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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and berween __2€NWell Energy, Inc.

hereinafter designsced and refcrred o as “Operator.” and ¢he signacory parry or parties other than Operator. sometimes
hereinsfrer referred o individually as “Non-Operator.” and collectively as “Non-Opcrators.”
WITINESSETH:
WHEREAS, the parties to this agreement are owners of Oil and Gas Leases and/or Oil and Gas Interests in the land

identified in Exhibit "A,” and the parties hereto have reached 3n agreement o explore and develop these Leases and/or Ol
and Gas Interests for the peoduction of Oil and Gas 10 the extent and as hereinafter provided,
NOW, THEREFORE, it is agreed as follows:

ARTICLE 1.
DEFINITIONS

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

A. The term “"AFE"” shall mean «n Aucthority for Expendirure prepared by a parry to this agreement for the putpose ol
esumating the costs to be incurred in conducting an operation hereunder.

B. The term "Completion” or “Complete” shall mesn a single operation intended to complete 3 well as 3 producer of Ovi
and Gas in one or more Zones, including, but not limited to, the serting of production casing, perforating, well stimulation
and production testing conducted in such operation.

C The term “Contract Area” shall mean all of the lands, Oil 1nd Gas Leases and/or Oil and Gas Interests intended 10 be
devcloped and operated for Oil and Gas purposes under this agreement. Such lands, Oil and Gas Leases and Qil and Gas
Interests are described in Exhibit "A”

D. The term “Deepen” shall mean a single operation whereby a well is drilled to an objective Zone below the decpest
Zone in which the well was previously drilled, or below the Deepest Zone proposed in the associated AFE, whichever is the
lesser.

E. The terms "Drilling Party” and "Consenting Parry” shall mean 2 party who agrees to join in snd pay its share of the
cost of any operstion conducted under the provisions of this agreement.

F. The teem “Drilling Unit” shall mean the arca fixed for the drilling of one well by order or rule of any state or federa,
body having suchoriry. If a Drilling Unit is not fixed by any such rule or order, 2 Drilling Unit shall be the drilling unit as
established by the pattern of drilling in the Contract Areca unless fixed by express agreement of the Drilling Parties.

G. The term “'Drillsice”™ shall mean the Oil and Gas Lease or Oil and Gas Interest on which 3 proposed well is (o de
located.

H. The term “Initial Well” shall mean the well required to be drilled by the parties hereto as provided in Article V9LA.
I. The term “"Non-Consent Well” shall mean a well in which less than all parties have conducted an operation s
provided in Article V1.B.2.

J. The terms "Non-Drilling Party” and “Non-Consenting Parry”™ shall mean a party who elects not to participate 1n a
proposed operation.

K. The term “Oil and Gas” shall mean oil. gas. casinghecad gas. gas condensate, and/or all other hquid or gascous
hydrocarbons and other marketable substances produced therewith, unless an 1ncent o limit the inclusiveness of this term 3
specifically scaced.

L The teem “Oil and Gas Interests” or “lnccrests” shall mean unleased fee and mineral interests in Qil and Gas in tracss
of land lying within the Contract Area which are owned by pactics to this agreement.

M. The terms “Oil and Gas Lease,” “"Lease” and “Leaschold” shall mean the oil and gas lesses or incerests therein
covering tracts of land lying within the Contract Area which ace owned by the parties o this agreement.

N. The term "Plug Back™ shall mean 3 single opcration whereby 3 deeper Zone is abandoned in order to sttempt 3
Completion in a shallower Zone.

O. The term “Recompletion” or "Recomplete” shall mean an operation whereby a Completion in one Zone is abandoned
in order to accempt a Completion in a different Zone within the existing wellbore.

P. The term “Rework™ shall mean an operation conducted in the wellbore of a well after it is Completed to securc.
restore. ot improve production in 3 Zone which is currently open to production in the welibore. Such operations include, but
are not limited to. well stimulation operations but exclude any routine repair or maintenance work or drilling, Sidetracking.
Ocepening, Completing, Recompleting, or Plugging Back of 2 well.

Q. The term “Sidetrack”™ shall mean the directional control and intentional deviation of » well from verucal 50 s o
change the bottom hole location unless done (o straighten the hole or to drill around junk in the hole to overcome otner
mechanicaal difficulcies.

R. The term “Zone” shall mesn 2 sccatum of earch containing oc thought to contain a common accumulation of Oil and
Gas separscely producible from sny other common accumulation of Oil and Gas.

Unless the context otherwise clearly indicates, words used in the singular include the plural, the word “person™ includes
nacural and artificial persons, the plural includes the singular, and any gender includes the masculine, feminine, and neuter.

ARTICLE Il
EXHIBITS

The lollowing exhibits, as indicated below and attached hercto, are incorporated in and made 3 part hereol:
—X__ A. Exhibit "A,” shall include the following information:

4
(1) Description of lands subject o this agreement, .'1:
(2) Restrictions, if any, as (o depchs, formations, or substances, R
(3) Parties to sgreement with addresses and tclephone numbers for notice purposes, r‘ .
{4) Percentages or fractional interests of parties to this agreement, o

(3) Oil and Gas Leases and/or Qil and Gas Interests subject to this agreement,
(6) Burdens on production.
B. Exhibit "B.” Form of Lease.
—X__ C Exhibit "C,” Accounting Procedure.
—X__ D. Exhibit "D." Insurance.
—X__ E. Exhibit "E.” Gas Balancing Agreement. o
X __F Exhibit "F.” Non-Discrimination and Certification of Non.Segregated Facilities. - _‘.“,7 . ol
G. Exhibit "G.” Tax Partnership.
H. Other:
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If any provision of sny exhibit, except Exhibits “E.” "F' and "G,” is inconsistent with any provision contained in
the body of chis sgreement, the provisions in the body of ¢his agreement shall prevail.
ARTICLE IIL

INTERESTS OF PARTIES
A. Oil snd Gas lnterests:

Il any parey owns an Oil and Gas Interest 1n the Contrace Area, that Interest shall be treated for all purposes of this
agreement and during the term hereof as if it were covered by the form of Oil 3nd Gas Lease atcached hereto as Exhibic B
and the owner thereol shall be deemed to own both royaley interest in such leasc and the interest of the lessee thercunder
B. Interess of Parties in Costs and Production:

Unless changed by octher provisions. all costs and liabilities incurred in operations under this agreement shall be borne

and paid, and all equipment and materials acquired 1n operations on the Contract Area shall be owned. by the paruies as ther
interests are set forth in Exhibit "A 7 In the same manncr. che parties shall also own all production ol Oil and Gas lrom tne

Contract Area subject. however, to the payment of royatzies anc other burdens on production as described hereafrer.
Regardiess of which parcy has conteibuted any Oif and Gas Lease or Oil and Gas Interest on which royaley or orher

burdens may be payable and except as otherwise expressly provided in this agreement, each parey shall pay or deliver. o
causc to be paid oc delivered, ali burdcrés o§ its iharac sol the production from the Contract Ares up to, but not in excess of.
ndas all indeemni?y, defend and hold the other parties free from any liabiliry therelor
Except s otherwise expressly provided in this agreement, if any parcy has contributed hereto any Lease or Interest which s

burdened with any royalry, overriding coyalry, production payment or other burden on production in excess of the amounts
stipulated above, such pacty so burdened shall assume and alone bear all such excess obligations aad shall indemnify, defend
and hold cthe other parties hereto harmless from any and ail claims atrributable to such excess burden, However, 50 long 1s
the Drilling Unit for the productive Zone(s) is ideatical with the Contract Area, cach parcy shall pay or deliver, or cause to
be paid or delivered, sll burdens on production from the Contract Area duc under the terms of the Oil and Gas Lease(s)

which such parry has contributed ¢o this sgreement, and shall indemnify, defend aad hold the ocher parties free from any
liability cherefor.

3

No parry shall ever be responsible, on a pricc basis higher than the price received by such parcy, to any ocher parry's
lessor or royalty owner, and if such other parey’s lessor or royaley owner should demand and receive settlement on 3 higher
price basis, the parry contributing the affected Lease shall bear the additional royalcy burden stcriburable o such higher price.

Nothing contained in this Article 111.B. shall be deemed a0 assignment or cross-assignment of interests covered hereby.
and in the event two or more parties contribute 10 this agreement jointly owned Leases, the parties’ undivided interests in
said Leaseholds shall be deemed separate leaschold interests for the purposes of this agreement.

C Subsequently Creaced Interests:

If any parry has contributed hereto 3 Lease or Interest that is burdened with an assignment of production given 33 securin
lor the payment of money, or f. aliee the date of this agreement. any party creates an overriding royalty. proguctwn
payment. net prolits interest, assigamens of production or ather burden payable out of production atccibutable (o s working
interest hereunder. such burden shall be deemed 3 Subsequently Created Incerest ~ Further, of any parcy has contnibuiec
hereto 3 Lease or lnterest burdened with an overniding royaley, production payment, net profits interest, or other buraen
payable out of production created prior to the date of this agreement, and such burden is not shown on Exhibit A" sucn
burden also shall be deemed 2 Subsequently Created Intcrest to the extent such burden causes the burdens on such parey s
Lease or latecest to exceed the amount stipulated in Article 111.B. above.

The party whose interest is burdened with the Subsequently Created [nterest (the “Burdened Parry™) shall assume ano
alone bear, pay and discharge the Subsequently Created Interest and shall indemnify, defend and hold harmless the other
parties from and sgainst say liabilicy therefor. Further. f the Burdened Parry fails 10 pay, when due, its share ol expenses
chargeable hercunder, all provisions of Article VILB. shall be cnforceable against the Subsequently Crested Interest in the
same mannce as they are enforceable against the working interest of the Burdened Parcy. If the Burdened Party is requicec
under this sgreement to s3sign or relinquish to any other parcy, or parties, ail or a portion of its working interest and/or the
production actributable thereto, said other party, or parcies, shall receive said assignment and/or production free snd clear ot
said Subsequencly Crested Interest, and the Burdened Party shall indemnify, defend and hold harmless said other pacry. or
parties, from any and all claims and demands for payment asserted by owners of the Subsequently Created lnteresc,

ARTICLE IV.
TITLES
A. Title Examination:

Title examination shall be made on cthe Drillsite of any proposed well prior to commencement of drilling operstions and.
i 3 majoruty in interest of the Drilling Parties so request or Operator so elects, title examination shall be made on the enrire
Drilling Uanit, or maximum anticipated Drilling Unit, of the well. The opinion will include the ownership of the working
nterest, minerals, royalty, overriding royalty and producrion payments under the applicable Leases. Each parey contnibuting
Leases and/or Oil and Gas Interests to be included 1n the Dailisite or Drilling Unat, if appropriate, shall furnish 1o Operator
all absteaces (including federal lease status reports). utle opinions, title papers and curative matenal 1n its possession free !
charge ANl such information not in the possession of or made available to Opcrator by the parties, but necessary for the
examination ol the title, shall be obtsined by Operator. Operator shall cause title <0 be examined by attorneys on us seait or
by outside actorneys. Copies of 3l ticle opinions shall be furnished to each Drilling Parry. Costs incurred by Opgrator in
procucing abstracts, fees paid outside attorneys lon title examination (including preliminary, supplemental, shub';:::_'i coyaley
opinions snd division order title opinions) and other direct charges as provided in Exhibic "C” shall be borne by thaDrilling
Pacties in the proportion that the interest of cach Drilling Parcy bears to the total interest of all Drilling Pasti
nterests appenr in Exhibit “A.” Operator shall make no charge for services rendered by its staff actorneys or other!

nt t{q‘izeﬁng of the sbove functions, ,, i

E‘e{ré—pwq- shall be responsible for securing curative mg&and pooling smendments or sgreements e gfrcd in
connection with Leases or Oil and Gas [nterests concributed by parcy. Operator shall be responsible 2}({5&?"_«&{::60:\
1nd recording of pooling designations or declarstions and communitization sgreements as well as the @) 1‘:!\1\ 8 rings
before governmental agencies for the securing of spacing or pooling orders or sny other orders necesuk’ 's'. 5 o&r'iue )
the conduct of operstions hereunder. This shall not prevent any party from sppearing on i su

. . . . . .;?81'1":'3‘91 é S Xk
Coses incurred by Operactor, including fees paid ro outside attorneys, which are associated wit ;

hearings enta
agencies. and which costs are necessary and proper for the activities contemplated under this agr%h\'éﬁt'.’sﬁ'ill"& ditect

FOGL bt L
charges to the joint account and shall not be covered by the administracive overhead charges as prexja_;& m..Exb;’bu c

48 suCh
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Operator shall make no charge for services rendered by 1ts stall attorneys or other personnel in the performance of the above
lunctions.
No well shall be drilled on the Contract Area until after {1} the title to rhe Drillsice or Drilling Unic, if appropriate, has

been examined a5 above provided, and (2) the title has deen approved by the examining attorney of title has been accepred by
all of the Drilling Parties in such weil.

