and security interest granted by such party to 
24 the other parries shall be a first and prior lien, and each party hereby agrees to maintain the priority of said lien and security 
23 interest against all persons acquiring an interest in Oil and Gas Leases and Interest] covered by this agreement by, through or 
26 under such party. All parries acquiring an Interest in Oil and Gas Leases and Oil and Gas Interests covered by this agreement, 
27 whether by assignment, merger, mortgage, operation of law, or otherwise, shall be deemed to have taken subject 
28 m the lien and security Interest granted by this Article VHB. ss CO all obligations attributable to such interest hereunder 
29 whether or not such obligations arise before or after such Interest is acquired. 
30 To the extent that parties have a security Interest under tbe Uniform Commercial Code of the stare in which the 
31 Contract Area is situated, they shall be entitled to exercise the rights and remedies of a secured party under the Code. 
32 The bringing of a suit and the obtaining of judgment by a party for tbe secured indebtedness shall not be deemed an 
33 election of remedies or otherwise affect the lien rights or security inceresc as security for the payment thereof. In 
34 addition, upon default by any party in the payment of its share of expenses, interests or fees, or upon the improper use 
35 of funds by tlie Operator, the other parries shall have die right, without prejudice to other rights or remedies, ro collect 
36 from the purchaser the proceeds from the sale of such defaulting party's share of Oil and Gas until the amount owed by 
37 such party, plus interest as provided in "Exhibit C," has been received, and shall bave the right to offset the amount 
38 owed against the proceeds from the sale of such defaulting party's share of Oil and Gas. All purchasers of production 
39 may rely on a notification of default from the non-defaulting patty ot parties stating the amount due as a result of the 
40 default, and all parties waive any recourse available against purchasers for releasing production proceeds as provided in 
41 this paragraph, 
42 If any part)' fails to pay its share of COST within one hundred twenty (120) days after rendition of a statement therefor by 
43 Operaror, the non-defaulting parries, including Operator, shall, upon request by Operator, pay the unpaid amount in the 
44 proportion that tbe interest of each such party bears to tbe interest of all such parties. The amount paid by each parry so 
45 paying its share of the unpaid amount shall be secured by the liens and security rights described in Article VHB., and each 
46 paying party miiy independently pursue any remedy available hereunder or otherwise. 
47 If any party does not perform all of its obligations hereunder, and the failure Co perform subjects such party to foreclosure 
48 ot execution proceedings pursuant to the provisions of this agreement, to the extent allowed by governing law, the defaulting 
49 patty waives any available right of redemption from and after the date of judgment, any required valuation or appraisement 
50 of the mortgaged or secured property prior to sale, any available right to stay execution or to tecrulre a rrrarshalling of assets 
51 and any required bond in the event a receiver is appointed In addition, co the extent permitted by applicable law, each party 
52 hereby grants to the other parties a power of sale as to any property chat is subject to Che Ken and security rights granted 
53 hereunder, such power co be exercised in the manner provided by applicable law or otherwise in a commercially reasonable 
54 manner and upon reasonable notice. 
55 Each parry agrees chat che other parries shail be entitled co ueiliie che provisions bf Oil and Gas lien law ot other lien 
56 law of any state in which the Contract Area is situated to enforce die obligations of each party hereunder. Without limiting 
57 the generality of che foregoing, co che extent permitted by applicable law, Kqn-Operators agree chat Operator may invoke or 
58 utilize the mechanics' or materialmen's lien law of tbe state in which die Contract Area is situated in order to sereure the 
59 payment co Operator of any sum due hereunder for services performed or materials supplied by Operator. 
60 C Advance; 
61 Operator, at its election, shall have rhe right from time to time to demand and receive from one or more of 
62 parties payment in advance of their respective shares of the escimated amount of the expense to be incucred i 
63 hereunder during the next succeeding month, which right may be exercised only by submission , to each such 
64 itemized scacemcnt of such estimated expense, together with an invoice for its share thereof..Each such statemenl 
63 for the payment in advance of estimated expense shall be submitted on or before the 20th- day of the next pi 

66 Each party shall pay co Operator its proportionate share of such estimate within fifteen (15) days after such 
67 invoice Is received. If any party fails to pay its share of said estimate within said rime, the amount due shall 
68 provided in Exhibi: " C until paid. Proper adjustment shall be made monthly between advances and actual 
69 that each patty shall bear and pay Its proportionate share of actual expenses incurred, god no mote. 0 
70 D. Defaults and Hcmedies: I 

71 If any patty fails to discharge any financial obligation under this agreement, Induding without limit 
72 make any advance tinder the preceding Article VUG or any other provision of this agreement, within the 
73 such payment bereiinder, then in addition to the remedies provided in Article VJLB. or elsewhere i 3**iSuS* tefe^r^fe"tner< 

74 remedies specified below shall be applicable; Por purposes of this Article VHD, all notices and elect S ^ S £ f e f i c ^ r e S C 
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1 only by Oper wot, except that Operator ahall deliver any such notice and election requested by a tan-defaulting Non-Operator, 
2 and when Operator is tbe party in default, the applicablo notices and elections can be delivered by any Non-Operator. 
3 . Election of any one or more of the following remedies shall not preclude the subsequent use of any other remedy specified 
4 below or otherwise available to a non-defaulting parry. 
5 L Suspension of Bights: Any party may deliver to the party in default a Notice of Default, which shall specify the default, 
6 specify the action to be taken to cure the default, and specify tbat failure to take such action will result in the exercise of one 
7 or more of tbe remedies provided in this Article I f the default is not cured within' thirty (30) days of the delivery of such 
8 Notice of Dcfiult, all of the rights of the defaulting party granted by this agreement may upon notice be suspended until the 
9 default is cured, without prejudice to the right of the non-defaulting party or parties eo continue co enforce the obligations of 

10 the defaulting parry previously accrued or thereafter accruing tinder this agreement If Operator is the parry in default, che 
11 Non-Operators shall have in addition tbe right, by vote of Non-Operators owning a majority in interest in the Contract Area 
12 after excluding the voting Interest of Operator, to appoint a new Operator effective Immediately. The rights of a defaulting 
13 party chat may be suspended hereunder ac the election of the non-defaulting parties shall include, without limitation, che right 
14 to. receive information as co any operation conducted hereunder during the period of such default, tbe right co elect co 
15 participate in an operation proposed under Article VLB. of this agreement, the right co participate in an operation being 
16 conducted ur*d:r this agreement even if the party has previously elected CO participate in such operation, and the right to 
17 receive procccc'is of production from any well subject Co this agreement. 
18 2. Suit for Damages: Non-defaulting tatties or Operator foe the benefit of non-drfanlring parties may sue (at joint 
19 account expense) co collect the amonnrs in defanlc, plus Interest accnilng on the amounts recovered from tbe date of default 
20 until che date of collection at che race specified in Exhibit " C attached hereto Nothing herein shal] prevent any party from 
21 - suing any defat Icing party to collect consequencial damages accruing to such party as a result of the defanlc. 
22 3. Deemed Non-Consent: The non-clef ad ting party msy deliver a written Notice' of Non-Consenc Election to the 
23 defaulting party at any time after che expiration of che thirty-day cure period following delivery of the Notice of Default, ln 
24 which event i f the billing Is for the drilling of a new well or the Plugging Back, Sidetracking. Reworking or Deepening of a 
25 well which is to be or has been plugged as a dry hole, or for the Completion or Recompletion of any well, the defaulting 
26 party will be conclusively deemed to have elected not to participate in tbe operation and co be a Non-Conrendng Party with 
27 respect thereto under Article VLB.' or VLC, as the case may be, to the extent of die costs unpaid by such party, 
28 notwitiistanding any election to participate theretofore made. If election b made to proceed under this provision, then the 
29 non-defaulting parties may not elect co sue foe the unpaid amount pursuant te Article VQJ3.2. 
30 Until the delivery of such Notice of Non-Consenc Election to the defaulting party, such party shall have the eight co cure 
31 • its default by prying its unpaid share of costs plus- interest at the rate see forth ln Exhibit X , " provided, however, such 
32 payment shail nor prejudice the rights of tbe non-defaulting parties to pursue remedies for damages incurred by tbe non-
33 defaulting parries as a result of the default, Any interest relinquished pursuant to this Article V1LD.3, shall be offered ro the 
34 non-defaulting parries in proportion to their interests, and che non-defaulting parties electing to participate in the ownership 
35 of such interest ihall be required to contribute their shares of the defaulted "moimr upon their election to participate therein. 
36 4 Advance Payment: I f a default is not cured within thirty (30) days of che delivery of a Notice of Default, Operator, or 
37 Non-Operators if Operator is che defaulting party, may thereafter require advance payment from tbe fVWripg 
38 party of such defimlring party's anticipated share of any item of expense for which Operator, or Non-Operators, as the case may 
39 be, would be endued Co rrlmhnrsemcnt under any provision of tliis agreement, whether or not such rvpep^e was che subject of 
40 the previous defalk Such right inrrndes, but Is not limited co, che right co require advance payment for the estimated costs of 
41 drilling a wdl or Completion of a well as to which an election co participate lo drilling or Completion has been If die 
42 drfaulring party fiuls co pay the required advance payment, the non-defaulting parties may pursue any of the remedies provided 
43 in this Article VHD. or any other default remedy provided elsewhere in this agreement. Any r^rrvt of funds advanced remsdrurig 
44 when the operation is completed and all costs have been paid shall bp Promptly returned to the advancing party. 
45 5. Costs and Attorneys' Fees. In the event any party is required to bring legal proceedings to enforce any financial 
46 obligation of a puty hereunder, the prevailing party In such action shall be entitled to recover all court costs, costs of 
47 collection, and a nasonable attorney's fee, which the lien provided for herein ahall also secure. 
48 E. Rentals, Shut-in Well Payments and Minimum Royalties: 

49 'Rentals, shut-in well payments and minimum royalties which may be required under-the terms of any lease shall be paid 
50 b y Q B £ P c ? % . J a ^ t S f f l ^ o r t h . i r «7p.n». In the event two or more panics 
51 own and have contribuced Interests in tbe same lease to this agreement, such parries may designate one of such parties co 
52 make aaid payments for and on behalf of all such parties. Any party may request,..and shall be entitled to receive, proper 
53 evidence of all such payments. In the event nf failure co make proper payment of any rental, shut-in well payment or 
54 minimum royalty through mistake or oversight where such payment is required Co continue the lease In force, any loss which 
55 results from such non-payment shall be borne in actxtrdance with the provisions of Article IV.IL2T3 
56 Operator shall notify Non-Operators of rhe anticipated completion of a shut-in well, or the shutting in or return to 
57 prediction of a pnjdueing well ac'least five (5) days (excluding Saturday, Sunday and legal holidays) prior to taking such 
58 action, or ac the earliest opportunity permitted by circumstances, but assumes no liability for failure Co do sa In che event of 
59 failure by Operator to so notify Non-Operators, the loss of any lease contributed hereto by Non-Operators for failure to make 
60 timely payments of any shut-in well payment ahall be bome jointly by the parries hereto under che provisions of Article 
61 IVJrU. ' 
62 F. Taxes: 
63 Beginning with the first calendar year after the effective date hereof. Operator shall render for ad valorem tajtgpoQ all 
64 property subject to this agreement which by law should be rendered for such taxes, and It-shall pay all such 1 
65 thereon before they become delroquent. Prior to the rendition date, <-?̂  Non-Operator ihall fumish Operator i 
66 eo burdens (co incluile, but not be limited to, royalties, overriding royalties and production payments) on leases < 
67 Gas Interests contributed by such Non-Qperator. If tbe assessed valuatioa of any Lease is p * V H by reason < 
68 subject co oucstanditag excess royalties, overriding royalties or prcdricdon payments, the reclueriou in j 
69 resulting therefrom ithall inure co the benefit of the owner or owners of such Leasê  -tod Opcnuor tft aH i 
70 such owner oc owners so as to reflect the benefit of such reduction. If the ad valorem fgT**r are based I 
71 upon separate valuations of each party's working interest, then notwithstanding arrythirtg to che con 
72 che joint account shall be made and paid by tbe parries hereto In accordance with the tax value generaet 
73 working interest Operator shall bill the other parries for cheir troporrionate shares of all tax pay $&u& iB^'a6&ISiStt' 
74 provided in Exhibir "C" ' 
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1 If Operator considers try tax assessment improper, Operator mar, at its' disaction, promt within the time aad manner 
2 prescribed by law, and prosecute tbe protest to a final extermination, unless aO parties agree to sbanrfrin tbe protest prior to final 
3 dctenninatioa During the tendency of adcninistrarive pr judicial proowrlings, Operator may elect to pay, under protest, all such taxes 
4 and any interest and penalty. When any tech protested assessment shall have been finally determined, Operator shaH pay the tax for 
5 the joint account; together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be 
6 paid bf them, as provided in Rrhibir *C" 
7 Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes Imposed upon or with respect 
8 to tbe prodiction or handling of such party's share of Oil and Gas produced under the terms of this agreement. 
9 ARTICLE VIE. 