B. Loss or Failure of Ticle:
- hd el Vel 11 Vatd *
F: Wﬁlc. JHoTISTINY Sri-rrrd C-a trreererror-Grrnd-Goet

P U POV PP Nl 794 NPPUDN A1 N Sech sl
FECRICDEIONIN v *~o Y

PR P

reduction of interest from that shown on Exhibit “A" the party credited with conceibuting the affected Lease or Interes
tincluding, if applicable, a successor in interest (o such parry) shall have ninety (90) days from final determination of

failure to acquire 3 new lease or other instrument curing the entirery of the title failure, which acquiSition will not be s

0 Article VIILB.. snd failing to do so. this agreement. neveriheless, shall continue in force as 10 all remaining Oil add Gas
Leases and Intecests; and,

(3) The party credited with contributing the Oil and Gas Lease or Interest affected by the title failure (i cluding, »f
applicable. a successor in interest to such party) shall bear alone the entire loss and it shall not be entitled to fecover from
Operator or the other parties any development or operating costs which it may have previously paid or in
shall be no additional liability on its pace to the other parties hereto by reason of such title failuze;

(b) There shall be no retroactive adjustment of expenses incurred of revenues received from ¢
Lease or Interest which has failed, but the interests of the parties contained on Exhibit ~

red, but there

operation of the
vised on an scresge
parry whose Lease or
¢ Lease or laterest failed,
sly drilled on the Contract
n with such well attributabic
in such interest (less costs and

A" shall be
basis. as of the time it is determined (inally that utle failure has occurred, so that the interest of ¢

Interest is affected by the title failure will thereafter be reduced 10 the Contract Area by the amount of

(&) 1f che proportionate interest of the other parties hereta in any producing well previ
Area is increased by reason of the ticle failure, the parry who bore the costs incurred in connect)
to the Lease or Interest which has failed shall receive the proceeds attriburable to the increas
burdens sttributable thereto) until ic has been reimbursed for unrecovered costs paid b
atteibutable o such failed Lease or [nceress;

(d) Should any person not & parry ¢o chis agreement. who s determined o
which has failed. pay in any manner any parc oi the cost of operation. development,
10 the party or parties who bore the costs which are so refunded:

it in connection with such well

the owaner of any Lease or lnceresc
¢ equipment, such amount shall be paic

(¢) Any liabiliry to account 0 2 person not a party to this agreement for
by reason of title failure shall be borne severally by each parry (including
production for which such accounting is required based on the amount of s
severally indemnily, defend and hold harmless all other parties hereto for

rior production of Oil and Gas which anises
predecessor 0 a current party) who recesved
h production received, and each such parry shall

ny such liabilicy to account.
{f) No charge shall be made to the joint account for legal expendes, fees or salaries in connection with the defense of
the Lease or Interest claimed to have failed, but if the parcy contributy

it shall bear all expenses in conneccion therewith; and
(8) 1f any parvy is given credit on Exhibit "A” to a Lephc or Interest which is limited solely to ownership of an

interest in the wellbore of sny well or wells and the productigd thereirom, such pasey’s absence of interest in the remainder

of the Contract Ares shall be considered a Failure of Title ay’to such remaining Contrace Area unless that absence of incerest
15 reflected on Exhibit “A."

2. Loss by Non-Payment or Erroneous Payment of
payment, minimum royalty or royalty payment, or g

g such Lease or Interest hereto eleces <o defend its nirle

ount Due: I, through mistake or oversight, any rental, shut-in well
er payment necessary to maintain sll or 3 portion of an Oil and Gas
Lease or interest is not paid or is erroncously paid/and 3s a result a Lease or Inrerest terminaces, chere shail be no monetary
lisbiliry against the party who failed to make yich payment. Unless the parry who failed to make the required payment
secures 3 new Lease or Interest covering the sdme incerest within ninery (90) days from the discovery of the failure to make
proper payment, which scquisition will notde subject to Article VIILB., che interests of the parties reflected on Exhibit "A

shall be revised on an acreage basis, effective as of the date of termination of the Lease or Interest involved, and the parry
who failed to make proper paymenc will no longer be credited with an interest in the Contract Area on account of ownership
of the Lease or Interest which has tpminated. If the parcy who failed to make the required payment shall not have been fully
teimbursed, at the time of the log. from the proceeds of the sale of Oil and Gas attributable to the lost Lease or Inteces:

calculated on an acresge basis, Jér the development and operating costs previously paid on account of such Lease or Interesc.
i shall be rcimbursed for upfecovered acrual costs previously paid by ut (but not for its share of the cost of any dry hole
previously drilled o wells greviously abandoned) from so much of the lollowing as is necessary to effect reimbursement:

(2) Procceds of Ofl and Gas produced prior to termination of the Lease or Interest, less operating expenses and lease
burdens chargeable hpfeunder to the person who failed 10 make payment, previously accrued 1o the credit of the lost Lease or
Interest, on an acregge basis, up to the amount of unrecovered costs,

ion is credited to other parties, the proceeds of said ponion of the Oil and Gas to be contributed by the other parties
portion to their respective interests reflected on Exhibit "A”; and, *

(¢) Aay monies, up to the amoum of unrecoveted costs, that may be paid by my puq who is, or becornet. cfxe owner

3. Other Losses: All Iosses of Leucs ot lnterests commiucd to this agreement, Mﬂm&_ﬁr\-ﬁm
HBr—rrrd¥-Br2—rbove, shall be ioint losses and shall be borne by all parties in proportion to cheir intesests !hown on
Exhibic “A" This shall include but not be limited to the loss of any Lease or Interest through failure 10 develop 0 b«ausc
express oc implied covenants have not been performed (other than performance which requires only che payment oz money).
and the loss of any Lease by expiration at the end of its primary term if it is not renewed ot extended. Thcu s‘n‘iu be no
ceadjusement of interests in the temaining portion of the Conteact Area on account of any joiat loss. A ’i A

4. Curing Title: In the event of 2 Failure of Title under Article IV.B.1. or a loss of ritle under Amcl: V%? above, any
Lease or Interest scquired by any parry hereto (other than the parry whosc interest has failed or was los:\ durm (1 c.«mn:n
(90} day period provided by Article 1V B.l and Actcle IV B2 above covering all or 3 portion of the nnm

or was lost shall be offeced ar cost €0 the parry whose interest has failed or was lost. and the provnsons “of “Atticle VII! 8
shall not apply to such acquisition.
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ARTICLE V.

OPERATOR
nscion and Responsibilities of Operstor:

A. Desi
ﬁenuell Energy, Inc.

shall be the Operator of the Contract Ares, and shall conduct
and direct and have full control of all operations on the Contract Area as permitted and requited by, and within the limits of

this agreement. [n its performance of services hereunder for the Non-Operators, Operator shall be an independent contractor
not subject to the control or direction of the Non-Operators except s o the type of operation to be undertaken in accordance
with the election procedures concained in this agreement. Opcrator shall not be deemed, or hold itself our as, the agent of the
Non-Operators with suthority ro bind them to any obligation or liability assumed or incurred by Operator as 10 any third
parry. Operator shall conduct its activities under this agreement as a reasonable prudent operator, in s good and workmanlike
mannet, with due diligence and dispatch, in accordance with good oilficld practice, and in compliance with applicable law sno

regulation, but in no event shall it have any liability as Operator to the other parties for losses sustained or liabilities incurred
except such 33 may result from gross negligence or willful misconduct,

B. Resignation or Removal of Operstor and Sclection of Successor:
I. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operstors

If Operator teeminates its legal existence, no longer owns an interest hereunder in the Contract Atea, ot is no longer apable of
serving 13 Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of »

successor. Operacor may be removed only for good cause by the afficmacive vote of Non-Operstors owning 1 majaricy interest
based on ownership as shown on Exhibit “A" remaining after excluding the voting interest of Operator; such vote shall not be

deemed elfective until 3 written notice has been delivered to the Operator by 3 Non.Operator detsiling the alleged default and
Operator has failed to cure the defaule within thirey (30) *days [rom s receipt of the notice oc, if the defsult concerns an
operation then being conducted, within forry-cight (48) hours of its receipt of the notice. For purposes hereof, "good cause’ shali
mean not only gross negligence or willful misconduct but also the materal breach of or inabilicy to meet the standards of

operation contained in Article V.A. or material failure or inabiliry to perform its obligations under this agreement

Subject to Article VILD.L, such resignation or removal shall not become elfective until 7:00 o'clock A.M. on the lirse

day of the calendar month lollowing the expiration of ninery (90) days alter the giving of notice of resignation by Operator
or action by the Non-Operstors to remove Operator, unless 1 successor Operator has been selected and assumes the duties of
Operstor st an caclier date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a
Non-Operator. A change of a corporate name or structure of Operator or transfec of Operstor's interest to any single
subsidiary, parent or successor corporation shall not be the basis for removal of Operacor.

2. Selection of Successor Operator: Upon the resignation or removal of Operator under any provision of this agreement. 3
successor Operator shall be selected by the parties. The successor Operator shall be sclected from che parties owning an
interest in the Contract Area at the time such successor Operator is selected. The successor Operator shall be selected by the
affiemative vote of two (2) or more parties owning 3 majority interest based on ownership as shown on Exhibit "A".
ptovided, however, if an Operator which has been removed or is deemed to have resigned fails to vote or votes only o

succeed itself, the successor Operstor shall be sclected by the affirmative vote of the parcy or pacties owaing 3 majoncy
interest based on ownership ss shown on Exhibit "A

" remaining after excluding the voting interest of the Operator that was
removed o¢ resigned. The focmer Operator shall promptly deliver to the successor Operator all records and data celacing 10

the operations conducted by the former Operator to the cxtent such records and data are not aiready in the possession of the

successor operacor. Any cost of obtaining or copying the former Operator's recards and data shall be charged to che joint
account.

3. Elfect of Bankruptey: 1f Operator becomes insoivent, bankrupt or 1s placed in receivership, it shall be deemed to have
resigned without any action by Non-Operatars, except the sclection of a successor. Il 3 petition for relief under the federal
bankruptcy laws is filed by or against Operator, and the removal of Operator is prevented by che federal bankeupicy court. ah
Non.Operators and Operstor shall comprise an interim operating committee to serve until Operator has eiecred to reject or
assume this agreement pursuant to the Bankruptey Code. and an election to reject this agreement by Operator 35 3 debor in
possession, or by a trustee in bankruptcy, shall be deemed u resignation as Operator without any action by Non-Operaturs
cxcept the selection of a successor. During the period of time the operating commuttee controls operations, all actions sna
cequire the approval of two (2) or more parties owning a majority intecest based on ownership as shown on Exhibit "A. In
the event there sre only two (2) parties to this agrcement, during the period of time the operating committee controls
operations, a third pacty acceprable to Opcrator, Non-Operator and the federal bankruprcy court shall be selected as 3
member of the operating commitcee, 1nd all actions shall requite the approval of two (2) members of the operating
committee wichout regard foc their interest in the Contract Area based on Exhibit “A
C. Employees and Cootsacrors:

The number of employees or contractors used by Operator in conducting operations hereunder, their selection, and the
hours of labor 1nd the compensation for services performed shall be determined by Operstor, and all such employees or
conteactors shall be the employees or contractors of Operacor.

D. Righu and Duties of Operstor:

1. Competitive Rates snd Use of Affiliates: All' wells drilled on the Contract Area shall be drilled on 2 competitive
conteact basis ac the usual rates prevailing in the arca. If it so desites, Operator may employ its own tools and equipment in
the drilling of wells, but its charges therefor shall not excecd the prevailing races in the ares and the rate of sudtn
shall be agreed upon by the partics in writing before grilling operations are commenced, and such work shall be perigimed by
Operator under the same terms and conditions as are customary and usual in the ares in contracts of independent cditeacors
who are doing work of a similar nacure. All work performed or materials supplied by alfiliares or related parties o Q.gemor

shall be performed or supplied 3t competitive rates, pursuant o wntien agreement, and in accordance wuh customs anc
ssandards prevailing 1n the industry.

*charges

2. Discharge of Joint Account Obligations: Except s herein otherwise specifically provided, Operstor shall promptly pay
and discharge expenses incurred in the development and operation of the Contract Ares pursuant to this ag:eemeni‘\nd shal!
charge each of the parties hereto with their cespective proportionate shares upon the expense basis provgded in Eghibua 'C

Operator shall keep 3n accurate record of the joint account hereunder. showing expenses incurred andichacges and crecin
made and received. '

3. Protection from Liens: Operator shall pay, or cause (o be paid. as and when they become due and ymmms
of contractors and suppliers and wages and salarics for services cendered or performed, and for muemls wpphed on, to or in

respect of the Contract Arca or any operations for the joinc account thergol, and shall keep the Comuct Area lu: from
exclusive of Saturdays, Sundays and legal holidays

g



A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1989

O O~ OV bW~

liens and encumbrances resulting therefrom excepe for those resulting from a bona fide dispute as to services rendered or
materials supplied.

4. Custody of Funds: Operator shall hold for the account of the Non-Operators any fuads of the Non-Operators sdvanced
or paid to the Operator, cither for the conduct of operations hereunder or as a result of the sale of production from the
Contract Ares, and such funds shall remain the funds of the Non-Operators on whose account they ace advanced or paid until
used for their intended purpose or otherwise delivered to the Non-Operators or applied towasd the payment of debts as
provided in Article VILB. Noching in this paragraph shall be construed to establish a fiduciary relationship becween Operator
and Non-Operators for any purpose other than to account for Non-Operator funds as herein specifically provided. Nothing in
this parsgraph shall require the maintenance by Operator of separate accounts for the funds of Non-Operators unless the
partics otherwise specifically agree. -

5. Access to Contract Area and Records: Operator shall, excepe as otherwise provided herein, permit each Non-Operator
or its duly authorized representative, at the Non-Operator's sole risk and cost, full and free sccess at all reasonsble times to
all operations of every kind and character being conducted for the joint account on the Contract Ares and to the records of
operations conducted thereon or production therefrom, including Operator's books and records relating thereto. Such sccess
rights shall not be exescised in a manner interfering with Operator’s conduct of an operation hereunder and shall noc obligate
Operator to furnish any geologic or geophysical daca of an interpretive narure unless the cost of preparation of such
interpretive data was charged to the joint account. Operator will furnish to each Non-Operator upon request copies of any
and all reports and information obtained by Operator in connection with production and relaced items, including, without
limitation, meter and chart reports, production purchaser statements, run tickets and monthly gauge reports, but excluding
purchase contracts and pricing information to the extent not applicable to the production of the Non-Operator seeking the
information. Aay audit of Operator's records relating to amounts expended and the appropriateness of such expenditures
shall be conducted in sccordance with the audit prococol specified in Exhibit “C."

6. Filing and Furnishing Governmental Reports: Operator will file, and upon written request promptly fucnish copies to
each requesting Non-Operator not in defaulc of its payment obligations, all operational notices, reports or applications
required to be filed by local, State, Federal or Indian agencies or authorities having jurisdiction over operations hereunder.
Each Non-Operacor shall provide to Operator an a timely basis all information necessary to Operator to make such filings.

7. Drilling and Testing Operations: The following provisions shall apply to each well drilled hereunder, including but not
limited to the Initial Well:

(s) Operator will promptly advise Non-Operators of the date on which the well is spudded, or the date on which
drilling operations are commenced.

(b) Operator will send to Non-Operators such reports, test results and notices regarding the progress of operations on the well
as the Non-Operators shall reasonably request, including, but not limited o, daily drilling reports, compietion reports, and well logs.

(¢) Opeator shall adequacely test all Zones encountered which may reasonably be expected 10 be capable of producing
Oil and Gas ia paying quantities as a result of examination of the electric log or any other logs or cores or tests conducted
hereunder.

8. Cost Estimates. Upon request of any Consenting Party, Operator shall furnish estimates of current and cumulative costs
incurred for the joint account at reasonable intervals during the conduct of any operation pursuant to this agreement.
Operator shall not be held liable for errors in such estimates so long as the estimates are made in good faith.

9. Insurance; At all times while operations are conducted hereunder, Operator shall comply with the worckers
compensation law of the state where the operations are being conducted; provided, however, that Operator may be 8 scif-
insurer for liabilicy under said compensation laws in which event the only chacge that shall be made to the joint account shall
be as provided in Exhibit "C.” Operator shall also carry or provide insurance for the benefit of the joint account of the parties
as outlined in Exhibit "D" acttached hereto and made a part hereof. Operator shall require sl contractors engaged in work on
or for the Contract Area to comply with the workers compensation law of the state where the operations are being conducted
and to maintain such other insurance as Operator may require.

In the event automobile liabilicy insurance is specified in said Exhibit "D,” or subsequently ceceives the approval of the
pacties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's sutomotive
equipment.

ARTICLE VL

DRILLING AND DEVELOPMENT
A. Iaitial Well:

On or before the M‘_ day of November , 19

96 , Operator shall commence the drilling of the Initial
Well st the following location: 1,980

FS & E Lines of Section 24, Township 22
South, Range 32 East, Lea County, New Mexico.

and shall thereafter continue the drilling of the well with duc diligenceto 3 depth of 9,000' or a depth

sufficient to adequately test the Bone Spring Formation, g:
whichever is the lesser. #ﬁ

ks
e
The drilling of the Initial Well and the participation therein by all parties is obligatory, subject to Artide VI.C1. as to p}‘ iei
in Completion operations and Article VLF. as to termination of operations and Article X1 as to occurrence of foﬁ/@ﬁ
B. Subsequent Operations: 55 ot
1. Proposed Operations: If any party hereto should desite to drill any well on the Contract Ares other zhah;’\hq;lh_i‘tnl}??,,ell. or
if any party should desire to Rewock, Sidetrack, Deepen. Recomplete or Plug Back a dry hole or 3 well .%3157‘?3_% ble of
producing in paying quantities in which such party has not otherwise relinquished its interest in the proposed
this agreement, the party desising to drill, Rework, Sidetrack, Decpen, Recomplete or Plug Back such ',‘fﬁl! Ehﬂl::vxle:?ﬁmcn
notice of the proposed operation to the parties who have not otherwise relinquished their interest n,,ggah,,_&ummg,lg £,
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vader this agreement and to all other pariies w0 the case of 3 proposal for Sidetracking or Deepening, specifying the wark (o dc
rcrlormed, the !nc:!inn. proposed depth. obiective Zone anc the estimared cost of the uperation. The partics (0 whom such a
nance 1 detivered shall have thirty (30) days after receipr of the notwe wirthin which w natily the pacry proposing tu du the wutk
whether they elect (0 participate in the cost of the propased aperation. If drilling ¢ig is on location, notice of 1 proposal to
Rewurk, Sidetrack, Recomplete, Plug Back or Deepen may be given by (clcphonc*md the response period shall be limited to forry
:nghf (48) hours, exclusive of Sarurday, Sunday and legal holidays. Failure of 2 party to whom such notice is delivered to reply
wubin the perwd abave fixed shall constinute an election by that party not to participate in the cost ol the proposed operation.
Any .pmpoul by 3 parey tw conduct an uperation conflicting with the operation inuially propused shall be Jdelivered o sl purrics
within the time and in the manner provided in Acricle VI.B.6.

W slt parties 1o whom such notice is delivered elect o partcipate in such 3 proposed operation, the parties shall be
cinteacwually committed to participate therein pravided such operations are commenced within the time period hereafrer set
fueth, and Opcrutur shall, nu later than nincty (90) duys after cxpifptian ol the natice period of chirty (30) days (or a3
prompily a3 practicable after the expiration af the forty-cight (48) huur perivd when u drilling tig is on location. ss the ¢ase
‘nay bel, actually commence the prupused vperatiun and therealice campleie it with due diligence at the risk and expense vl
the pacties participating cherein; provided, however, 33id commencement date may be extended upon written notice of same
by Operator 1 the nther parties, fue o perind ul up w thirty (30) additional days il, in the sole opinion of Operator, such
wWdiinnal ume is ceasnnably necessary to obtain permus frum gavernmental suthorities, sutface rights (including rights-of.
way} e apprupriate drilling equipment, or tu complete title examination of curative matter tequired for sitle ipprovsl or
scceprance M the actusl operation has not been commenced within the time provided (including any extension thereo! a3
pecheally peemitted herein or in the Torce mujeure provisinas of Acncie X1) and if any party hereto seill desires tn conducr
vl aperation, written notice prupasing same must be resubmitted to the other parties 1n accordance herewith as «f no prior
proposal had been made. Those parties that did not participate in the deilling of 3 well lor which 3 proposat to Deepen ur
Suderrack 15 made hereunder shall, if such parties desire o participate 1n the prapased Deepening or Sidetracking operation
reunburse the Drilling Parties in accordance with Ariicle ViB 4 in the evenr of a Deepening operation and in accordance
wil Aencle VEBLS. in the event of 3 Sidetracking uperanon

2 Operaunns by Less Than All Parnes

{a) Deteomination of Participution. H uny party s whom such nonce s delivered as pravided in Article VIR o
VIC . {Oprivn No. 2) elects nor to participate in the proposed operation, then, in order to be entitled to the benelits of this
Arucle, the party or parties giving che notice and such other parties as shall elect o participate in the operation shall, no
‘arer than ninety (90) days after the cxpiration of the notice period of thircy (30) days (or as promptly as practicable after the
cxpiration of the forty-cight (48) hour period when 3 drilling rig 13 on location. as the case may be) actually commence the
prupused nperation and complete it with due diligence. Operator shall perform all work for the account of the Consenting
Pariies, provided, however, il no drilling rig or other cquipment is un location, and if Operator is 3 Non-Consenting Parry.
the Cansennny Pardies shall cither: (1) reguest Operatar 1o perfonm the wark eequired by such propased aperation for the
scenunt of the Consenting Parties, ar (ii) designate anc of the Consenting Partics as Operator to perform such work. The
t1ghis and duties granted 10 snd impused upun the Operutur under this sgrecment are granted o and imposcd vpon the parry
designated a3 Opcrator for an operation in which the original Opcrator is 3 Non-Consenting Party. Consenting Parties, when
cunducting uperations on the Contrace Area pursuant to this Arncle VIB.2., shall comply with all terms and conditions of thi
Jpreement,

Il ess than all parties approve any propused uperanion, the proposing party, immedistely afier the expiration of Ihe
sppheable aonce peringd, shall advise o Partiey of the ootal anterese af the partics approving such operation and ts
reccommendanon 3s 0 whether the Consenting Parties should proceed with the operation as proposed. Each Consenuing Parey
wihin furty-cight (48) hours (exclusive of Saturday, Sundsy and legal halidays) alter delivery of such notice, shall advise the
propusing parry of its desire to (i) limu participation 10 such parry’s interest 33 shown on Exhibit "A™ or (i) carry only ws
propartionate part (deteemined by dividing such parey’s interesi in the Contract Area by che interests of sl Consenting Parties 0
ihe Cantract Area) of Noa-Caasencing Partics’ intereses. oc (iii) carry its proportionate part (determined as provided in (1)) ol
Non.Consenting Parties’ interests together with 4l ur 3 porton of ws proportionate part of sny Nun-Conscnnng Parues
waterests that any Consenting Party did not clect o tske. Any interest of Non-Consenting Parties that is not cartied by »
Consenting Party shall be deemed o be curried by the pacty proposing the operation if such parcy docs not withdraw iy
prupusal. Failure to advise the proposing party within the time required shail be deemed sn clection under (i) . In the event s
deilling rig is on locstion, notice may be given by telephone, and the time permitced for such 3 response shall not exceed a
wial of fuety-cight (48) hours (exclusive of Saturday, Sunday and fegal holidays). The proposing parcy, st its election, may
withdraw such proposs) if there is less than 100% parsicipation and shall notify il parties of such decision within ten (10
days. of within twenty-four (24) hours il 3 drilling rig is on locstion, following cxpiration of the spplicadle response period
1l 1009% subscription to the proposcd operation is obtsined, the proposing party shall prompely notify the Consenting Pacuces
ol their proportionste interests in che operation and the party serving as Operator shall commence such operation within the
period provided in Article VI.B.1., subject to the same extension right as provided thercin,

(b) Relinquishment of lnterest for Non-Participation. The entire cost and risk ol conducting such operations shall be
borne by the Consenting Pacties in the proportions they hive elected (o beac same under the terms of the preceding
paragraph. Consenting Pactics shall keep the leaschold estates involved in such operations (rec and clear of all liens and
encumbrances of every kind created by or arising from the opcrations of the Consenting Partics. If such an operstion resulis
in 2 dry hole. then subject 10 Articles VI.B.6. snd VLE3., the Consenting Partics shull plug snd sbandon the well and resiore
the surface locstion st theie sole cost, risk and c;pcnlc. provided, however, that thase Non-Consenting Parties tha
pacticipated in the drilling, Deepening or Sidetracking of the well shall remain lisble {or. snd shall pay, their proportionaie
shares of the cost of plugging snd abandoning the well and restoring the surlace location insolsr only as those costs were no:
increased by the subsequenc operations of the Consenting Parties. | any well drilled, Reworked, Sidetracked, Deepence
Recompleted ur Plugged Back under the provisions of this Acticle results in a2 well capable of producing Qil snd/cr Gas «n
paying quantities, the Consenting Parties shall Complete and cquip the well 10 produce se their sale cose end rusk, end the
well shall then be turned over to Operator (if the Operator did not conduct the operation) and shall be operated by 1wt at the
expense and lor the asccount of the Consenung Parties Upon commencement ol operations for the drilling. Reworking.
Sudetracking. Recompleting, Deepening ur Plugging Back of any such well by Consenting Parties in sccordance with tne
oravisions of this Acticle, cach Non-Consenning Party shall be deemed to have relinquished to Consenting Partics, snd the
Cunsenting Parties shall own and be entidded 0 recerve, 1a proportion to their respective interests, sl of such Non:
Consenting Party's interest in the well and share of production therelfrom of, in the case of 3 Reworking, Siderracking.