10 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 
11 A. Surrender of leases: 
12 Tbe Leases covered by this agreement, insofar as they embrace icresge in the Contract Area, shall not be surrendered in whole 
13 or In pan unless ell parties consent thereto. 
14 Howevec, should any party desire to surrender its interest in any Lease or in any portion thereof, such patty shall give written 
13 notice of tb: proposed surrender to all parties, and the parries .to whom such notice is delivered shall have thirty 30) days after 
16 delivery of the codec within which eo notify the party proposing the surrender whether they elect to consent thereto. Failure of a 
17 parry to whom such notice is delivered to reply within sajd 30-day period shall constitute a consent co the surrender of rhe Leases 
18 described In the notice. If all parties do not agree or consent thereto, the party desiring co surrender shall assign, without express oc 
19 implied warranty of tide, all of its Interest in such Lease, or portion thereof, and any well, material and equlpmenr which may be 
20 located thereon and any rights In prcduction thereafter secured, to the parties not consenting to such surrender. If the interest of the 
21 assigning party is or includes an Oil and Gas Interest, che assigning party shall execute and deliver Co the party or parties not 
22 consenting Co such surrender an oil and gas lease covering such Oil and Gas Interest for a term of one (1) year and so king 
23 thereafter as Oil and/or Gss is produced from the land covered thereby, such lease to be nn the form attached hereto as Exhibit "B-" 
24 Upon such assignment or lease, the assigning patty shall be relieved from all obligations thereafter accruing, but not theretofore 
23 accrued, with respect to the interest assigned or leased and the operation of any well attributable thereto, and the assigning party 
26 shall have no further interest in the assigned or leased premises and its equipment and production other than che royalties retained 
27 in any lease made under the terms of this Article. The party assignee or lessee shall pay eo the parry assignor or lessor the 
28 reasonable salvage value of the tatter's interest th any well's salvable materials and equipment attributable to che assigned or leased 
29 acreage The value of all safreble materials and equipment shall be determined In accordance with the provisions of Exhibit "C," less 
30 the estimated cost of salvaging arid the estimated cose of plugging and abandoning and restoring the surface. If such value is less 
31 than such costs, then che party assignor or lessor shall pay cp rhe party assignee or lessee the amount of such deficit If che 
32 alignment or lease is in favor of mote than one party, the interest shall be shared by such parties in the proportions that die 
33 interest of each bears to che total interest of all such parties. If the interest of the parties CO whom the assignmenr is co be made 
34 varies according to depth, then tbe interest assigned shall similarly reflect such variances. 
33 Any assignment, lease or surrender made tinder this provision shall not reduce or change the assignor's, lessor's or surrendering 
36 party's interest as it was immediately before che assignment, lease or surrender in the balance of che Contract Area; and tbe acreage 
37 assigned, leased or surrendered, and subsequent operations thereon, shall not cbeceafter be subject co che teems and provisions of this 
38 agreement bur shall be deemed subject to an Operating Agreement In che form of this agreement 
39 B. Renewal or Extension of Leases: 
40 If any party secures a renewal or replacement of an Oil and Gas Lease or Interest subject co this agreement, then all other parties 
41 shall be oocified promptly upon such acquisition or, in the case of a replacement Lease taken before expiration of an existing Lease, 
42 promptly upon expiration of che existing Lease. The parries ratified shall have the right'for a period of thirty (30) days following 
43 delivery of such notice in which to elect to participate in the ownership of che renewal or replacemenc Lease, insofar as such Lease 
44 affects lands wilhin cbe Contract Area, try paying to the party who acquired it their proportionate shares of the acquisition cost 
45 allocated to that parr of such Lease within die Contract Area, which shall be in proportion to die Interests held at chat, rime by the 
46 parties in the Contract Area. Each party who participates in the purchase of a renewal or replacement Lease shall be given an 
47 assignment of its proportionate interest therein by the acquiring party. 
48 If some, but less than all, of the parties elect to participate: in the prahase of a renewal or replacement Lease, it shall be owned 
49 • by the parries wl© elect to participate therein, in a ratio based upon che celationship of their respective percentage of participation in 
50 the Contract Ana to the aggregate of the percentages of participation in the Contract Area of all carries pairidnacing in the 
51 purchase of such renewal or replanrmcnf Lease, The acquisition of a renewal or replacement Lease by any or all of rhe parties hereto 
52 shall not cause a ccadjustment of die interests of the parries stated in Echibit "A* but any renewal or replacement Lease in which 
53 less than all parties elect to participate shall not be subject to this agreement but shsll be deemed subject to a separate Operating 
54 Agreement io the form of this agreement 
55 If the interest] of the parties in the Contract Area vary aocording to depth, then their right to participate proportionately in 
56 renewal or replacement Teases and their right co receive an assignment of int»rm shall also reflect such depth variances. 
57 The provision:: of this Article shall apply to renewal or replacement Leases wberher they are for the entire interest covered by 
58 the expiring Lease: oc cover only a portion of its area or an interest therein. Any renewal or replacement Lease taken before the 
39 . expiration of its predecessor Lease, or taken or contracted for or K^mfp-ff c&ecrive within six (6) months after the expiration of the 
60 todsticg Lease, shall be subject to this provision so long as this agreement b in effect at the time of such acrfuisition or at the time 
61 the renewal or replacement Lease becomes effective; but any Lease taken oe contracted for more than six (6) 
62 expiration of an existing Lease shall not be deemed a renewal or replacement Lease and shall not be subject co the provi 
63 agreement. 
64 The provisions in this Article shall also be applicable to extensions of Oil and Gas Leases. 
65 C Acreage or Cash Contributions: 
66 While this agreement is in force, if any patty conrxacts for a contribution of.cash cowards the chilling of a well 
67 operation on the Ginrract Area, such contribution shall be paid co tbe party who fondnrfed the chilling or other oj 
68 be applied by ic against che cost of such drilling or other operation. If the rnrnribunon be in the form of acreage, 
'69 the contribution is made shall promptly tender an assignmrnr of the acreage, without warranty of title, Co che 
70 proportions said Drilling Parries shared the cost of drilling the well Such acreage shall become a separate Com 
71 extent possible, be governed by provisions identical to this agreement. Each patty shall promptly notify all 
72 acreage or cash contributions ic may obtain in support of any well 'or any other operation on rhe Goncrarr.' 
73 provisions shall also be applicable to optional rights to earn acreage outside the Contract Area which are it "&A6Ht&f weir1 firtltetr' 
7 4 . tnsde the GirMract Area. ^ U ^ ^ ^ ^ U M ^ 
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1 If any parry contracts for any consideration relating to disrxBition of such party's share of substances ptocbced hereunder, 
2 such O3tvsi'derasion shall not be deemed a conmbucioa ss contemplated in this Article VHtC 
3 P. Assignment; Maihtrnanrr of Uniform Interest! 
4 For the purpose of maintaining uniformity of ownership in the Contract Area in the Oil and Gas Leases,-OP and Gas 
5 Interests, wells, equipment and production covered by this agreement no party shall sell, encumber, transfer or make other 
6 disposition of Its Interest in che Oil and Gas Leases and Oil and Gas Interests embraced within che Contract Area ot in wells, 
7 equipment and production unless such disposition covers either: 
8 1. the entire interest of rhe parry in all Oil and Gas Leases, Oil and Gas Interests, wells, equipment and production; or 
9 2. an equal undivided percent of the party's present interest in all Oil and Gas Leases, Oil and Gas Interests, wells, 