= celegram, telex, telecopier, or other form of facsimile

7,
%1
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Deepening. Recompleting or Plugging Back, or 3 Completion pursuant to Arncle VI.C.L. Option No. 2, all of such Non
Consenung Parry's interest 1n the producnion obtained from the operation in which the Non-Conseating Parry did not elect
10 participate. Such relinquishment shall be cffective unil the proceeds of the sale of such share, calculated at the well. o
market value thereof if such share is not sold (after deducting applicable ad valorem, production, severance, and excise taxcs,
royalty, overriding royalty and other interests not excepted by Article [11.C. payable out of or messured by the production
from such well accruing with respect to such interest untdil it revects), shall equal the total of the following

(i) .i_ % of esch such Non-Consenting Parry's share of the cost of any newly acquired surface equipment
beyond the wellhead connections (including but not limited 0 stock tanks, separators, treaters, pumping equipment and
piping), plus 100% of each such Non-Consenting Parcy’s share of the cost of operation of the well commencing with fiest
production and continuing until each such Non-Conscnting Parcy's relinquished interest shall revert to it under other
provisions of chis Article, it being agreed that cach Non-Consenting Party's share of such costs and equipment will be that

sneecest which would have been chargeable to such Non-Conscnting Parry had it participated in the well from the beginning
of the operations; and

(i) _}.20_. % of (2) that portion of the costs and expenses of drilling, Reworking, Sidetracking, Decpening.
Plugging Back, testing, Completing, and Recompleting, after deducting any cash contributions received under Article VIILC

and of (b) that portion of the cost of newly acquired equipment in the well (1o and including the wellhead connections)
which would have been chargeable to such Noa-Consenting Parry if it had participated therein.

Norwithstanding anything to the contrary in this Article VI.B., if the well does not reach the decpest objective Zone
described in the notice proposing the well for reasons other than the encountering of granite or practicslly impenetrabic

substance or other condition in the hole rendering further operations impracticable, Operator shall give notice thereof to cach
Non-Consenting Party who submitted or voted for an altcenative proposal uader Article VLB, to drill the well t0 2
shallower Zone than the deepest objective Zone proposed in the notice under which the well was drilled, and each such Non
Consenting Parry shall have the option 1o participate in the nitial proposed Compiction of the well by paying its share of the
cost of drilling the well to its acrual depth. calculated 1n the manner provided 1n Arcicle VIB.4. (a). If any such Non

Consenting Pacty does not elect to participate in the fiest Completion propased for such well, the relinquishment provisions
of this Arricle VI.B.2. (b) shall apply 10 such parry’s wnccrest.

(¢) Reworking, Recompleting or Plugging Back. An clection not to participate in the drilling, Sidetracking or
Deepening of a well shall be deemed an election not o parucipate in any Reworking or Plugging Back operation propased in
such a well, or portion chereof, t0 which the initial non-consent clection applied that is conducted ar any time prior to full
recovery by the Consenting Parties of the Non-Consenting Party’s recoupment amount. Similatly, an election not to
participate in the Completing or Recompleting of 2 well shall be deemed an clection not to participate in any Rewarking
operation proposed in such 8 well, or poction thereol, to which the initial non-consent clection applied that is conducted 3t
any time prior to full recovery by the Consenting Parties of the Non-Consenting Parry's recoupment amount. Any such
Reworking, Recompleting or Plugging Back operation conducted during the recoupment period shall be deemcddpm of the
cost of operation of said well and there shall be added to the sums to be recouped by the Consenting Parties 300 % ol
that portion of the costs of the Reworking, Recompleting or Plugging Back operation which would have been chargesble <o
such Non-Consenting Parey had it participated thercin. If such 3 Reworking, Recompleting or Plugging Back operation s

proposed during such recoupment period, the provisions of this Article VI.B. shall be applicable as between said Consenting
Parties in said well.

(d) Recoupment Matters. During che period of time Consenting Parties are entitled to receive Non-Consenting Parey s
share of production, or the procceds therefrom, Consenting Pacties shall be responsible for the payment of all ad vilorem

production, severance, excise, gathering and other taxes, and all royaley, overriding royalty and other burdens applicable (o
Non-Consenting Party’s share of production not excepted by Article HI1.C

In che case of any Reworking, Sidetracking, Plugging Back, Recompleting or Decpening operation, the Consenting
Parties shall be permitced to use. free of cost, all casing, tubing and other equipment in the well, but the ownership of ail
such equipment shail remain unchanged: and upon abandonment of 2 well after such Reworking, Sidetracking, Plugging Back.
Recompleting or Deepemag, the Consenting Parties snall account for all such cquipment (o the owners thereof. with eacn
parry receiving its propostionate part in kind or in value, less cost of salvage.

Within ninety (90) days after che completion of any operation under this Article, the parry conducting the operations
for the Consenting Parties shall furnish cach Non-Consenting Parcy with an inventory of the equipment in and connected (o
the well, and an itemized scatement of the cost of drilling, Sidetracking, Deepening, Plugging Back, testing, Completing
Recompleting, and equipping the well for production; or, at 1ts option, the operating pacey, in lieu of an itemized statement
of such costs of operacion, may submic a detailed scacemens of monchly billings. Each monch thereafter, during the time the
Consenting Parties are being reimbursed as provided above, the party conducting the operations for the Consenting Paruies
shall furnish the Non-Consenting Partics with an itemized scatement of all costs and liabilities incurred in the operation of
the well, together with 8 statement of the quantity of Oil and Gas produced from it and the amount of proceeds realized from
the sale of the well's working interesc production during the preceding month. In determining the quantity of Oil and Gas
produced during say montch, Consenting Parties shal:l use industry accepted methods such as but not limited (0 metering or
periodic well tests, Any smount ceslized from the sale or other disposition of equipment newly acquired in connection with
any such operstion which would have been owned by a3 Non-Consenting Party had it participsted therein shall be credited
against the toral unrerutned costs of the work done and of the equipment purchased in determining when the mtern’;of such

Non-Consenting Pacey shall revert to it a3 above provided: and if there is a credit balance, it shall be paid to sudh Non:
Consenting Party.

Il and when the Consenting Pacties cecover from 3 Non-Consenting Party’s rehnquuhed interest the amountsT mv-dcﬁ
for above, the relinquished interests of such Non-Consenting Party shall automatically revert to it as of 7:00 a.m. di

.the dav
lollowing the d:y on vhnch such recoupment occurs. and, lrom and after such reversion, such Non- Conscnnng

such Non-Consenting Party would have been enutled to had it paruicipated in the drilling, Sndetud«h&

Deepening, Recompleting or Plugging Back of said well Thercafter, such Non-Consenting Parry shall be chlr;ed with an¢

shall pay us proportionate part of the further costs of the operation of said well in accordance with the. terms. of i
agreement and Exhibit “C” astached hereto. et s

3. Stand.By Coses: When a well which has been drilled or Deepened has reached s auchorized depth, \('.i"‘:';.' ik
been compleced and the results theeeof furnished (o the parties, or when opcrations on the well"}uve bcen otherwise
terminated pursuant to Arcicle VILF., stand-by costs incurred pending cesponse to 3 parry's notice p(qaqsmg 2 Reworking.
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Siderracking, Deepening, Recomplening, Plugging Back ar Complcaing uperation 1n such 3 well (including the peeiod requires

under Arffclc V1.B.6. 10 resoive competing proposals) shall te charged and borne 33 part of the drilling or Decpening
opqmon Just completed. Stand-by costs subsequent 10 ail parnies cesponding, or cxpiration of the response nime permatied
whichever first occurs, and prior 10 agreement as 10 the participating interests of all Consenting Pasties pursusnt to the terms

of «h.e second grammatical parageaph of Article VI.B.2. (a), shall be charged to and borne as part of the proposed vperativn,
but if the proposal is subsequently withdeawn because of insulficient participation, such stand-by costs shall be allocated
between the Consenting Parties in the proportion each Consenting Parry's interesc 35 shown on Exhibit “A” bears 1o the 1ol
rntecest 33 shown on Exhibit "A” of all Consenting Paruies.

In 1he event that notice for 3 Sidcuackms*opcnuon 15 given while the dolling rig 10 be utilized is on location. 1ay party
may request and receive up 10 five (3) addwonal days alier expication af the lorty-crght hour response period specified i
Arode VIIVL wehin which a respand by paysng lur all stand-by ¢nsts and ather costs incurred durning such extended
tespinse period. Operatar may require such party 1o pay the cstimated stand-by time 1n advance as a conditinn (o extending
the response period. If more than one parry clects to take such additionsl rime to respand 10 the notice, standby costs shall be
allocated between the partics tvking sdditional time w respund vn o duy-tu-day basis in the propurtinn each electing party s
snrcrest 43 shown on Exhibit "A” bears 1o the total interest 35 shown on Exhibit “A™ of 3l the electing partics.

4 Decpening: Il less than all the parties elect to participate 1n 3 drilling, Sidetracking, ut Deepening operstion propused

pursuant 10 Article VI.B.1., the interest relinquished by the Nun-Consenting Psriies 10 the Consenting Parties under Articie

VIB 2 shalt relaic only and be limited to the lesser of (1) the 1ol depth acrually drilled or (ii) the objective depth or Zanc
ol which the parties were given notice under Article VI.B.1. ("laidial Objective™). Such well shall not be Deepened beyond the
Iaial Objective without firse complying with this Acticle to afford the Non-Consenting Parties the opportunity t0 participate
1n the Deepening operation.

tn the event any Canseating Party desires i drill ar Deepen 3 Non-Cansent Well 1o 2 depth belaw the {nitial Objective.
such party shall give notice thereol. complying with the requitements of Articte VIB.1, 10 3ll purties {(sncluding Nun.
Cansenting Parties). Thereupon, Articles VI.B.1. and 2 shall apply and all parties receiving such notice shall have the righi 1o
participate of not participate in the Deepening of such well pursuane 10 s3id Articles VIB.1. and 2. If 3 Deepening operation
» appruved pursuant to such provisions, and if any Non.Cansenting Party elects ta participate in the Deepening operation
sueh Nun-Consenting party shall pay or make reimbursement (as the ¢ase may be) uf the following costs and expenses:

(2) If the proposal 10 Deepen is made prior to the Completion of such well as a well capable of producing in paying
quanuties. such Non-Consenting Party shall pay (or reimbucse Consenting Parties for, a5 the case may be) that shate of cosrs
3nd expenses incurred in connection with the deilling of said well from the surface to the lnitial Objective which Non-
Cunseniing Party would have paid had such Non-Consenting Party agreed to participate therein, plus the Non-Consenting
arry s share of the cost of Deepening and af parnicipaning in any furiher operatiuns un the well in accordance with the oine:
arovisions of this Agreement. pravided. huwever, 31l costs for testing and Completion or attempeed Completion of the well
ncurred by Consenting Parties prive 1o the point of actusl operations o Deepen beyond the Initial Objective shall be for the
sole account of Consennng Parties.

(b) If che proposal is made for 3 Non-Consent Well that has been previously Compleced as 3 well capable of praducing
«n paying quantities, but is no longer capable of producing in paying quantities, such Non-Consenting Party shall pay toc
ceimburse Consenting Parties for, as the case may be) us proportionate share ol all costs of drilling, Completing, ang
cquipping 33id well from the surface 1o the Initial Objeciive, calculated in the manner pruvided in paragraph (3) sbove, less
thuse cnsts recouped by the Consenting Parties from the sale of production Irom the well. The Non-Conscnting Party shali
sy pay «s peopartionate shure of ol costs ul re-catening said well. The Nan-Consenting Parties’ proportivnate pace (dascd
un the percentage of such well Non-Consenting Party would have owned had it previously participsted in such Non.Conscn:
Well) of the costs of salvable materials and equipment remaining in the hole and salvuble surfsce equipment used 1n
cunnection with such well shall be deteemined in accordance with Exhibit "C." If the Consenting Parties have recouped che
cust of drilling, Completing, and equipping the well 3t the time such Deepening operation is conducted. then 2 Non.
Consenting Party may pacticipate 1n the Deepening al the well with no paymeat lor costs incurred priot 16 re-entering the
well lue Deepening.

The forcguing shall not imply a right of any Consenting Party to propase any Deepening for 3 Non-Consent Well priot
10 the drilling of such well to its Initial Objective without the consent of the other Consenting Parcics as provided 10 Acncic
VI F

5. Sidetracking: Any party having the right to participate in 3 proposed Sidetracking operation thar does not own an
wierest in che affected wellbore 3t che time of the notice shall, upon clecting 1o participate, cender (o the wellbore owners s
praportinnate share (equal to its interest in the Sidetracking operation) of the value of that portion of the existing wellbore
10 be utilized a3 (ollows:

{3) Il the proposal is for Sidetracking an existing dry hole, reimbuesement shall be on the basis of the acrual costs
ineureed a0 the initial deilling of the well down 10 the depth 3t which the Sidetracking operation is initiated.

(5 Ul the proposal is for Sideccucking a well which his previously produced, reimbursement shall be on the bein of
such pacty’s proportionate share of drilling and equipping <osts incucred in the initial drilling of the well down 1o the deprh
st which the Sidetracking operation is conducted, calculated in the manner described in Article VI.B.4(b) above. Such party’s
penpurtionate share of the cost uf the well's salvable maccrials 3nd equipment down (0 the depth 3t which the Sidetracking
nperation is initisted shall be determined in accordance with the pruvisions of Exhibit "C."

6. Order of Prelerence of Operations. Except as otherwise specifically pruvided in this agreement, il any party desires 1o
prapasc the cunduct of 3n aperation that conllicts with 3 proposal thar has been made by s party under this Aracle VI, suen
party shail have fiftcen (13) days from delivery of the initial propasal. in the case of 3 proposal to drill 3 well or 10 perlorm
an operation on s well where no drilling rig is on lucation, or twenty-four (24) hours, exclusive of Satueday, Sunday and legs
holidays, frum delivery of the initial prapasal, il 3 drilling rig is on location for the well on which such operstion is 10 be
conducted, to deliver 1o all parties entitled to participate in the proposed operation such party’s alteenative proposal, such
alternace proposal to contain the same information required to be included in the initial propossl. Each parry receiving such
oroposals shall elect by delivery of notice 10 Opecator within five (5) days alier cxprcation of the proposal periud, ot wihin
rwenty-four (24) hours (exclusive of Sarurday. Sunday and legal holidays) if 3 drilling rig is un location for the well thet s the
subject of the proposals, 10 participate in one of the compeung propossis. Any perty not clecting within the nume requirec
shall be deemed not to have voted The propasal recciving the vote of partiey owning the lergest sggregatc percentage

wnterest of the parties voting shall have prionity over all other competing proposals; in the case of 3 ue voie rhe
* or Deepening
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nmu;fl praposal shall prevail. Operatar shall deliver notice of such resubt 1o 3l partics entitled to participate in the operarion
within live (3) days sfter expication of the election period (or within twenty-four (24) hours, exclusive of Sarurday, Sunds
and legal holidays, if a drilling rig is un lucation). Gach party shall then have two (2) days (or twency-four (24) hw:; la “Y
1 on location) from receipt of such notice to clect by delivery of notice 10 Operatar to participate in such operation or t:

rclmquls.h incerest in the affected well pursuani 1o the provisions of Article VI.B.2.; failure by 3 party to deliver notice withun
such period shall be deemed an clecrion 0ot to participate in the prevailing proposal.

1 Conlormity to Spacing Pateern. Nutwithstanding the pravisions of this Arcicle VIB.2., it is agreed that na wells shall be
pruposed 10 be drilled (o or Completed in or produced from 3 Zone from which 3 well located elsewhere on the Contrace
Atea is producing, unless such well conforms to the then-existing well spacing pattern for such Zone.

8. Paying Wells. No party shall conduct any Reworking. Deepening, Plugging Back, Completion, Recompletion. or
Sidetracking operation under this agreement with respect (0 any well then capable of producing in paying quantiies except
with the consent of 3l parties that have not telinquished 1nccrests in the well at the time of such operation
C Completion of Wells; Reworking snd Plugging Back:

I Completion: Without the consent ol all paraes, no well shall be driled. Decpened or Sidetracked, cxcepr any well

drilled. Deepened or Sidetracked pursuant to the provisions of Article VI.B.2. of this agreement. Consent 10 the dnilling.
Deepening or Sideteacking shall include:

a Option No. 1: All necessary expenditures for the drilling, Deepening or Sidetracking, testing, Completing 10d

equipping of the well, including neccessary tankage and/or surlace facilities.

Option No. 2: All necessary expenditures for the drilling, Deepening or Sidetracking and testing of the well. When
such well has reached its authorized depth. and all logs, cores and other tests have been completed, and the results
thereol furnished to the parties, Operator shall give immediare notice to the Non-Operators having the right 1o
participate in 2 Completion attempt whether or not Operator recommends attempting to Complete the well,
together with Operator's AFE for Complerion costs if nac previously provided. The parties receiving such notice

shall have forey-cight (48) hours (exclusive of Sarurday, Sunday and legal holidays) in which to elect by delivery of

notice ta Operator to participate in a recommended ComPpletion. 3Hampi-diio-meke-e-Completiomproporsiwithm
sevomvpenyrrg—AB. Operstor shall deliver any such Completion proposil, ee—sn-Gompiction—proposel—conthermg
wsth—Opaceivrs—psaposal. (0 the other parties entitled 10 partitipate m—such—Completion=irscrordunoc—withethe
proiedvrer—ipeisbind—iaArsitetdB.6. Elcctinn 1o purnicipate in 3 Complerion attempt shall include cunsent 1o il
necessary cxpenditures for the Completing and cquipping af such well, including necessary tankage and/or surlace
facslities but excluding any stimulation operation not coniained oa the Completion AFE. Failure of any party
recciving such notice (n reply within the period abave fixed shall cunstitute an election by that parry not 1o
parucipate in the cost of the Completion attempr: provided, that Article V1L.B.G. shall control in the case of
confiicting Completion proposals. If one or more, but less than all of the parties, clect (o attempt 3 Completion, the
provisions of Acticle VI.B.2. hereol (the phrase "Reworking, Sidetracking, Deepening, Recompleting or Plugging
Back™ a3 contained in Article VI.B.2. shail be deeined to include “Completing™) shall apply to the operations
thereafter conducted by less than all parties; provided. however, that Article VIB.2 shall apply separately (o cacn
scparate Completion ot Recompletion atcempe undertaken hereunder, and an election to become 3 Non.Consenting
Pucty 33 10 ane Completion ur Recompletion atiempt shail nor prevent a parey from becoming » Consenting Parey
in subsequent Completinn or Recomplctiun attempis regardiess wheiher the Cunsenting Parties as 10 carhier
Compictions or Recompictivns have recouped their costs pursuane to Article VIB.2., provided lurther, that any
recoupment of costs by 3 Consenting Parcy shall be made solely {rom the production aitributable 1o the Zone 1n
which the Completion attempt is made. Election by 3 previous Non-Consenting Party to participate 1n a subsequent
Completion or Recompletion atcempt shall require such party to pay its proportionate shace of the cost ol salvable
macerials and equipment instalied in the well pursuant to the previous Completion or Recompletion sccempt,

insofar and anly insofsr as such materials and equipment benefit the Zone in which such party participates in 3
Completion sttempt.

®

2. Rework, Recomplete or Plug Back: No well shall be Reworked, Recompleted or Plugged Back except s well Reworked,
Recompleted, or Plugged Back pursusnt to the provisions of Article VI.B.2. of this sgreement. Consent (o the Reworking,
Recompleting or Plugging Back of s well shall include sl necessary expenditures in conducting such operations and
Completing and equipping of said well, including nccessary 1ankage and/or surface facilities.

D. Other Operations:

Operator shall not undertske any single project teasonably cstimated to require an expenditure in cxcess of
Ibirey Thausand Doilars ($ 30,000 00__ ) except in connection with the
drilling, Sidetracking, Reworking, Deepening, Completing, Recompleting or Plugging Back of a3 well that has been previously
authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden
emergency, whether of the ssme or different nature, Operator may rake such steps and incur such cxpenses as in its opinion
are tequired (o desl with the emergency to safeguard lifc and propercy but Operator, as prompely as possible, shall report tne
emeegency to the other parties. Il Operator prepares an AFE for its own use, Operator shall furnish any Non-Operator 10
requesting an information copy thercol for any single project costing in excess of Twenty-five Thousand _ poii:s
($25.000. 00 ) Any party who has nut relinquished its interest in s well shall have the right to propose that
Operator perform repsir wock or undertake the insesllation of sreificial lift equipment or ancillary production fucilicies such 13
salt water disposal wells or to conduct additions! work with respect 10 8 well drilled hereunder or other similar pro']ecn (but
not including the instalistion of gatherlng lines oc other wranaportation or marketing [scilities, the inatallation of which shall
be goveencd by separste agreement between the partics) reasonably estimsted to require an expenditute in cxcess ol ine
amount lirst set forth above in this Acticle VI.D. (except in connection with an opcration required o be propased under
Articles VLB.1. or VLCI. Option No. 2, which shall be governed exclusively by those Arcicles). Operstor shall deliver such
propossl 1o all parties entitled 10 participate thercin. 1f sichin thirey (30) days thereol Operator secures the writien consent
of sny parry or parties owning at least % of the interests of the parties eatitled to parcicipate in such operation,
each parcy having che right to psrticipate in such project shall be bound by the terms of such proposs! and shall be obligated
10 pay its proportionste share of the costs of the proposed proiect as if it had coasented to such project pursuant to the terms
of the proposal.
E. Absndonment of Wells:
| Abandonment of Dy Holes: Except {or any well drilicd or Deepened pursvant 10 Article V1.B.2,, any well which has
been dreilled or Deepened under the terms of this agreement and u propased 1o be completed as a dry hole shall not be

or such well has been approved as an exception to the existing spacing
pattern for such zone by the appropgzue regulactory agency.
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plugged and abandoned without the consent of all parues Should Operator, after diligent clfort, be unable to contact anv
parry, or should any parry fail o reply within forry-cight (48) hours (exclusive of Sarurday, Sunday and legsl holidays) alter
delivery of notice of the proposal to plug and abandon such well, such parry shall be deemed o have consented (0 the
praposed abandonment. All such wells shalf be plugged and abandoned 1n accordance with applicable rcgulations and ac the
cost, risk and expense of the parties who participated in the cost of drilling or Deepening such well. Any party who objects to
plugging and abandoning such well by notice delivered to Opcrator within forry-cight (48) hours (cxclusive of Sarurday,
Sunday and legsl holidays) sfter delivery of notice of the proposed plugging shall take over the weli as of the end of such
forry-cight (48) hour notice period and conduct further operations in scarch of Oil snd/or Gas subject to the provisions of
Article VLB.; fsilure of such patty to provide prool reasanably satisfactory to Operator of its financial capability to conduct
such operstions or to take over the well within such period or therealfter to conduct operations ©n such well or plug and
abandon such well shall entitle Operator tg retain or take possession af the well and plug and absndon the well. The parry
taking over the well shall indemnify Operator (il Operator is an abandoning parry) and the ocher abandoning parties against
hability for any further operations conducted on such well except for the costs of plugging and abandoning the well and
restoring the surfsce, for which the abandoning parties shall remain proportionately liable

2. Abandonment of Wells That Have Produced: Except for any well in which a Non-Consent operation has been
conducted hereunder for which the Consenting Parties have not been fully reimbursed as hercin provided, any well which has
been complered as 3 producer shall not be plugged and abindoned without the consent of all parties. I all parties consent o
such abandonment, the well shall be plugged and abandoned in accordance with applicable regulations snd at the cost, risk
and expense of all the parties hereto. Failure of a parey 10 reply within sixry (60) days of delivery of notice of proposcd
abandonment shall be deemed an clection 1o consent to the proposal. If, within sixey (60) days aftee delivery of notice of the
oroposed abandonment of any well. all parties do not agree to the abandonment of such well, those wishing to continue s
operation from the Zone then open to production shall be obligated to take over the well as of the expiration of the
applicable notice period and shall indemaify Operator (1f Operacor is an abandoning parcy) and the other abandoning parties
against liabilicy for any further operacions on the well conducted by such parties. Failure of such party or parties to provide
proof reasonably satisfactory to Operatoc of their linancial capabilicy to conduct such operations or 1o take over the well

within the required period or thereafter to conduct operanions on such well shall entitle Operator to retain or take possession
of such well and plug and abandon the well.