10 equipment and production in che Contract Area. _ 
11 Every lale.'encumbrancc, transfer or other disposition made by any patty shall be made expressly subject to this agreement 
12 and shall b : made without prejudice co the right of the ocher parties, and any transferee of an ownership Interest in any Oil and 
13 Gas Lease or Interest shall be deemed a party to this agreement as Co che incerest conveyed from and after the effective date of 
14 the transfer of ownership; provided, however, chat the -other parties shall not be lxquired to .recognize any such sale, 
15 encumbrance, transfer or ocher disposition for any purpose hereunder until thirty (30) days after they have received a copy of che 
16 instrument of transfer or other satisfactory evidence thereof in writing from che transferor or transferee. Ko assignment or other 
17 disposition of Interest by a party shall relieve such party of obligations previously incurred by such party hereunder with respect 
18 to che interest transferred, including without limitation the obligation of a party to pay all costs attributable to an operation 
19 conducted hereunder in which such patty has agreed to participate prior to tnaking such assignment, and the lien and security 
20 interest granted by Article VUB. shall continue to burden the interest transferred to secure payment of any such obligations 
21 If, at tiny time the incerest of any party is divided among and owned by four or more co-owners. Operator, at its discretion, 
22 may require such co-owners co appoint a single trustee ot agent with full authority to receive notices, approve expenditures, 
23 receive billings for and approve and pay such party's share of che joint expenses, and to deal generally with, and with power co 
24 bind, die co-owners of such patty's Interest within the scope of the operations embraced in this agreement; however, all such o> 
25 owners shall have the right to enter into and execute all contracts cr agreements foe che disposition of their respective shares of 
26 tbe Oil and Gas Produced from the Contract Area and they shall have the right CO receive, separately, payment of the sale 
27 proceeds thereof 
28 E. Waiver of Rights to Partition: . 
'29 If permit:ed by che laws of che stare or states in which the property covered hereby bt located, each party hereto owning an 
30 undivided Interest in the Contract Area waives any and all rights it may have Co partition and have set aside to it in severalty its 
31 undivided interest therein. 
32 P.PrefeicuLul Right m PuiLlme.-
33 • (Optional; Check If applicable.) 
34 Should any parry desire co sell all or any pare of its interests tinder this agreement, or its rights andjn^OfeScTin the Contract 
35 Area, it shall promptly give written notice co che ocher parries, wich full information mucernhigjer^jropcaed disposition, which 
36 shall include die name and address of the prospective transferee (who must be rrady^wilirngand able to purchase), che purchase 
37 price, a legal description sufficient tb identify the property, and all other terrcs-oftrtt offer. The other parties shall then have an 
38 optional prior right, for a period of ten (10) days after che norict>i»T3c1ivered, to purchase for che stated consideration on trie 
39 same teems and conditions the incerest which che othc^-pltty proposes to sell; and. If this optional right is exercised, the 
40 purchasing parries shall share che rwtchajedirjrBfcSim rhe proportions that the interesc of each bears Co the coral interest of all 
41 purchasing parties. However, thererJuJHScoo preferential right co purchase in those cases where any party wishes to mortgage 
42 its interests, or to trarrsferritlertcMcs interests to its mortgagee in lieu of oc pursuant co foreclosure of a mortgage of its interests, 
43 or to dispose oHpJcifcrcsts by merger, reorganization, consolidation, or by sale of all or substantially all of its OD and Gas assets 
44 to anjjjMtyTra'by transfer of its interests to a subsidiary or parent rompany or to a subsidiary of a parent company, or to any 
45 vs^uymij tu wliUi juclrpru.tr uwm a imijmit; uf thi'juxk. • • • , t .' 
46 ARTICLE DC 
47 INTERNAL REVENUE CODE ELECTION 
48 If, for federal income tax purposes, this agreement and the operations hereunder are regarded as a partnership, and if tbe 
49 parties have nor otherwise agreed co form a tax partnership pursuant ro Exhibit "XT or other agreement between them, each 
30 party thereby af fected elects co be excluded from the application of all of the provisions of Subchapter "K," Chapter 1, Subtitle 
51 " A " of che Internal Revenue Code of 1986, as amended ("Code"), as permitted and authorized by Section 761 of the Code and 
52 tbe regulations promulgated thereunder. Operator is authorized and directed to execute on behalf of each parry hereby affected 
33 such evidence of this election as may be required by the Secretary of the Treasury of the United Scares or che Federal Internal 
54 Revenue Service, Including specifically, bur not by way of limiration, all of tbe returns, statements, and the data required by 
55 Treasury Regulations §L76l. Should there be any cequirement chat each party hereby affected give further evidence of this 
56 election, each such parry shall execute such documents and furnish such other evidence as may be required by che Federal Internal 
57 Revenue Service or as may be necessary to evidence this election No such party shall give any notices or take any other action 
J8 inconsistent wich che election made hereby. If any present or future income tax laws of the state or states in which the Contract 
59 Area is located or any future income tax laws of che United Stares contain provisions similar co those In Subchapter "K," Chapter 
60 1, Subtitle "A," of che Code, under which an election similar to that provided by Section 761 of the Code is permitted, each party 
61 hereby affected shall make such election as. may be permitted or required by such laws. In making che foregoing etc 
62 such party I tales diat the income derived by such parry from operations hereunder can be adequately determined \ 
63 computation of partnership taxable income. 
64 ARTICLE X. 
65 CLAIMS A N D LAWSUITS 
66 Operator -may settle any single uninsured third party damage claim ot suit arising from operations hereunder if che < 
67 ^ < ^ ^ Thousand Dollars (* 1 0 , 0 0 0 . 0 0 ) tf d* payment is in complete 
68 of such daim or suit, If che wrvouat required for settlement exceeds the above amount, the parties hereto shall uro^eftt&j 
69 the farther tary.Ttnft of che daim or soft, unless such authority is delegated to Operator. All costs and expenses j f f i f cy f f i ' 
70 or otherwise cisduugkig sod* daim or suit shall be at the joint expense of the parties partkipzdqg in the brjerida^LTO^ 
71 daim or suit vises. If a daim i i mode against any party or if any party h sued on account of any rrnn t̂r iriyiraCTnSffi 
72 ' hereunder over whjcl̂ -such indrftclual has no control because of the rights given Operator- by fgr^Tco^ 
73 immediately notify all other parties, and the claim or suite shall be treated as any other claim or suit 1 
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1 ARTICLE XL 
2 FORCE MAJEURE 
} If tar party is tendered unable, wholly or in part, by force majeure ro carry oat its obligations under this agreement, othct 
4 than the obligation to Indemnify br make money payments or furnish security, that party shall give to all other parties 
J- prompt written notice of the force majeure with reasonably full particulars concerning it; thereupon, the obligations of the 
6 party giving the notice, so far as they are affected by the force majeure, shall be suspended during, but no longer than, the 
7 continuance of the force majeure. The term "force majeure," as here employed, shall mean an aa of God, strike, lockout, or 
8 other industrial disturbance, aa of che public enemy, war, blockade, public riot, lightning, fire, storm, flood or other aa of 
9 nature, explosion, governmental aalon, governmental delay, restraint or inaction, ursavailabllity of equipment, and any other 

10 cause, whether of che kind specifically enumerated above or otherwise, which is not reasonably within the control of the party 
11 claiming suspension. 
12 The affected parry shali use all reasonable diligence to remove che force majeure situation as quickly as practicable. The 
13 requirement that any force majeure shall be remedied with all reasonable dispatch ahall nol require the settlement of strikes, 
14 lockouts, or other labor difficulty by the party involved, contrary co its wishes; how all such difficulties shall be bandied shall 
15 be entirely within the discretion of the party concerned. 
16 ARTICLE X I I . 
17 NOTICES 
18 Al l notices authorized oc requited between the parries by any of the provisions of this agreement, unless otherwise 
19 specifically provided, shall be in writing and delivered in petsoa ot by United States mail, courier service, telegram, telex, 
20 telecopier or any other form of facsimile, postage or charges prepaid, and addressed to such parties at tbe addresses listed on 
21 Exhibit "A." All telephone or oral notices permitted by this agreement shall be confirmed immediately thereafter by written 
22 notice. The originating notice given under any provision hereof shall be deemed delivered only when received by che parry co 
23 whom such notice is directed, and che rime for such party to deliver any notice in response thereto shall run from the dace 
24 die originating nouce is received "Receipt" for purposes of this agreement with res pea to written notice delivered hereunder 
25 shall be actual delivery of the notice to the address of the party to be notified specified in accordance with this agreement, or 
26 to che telecopy, facsimile or telex machine of such party. The second ot any responsive notice shall be deemed delivered when 
27 deposited in the United States mail or ac die office of die courier or telegraph service, or upon trans mi real by telex, telecopy 
28 or facsimile, or when personally delivered to che party Co be notified, provided, due when response is required within 24 ot 
29 48 hours, such response shall be given orally or by telephone, telex, telecopy or other facsimile within such period Each party 
30 shall have che right to change its addrrn at any rime, and from time to rime, by j iving written notice thereof to all other 
31 parries. If a parry is not available co receive notice orally or by cetphone when a parry attempts co deliver a notice required 
32 to be delivered within 24 or 48 hours, the notice may be delivered in writing by any other tnecbod specified herein and shall 
33 be deemed de ivcrcd In che same manner provided above for any responsive notice. 
34 ARTICLE XHL 
35 TERM OF AGREEMENT 
36 This agreement shall remain in full force and effect as to the Oil and Gas Leases and/or Oil and Gas Interests subject 
37 hereto for che .period of rime selected below; provided, however, no party hereto shall ever be construed as having any right, ride 
38 or interest in or to any Lease or Oil and Gas Interest coocribuced by any other party beyond the term of this agreement. 
39 Option N a 1: So long as any of the Oil and Gas Leases subject to this agreement remain or arc continued in 
40 force as co any part of che Contract Area, whether by production, extension, renewal or otherwise. 
41 • Option No. 2: In che event che well described in Article VLA, or any subsequent well drilled under any provision 
42 of ihis agreement, results in che Completion of a well as a well capable of production of Oil and/or Gas in paying 
43 quantities, this agreement shall continue ln force so long ss any such well is capable of production, and for an 
44 additional period of days thereafter; provided, however, if, prior to the expiration of such 
45 additional period, one or more of the parties hereto are engaged in drilling, Reworking, Deepening. Sidetracking, 
46 Plui;gihg Bade, testing or attempting ro Complete or Recomplete a well or wells hereunder, chis agrecmenc shall 
47 continue in force until such operations have been completed and if production results therefrom, chis agreement 
48 shall continue in force as provided herein. In che event the well described in Article VLA, or any subsequent well 
49 drillird hereunder, results in a dry hole, and no ocher well is capable of producing Od and/or Gas from the 
30 Contract Area, this agreement shall ccrminate unlesi drilling. Deepening, Sidetracking, Completing, Rc-
51 completing, Plugging Back ot Reworking operations are commenced within . days from the 
32 date of aharidonrnent of said welt. "Abandoomenc" for such purposes shall mean either (i) a decision by all parties 
53 nor io conduct any further operations on che well or (ii) the elapse of 180 days from die conduct of any 
54 operations on the well, whichever first occurs. 
55 The cerminadon of chis agreement shall not relieve any party hereto from any expense, liability or other obligation ot any 
56 remedy therefor which has accrued or attached prior co che date of suck termination. 
57 Upon cermination of chis agreement and the satisfaction of all obligations hereunder, In the event a memorandum of chis 
58 Operating Agreement has been filed of record, Operator is authorized co file of record in all necessary recording offices a 
59 notice of rermlnation, and each party hereto agrees co execute such a notice of termination as to Operator's interest, upon 
60 request of Operator, If Operator has satisfied all its financial obligation!. 
61 ARTICLE 3QV. 
62 COMPLIANCE WITH LAWS AND REGULATIONS 
63 A, Laws, Regularions and Orders: 
64 This agrceroeni: shall be subject cp che applicable laws of che scare ia which the Contract Area is located, co i 
65 regulations, and orders of any duty constituted regulatory body of said state; and co ali other applicable 
-66 and local laws, ordinances, rules, regulations and orders. 
67 B. Governing Law; 

68 Tliis agreement and all matters pertaining hereto, induding but not limited to exuttcert of 
69 performance, breach, remedies, procedures, rights, duties, and interpretation or construction, . 
70 determined by the law of the state In which tbe Contract Area is located. If the Cbntract Area is in i 
71 the law of the state of 1 • shall govern. 
72 C. Regulatory Agencies: 
73 Norhing herein contained shall grant, or be construed tp grant, Operator the 'right or authority t i ' 
74 rights, privileges, oi- obb'g'ations which Non-Operacors may have under federal or stace laws or tmcje 
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1 ciders projnulgated tinder such laws la reference to oS, gu iod mineral operations, Inclnrling tbe location, operation, or 
2 procuicrion of wells, on tracts of&etring or adjacent to tbe Contract Area. 
3 With respect to the operations hereunder, Non-Operators agree to release -Operator from any and all losses, damages, 
4 injuries, chums and causes of action arising out of, mcidror to or resulting directly or Indirectly from 6*petator's Interpretation 
5 or application of rules, rulings, regulations or orders of the Apartment of rmergy or Federal Energy Regulatory Commission 
6 or predecessor or successor agencies to the extent such Interpretation or application was shade In good faith and does not 
7 constitute gross negligence. Each Non-Operator further agrees to reimburse Operator for such Non-Operator's share of 
8 production cr any refund, fine, levy or other governmental sanction tbat Operator may tx required to pay as a result of such 
9 an Incorrect interpretation or application, together with Interest and penalties thereon owing by Operator as a result of such 

10 incorrect mhtrpreatJoa or application. 
11 ARTICLE XV. 
12 MISCELLANEOUS 
13 A Execution: -
14 This agreement shall be hinding upon each Non-Operator when this agreement or a counterpart thereof has been 
13 executed by such Non-Operator and Operator notwttbstanding that this agreement is not then or thereafter creep Ted by all of 
16 the parties to which It is tendered or which are listed on Exhibit "A" as owning an Interest In the Contract Area or which 
17 own, in tact, an interest in the Contract Area. Operator may, however, by written notice to all Non-Operators who have 
18 become bound by this agreement as aforesaid, given at any time prior to the actual spod date of the Initial Well but in no 
19 event later dian five days prior to the date specified in Article VLA, for commencement of tbe Initial Well, terminate this 
20 agreement If Operator in Its sole discretion determines chat there Is Insufficient participation to justify commencement of 
21 drilling operations. In the event of such a termination by Operator, all further obligations of the parties hereunder shall cease 
22 as of such ttrrrninadon. In the event any Non-Operatpr has advanced or prepaid any share of drilling or other costs 
23 hereunder, all stuns so advanced shall be returned to such Noa-Opecator without Interest. Ia rise event Operator proceeds 
24 ' with drilling operations for the. Initial Well without the execution hereof by all persons listed oh Exhibit "A*1 as having a 
25 current working Interest in such well. Operator shall Indemnify Non-Operators with rcspea to all costs Incurred for the 
26 Initial Well which would have been charged co such person under this agreement if such person had executed the same and 
27 Operator shall receive all revenues which would have been received by such person under thb agreement if such person had 
28 executed the same. 
29 B. Successors and Assigns: 
30 This agreement shall be binding upon and shall Inure ro che benefit of tbe parries hereto and their respective heirs, 
31 devisees, legal representatives, successors and assigns, and the terms hereof shall be deemed tp run wich che Leases or 
32 Interests Included within che Contract Area. 
33 C Counterparts: 