Parties taking over a well as provided herein shall tender 1o cach of the octher parties its proportionate share of the value ol
the well's salvable material and equipment, determined in accordance with the provisions of Exhibit “C,” less the estimated cost
of salvaging and the estimsted cost of plugging and abandoning and restoring the surface; provided, however, that in the event
the estimated plugging and abandoning and surface cestoration costs and the estimated cost of salvaging are higher than the
value of the well's salvable material and equipment, each of the abandoning parties shall tender to the pacties continuing
operations their proportionate shares of the estimated excess cost. Each abandoning parry shall assign to the non.abandoning
partics, without warranty, express or implied, 35 to ticle or as (o quantcicy, or fitness for use of the equipment and material, all
of us interest in the wellbore of the well and related equipment, together with its interest in the Leaschold insofar and only
insofar as such Leasehold covers the right to obtain production from that wellbore in the Zone then open to production. if the
incerest of che abandoning party is or includes an Oil and Gas Interest, such party shall execute and deliver to the non.
abandoning party or partics an oil and gas lease, limited to the wellbore and the Zone then open to production, for 3 term of
ane (1) year and 50 long thereafter as Oil and/or Gas is produced from the Zone covered thereby, such lease 1o be on the lorm
actached as Exhibit “B.” The assignments or leases 3o limited shall encompass the Drilling Unit upon which the well is locatee
The payments by, and the assignments or leascs to. the assignees shall be in 3 ratio based upon the relationship of their
tespective percentage of participation in the Contract Aces to the aggregate of the percentages of parcicipation in the Contract
Area of all assignees. There shall be no readjustment of interests in the remaining portions of the Contract Area.

Thereafter, abandoning parties shall have no fucther responsibilicy, liabiliry, or interest in the operstion of or production
feom the well in the Zone then open other than the royaltics retained in any lease made under che terms of chis Article. Upon
request. Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates anc
charges concemplaced by this agreement, plus any additonal cost and charges which may arise as the result of the separaic
owanership of the assigned well. Upon proposcd abandonment of the producing Zone assigned or leased, the assignor or lessor

shall then have the option to repurchase its prioc intcrest in the well {using the same valuation formula) and participate 1n
further operations therein subject (o the provisions hereol.

3. Absndonment of Non.Consent Operations: The provisions of Article VIE.L. or VLE.2. above shall be applicable as
berween Consenting Pactics in the event of the proposed abandonment of any well excepred {rom said Arcicles; providea.
howevee, na well shsll be peemanencly plugged snd abandoned unless and uatil all partics having the right to conduct further
operations therein have been notified of the proposed abandonment and afforded the opporrunity to elect to tske over the weil
in accordance with the provisions of this Article VLE.; and provided further, that Non-Consenting Partics who own an interest

in 2 portion of the well shall pay their proporuionate shares of abandonmens and surface restoration coses for such well a3
provided in Acticle V1.B.2.(b).

F. Termination of Operations:

Upon the commencement of an operation for the drilling, Reworking, Sidetracking, Plugging Back, Deepening, testng,
Completion or plugging of a_well, including but not limited to the Initial Well, such operation shall not be terminsted without
consent of parties bearing % of the costs of such operation; provided, however, that in the event granitefor orher
pracrically impenetrable substance or condition in the hole is encountered which renders further operations iBpracucai

Operator may discontinue operations and give notice of such condition in the manner provided in Article VI.B.1gland the
provisions of Acticle VLB. or VLE. shall therealter apply to such operation, as appropriate.

. ..
G. Taking Production in Kind: ' :
® Option No. 1: Gas Busncing Agreement Actached )

Each party shall take in kind or separatcly dispose of its proportionate share of all Oil and Gas produc:d‘ (mm the
Contract Area, exclusive of production which may be used in development and producing opcrations and m_gmpwng ang
treating Oil and Gas for marketing purposes and production unavoidably lost. Any extra expenditure mcmrrd in'the taking
n kund or separacte disposition by any parry of its proportionate share of the production shall be borne by cuch pATY  Any
party taking its share of production in kind shall > required to pay lor only ws proportionate share of s{T\\ 3r: o
Operstor’s surface facdines which is uses .a::.mé~

Each parcy shall execute such division orders and contracts as may be necessary for the: sale of its interest a
production from the Contract Arca. and. except as provided in Article VILB., shall be cnml&d .0 ceceive paymen:

10 -
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directly Irom the purchaser thereof far ns share of 31l productinn.

Il any parry fails o make the arrangements necessary 0 take in kind or scparately dispose of its proportionate
share of the Qil produced from the Contract Area, Operator shall have the right, subject to the revocation at sl by
the party nwning it, but nnt the nbligation, to purchase such Oit or sell it 10 others 3t any time and from nime (0
time. for the account of the non-taking party. Any such purchase or sale by Operator may bec tcrminated by
Operatar upan at least ten (10} days weitten notice (o the owner of said production and shall be subject slways to
the nght uf the vwner of the production upon ar least ten (H) duys written antice o Operatae th exerone ar any
time s right to take in kind, or separately disposc of, its share of all Qil nut previously delivered tu a purchuser
Any purchise or sale by Operator of any other party’s share of Qil shall be only fur such reasonable periods of tume
33 are congistent with the minimum needs of the indusiry under the partcular circumsiances, but in no event for 3
petiod in excess of one (1) yesr

Any such sale by Operator shall be in 3 manner commercidlly reasonable under the circumstances but Operator
sholl have nn duty 10 share any existing murkee ar 1o oblain 3 price equal to that received under any existing
market. The sale ur delivery by Operatur of 3 nan.taking party’s share of Oil under the terms ol any exiseng
contract of Operator shall not give the aon-taking parcy any interes: in ar make the non-tsking pscty 1 parey to said
concract. No purchase shall be made by Operator without first giving the non.taking party at least ten (10) days
written notice of such intended purchase and the price 1o be paid or the pricing basis to be used.

All partics shall give timely written notice 1o Operstor of theie Gas maeketing areangements fur the allowing
munth, excluding price, and shall notify Operator immediately in the event of 3 change in such arrangements
Operator shall maintain records of all marketing arrangements, and of volumes actually sold or transporied, which
records shall be made available to Non-Operators upon reasonable request.

In the event one or more parties separate duposiion vl 1s share of the Cas cuses split-stream deliveris o separate
pipelines and/or deliveries which un 3 Quy-to-duy basis for any reusun are nut cxactly equal to 3 parry's respective propanwn:
ate share of wwal Gas sales o be allocated tn it, the balancing or accounting berween the parties shall be in accordance with
any (s balancing agreement berween the parties herern, whether such 3n agreement s sttached as Exhibe "C" or o
apurste sgreement. Operator shall pive aocice e sl punicy of the first sules of G from any well urder this agreement

O Option No. 2: No Gas Balancing Agreement:

Eauh parey shall tuke in kind or separarcly dispose of s peaparnnnate share of 311 Ol and Gas prixluced fram
the Contract Areu, exclusive of praduction which muy be wed i development i producmg uperaoums and oo
preparing and tresting Oil and Gas for murketing purposes and produconn unavoidadly lnse. Any extrs expendnure
incurred in the taking in kind ar scpurate dispusitiun by uny party ol wts peapurtinnate share of the production sholl
be burne by such party. Any party tsking its share of productiun 1n kind shall be required 10 pay lur only s
proportionate share of such part of Operatoe’s surface lacilities which it uses.

Each pacry shall execute such division orders and contracts 35 may be necessary lor the sale of irs interest in
production from the Contract Area, and, except as provided in Article VILB., shall be entitled to recerve payment
directly [rom the purchaser thereol for its share of 2l production.

If any purty fuils to muke the serangements necessury o take in kind ar separscely dispase of its prapartionate
share of the Oil sndfor Gas produced from the Contract Area, Operator shall have che right, subject 1o the
revixation st will by the party owning it, but not the obligation, to purchase such Oil and/or Gus or sell it 1o others
at any time 3nd from time to time, foe the account of the non-taking party. Any such purchase or sale by Operatur
may be terminated by Operator upon at lesst ten (10) days written notice o the owner ol 53id productiva and shill
be subject alwsys to the righz' of the vwner ol the peoduction vpon at least ten (10) duys written notice to Operaiar
10 exercise its right 1o take in kind, or sepacately dispose of, its share of all Oil and/or Gas not previously delivered
t0 1 purchaser; provided, however, that the cllective date of any such revocstion may be deferred at Operstors
election for a period not to exceed nincty (90) days if Operator has commitced such production 10 3 purchase
contract having 3 term extending beynnd such ten (10) -day period. Any purchase or sale by Operutor of any viher
party’s share of Oil and/or Gas shall be only for suth reasonsble periods of time 3s are consistent wuh the
munimum needs of the induscry under the parncular circcumstances, but 1n no event lur a period 1a excess ol une (2!
yeur.

Any such safe by Operatoe shall be 1n 3 manner cammeraially reasnnable under the circumstances, but Operatne
shall have no duty (o share any existing market ur teanspurtation arrangement ur (o VBEVIN 3 Prive VP transpurtatiin
fee cqual (0 that received under any existing market or teansportatiun arrangement. The sale or delivery by
Operator of 3 non-taking party’s share of production undet the terms of any existing contract of Operator shall au
give the nun.taking party any interest 1n or make the non.taking party 3 party (0 53id contract. No purchase of Ou
and Gas and nv sale of Gas shall be made by Operator without first giving the non.taking party ten days weitien
nutice of such intended purchase or sale and the price to be paid ur the pricing basis to be used. Operator shall give
notice 1o all parties of the fiest sale of Gas from any well under this Agreement.

ANl parties shall give timely written notice 10 Operator of their Gas marketing arrangements for the following
maonth, excluding price, snd shall nocify Operator immediately in the event of s chaage in such areangements

Operstor shall maincain recards of sll marketing arcsngements, and of volumes actually sold or teanspourced, which
records shall be made available to Non-Operators upon reasonable request.
ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES
A. Lisbiliry of Perties: :

The lability of the parties shall be several, not joint or collective. Each parry shall be responsible only for 1ts obligations,
and shall be liable only for its proportionate share ol the costs of developing and operating the Contract Area. Accordingly, the
hens granted among the partics in Article VILB are given to secure unly the debes of each severally, and no parry.shall have
any lishiliy to thied parties hereunder w satisfy the defaull of any ather pacry in the payment of any expense or obligation
hereunder 1t is not the intention of the parties to create, nur shull this agreement be cunstrued as creating, o mining or uther
parthership, wINt venture, agency relationship or association. or 1o render the parties liable as partners, co-venturers. -
principals 1n their relations with each other under this agreement. the parties shall not be considered fiduciaries or 10 Rave
es13blished 3 conlidentia) relationship but rather shall be free 1o act on an arm’s-length basis in accordance with their ows

respective selfanterest. subjecr, however, 10 the obiigation of the parties 10 3¢t 1n good faith in their dealings with each other
wsth respect 10 dchivanies hercunder
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| 8. Liens snd Security Interests:

2 Esch party grants 10 the other parties hereto 3 lien upon any interest it now owns or herealter acquires in Oil and Gas
Vo teases and Ol and Gas Interests in the Coneract Arca. and 3 scoucity interest and/or purchase money securiry interest 1n any
4 ‘ierest it now owns or herealter scquires in the persanal properry and fixrures on or used or obtained for use 1n connection
Y therewith, tu secure performance of alt of its obligativny under this agreement including but not limited to payment of expense.
fi «neerest and (ees, the proper disbursement of all monies paid hereunder. the assignment or relinquishment of interest in Qul
) snd Cuus leuses as required hereunder, and the proper perlormance of operations hereunder. Such lien 3nd securiry interest
8 granted by each parry hereto shall inctude such party’s leaschold interests, working interests, opersting rights, and ruyslty any
9 uoverriding royalry interests in the Contract Area now vwned ur hereafter acquired and in lands pooled or unitized therewith or
10 ntherwise becuming subject 1o this agreement, the Oil and Cas when extracied therelrom and equipment sirusted thereon o
" used ur obtaned for use sn connection therewith (including, without limitation, all wells, tools, snd rubular goods). and accounts
'Y tnduding, wichout Himiacion, accounts arisiog from gas smbalunces ar fram the yale of Oil snd/ue Gas 3t the welihead)
"

tunreact righrs inventory and genersl intangibles relating theretn or arising therelrom, and 31l proceeds and products of the
A lmcsoms

() Tn perfect the lien and securiry agreement provided herein, each party hereto shall execute 3nd acknowledge the recording
16 supplement and/our any (inancing statement prepared and submitted by any parry hereto 1n conjunction herewith ot 3¢ sny time
17 lollowing execution hereol, and Operatar is authorized o file this agreement or the recording supplement executed herewith 33
|8'- a lien or mortgape in the applicable real estate records and as 3 financing statement with the proper officer under the Unilorm
19 Commercisl Code in the state in which the Contract Area is situated and such other states a3 Operator shall deem appropriace
20 0 perfect the security interest granted hereunder. Any parry may file this agreement, the recording supplement executed
2t herewith, or such other documents as it deems necessary as 3 lien or mortgage in the applicable real estate records snd/or »
22 hnancing statement with the proper olficer under the Uniforen Commercial Code.