34 This insrrument may be executed in any ntunber of counterparts, each of which shall be considered an original for all 
33 purposes. • 
36 D. Severability; 

For the proposes of assuming or rejecting chis agreement as an executory contract pursuant to federal bankruptcy laws, 
this agreement shall not be severable, but rather must be assumed or rejected in Its entirety, and the failure of any parry co 

39 this agreement ra comply with all of its financial obligations provided herein shall be a material default. 
4 0 ARTICLE XVL 
4 1 OTHER PROVISIONS 
42 -
43 -A, SgfCMlO.OrrnATIoMG 
44 
45. —Should tho Oporalor or.Non Oporalore horoundorwlch tc propoco cafcmic operations 
46 on tho Jolnf. property, tho party proposing the operation shall contact the other parjles r̂nrJer̂ ils 
47 Agreement ln wiling. The proposing party shall provide each party ̂ hJ^B^eesffmand estimated 
48 cost of the seismic Hne or lines, and shall request an ele^ojiJiv-^Crv^ar{y either for or against the 
49 operatloa Should two or more parties to thlsArjriemtsTiFvV^^ own a majority Interest, based upon 
30 ownership as set out In E i i ^ J ^ i w r e ^ m i d Inclusive of the proposing parry, elect for" the 
51 proposed selstTilcogejiiiic^^ shall be obligated to bear their proportionate share of the cost 
32 of UiesejsijiterFffllure of any party to respond to a seismic proposal within 15 days from receipt 
53 thenlcTchall bo-eanctruod as a vote for* tho propocod operation. 

» B. DESIGNATION OF BURDENS AGAINST WORKING INTEREST 
.3° 
57 If any party hereto hereinafter should create an overriding royalty, production payment, or 
58 other burdens against its working Interest production and If any other party or parties should conduct 
59 non-consent operations pursuant to any provisions of this agreement, arid, as a result, become 

entitled to receive the working Interest production otherwise belonging to the non-participating party, 
the party or parties entitled to receive the working interest production ofthe non-participating party 
shall receive such production free and clear of burdens against such production which may have 
been created subsequent to this agreement, and the nonparticipating party creating such 
subsequent burdens shall save the paru'dpating party or parties harmless with respect to this receipt 

6 5 of such working interest production. 
66 
67 
68 
69 
70 
71 ' 
72 • 
73., 
74 

37 
38 

60 
61 
62 
63 
64 

-17-



C . pRTORTTY QT?. ANT) T.,TMTTATIONS ON OPERATIONS 

When a w e l l which has been authorized under the terms of t h i s 
Agreement as a v e r t i c a l well s h a l l have been d r i l l e d t o the 
objective authorized i n the AFE ("authorized.depth"), and a l l t e s t 
have been completed and the results thereof furnished t o the 
particix>ating p a r t i e s , and af t e r Operator has attempted i n good 
f a i t h t o reach a mutual agreement with Hpn-Operator(s) regarding 
further operations but such parties cannot agree upon the sequence 
and timing of further operations regarding said well, the following 
proposals s h a l l control i n the order enumerated hereafter: (1) a 
proposal t o do additional logging, sidewall coring, or testing; (2) 
a proposal t o attempt t o complete the well at the authorized depth 
i n the manner set f o r t h i n the AFE ( i . e . , i n accordance with the 
casing, stimulation and other completion programs set f o r t h i n the 
AFE); (3) a proposal t o attempt t o complete the well at the 
authorized depth i n a manner d i f f e r e n t than as set f o r t h i n the 
AFE; (4) a proposal t o plug back and attempt t o complete the w e l l 
at a depth shallower than the authorized depth, with p r i o r i t y given 
t o objectives i n ascending order up the hole; (5) a proposal t o 
d r i l l tha well t o a depth below the authorized depth, with p r i o r i t y 
given t o objectives i n descending order; (6) a proposal t o 
sidetrack the well t o a hew target objective for a v e r t i c a l or 
deviated hole, with p r i o r i t y given f i r s t i n ascending order to 
targets above the authorized depth; and then i n descending order to 
targets below the authorized depth; and (7) a proposal t o d r i l l a 
f i r s t t o a l a t e r a l drain hole at the authorized depth, and then t o 
objectives i n ascending order above the authorized depth, and then 
t o objectives i n descending order below the authorized depth. 

I f at the time the parties are considering a proposed operation, 
the well i s i n such condition, i n the Operator's judgement, that a 
reasonably prudent operator would not conduct such operation f o r 
fear of mechanical d i f f i c u l t i e s , placing the hole, equipment or 
personnel i n danger of loss or i n j u r y , or fear of loss of the well 
f o r any reason without being able t o attempt a completion at the 
authorized depth, then the proposal shall be given no p r i o r i t y t o 
any proposed operation except for plugging and abandoning the w e l l . 

D. SOBSÎ TJENTLY CREATED ITNTERfiST 

I f any party has created on overriding royalty, production payment, 
net prof i t s interest., assignment of production or other burden out 
of production a t t r i b u t a b l e t o i t s working int e r e s t hereunder i n 
favor of an employee of such party at the time such burden was 
created, such burden sh a l l be deemed a "Subsequently Created 
In t e r e s t " f o r the purposes of A r t i c l e XIX.c. hereunder 
notwithstanding the f a c t t h a t such burden i s shown on Exhibit "A" 
or was divulged t o the other parties hereto by other means. 

E . INSPRANCT! RLRCTT/3W 

Non-Operator may be excluded from Operator's coverage described i h 
Exhibit "D" only a f t e r furnishing: 

A. Eacpress w r i t t e n election t o be excluded; and 

B. Insurance c e r t i f i c a t e r e f l e c t i n g current and adequate 
coverage for i t s participation interest or notice of i t s 
self-insurance program f o r those portions of the 
©overages not reflected on the C e r t i f i c a t e of Insurance. 
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1 <~ - • 
A J L P X . F O R M 6X0 - M O D E L F O R M OPERATING A G R E E M E N T - 1989 

1 DSI WITNESS WHEREOF, this agreement shall be effective as. of the J & t h day nf jTnTfflnVTy 
2 19.98 

5 ATITSSTORWrrNESS: OPERATOR 

4 PKNWET.T, VffKRCX, TNC. 
5 _ By 

Sr.CT-pn R. Foy 
Type or print name 

8 

9 

10 

11 

12 

13 

14 

15 

16 
17 

TM> V-irr> Prpg-idpTit-

n,^ February-16, 1998 

Tax ID or SB. No. 75-2223190 

NON-OPERATORS 

mmsam EXPLORATION COMPANY, L.L.C. 

Robert G. Shelton 
Type or print name 

18 

19 

20 

21 

22 

23 

24 
25 

TirV A t t o r n e y - i n - F a c t 

Date. 

Tax ID or S.S. No, 75-2626152 

By-

Type or print same 

26 

27 

28 

29 

30 

r u l e . 

Date. 

Tax ID or SA No.. 

By. 

31 
32 

33 

34 

35 

36 

37 

Tax ID or SA N a 

t*Knn*Aaadettt sf NvdaR batata 

- 18-



AC^OWIJEDGMENTS 

THE STATE OF TEXAS 

COUNTY OF MIDLAND 

Tbe foregoing instrument was acknowledged 
by Stev&n R. Foy , as Vice Presidfei 
corporation, on behalf of said corporation. r jf 

My Commiaion Expires: 
9/23/01 

me on this 16 t h day of 
of Penwell Energy, Inc., 

1998 
ebruary . i99f, 

Texas 

TAMMY BAIM8RIDGE 
Notary PubBc 

STATE OF TEXAS 

HyCcom. Exp. 09/23/01 

THE STATE OF TEXAS § 
§ 

COUNTY OF MIDLAND § 

The foregoing instrament was acknowledged before me on this the 26th day of January, 1998, by 
Robert G. Sheton, as Attorney-in-Fact of Nearburg Exptoiaticm Company, L. L. C, a Texas Mted liability 
company, on behalf of said company. 

My Commission Expires: 

KAYE H. GASSIE 
Motnry Pifcac 

STATE OF TEXAS 

*&™.r^.11/tW!>nr,, 



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 Subject to this Agreement 

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

Restrictions as to Depths or Fonnations: 

This Agreement is limited in depth from the surface of the earth to the base nf 
Ihe Marrow formation, 

Percentages of Parties to this Agreement 

Penwell: Energy, Inc. 43.75% 
Nearburg Exploration Company, LL.C 56.25% 

100.00% 

Oil and Gas Leases Subject to this Agreement: 

1) 

2) 

3) 

Lease Name: 
Lesson 
Original Lessee: 
Lease Date: 
Description: 

Lease Name: 
Lesson 
Original Lessee: 
Lease Date: 
'.Description: 

Lease Name: 
Lessor. 
Original Lessee: 
Lease Date: 
Description: 

NM 97128 
United States of America 
Penwell Energy, Inc. 
09/01/96 
Insofar and only insofar as lease covers 
the SW/4 of Section 10 and NE/4NE/4, W/2NE/4, 
and NW/4 of Section 11, T-I6-S, R-28-E, 
Eddy County, New Mexico 

VO-5148 
. The State of New Mexico 
Penwell Energy, Inc. 
09/01/97 
SE/4NE/4 and SE/4 of Section 11, 
T-16-S, R-28-E, Eddy County, New Mexico 

NM 95630 
United States of America 
Doug Schiitz 
08/01/95 
Insofar and only insofar as lease covers 
the N/2SW/4 and SE/4SW/4 of Section 11, 
and the NW/4 of Section 10, T-16-S, 
R-28-E, Eddy County, New Mexico 

Addresses of Parties to this Agreement: 

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

Nearburg Producing Company 
Nearburg lExploration Company, LL.C. 
3300 North "A" Street, Bldg. 2, State 120 
Midland, Texas 79705 



NO EXHIBIT "B" 
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EXHIBIT tt c -
1 i w . . ^ M . ^ , n . ^ . ^ n r t h a t c e r t a i n J o i n t Operating Agreement dated janoary 26, 199.a, by 
2 arid betwcej PEHWtXL ENERGY,. INC. . as Operator, and MEftRBTOG EXPLORATIOH COMPART, L . L . C . 

. 8 f"T Non-Op trr a rtrr = u s ; ,. - _ . , -• •• S — ^ •> : 
4 , , , , i , - , I - » , II • : . . . I I ' . I I - ' - " 

6 
6 

8 ACCOUNTING P R O C E D U R E 

10 JOINT OPERATIONS 
11 
12 L Gr^KALPEOVISIONS 
13 
11 L Definitions 
15 
16 "Joint Property" shall mean the real and personal property subject to tne agreement to which this Accounting Procedure 
17 ta attached. 
18 "Joint Operations* shall mean all operations necessary or proper for the development, operation, protection and 
19 maintenance of the Joint Property. 
20 . "Joint Account* shall mean the account showing the charges paid'and credits received in the conduct.of the Joint 
21 Operations aid which are to be shared by the Parties. 
22 "Operator" shell mean the party designated to conduct tha Joint Operations. 
23 "Non-Operators* shall mean the Parties to this agreement other than the Operator.-
24 "Parties" shall mean Operator and Non-Operators. 
25 "First Level Supervisors* shall mean those employees whose primary function in Joint Operations- is tire direct 
26 supervision ol' other employees and/or contract labor directly employed on ihe Joint Property in a field operating 
27 capacity. 
28 "Technical Employees" shall mean those employees having special and specific iengineering, geological or other 
29 -professional skills, and whose primary function In Joint Operations is the handling.of specific operating conditions and 
SO problems for the benefit of the Joint Property. 
81 "Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 
82 "Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 

"Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual as 
34 most recently recommended by the Council of Petroleum Accountants Societies. 
35 
S6 2. Statement and Buuugs 
87 

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint 
39 Account for this preceding month. Such bills wfll.be iicccmpanied by statements which identify the authority for 
40 expenditure, lease or facility, and all charges aad credits suraxnarized by appropriate-classifications of investment and 
41 expense except that. Hems of Controllable Material and unusual charges and credits shal] be separately identified and 
42 fully described ia detail. 
43 
44 8, Advances and Payments by Non-Operators 
46 

- -46 . A Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 
47 share of estimated cash outlay for the succeeding raoriths operation within fifteen (IB) days after receipt of the 
48 billing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust 
49 each monthly billing to reflect advances received from the Non-Operators. 
BO 
Cl B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt If payment is not made 
62 within such time, the unpaid balance shall bear interest monthly at the prime rate in effect «t ' • • 2Z ' 
53 Norfteirt .iBank. N.A. nn th,? fjrgt dnj'rf the mgnthin which delin^enry oc^ir? phis or the 
64 . rViaximum contract rate permitted by the applicable usury laws-in the state is which the Joint Property is located, 
66 whichever in the lesser, plus attorneys fees, court costs, and other coats In connection with the. collection of unpaid 
66 amounts. 
67 • ' 
63 4. Adjustments 
69 ' . • 
60 Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof; 

provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall 
62 conclusively be presumed to be true and correct after twenty-four (24) months following ther end of any such calendar 
63 year, unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and p"*""1 

64 . claim on Operator for adjustment. No adjustment fovorable fo Operator anal! be inade unless it is m 
66 . prescribed period. The provisions of this paragraph ahal! not prevent adjustments resorting from a physical Inventory of 
66 Controllable Material as provided for in Section V. 
67 
68 
69 COPYRIGHT© 1985 by the Council of Petroleum Accountants Societies. 
70 
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5. Audits 

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

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

6. Approval By Non-Operators ' 

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of this 
• Accounting Procedure and if the agreement to which this Accounting Procedure is attached- contains no contrary provisions 

in regard thereto. Operator shall notify all Non-Operators of the Operator's proposal, and the agreement or approval of 
a majority in interest of the Non-Operators shall be controlling on all Non-Operators. 

I I . DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Ecological and Environmental 

Costa incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy environ­
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological 
nature and pollution control procedures as required by applicable laws and regulations. 

2. Rentals and Royalties 

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

3. Labor 

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

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

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

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

B. Operator's cost of holiday, vacation, sickness and disability-benefits and other customary allowances paid to employees 
whose salaries and wages are chargeable to the Joint Account under Paragraph 8A of this Section I I . Such costs under 
this Paragraph 8B may be charged on a ."when and as paid basis" or by "percentage assessment" on the amount of 
salaries and wages chargeable to the Joint Account under Paragraph 8A of this Section H. If 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 SB of this Section I I . 

D. • Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph 
SA of this Section I I . , eKc&uding moving o r r e loca t ion expenses. 

4. Employee Benefits 

Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, retirement, stock 
purchase, thrift, bonus,.ahd.other benefit plans of a like nature, applicable to Operator's labor cost chargeable to the Joint 
Account under Paragraphs 3A and .8B of this Section I I shall be Operator's actual cost not to exceed the percent most recent­
ly recommended by the Council of Petroleum Accountants Societies. 

6. Material 

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

6. Transportation 

Transportation of employees and Material necessary for the.Jojnt Operations but subject to the following limitations: 

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

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

Services 

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

8. Equipment and Facilities Furnished By Operator 

A Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate 
with coshi of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense, 

• insurance, taxes, depreciation, and interest on gross investment less accumulated .depreciation not to exceed 
5SE±!£§ percent (_±2__S6) per annum. Such rates shall not exceed average commercial rates currently pre­

vailing in the immediate area of the Joint Property. 

B. In lieu of charges in paragraph 8A above. Operator may elect to use average commercial rates prevailing in the immedi­
ate area of the Joint Property less 20%. For automotive equipment. Operator may elect to use rates published by the 
Petroleurii Motor Transport Association. 

9. . Damages and Losses to Joint Property 

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

10. Legal Expense 

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and 
amounts paid for settlement of claims, incurred in or resulting from operations under the agreement or necessary to protect 
or recover the Joint 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 covered by the 
overhead provisions of Section I I I unless otherwise agreed to by the Parties, except as provided in Section I , Paragraph 

11. Taxes 

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof, 
or the production 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 separate valuations of each party's working interest, then notwithstanding 
anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties hereto in accordance 
with the tax value generated by each party's working interest 

12- Insurance 

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

18. Abandonment and Reclamation 

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

14. Communications 

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

15.' Other Expenditures 

Any other expenditure, not covered or dealt with in the foregoing provisions of this Section I I , or in Section I I I and which 
• is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint 

Operations. 

-S-



COPAS - W W --ONSHORE 

\ • •' R«oflMi»««d«4 W rh# Council 

Sod. l lo l 

n i . OVERHEAD 

1. Over-head - Drilling and Producing Operations 

1. As compensation for administrative, supervision, office services and warehousing costs. Operator shall charge drillint 
and producing operations on either; 

{<X) Fixed Rate Basis, Paragraph 1A or 
( ) Percentage Basis, Paragraph IB 
Unless otherwise agreed to by the Parties; such charge shall be in lieu qf costs and expenses of all offices and salaries 
or wages plus applicable burdens and expenses, of all personnel, except those directly chargeable under Paragraph 
SA, Section I I . The cost and expense of services from outside sources tn connection witn- matters of taxation, traffic 
accounting or matters before or involving governmental agencies shall be considered as included ni the overhead rates 
provided for in the above selected Paragraph of this Section I I I unless such cost and expense are agreed to. by the 
Parties as a direct charge to. the Joint Account 

li . The salsries, 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. 

f ) shall be covered by the overhead, rates, or' 
(*") shall not be covered by the overhead rates. 

ii i . The salaries, wages and Personal Expenses pf Technical Employees and/or costs pf professional consultant services 
and contract services of technical personnel either temporarily pr permanently assigned to and directly employee) in 
the operation of the Joint Property! 

shall be covered by the overhead rates, or 
shall not be covered by the overhead rates. 

A. Overhead - Fixed Rate Basis , 

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

Drilling Wen Rate $ 4-'>536'.q.() 

(Prorated for leas than a full month) 

Producing Well Rate $ J ^ ° i £ > 2 _ _ _ _ 

(2) Application of Overhead - Fixed Rata Basjs shali beu follows: 

(a) Drilling Well Rate 
(1} Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill­

ing rig, completion rig, or other units used in completion of the well is released, whichever Is later, except 
that no charge shall be made daring suspension of drilling or completion operations for fifteen (IS) or 
more consecutive, calendar days! 

(2) Charges for wells undergoing any type of workover or rScomplefion for a period of five (6) consecutive 
work days or more shall be made at the drilling well rateJSuch charges.ahall be applied for .the period 
from date workover operations, with tig or. ether unjts used in workover, commence through date of rig 
or other unit release, except that no charge shall fie made during sTisperision of operations for fifteen 
(15) or more consecutive calendar days. 

(b) Producing Well Rates 

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

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

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

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

(B) All other Inactive wells (Including but not limited to inactive wells covered by. unit allowable, lease allow­
able, transferred allowable, etc) shall not qualify for an ovetrhted charge. 

(S) The well rates ahall be adjusted as of the first day qi Aprileach yearifollpwing the effective date of the agreement 
to which this Accounting Procedure is attached. The adjustment-shall .becomputed by-multipjyinjfthe rate cur­
rently In use by the percentage Increase or .decrease In thiavsrage weekly earnings of Crude Petroleum and Gas 
Production Workers for the last calendar year compared to the t^.eh'dar year-preceding as shown by the index 
of average weekly earnings of Crude Petroleum and'Gas Production Workers as published by the United States 
Department of Labor, Bureau of Labor Statistics. or :fte equiValOTtlCahadiariirtdex as published by Statistics 
Canada, as. applicable. The adjusted rates shall be (he rates currently in use, plus or minus the computed ad­
justment • % ' 

B:—Overhead—Pm cuitaai. Dajij' ; 

•(I) Oror.atPr,ii;l-,_all.8ilBj'g»-th9 leim Aeaeunt nt Aha fpllowing^otoflK. 
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(b) Operating 

Percent ( %) of the cost of development of the Joint Property exclusive otj 
110 of Section I I and all salvage credits. 

s provider 

Paragraphs 
recovery an 
to the Joint 

Percent ( _%7oHhfico3t of operating the JointJSrtSperty exclusive of costs provided under 
2 and 10 of Section I I , all safî ge^credits, the valj)e<sf1rg'ected substances purchased for secondary 
1 all taxes and assessments which 
Property. ' 

sed and paid upon the mineral interest in and 

Application of Overhead - Percentage Ba nail be as follows: 

For the purpose of determinlnKfl«cfges on a percentage basis under Paragraph TB-atUiis Section HI, development 
shall include all costs in cp>tr6ction with drilling, redrilling, deepening, or any rememaJgjperatlons on any or all 
wella involving fteusiPuTdrilling rig and crew capable of drilling to the producing intervai<inflie Joint Prop­
erty, also, prelirpiriary expenditures necessary in preparation for drilling and expenditures incurre2Mojd>andoning 
when the^feHiB pot completed as a producer, and original cost of construction or installation of fixedffisejs, the 
expgpeitinot fixed assets and any other project clearly discernible as a fixed asset, except Major Construction 
del mod in Paragraph a of thisGcetifc-n I I I . All other coats shall be evonaidtrtdas optrating. •• 

2. Overhead - Major Construction 

Tp compensate Operator for overhead costs incurred in the construction and Installation of fixed assets, the expansion of 
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the 
Joint Property, Operator shall either negotiate a rate prtpr to the beginning of construction, or shall charge the Joint 
Account for overhead based on the following rates for any Major Ckmstniction project In excess of $2 r 

A. 5 S6 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— % of costs in excess of $1,000,000. 

Total cost shall mean the gross cost of any one project For tha purpose of this paragraph, the component parts of a single 
project shall not be treated separately and the cost of drilling and workover wells and artificial l i f t equipment shal] be 
excluded. 

3. Catastrophe Overhead 

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

. X_ofJplata)s^Tn excess of $100,000 but less than $1,000,000; plus 

- % of-total LUJU iif ej«xjj-ufig-l,QO0.OpOi 

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

4. Amendment of Rates 

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

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material move­
ments affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at Operator's 
option, such Material 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 disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties. 

1. Purchases however Operator shall not be 

Material puucha;^ shall be charged at the price paid by Operator after deduct ion^fal fd^TOts^iveo^casel j f 
Materia! found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account 
when adjustment has been received by the Operator. 

2. Transfers and Dispositions 

Materia! furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator, 
•unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts: 
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ubular goods. sized 23, inches OD and larger, except Hne pipe, shall be priced at Eastern mill puBIished 
Jxtoad base prices effective as of date of movement plus transportation cost using the 80.000 pojwa carload 
wefghCbasis to the railway receiving point nearest the Joint Property for which publisheayall rates for 
tubularWis ex**1- B 0 , 6 80,000 pound rail rate is not offered, the 70.000 pound or 90.00O>pound rail rale 
may be useU. Freight charges for tubing will be calculated from, Lorain, Ohio and casing/from Youngstown. 
Ohio. 