2} Each parry represents and warrants to the other parties hereto that the lien and security interest granted by such parey o
14 the other parties shall be a first and prior lien, and each parcy hereby agrees t0 maintain the priority of said lien and securiry
3y ncerest against all persons acquiring an interest in Oil and Gas Leases and Interests covered by this agreement by, through or
26 under such parry. All parties acquiring an interest in Qil and Gas Leases and Oil 3nd Gas Interests covered by this agreement.
27 whether by assignment, merger, mortgage, operanun ul law, or otherwise, shall be deemed o have taken subject
18 tn (he lien and securiry interest granted by this Article VILB as ro all obligations actribuiable to such interest hereunder
Pl wihether ur noe such obligations urise before ur slter such interest 13 acquired

yu To the extent that parties have s security inteecest under the Uniform Commercial Code of the state in which 1he
3t Cantract Ares is situated, they shall be entitled to excecise the rights and remedics of 3 secured party uader the Code
32 The bringing of 3 suit and the obtaining of judgment by a party for the secured indebtedness shall not be deemed 1n
13 clection of remedies or otherwise affect the lien rights or security interest as security for the payment chereof In
34 additiun, upon default by any party in the payment of its share of expenses. interests or fees, or vpon the improper use
VS ol Tunds by the Operator, the other parties shall have the right, without prejudice to other rights or remedies. to collect
36 from the purchaser the proceeds from the sale of such defaulring party’s share of Oil and Gas until the smount owed by
3y? vuch party, plus interest as provided in "Exhibit C.° has been received. and shall have the right to offset the amoun:
V8 owed against the proceeds from the sale of such delauliing party’s share of Oil and Gas. All purchasers of producuion
39 may rely on a notification of default fenm the non-defaulting party or parties srating the smount due as 2 result of tne
40

default, and all parties waive any recourse available against purchasers for releasing production proceeds as provided 1n
41 this paragraph,

42 Il any parey fails to pay its share of cost within one hundred twenty (120) days after rendition of 3 statement therefor by
4} Operstor, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpsid smount in the
a4 proportion that the interest of each such party bears to the interest of all such parties. The amount paid by cach parry so0
4y paying its share of the unpsid smount shall be sccured by the liens and security rights described in Article VILB., and each
46 paying party may independently pursue any remedy aviilable hereunder ot otherwise.

47 If sny party does not perform all of its obligations hereunder, and the failure to perform subjects such parey to foreclosure
A8 ot execution proceedings pursuant to the provisions of this agreement. to the extent sllowed by governing law, the defaulting
49 party waives sny available right of redemption from and aflter the date of judgment, any required valustion or appraisement
50 of the morigaged or secured property prior tu sale, any available right to stay execution or to require s marshslling of sssees
$1 and any required bond in the event a receiver is appointed In addition, to the extent permitted by applicsble law, each pacry
32 hereby grants to the other parties 3 power of sale 35 to any property that is subject to rthe lien and securiry rights granteo
93

hereunder, such power to be exercised in the manner provided by applicable law or otherwise in 3 commercially reasonable
34 manner and upon reasonable notice.

) Each parey agrees that the other partics shall be entitled to utilize the provisions of Oil snd Gas lien lsw or other lien
36 law of sny state in which the Contract Area is situsted to enlorce the obligations of each party hereunder. Without limiting
37 the genenlity of the foregoing, to the extent peemiteed by applicable law, Non-Operators agree that Operator may invoke or
SR unidize the mevhanics” or materialmen’s ticn 1w ol the state in which the Contract Area is sicuated in order to sercure the
50

payment to Operator of any sum due hereunder lor services performed or materisls supplied by Operator.
60  C. Advances:

Gi Operator, 3t its election, shall have the right from time 1o time to demand and receive from one or more of the other
62 parties payment in advance of their respective shares of the cstimated amount of the expense to be incurred 1n operations
[} heteunder during the next succeeding month, which‘righu may be exercised only by submission to each such parey of an
64  wemized statement of such estimated expense, together with an invoice for its share thereol..Exch such ststement snd invoice
63 for the payment in sdvance of estimated expense shall be submitted on or belore the 20th day of the next preceding montn
66 Each parey shall pay to Operstor its proportionate share of such estimace within fifteen (13) days slter such estioace and
67 nvoice is received. If any parey fails to pay its share of said estimate within said time, the amount due shall bear interest a3
68  provided in Exhibit "C" until paid. Proper adjustment shall be made monthly between sdvances snd actual expense to the end
69

that each party shall besr and pay its proportionate share of acrual expenses incurred, and no more,

0 D. Defaults and Remedies: I

T If any parry fails to discharge any financial obligation under this agreement, including without limitation the failure 1o
make 1ny advance under the preceding Article VIL.C. or any other provision of this agreement, within the period required lor
such payment hereunder. then 1n additivn tu the remedies provided n Article VILB. or elsewhere in this sgreement. the
remedies specified below shull be applicable For purposes of this Aracle VITD . a3l nouces and elecrions shsll be deliverec

ro
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| /
only by Operator, except that Operator shall deliver any such notice and election requested by 3 non.defaulting Non-Operator

and when Operstor is the parey in default, the applicable nutices and clecrions can be delivered by any Non.Operaror

Election of any one or more of the following temedies shall not preclude the subsequent use of any other remedy specified
below or otherwise available to a non-defaulting parry.

1. Suspension of Rights: Any party may deliver to the parey 1n default 3 Notice of Defauit, which shall specify the defsuls.
specily the action to be taken to cure the default, and specify that {arlure 10 take such

YPE\ will rzxrg in the excrcise ol one
or more of the remedies provided in this Article. If the delaule is not cured within w diys Jl the delivery of such
Nouce of Defauls, all of the rights of the defaulting parry granted by this agreement may upon notice be suspended until the
default 15 cured, without prejudice to the right of the non-defaulting parey or parties to continue to enforce the obligations of
the defaulting pacty previously accrued or therealter accruing under this agreement. If Operator is_the parey in defsult, the
Non-Operators shall have in addition the right, by vote of Non-Opcrators owning 1 majority in interest in the Contract Acrea
slier excluding the voting interest of Operator, to 1ppoint 1 new Opg‘mor cllective immediately. The rights of s delaulting
parey that may be suspended hereunder 3t the election of the non.defaulting parties shall include, without limitstion, the right
10 receive information as to sny operation canducted hereunder during the period of such defsule, the right 10 elect to
pacticipate in an operation proposed under Article VIB of (his agreement, the right to participate in sn operstion being
cunducted under this agreement even 1f the party has previously elected 1o particspate 1n such operation, and the right o
recerve proceeds of production from any weil subject to this agreement.

2 Suit_for Damapes: Non-defaulting parties or Operator lor the benefit of non-defaulting parties may sue (31 j0ime
sccount cxpense) to collect the amounts in delault, plus interest accruing on the amounts recovered from the date of default
until the date of collection st the rate specilied in Exhibic "C” atrached hereio. Nothing herein shall prevent any party from

suing any defaulting parry to collect consequential damages accruing to such parry as a result of the delaule.
}. Deemed Non-Consent: The non-defaulting part

_may deliver 3 written Notice of Non-Consent Election 1o the
defaulting parry st any time after the expiration nf (heﬂk&;-ﬁﬁnmrc period following delivery of the Notice of Defaule, in

which event if the billing is for the drilling of 3 new well or the Plugging Back, Sidetracking, Reworking or Deepening of a
well which is to be or has been plugged as a dry hole, or for the Completion or Recompletion of any well, the defaulting
party will be conclusively deemed to have elected not to participate in the operation and to be 3 Non-Consenting Parey with
respect thereto under Article VI.B. or VI.C, as the case may be, to the extent of the ¢nsts unpaid by such party,

notwithstanding any election to participate theretofore made I clection is made to proceced under this provision, then the
non-defltulting parties may not elect to sue for the unpaid amount pursuant ro Areicle VILD.2.

Unuil the delivery of such Notice of Non-Consent Clection to the defaulting parry, such party shall have the right 10 cure
ns default by paying its unpaid share of costs plus interest at the rate set forth in Exhibit "C" provided, however, such
piyment shall not prejudice the rights of the non-defaulting partics to pursue remedies for damages incurred by the non.
Jelaulting parties as a result of the default, Any interest relinquished pursuant to this Article VIL.D.3. shall be offered 10 the
non-defaulting parcties in proportiun 1o their interests, and the noun-defaulting partics electing tu participate in the nwaership

af such interest shall be required to contribute therr ’h"f"<%! the ddﬁ‘ﬁ amount upon their election 1o participate therein
4. Advance Paymenc: If 3 default is not cured within t?suEye-&%) ays ‘of the delivery of a Notice of Default, Operstor. or

Non.Opcratnes if Opereatar is the delaulting party. may therealier require advance payment from the delavinng
parey of such delaulting party’s anticipated share of 3ny stem of expense fur which Opeeatur, ur Nua-Operatues, 2 the tase may
¢ would be entitled 10 reimbursement under any pravisiun of this agreement, whether or nat such expense was the subject of
the previous default. Such right includes, but is not limited 10, the right (o require advance payment for the estmated costs o
drilhng 3 well or Completion of a well as to which an eleciion to participate in drilling or Completion has been made If the
defaulting parry fails (o pay the required advance payment. the non-defaulting parties may pursue any of the remedics provided
in this Article VILD. or any othet default remedy provided elscohere 1n this agreement. Any excess of funds advanced remarning
when the operation is completed snd all costs have been paid shall be promprly returned 16 the advancing party

3. Costs _and Actorneys' Fees. In the event any party is required tu bring legal proceedings to enforce sny hnancen

obligation of 3 party hereunder, the prevailing party in such action shall be entitled to recover all court cosrs. coses o
eollecrion, and a reasonable attorney’s fee, which the lien provided for herein shall also secure.
E. Rencals, Shut-in Well Psyments snd Minimum Royalties:

Rentals, shut-in well psymencs and minimum coyalties which may be required under the terms of any lease shall be pad
by %WMMM%A&&QM% st its or theie—ewpente, In the event two or more parties

own 1nd have contributed interests in the same lease 1o this agreement, such partics may designate one of such parties to

make s3id psyments for and on behalf of all such parties. Any party may request, and shall be entitled to receive, proper
evidence ol all such psyments. In the event of failure 0 make proper payment of any rental, shut-in well payment or
mimimum royalty through mistake or vversight where such payment i3 requited to continue the lease in lorce, any loss whieh
results from such non-payment shsll be borne in sccordance with the provisions of Article IV.B.1 3

Operator shall notify Non-Operators of the anticipated completion of 3 shut.in well, or the shutting in or return to
production of 3 producing well, st least five (3) days (excluding Saturday, Sunday snd legsl holidays) prioc to taking such
action, or at the earliest opportunity permitted by circumscances, but assumes no liability for failure to do 30. In the event of
failure by Operator to so notify Non-Operators, the loss of any lease contributed hereto by Non-Operators for failuce 10 make

nmely payments of any shut.in well payment shall be borne j0intly by the parties hereto under the provisions of Arnicte
IVB}

F Taxes:

Beginning with the first calendar year after the effective date hereol, Operator shall render for ad valorem taxanion i
propetty subject to this agreement which by law should be rendered for such taxes, 3nd it shall pay all such taxes assessec
thereon belore they become delinquent. Prioc to the rendition date, each Non-Operator shall furnish Operator information as
10 burdens {10 include, but not be limited 1o, royalties, overniding royaliics and production payments) on Lezses and O an¢
Cas Interests contributed by such Non.Operator 1f the asscssed valuanion of any Lease is reduced by ceason of jts being
subject o outstanding excess royaltics, overriding royaitics or production payments, the reduction in 34 velorem tixes
tesulting therefrom shall inure to rhe benelit of the owner or owners of such Lease, and Opcrator shall adjust the chsrge 10
such owner or owners s0 as 10 reflect the benelit of such reduction. If the ad valorem taxes are based in-whole or n par:
upon sepsrate valuations of each party’s working interest, then notwithstanding snything to the contrary herein, charges (o
the joint sccount shall be made ind paid by the parties hereto in accordance with the tax value genersted by each parys

wurking interest. Operator shall bill the uther parties fur their proportionsie shares of 3l tax payments in the mannce
provided in Exhibit "C."
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1 Operator considers any tax assessment wnproper. Operator may, at uws discrenon, protest within the time ano manne:
prescribed by law, and prosecute the protest 0 a final determinatien. unless alt partes agree to abandon the protest prios 1o hina.
deteernination. During the pendency of administranive or udicisl proceedings, Operstor may elect 1o pay, under protest. 31l sueh taxes
and any interest 3nd penalry. When any such protested assessment shall have been finally determined, Operator shall pay the tax for
the mnint account, tagether with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and tx
pa1d by them, as provided in Exhibit “C~

Each party shall pay or cause 0 be paid all production. severance, excise, gathering and other taxes imposed upon or with respect
to the production or handling of such parry's share of Qil and Gas produced under the terms of this agreement.