(b) For grades which arejpecial to one mill only, prices shall be computed at the mflj^iase pf that mill phis trans­
portation cost from thatmill tb the railway receiving point nearest the JolntPfoperty as provided above in 
Paragraph Fortriisportation cost from points other than Eastem/rrillla. the 80,000 pound Oil Field 
Haulers Association interstate<truck rate shall be used, ' 

(c) Special end finish tubular goodsshall be priced at the lowest published out-of-stock price, f.o.b. Houston. 
Texas, plus transportation cost, usinfcsOil Field Haulers Assocjrftton interstate 80,000 pound truck rate, to 
the railway receiving point nearest the ^ojnt Property. 

(d) Macaroni tubing (size less than 2% inch ODJsriall be priced at the lowest published out-of-stock prices f.o.b. 
the supplier plus transportation costs, using the OOjefd Haulers Association interstate truck rate per weight 
of tubing transferred, to the railway receiving p^k&nearest the Joint Property. 

(2) Line Pipe 

(a) Line pipe movements (except size 24/inch OD and larger with wahYJ} inch and over) 80,000 pounds or more 
shall be priced under provisionsipftobular goods pricing th Paragraph A^lKa) as provided above. Freight 
charges shall be calculated frnafLoraln, Ohio, 

(b) Line pipe movements (except size 24 inch OD and larger with walls ft Inch arttUver) 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 o&ts based on freight rates as set forth under provisions, of tubular goods pricing in Para­
graph A(lXa) as-provided above. Freight charges shall be calculated from Lorain, Ohio. 

(c) Line pipe &ftneh OD and over and }5 inch wall and larger shall be priced f«.b. the poinVof manufacture 
at current new published prices plus transportation "cost to the railway receiving point neaVest the Joint 
Prone 

(d) Lane pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shMlbe 
-/priced at quoted prices plus freight tp the railway receiving point nearest the Joint Property or at prie 

<-—ngtsod toibj! Jtho Partlon, , • — , M i -,, ;—. ,—,-, — 

(8) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable supply 
store nearest the Joint Property, or point of manufacture, plus transportation costs, If applicable; to the railway 
receiving point nearpst the Joint Property. 

• (4) Unused new Material, exeep^^B&ar goods, moved from the Joint Property shall be priced at the current new 
price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property;, or point of 
manufacture, plus transportation costs, If applicable, to the railway receiving point nearest the Joint Property. 
Unuood nw tubulnra will bo priood oaprovidod above ia' Paragtaph 3 A (1) and (3), 

B. Good Used Materia] (Condition B) 

Materia) in sound and serviceable condition and suitable for reuse without reconditioning; 

(1) Material moved to the Joint Property 

At seventy-five percent (15%) of current new price, as determined by Paragraph A. 

(2) Materia] used on and moved from the Joint Property 

(a) At seventy-five percent (76%) ef currenf nny? prjee, as determined by Paragraph A If Material was originally 
charged to the Joint Account as new Materia] or 

(b) At sixty-five percent (66%) of current new price, as determined by Paragraph A if Material was originally 
charged to the Joint Account as used Material, 

(S) Material not used on and moved from the Joint Property 

At seventy-five percent (76%) of current new price as determined by Paragraph A 

The cost of reconditioning, tf any, shall be afcspried by the trar^farring property; 

C. Other Used Material 

(1) Condition C 

Materia! which is not in sound and serviceable condition and not suitable for its original function until after recon­
ditioning shall be priced at fifty'percent (6$8) of current new price as determined by Paragraph A. The cost of 
reconditioning shall bepharged to the receiving propei-ty. provided Condition C value-iliM cost of reconditioning 
does not exceed Condition B value. 

-6-
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(2) Condition D 

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

(a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe of com­
parable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line 
pipe prices. . 

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

(3) Condition B 

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

D. Obsolete Material ' 

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

E. Pricing Conditions 

(1) Loading or unloading costs maybe charged to the Joint Account a ^ B f r t t ^ 
weight on all tubular goods movements, in lieu of actual loading or nnlrmrlW rr^r- r^^- fT" 1 ° f *£i*rnf\r\r,o-
point The above rate shall be adjusted as of the first dav of A nril tnfh-pnri' fTillf""iriir , T°r'i°T 1,1985 by the same 
percentage increase or ^z tws^^^LM^ik^a^SizaA rates in Section HI, Paragraph LA(3). Each year, the 
rate r-alciilnted BhalLhft-rrmrntgf tn the n** yggt and shall be the rate in effect until the first day of April next 
ytagrfcuon-rato ohall bo publinhod each year by the Council of Petroleum Accountants Societies -

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

3. Premium Prices 

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other 
unusual causes, over which the- Operator has ho control, the Operator may charge the Joint Account for the required 
Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving 
it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing 
Non-Operators for such Material. Each Non-Operator Bhall have the right by so electing and notifying Operator within 
ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use 
and acceptable to Operator. 

4. Warranty of Material Furnished By Operator 

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

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

At reasonable Intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice 
of intention-to take inventory shall be given by Operator at least thirty (80) days before any Inventory is to begin so that 
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an inven­
tory shall bind Non-Operatora to accept the inventory taken by Operator. 

2. Reconciliation and Adjustment of Inventories 

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

3. Special Inventories 

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

4. Expense of Conducting Inventories 

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

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

-7-



Exhibit "E1 

ATTACHED TO THAT CERTAIN OPERATING AGREEMENT 
DATED . JANUARY 26, 199? BY AND BETWEEN 
PENWELL ENERGY, INC., AS OPESATOE, AND 

NEAEBOEG EXPLORATION COMPANY, L X . C , AS TJQN-̂ PEKATOR 

GAS BALANCING AGREEMENT 

Ovmcrihip of Gas Production 
(a) U u uSciotc^of Uicpirticj th^cachpirty shall have tlu; right to take m kind and acparatdy 

dispose of iU proportionate share of gas (including caamghcad gaa) produced from each formation ia each well 
located on acreage 0 Contract Area") covered hy tho Operating Agreement to which thil Exhibit is attached 
("Operating Agreement"). 

(b) Operator shall control the {pu.production mod be responsible Cot srfministrring the proviaiona of 
thii: Agreement and ahall make reasonable efforts to deliver or cause to be delivered g u to the parties' gaa 
puicuascn u may be required ia order to balance the account! ofthe parties in accordance with die provision! 
herein contained. For proposes of thia Agreement, Operator shall maintain production acocrents of the parties baaed 
upon tho number of MMBui's actually contained ia the gaa produced from a particular formation in a weU and 
delivered at the outlet of leaae equipment loreaeh party'a account rcgardleu of whether salea of auch gaa are made 
on 11 wet or dry basis. All references In thia Agreement to quantity or volume abaHrefer to the number of MMBtu'a 
contained in the g u stream. Toward this end. Operator ahall periodically determine or cause to be determined tho 
Btu content of gaa produced from each formation in each well on a coniiatcnt baaia and under standard conditions 
purouant to any method customarily used in the industry. 

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

produced trom a particular formation in a well ("noa-marktting" party), the remaining parties ("msrkriing" parties) 
ahall have the light, but not tho obligation, to produce, take, sell and deliver for such marketing parties' accounts, in 
addition to the full ahare of gas to which tho marketing parties tre otherwise entitled, alloranyportiop of the gas 
attributable to a non-inarkcting party. (Gas attributable to a run-marketing party, taken by a rnarketing party, is 
refected to in this Agreement as 'overproduction *). I f there is more than ono marketing party taking gas 
attributable to a non-tnarkcting party, each marketing party shall bo endued to take a non-marketing party's gas in 
the ratio that such marketing party's interest in production bears to the total Interest in production ofall marketing 
parties. 

(h) A party that has not UlxaiU proportionate ahare of gas produced from any formation in a well 
("Underproduced Party") shall be credited with gaa in storage equal to Its ahare of gu produced but not taken, leu 
its atare of gas used in lease operations, -vented or lost ̂ underproduction"). Such Underproduced Party, upon 
giving timely written notice to Operator, snail be entitled, on a monthly basis beginning the month following receipt 
of notice, to produce, take, sell and deliver. In addition to tbe full share of g u to which such party Is otherwise 
entitled, a quantity of g u ("make-up gu")'equal to fifly percent (50%) of too total share of gas attributable to all 
parties having cumulative over production (individually called "Overproduced Party"). Such nuke-up gu shall be 
credited against such Underproduced Party's accrued underproduction in order of accrual. Notwithstanding the 
foregoing snd subject to subsection (e) below; f j ) an Overproduced Party shall never be obligated to reduce its takes 
to leu than fifty percent (SOX) of the quantity ta which .such party is otherwiseentitled and (ii) an Underproduced 
Party shall never be allowed to make up uwic^roduction during tho months of December, January, February, and 
March. 

(c) I f there is more than one Underproduced Party desiring make-up gu, each such Underproduced 
Party shall be entitled to make-up gas in the ratio that such party's interest in reduction bears to the totH] interest in 
produ^ion ofall parties then desiring make-up £as. Any portion of the roake-up ga* to which *n Underproduced 
Party is rnritird and which ia not taken by such Underproduced Party may be taken by any other Underproduced 
Party(.ies). 

(d) I f there is more than one Overproduced Party required to furnish make-up gas, each such 
Overproduced Party shall furnish make-up gas in the ratio that auch party's interest in production bears to the total 
Interest In productiod of all parties then required to furnish make-Up gaa. Except u provided in (e) below, each 
Ovcrpoduced Party in any formation in a well shall be entitled, on t monthly b u l l , ta take Its toll share of gu less 
its ahajre ofthe make-up gas then being piroduced fram the particular formation in the well in which it is 
overprciduced. 

(e) If Operator in good faith believes that aa Overproduced Party has recovered one hundred 
percent: (100%) of such Overproduced Party's share of the recoverable reserves from a particular formation in s 
weU, snob Ovcrrrroduccd Party, upon being notified in writing of such fact by Operator, ahall cease taking gas tram 
such formation in such well and the remaining parties shall be entitled to take one hundred percent (100%) of such 
produclion until the accountt of the parties arc balanced. Thereafter, such Overproduced Party shall again have the 
right to take its share of the remaining production, i f any, ia accordance with the provisions herein contained. 
Notwitliatanding anything to the contrary herein, after an Overproduced Party has recovered one hundred percent 
(100%) of its full share oflhe recoverable reserves u so determined by Operator from a particular formation in a 
well, such Overproduced Party may continue-to produce i f such continued production is fj) necessary for lease 
mapitrsmncc purposes, or (ii) permitted by a majority of interest ofthe parties who have not produced one hundred 
percent (100%) of their recoverable reserves from such formation in such well after written ballot conducted by 
Operator. 



3. Cash Balancing Upon Interim Imbalances or Upon Deletion 
(») On January ISth and July 15th of each Calendar Year Uncfafirodoced Party may give notice that 

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

(b) Tf gas prodnction trom a pa r t i e s 
production (or substitute therefor) within sixty (60) days, Operator shall distribute, within ninety (90) days of the 
dite the weU last produced gas from such formation, a statement of net unrecouped underproduction and 
OTerprodoction arid the months and years in which such unrecouped produced accrued ("Pinal Accounting^. 

(o) Witlimthhty 00) daya of receipt of e 
Overproduced Party shall remit to Operator for disbursement to the Underproduced Parties, a sum of money (which 
aum ahall not include interest) equal to the amount actually received or cooatructivcly received under subparagraph 
(e) below, by Overproduced Party tor sales during the monthfs) of overproduction, ralnilatrd in order of accrual 
but less applicable taxes, royalties and reasonable costa of roartcting and txariapoTting such gas actually paid by 
auch Overproduced Party. Such icsnhiancc snail be based on number of MMBtu's of overproduction and shall be 
sasrarnpsjued by s stateshent showing vo 

(d) Wthin thirty (30) days of receipt of any such rcatittanco by Operator from aa Overproduced 
Party, Operator shall disburse such funds to.the Uiiderprodoced P ^ 
Operator asaumcs no liability with respect to any such payment (unless such payment i i attributable to Operator's 
ov.raproduction), it being the intent ofthc parties that each Overproduced Party shall be aolely responsible for 
reimbursing each Underproduced Party for such Uruierproduced Party'a irapective ahare of overproduction taken 
by such Crvcipixiduced Party in accordance wilh the provisions herein contained. I f any party tails to pay any sum 
dix;rjndCTthetrzrM hereof a t e responsibility for the 
collection of such sum to the party or parties to whom it is owed, and Operator shall have no fcruWsczrnnsibilify 
for collectioru 

(e) Ia dcteimining tho amount of overproduction for which tctucraent l l due, production taken 
during any month by an Underproduced Party in excess of such Underproduced Psrty's share shall be treated as 
mal:e-up and ahall bo applied to reduce prior deficits in the order of accrual ofsuch deficits. 

(f) An Overproduced Party that took gas in kind for its own use, sold gas to an .ffiliflfr, or 
otherwise disposed of gas in other than a cash aale ahall pay for such gas st market value at tbe time it was 
produced, even i f the Overproduced Party sold such gas to sn sfGliate at a price greater or lesser than market value. 

(g) I f refunds arc later required by any governmental authority, each party ahaH be accountable for 
its narpectrve share of such reiunrjju finally balanced 1^ 

4. DcB/erability Tests 
At the request of sury party, Operatur may produce the eruireweD stream for » deliver^ 

excerd seventy-two (72) hours in duration (or such longer period of time as may be mutually agreed upon by the 
partita) i f reajrircd under such requesting party's gas sales or transportation contract. 

5. Nominations 
Each party shall, on a monthly basis, give Operator sufnaent time tnd data cither to nominate such 

party's respective ahare of gat to the transporting pipelines) or, i f Operator it not ronuoating such party's gas, to 
inform Operator of the-manner in which to dispatch such psrty's gat. Except as and to the extent caused by 
Operator's gross negligence or willful misconduct. Operator shall not be responsible for any fees and/or penalties 
associated with imbalances charged by any pipeline to toy Underproduced or Overproduced Putyfjes). 

6. Statements 
On or before the twenty-fifth (25th) day of the mouth following the month of production, each party taking 

gas shall furnish or cause to be furnished to Operator a statement of gas taken expressed in terms of MMBtu's. I f 
actual volume information sufficient to prepare such statement ia not made available, to the taking pasty in sufficient 
time hi prepare i t , such taking party shall nevertheless fumish a statement of it* good failh estimate of volumes 
taken. Wilhin twenty (20) days ofthe receipt of all such atatcmcnts, Operator shall furnish to each party a statement 
of the gas balance among the parties, mcludmg the total quantity of gas produced from each formation in each well, 
the pojtion thereof used in operations, vented or lost, tnd the total quantity delivered for each party's account. Any 
error cr discrepancy in Operator's monthly statement shall tw promptly reported to Operator and Operator thall 
make a proper adjuatracnt thereof within thirty (30) days alter final dcterrnination of the correct quantities involved; 
provided, however, that i f no errors or discrepancies are reported to Operator within two (2) years from the date of 
any statement, such statement ahall be conclusively deemed to be correct. Additionally, within thirty (30) days trom 
the end of each calendar year, noo-operatars -shall furnish to Operator, for the sole purpose of ratahlishmg records 
sufficient to Verify cash balancing values, a statement reflecting amounts actually received or constructively received 
under paragraph 3(e), oh a monthly basis tor.the calendar year preceding tho immediately concluded calendar year. 
Operator ahall not allow a party to produce gat for its account during my month when such party is delinquent ia to 
furnishing the monthly or annual statements. 

7. Payments of Taxes 
Each party taking gu shall pay or cause to be paid any and aU production, severance, utility, sales, 

excise, or other taxes due on ouch gas. 

8. Operating Expenses 
The operating expenses are to be borne u provided in the OjxrrrtUng Agreement, regardless of whether aU 

parties arc selling or using gas or whether the sales and use of each arc in proportion to their respective interests in 
such gas. 



9. Overproducing Allowable 
Each party shall give Operator sufficient time and data to enable Operator to make appropriate 

nc mirjiliorix, forecasts -and/or filings with the rcgulito ry bodies having jurisdiction to ettabluth allowances. Each 
party than st t f l lime* regulate & 
•hall not be curtailed and/or shut-in for overproducing the allowable production migwd thereto by the regulatory 
body having jurisdiction. 

10. Payment of I^ t rhnl r l Burdens 
At all times while gu is produced trom the Contract Area, each party agrees to make appropriate 

settlement of all royalties, overriding royalties and other payments out of or in lieu of production for which such 
party is responsible just as If such party were taking or delivering to a purchaser such party's full share, snd such 
party'a full share only,- of such gas production exclusive of gas used ia operations, vented or lost, and each party 
mprr* tn inrlrmmfy and hnld r j r h nlbrf p»T<y parrr ,^ . fr^n) f T>y »„/t . t l r.latmi r r i i i t i n j thi-reln 

11. Ap plication of Agreement 
The provisions of this Agreement shall be separately applicable and ahall constitute a separate agreement 

with respect to gaa produce form each formation in each weU located on the Contract Area. 

12. Term 
This Agreement shall tcrnuhate when gu production under the Operating Agreement pennanently ceases 

and the accounts of the parties are finally settled in accordance with tbe provisions herein contained. 

13. Operator's Liability 
Except u otherwise provided herein. Operator is authorized to.adtninister tite provisions ofthis 

Agreement, but ahall suffer no liability to the other parties for losses sustained or liability incurred which srisc out 
of or in conn ection with the performance of Operator's duties hereunder except such u may result from Operator's 
gross negligence or willful misconduct. 

14. Audits 
Any Urtidcrprodueed Party shall have the right for a period of two <2j years after receipt of payment 

pursuant to a final srrrninting and after giving written notice to aU parties, to audit an Overproduced Party's 
accounts and records relaxing to such payment. Any Overproduced Party shall have the right for s period of two (2) 
yearn after tender of payment for unrecouped volumes snd upon giving written notice to all parties, to audit sin 
Underproduced Party's records as to volumes. The party conducting such audit shall bear its costs of the audit. 
Additionally, Operator shall have the xigltf fora pestad of two f2) years sdteriece^ 
non-operator under paragraph 6 titer giving written notice to the affected non-operator to audit such noa-cperttors 
accounts and records relating to such payment, Costs ofsuch audit shall be borne by the joint account. 

15. Successors and Assigns 
The terms, covenants and eoriditions ofthis /igrecment shall bo binding upon and shall inure to the benofit 

of the parties and to their respective successors and usigns, and may be assigned in whole or in part from tunc to 
time; provided, however, that (t) any such assignments shall be made subject to this Agreement and u among the 
partial shall not be valid without the express written acceptance ofthe terms of this Agreement by the Assignee, (b) 
the As rigncc alutll scquirc such interest subject Co any overproduction and7or tradcrproducuon imbalances existing at 
such time u weU u any cash balancing obligation created" thereby and (o) no such Usignmeatt shall relieve the 
Assignor from any obligation to the other parties with respect to any overproduction taken by Assignor prior to such 

. usigrarnent. ' •-

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

equipment in accordance with their respective interests. 

17. Conflict 
I f there is t oonflict between the terms ofthis Agreement snd the termt of lay gu sales contract covering 

the Contract Area entered into by any party, the terms ofthis Agreement shall govern. 

18. Arbitration 

Any controversy or claim arising out of or relating, to this Agreement, or the breach thereof, ahall be 
settled t.y binding arbitration in accordance with the Cornrncrcial Arbitration Rules ofthe American Arbitration 
Association, and judfrrocnt upon the award may be entered in any Court haymg juriscUction tnexcof. The arbitrator 
shall not award punitive damages hi settlement of any controversy or claim. 



EXHIBIT "F" 

ATTACHED TO AND MADE A PART OF THE OPERATING AGREEMENT DATED LJAifaARX 26, 1998,. 

BY AND BETWEEN PEIWEIX ENERGY, INC., AS OPERATOR, AND 
NEARBURG EXPLORATION COMPANY, L L C , AS .NON-OPERAT.QK. . 

NONDISCRIMINATION AND CERTIFICATION OF NONSEGREGATED FACILITIES 

A. Equal Opportunity Clause (41 CFR 60-1.41. (Applicable only to contracts or purchase orders for 
more than $10,000.) 

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

(1) The Operator will not discriminate against any employee or applicant for employment because of 
race, color, religion, sex, or national origin. The Operator will take affirmative action to ensure that 
applicants are employed, and that employees are treated during employment, without regard to their 
race, color, religion, sex, or national origin. Such action shall Include, but not be limited to the 
following: Employment, upgrading, demotion, or transfer, recruitment or recruitment advertising, 
layoff or terminations, Including apprenticeship. The Operator agrees to post hi conspicuous places, 
available to employees and applicants for employment, notices to be provided by the cotifractlng 
officer setting forth the provisions of this nondiscrimination clause. 

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

(3) The Operator will send to each labor union or representative of workers with which it has a collective 
bargaining agreement or other contract or understanding, a notice to be provided by the agency 
contracting officer, advising the labor union or workers representative of the Operator s 
commitments under section 202 of Executive Order 11246 of September 24, 1865, and shad post 
copies of the notice In conspicuous places available to employees and applicants for employment 

(4) The Operator will comply with all provisions of Executive Order 11248 of September 24,1965, and of 
the rules;, regulations, and relevant orders of the Secretary of Labor. 

(5) The Operator will furnish all Information and reports required by Executive Order 11246 of September 
24, 196fi, and by the rules, regulations, and orders of the Secretary of Labor, or pursuant thereto, 
and will permit access to its books, records, and accounts by the contracting agency and the 
Secretary of Labor for purposes of investigation to ascertain compliance with such rules, regulations, 
and orders. , 

(6) In the event of the Operator s noncompliance with the norKjiscrimination clauses of this contract or 
with any of such rules, regulations; or orders, this contract may be canceled, terminated, or 
suspended In whole or In part and the Operator may be declared Ineligible for further Government 
contracts In accordance with procedures authorized In Executive Order 11246 of September 24, 
1865, and such other sanctions may be Imposed and remedies invoked as provided In Executive 
Order 11246 of September 24,1865, 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, pr orders of the Secretary of Labor Issued pursuant to 
section 204 of the Executive Order 11248 of September 24, ,865, so that such provisions will be 
binding upon each subcontractor or vendor. The Operator will take such action with respect to any 
subcontract or purchase order as the contracting agency may direct as a means of enforcing such 
provisions Including sanctions for noncompliance: Provided, however, that In the event the Operator 
becomes Involved In, or Is threatened with, litigation with a surxxmtractor or vendor as a result of 
such direction by the contracting agency, the Operator may request the United States to enter Into 
such litigation to protect the Interests of the United States. 

Certification of Nonseoregated Facilities' f41 CFR 60-1.8.) (Applicable oniy to contracts or purchase 
orders which are not exempt from the provisions of the Equal Opportunity Clause set out above.) 

The Operator certifies that tt does not, and will not, maintain or provide for Its employees any segregated 
facilities at any of Its establishments, and that It does not, and will hot, permit Its employees to perform 
their services at any location, under Its control, where segregated facilities 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 facilities moans any waiting rooms, 
work areas, rest rooms and wash rooms, restaurants and other eating areas, time docks, locker rooms 
and other slorage or dressing areas, parking lots, drinking fountains, recreation or entertainment areas, 
transportation, and housing facilities provided for employees which are segregated by explicit directive or 
are in fact segregated on the basis of race, creed, color, or national origin, because of habit, local 
custom, or otherwise. The Operator fiirther agrees that (except where It has obtained Identical 
cettiftcatiorts from proposed subcontractors for spedfictime periods) It will obtain Identical certifications 
from proposed subcontractors prior to the award of subcontracts exceeding $10,000 which are not 
exempt from: the provisions of the Equal Opportunity Clause; that it will retain such certifications In its 
files; and that it will forward the following notice to such proposed subcontractors. 



NOTICE TO PROSPECTfv'c SUBCOrTrRACTORS OF REQUIREMfcu^T FOR CERTIFICATIONS OF 
NONSEGREGATED FACILITIES. A Certificate of Nonsegregated Facilities must be submitted prior to 
the award of a subcontract exceeding $10,000 which Is not exempt from the provisions of the Equal 
Opportunity Clause. The certification may be submitted either for each subcontract or for ail 
subcontracts during a period (I.e., quarterly, semiannually, or annually). 

C. AffirmativB Action Compliance Program (41 CFR 60-1.40;) (Applicable only if (a) the Operator has 50 or 
more employees and 03) the contract or purchase order Is for $50,000 or more.) 

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

D. Employer Information Report (41 CFR 60-1.7.1 (Applicable only If (a) the Operator has 50 or more 
employees;, and (b) the Operator Is not exempt (pursuant to section 60-1.5 of Title 41 of the Code of 
Federal Regulations) from the requirement for filing Employer Information Report EEO-1, and (c) the 
contract or purchase order Is for $50,000 or more.) 

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

E. Affirmative Action for Disabled Veterans and Veterans ofthe Vietnam Era (41 CFR 60-250.) (Applicable 
only to contracts or purchase orders for $10,000 or more.) 

The affirmative action clause prescribed ln section 60-250.4 of Title 41 Of the Code of Federal 
Regulation!; Is Incorporated herein by reference (as permitted by section 60-250.22 of said Regulations) 
as tf set out In full at this point If the Operator (a) has 50 or more employees and (b) this contract or 
purchase order Is for $50,000 or more, then within 120 days from the effectiveness of this contract or 
purchase order, the Operator shall prepare and maintain an affirmative action program at each 
establishment which shall set forth the Operator s policies, practices and procedures In accordance with 
section 60-250.6 of said Regulations. 

F. Affirmative Action for Handicapped Workers (41 CFR 60-741.4.1 (Applicable only to contracts or 
purchase onlers for $2,500 or more.) 

The Affirmative Action Clause prescribed In section 60-741.4 of Title 41 of the Code of Federal 
Regulations Is Incorporated herein by reference (as permitted by section 60-741.22 of said Regulations) 
as if set out In full at this point If the Operator (a) has 50 or more employees and (bj this contract or 
purchase onier Is for $50,000 or more, then, within 120 days of the effectiveness of this contract or 
purchase order, the Operator shall prepare and maintain an affirmative action program at each 
establishment which program shail set forth the Operator s policies, practices and procedures in 
accordance with section 60-741.6 of said Regulations. 

G. Utilization of Minority Business Enterprises (Federal Procurement Regulations 1-1.13.) (Applicable only 
to TOntracts or purchase orders which may exceed $10,000.) 

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

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

Atrjc«a!(1v4 



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, LX.C, AS NON-OPERATOR 

NEARBURG EXPLORATION COMPANY, LLC. 
EXPLORATION AND PRODUCTION 

WELL INFORMATION REQUIREMENTS 

Well: 
Location: 
Operator. 
Spacing Unit: 

Operator agrees to fumish 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, mud properties, daily and cumulative costs, background gas and drilling break Intervals In which 
a show is present with a description of show and the lithology containing the show. Daily well and 
mudlogger reports should be taxed daily by 9:00 a.m. CST and a weekly recap mailed/faxed to the 
following: 

NEARBURG EXPLORATION COMPANY, LUC. 
(Drilling and Mudlogger Reports) 
3300 N. "A" Street, Building 2, Suite 120 
Midland, Texas 79705 
Attn.: Jerry Elger 
FAX: (915)-686-7806 

B. WELL DATA 

The following listed data should be mailed as follows: 

NEARBURG EXPLORATION COMPANY, LLC. 
33013 N. "A" Street, Building 2, Suite 120 
Midland, Texas 79705 
Attn .: Ken Billings 

MIDLAND 

NEARBURG PRODUCING COMPANY 
P.O. Box 823085 
Dallas, Texas 75382-3085 
Attn.: Production Secretary 

DALLAS 

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

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

3. Copy of dally mud logs. 1 \ 

4. Copies of the final mud log. 3 2 

5. Copies of the field prints 3 1 
of all logs run in the well. 

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

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

8. Cbpy well log customer diskette 1 1 
3%" LAS format. 



Page -2-
Weli Information Requirements 

MIDLAND DALLAS 

9. One initial and final copy 2 1 
of any DST, coring, sample 
analysis, formation fluid 
analysis, or test reports 
on the well. 

10. Well history at 1 1 
completion of the well. 

11. Copy ofthe bit record and 1 
mud recap. 

12. One copy of Operator's 1 1 
State Production Report (monthly) 

13. One sample cut of all samples 1 
collected by mudlog crew. 

14. One (1) complete slabbed section of whole core ("chips" from those portions removed for special 
analysis). 

15. One (1) copy of all title opinions and curative instruments covering the proration or spacing unit 
foiP the well should be sent to: 

NEEARBURG EXPLORATION COMPANY, L.L.C. 
3300 N. *A", Building 2, Suite 120 
Midland, Texas79705 
Attn.: Bob Shelton 

NEARBURG PRODUCING COMPANY 
P. O. Box 823085 
Dallas, Texas 75382-3085 
Attn.: Kathle Craft 

NOTIFICATION: 

Nearburg Producing Company should receive 24-hour notice of the following events: spudding, 
wireline logging, jopen hole testing, coring, or plugging of the well. Notification should be by 
phone to one of the following in the order listed: 

NAME 

Jeny Elger (Geology) 
Cap Homing (Geology) 
Scott Kimbrough prilling) 
Tim MacDonald (Engineering) 

OFFICE 

(915)686-8235 
(915)686-«235 
(915) 686-8235 
(214) 739-1778 

HOME 

(915) 687-0344 
(915) 699-4131 
(915) 687-4279 
(972) 390-8106 

PAGE 

(800) 405-5160 
(800) 585-4543 
(800)405-5173 
(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 arrangements can be made. 

ACCESS TC) LOCATION 

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

SPECIAL REQUIREMENTS FOR ADDITIONAL WELL INFORMATION 

Nearburg Producing Company and Nearburg Exploration Company, LL.C. reserve the right to run a 
velocity survey, acoustic surveys, or other well bore logs or tests Including the Schlumberger hl-res 
density and FMI for spot ELAN analysis and DST(s) to its satisfaction if not run by the operator, or In the 
case where operator runs same, operator shall fumish to Nearburg all such information or surveys. In 
addition, Nearburg Exploration Company, L.L.C. may require operator lo run a two-man mudlogging unit. 

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

Cap Homing 
Exploration Manager 
Date: 

Bob Shelton 
Land Manager 
Date: 
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Blackbird Prospect 

EXHIBIT «T». 

To that certain Operating Agreement dated January 26,1998, 
by and between PENWELL ENERGY, INC., as Operator, and 

NEARBTJRG EXPLORATION COMPANY, L.L.C, ETAL, as Non-Operators. 

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

STATE OF NEW MEXICO § 
§ 

COUNTY OF EDDY § 

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

W/2 of Section 10, and All of Section 11, 
Township 16 South, Range 28 East, NMPM, 

Eddy County, New Mexico, being limited 
in depth from the surface of the earth to the 

base of the Morrow Formation. 

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

"Lien and Payment Defaults: 

Each Non-Operator grants to Operator a lien upon its oil and gas rights in 
the Contract Area, and a security interest in its share of oil and/or gas when 

. extracted and its interest in all equipment, to secure payment of its share of 
expense, together with interest thereon at a rate provided in Exhibit " C to 
the above referenced Operating Agreement To the extent that Operator 
has a security interest under the Uniform Commercial Code of the state, 
Operator shall be entitled to exercise the rights and remedies of a secured 
party under the Code. The bringing of a suit and the obtaining of 
judgement by Operator for the secured indebtedness shall not be deemed as 
election of remedies or otherwise affect the lien rights or security interest 
as security for the payment thereof In Addition, upon default by any Non-
Operator in the payment of its share of expense, Operator shall have the 
right, without prejudice to other rights or remedies, to collect from the 
purchaser the proceeds from the sale of such Non-Operator's share of oil 
and/or gas until the amount owed by such Non-Operator, phis 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 to secure payment of Operator's 
proportionate share of expense." 

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

ATTENTION OF RECORDING OFFICE: This instrument gives notice of and 
grants liens and security interests to both Operator and Nort-Operators. Operator 
is both a secured partv and a debtor. Non-operators are both a secured party and 
debtor. This Notice, as a financing statemenL should be indexed accordingly. 

RECEPTION l i r X r ^ ' W ^ 
983379 w f ;*NOV.«'UCIA 
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EXHIBIT T 
NOTICE OF JOINT OPERATING AGREEMENT LIEN, 
SECUFJTY" INTERESTS AND FINANCING STATEMENT 
PAGE-2-

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

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

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

The original ofthe 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 multi-counterparts, no one of which need be 
executed by all parties hereto and the same shall be binding upon those parties, as well as 
their successors and assigns, who execute same, whether or not all named parties join in 
execution hereof Counterparts thus executed shall together constitute but one and the 
same instrument. In the interest of facilitating, filing or recording this instrument thus 
executed in multi-counterparts, each executing party hereby authorizes removal of 
signature and acknowledgment pages and reassembly of the same into a single document 
composed of one copy of the substantive portions of this instrument attached to multiple, 
separately wcecuted signature and acknowledgement pages. 

This: Agreement shall be effective as ofthe 26"a day of January, 1998. 

OPERATOR: 

600 North Marienfeld, 
Suite 1100 
Midland, Teas 79701 

NON-OPERATOR: 

NEARBURG EXPLORATION COMPANY, L.L.C. 

Printed Name: Robert' G. Shel ton 
3300 North "A" Street 
Building 2, Suite T20 
Midland, Texas 79705 

Title: Attosney-in-Faet 
Tax ID#: l i P g s a i l l f 
Date: March 5, 1998 
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EXHIBIT T 
NOTICE OF JOINT OPERATING AGREEMENT LEN, 

. SECURITY INTERESTS AND FINANCING STATEMENT 
PAGE-3-

ACKKOWLEDGMENTS 

STATE OF TEXAS 

COUNTY OF MIDLAND 

Thii instrument was acknowledged before me this 2°d day of March 1998, by Steven R. 
Foy, as Vict: President of PENWELL ENERGY, INC, a^ej^s corporation, on behalf of said 
corporation. 

My Commission Expires: 
9/23/01 

TAMMY BAfMB RIDGE 
Notary PvbSc 

STATE OF TEXAS 
BrtoBB. Exp. 09/23/01 

STATE OF TEXAS 

COUNTY OF MIDLAND 

Robert G. Shelton as Attorney-in-Fact 
day of March, 1998, by 

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

My Commission Expires: 

Notary Public 
^ STATE OF TEXAS 

t j E t g ^ M , Comm. E»p. 05/25/2000 

Notary/Public in and for the State of Texas 

STATEOFNEWMEXICO 'A'"- £$ J>, J 
CountyofEddy ^..%ss. ^ \ f:y.: 

HW181998 J i j § -

By. 
'Deputy 

/tbrmeraojaablacfcbinj (lw) 