ARTICLE VU1

ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST
A Surrender of Leases:

The leases cuvered by this agrecment, insofar as they embrace acreage in the Contrace Ares, shall not be surrendered in whole
arn pant unless sl parties consent thereto.

However, should any party desire to surrender its interest in any Lease or in any portion thereof, such party shall give written
nutce of the proposed surrender to all parties. and the parties 10 whom such notice is delivered shall have thircy (30) days sher
dehivery of the matice within which w nodfy the parey propasing the surrender whether they elect to consent thereto. Failure of »
psrry 1o whom such notice is delivered to reply within said 30.day period shall cunstitute 3 consent to the surrender of the Leases
described in the notice. Il all parties do not agree ur cunsent thereto, the parry desiring to surrender shall assign, without express o
rmplied warranty of title, all of its interest in such Lease, or portion thereof, and any well, materisl and equipment which may be
lucated thereon and any rights in production therealter secured. ta the parties not consenting to such surrender. If the interest of the
assigning parry is or includes an Oil and Gas Interest, the assigning party shall execute and deliver 1o the parey or parties nor
tonsenting to fuch surrender an oil and gas lease covering such Oil and Gas Interest fur 3 term of one (1) year and 0 lung
therealter as Oif and/or Gas is produced from the fand covered thereby, such lease 1o be an the form attached heretw as Exhibi "B
Upan such assignment or lease, the assigning parry shall be relicved from all ubligations therealter accruing, but not theretofore
accrued, with respect 1o the interest assigned or leased and the operation ol any well attributable thereto, and the assigning parry
shall have no Rurther interest in the assigned or leased premiscs and its equipment and production other than the royaliies retaince
m ouny kuse mode under the terms of this Artice. The purry ussignee o lessee shall pay o the parey assignor ne lessar ine
reasonable salvage value of che latter’s interest in any well's salvable materials and equipment actributable ro the assigned or leased
acreage. The value of all salvable materials and equipment shall be determined in accurdance with the provisions of Exhibit “C.” less
the cstimured cost of salvaging and the estimated cust of plugging and abandoning and restoring the surface. If such value is less
than such eusts, then the party assignor or lessor shall pay to the party assignee or lessce the amount of such delici. H the
asignment ur lease is in favor of more than one parry, the interest shall be shared by such parties in the proportions that the
interest of each bears tu the roral interest of all such parties. Il the interest of the parties to whom the assignment 13 10 be made
vanies according o depth, then the interest assigned shall similarly eeflect such variances.

Any assignment, lease or surrender made under this provision shall not reduce or change the assignar’s, lessor's or surrendering
parry's interest a3 it wus immediately befure the assignment, lease or surrender in the bulance uf the Contruct Area; and the acreuge
assigned, leased ur surrendered, and subsequent operativns thereon, shall not thereaflter be subject 10 the terms and provisions of ths
greement but shall be deemed subject to an Operating Agreement in the form of ths sgreement.

8 Renewal or Extension of Leases:

I any parry secures 3 renewal or replacement of an Oil and Gas Lease or Interest subject to this agreement, then all other partics
shall be notified promptly upon such acquisition ur, in the case of 2 replacement Lease taken before expiration of an ensting Lease
promptly upon expiration of the existing lease. The parties notified shall have the righe for 1 period of thirry (301 days lollowing
Jelivery of such notice in which to elet to participate in the ownership of the renewal or replacement Lease, insolar 33 such Leasc
alfects lands within the Contract Area, by paying to the parry who acquired it their proportionate shares of the acquisition coss
slloeated to thar pan of such Lease within the Contracr Area. which shall be in proportion to the intetests held st that time by the
parties in the Contraat Area. Each parry who partiipates in the purchase of 3 renewal or replacement Lease shall be given -
ssmgnmens ul us proportwonate interest theren by the scquiring parry

It some. but less than sll, of the parties elect 10 participste 1n the purchase of 3 rencwal ur replacement Lease. 1t shall be ownec
By the parties who elecr to paricipsee therein, in o rocio based upan the relstionship of their respective peecentage of parncipstion o
the Conttact Ares to the sggregate of the percentuges of participation in the Contrace Ares of sll parties participating 1n the
purchase of such renewsl or replacement Lease. The acquisition of a renewal of replacement Lease by any or all of the parties herero
shall not cause a resdjusement of the interests of the parties stated in Exhibit "A." but any renewsl or replacement Lease in which
less than all parties elect to participate shall not be subject to rhis agreement but shall be deemed subject to » separate Operating
Agreement in the {form of this sgreement.

It the interests of the panies in the Contract Area vary according to depth, then their right to participate proportionatcly n
rencwsl or replacement Leases and their right (o receive an assignment of interest shall also reflect such depth variances.

The provisions of this Article shall apply to renewal or replacement Leases whether they sre for the entire interest covered by
the expiring lcase or caver only 3 portion of its area or. an interest therein. Any renews! or replacement Lease taken before the
expiration of its predecessor Lease, or taken or contracted for or becoming effective within six (6) months alter the expication of the
exisung Lease, shall be subject to chis provision so long as this agreement is in ellect at the time of such acquisition or 3t the time
the renewal or replacement Lease bocomes elfective: but sny Lesse taken or contracted for more than six (§) months rafrer the

expirstion of an existing Lease shall not be deemed 3 renewal or replacement Lease and shall not be subject 10 the provisions of tr.s
igreement.

The provisions in this Article shall 3lso be appliable 0 extensions of Oil and Gas Leases.

C. Acresge or Cash Contributions: .

While this agreement is in force, il any parry contracts for a contribution of cash towards the drilling of 3 well or sny othe:
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other operstioniand snai
be applied by it against the cost of such drilling or other opcration. if the contribution be in the form of scresge, the party to whom
the contribution is made shall promptly tender an assignment of the acreage. without warranry of title, to the Drilling Parties in the
propurtions said Drilling Parties shared the cost of drilling the well. Such acreage shall become 3 separate Contract Ares ind, 10 the
extent possible. be governed by provisions idennical 1o this agreement. Each parry shall promptly notify all other parties of an.
sceesge or cush contributions 1t may obtain in suppore of any well or any other operation on the Contraar Area The sboer
aravitions thall also be applicable (0 optional ciphts to earn screage outside the Contract Area which sre in support of well drillec
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If 30y party contracts for any consideration relating to disposition of such party’s share of substances produced hereunder.
such consideration shall not be deemed 1 contribution as contemplated in this Article VIILC
D Assignment: Maintenance of Uniform Interest:

For the purpose of mainaining uniformiry of ownership 1n the Contrace Area in the Oil and Gas Leases. Oit and Gas
~rereses. wells, equipment and production covered by this agreement no parry shall sell. encumber, transfer or maxe other
ssposition of its interest in the Oil and Gas Leases and Qil and Gas Interests embraced within the Contract Ares or in wells
equipment and production unless such disposition covers either:

1. the entire interest of the parey in all Oil and Gas Leases, Oil and Gas Interests, wells, equipment and production; or

2. an equal undivided percent of the party’s present interest in all Oil and Gas Leases, OIl and Gas Intereses, wells.
equipment and production in the Contract Ares,

Every sale, encumbrance, transfer or other disposition made by any parry shall be made expressly subject to this sgreemen:
and shall be made without prejudice to the right of the other parties, and sny transleree of an ownership interest 1n any Oil anc
Gas Lease or Interest shall be deemed 2 party to this agreement as to the interest conveyed from and sfier the effective date of
the transler of ownership: provided, however, that the other parties shall not be requited to recognize any such sale
encumbrance. transfer or other disposition [or any purpose hereunder until thirty (30) days alter they have received 3 copy of the
instrument of transfer oe other satisfacrory evidence thereof in writing from the transferor or teansferce. No assignment or other
disposition of interest by & party shall relieve such parey of obligations previously incurred by such party hereunder with respect
to the interest transferred, including without limitation the obligation of a party to pay all costs steribueable to an operation
conducted hereunder in which such party has agreed to participate prior to making such assignment, and the lien and securiry
wnterest granted by Article VILB. shall continue 1o burden the interest transferred to secure payment of any such obligations

If, 3t any time the interest of any party is divided among 1nd owned by four or more co-owners, Operator, 3t its discretion
may require such co-owners to appoint a single trustee or agent with full auchority to receive notices, approve expenditures
receive billings for and approve and pay such parey’s share of the joint expenses, and (o deal generally wich, and with power (o
bind, the co-owners of such party’s interest within the scope of the operations embraced in this agreement: however, 1l such co-
owners shall have the right to enter into and execute all contracts or agreements for the disposition of their respective shares of

he Oil and Gas produced from the Contract Ares and they shall have the right to receive, separstely, payment of the sale
oroceeds thereof

E Watver of Righes to Parunion:

Il permitied by the laws of the state or states 10 which the properry covered hereby 1s located, each parry hereto owaing an

undivided interest in the Contract Area waives any and all rights it may have 1o partition 3nd have set aside 10 1 in severalry s
undivided interest therein,

[ 0 o PN { rotRerhictaPurcharas
R rRtntrer-regneiorute

O (Optional: Check if appliable.)

Should any party desire to sell all or any part of its interests under this agreement, or its rights and int
Area, it shall promptly give written notice t0 the other parties, with full information concernin
shall include the name and address of the prospective transferee (who must be ready, willi
peice. 3 legal description sufficient to identify the property, and all other teem
optional prior right, for s period of ten (10) days after the notice i
same terms and conditions the interest which the othe
purchasing parties shall share the purchased int
purchasing parties. However, there s
us interests, or to transfer ¢}
or to dispose of igss

in the Contrac
Oposed disposition, whien
and able to purchase), the purchase
¢ offer. The other parties shall then have an
tvered, to purchase for the stated consideration on the
ty proposes to sell; and, if this optional right is exercised. the
in the proportions that the interest of each besrs to the total interest of all
no preferential right to purchase in those cases where any party wishes 10 mortgage
its interests to its mortgagee in licu of or pursuant to foreclosure of 2 mortgage of its interests.
Tests by merger, reorganization, consolidation, or by sale of alf or substantially sif of its Oil and Gas assers
~ot by transfer of its interests to a subsidiary or parent company or 1o 3 subsidiary of a parent company, or 0 am

10 any

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

U, for federal income tax purposes. this agreement and the operations hereunder are regarded as o partnership, and if the
parties have not otherwise agreed to form 2 tax partnership pursuant to Exhibit “G” or other agreement berween them, each
party thereby affected elects to be excluded from the application of all of the provisions of Subchapter "K.” Chapter 1. Subtitte
‘A of the Internal Revenue Code of 1986, a5 amended ("Code™). as permutted 1nd authorized by Section 761 of the Code anc
the regulations promulgated thereunder. Operator is authorized and directed (0 execute on behalf of each party hereby aflecree
such evidence of this election as may be required by the Secretary of the Treasury of the United States or the Federal Interna
Revenue Service, including specifically, but not by way of limitation, all of the rerurns, statements, and the dats required dv
Treasury Regulations §1.761. Should there be any requirement that each parry hereby affected give further evidence ol this
clection, each such party shall execute such documents and furnish such other evidence as may be required by the Federal Interna
Revenue Service or as may be necessary to evidence this election. No such parcy shall give any notices or take any other acuor
inconsistent with the election made hereby. If any present or Furure income tax laws of the state or scates in which the Contract
Ares is located or sny future income tax laws of the United States contain provisions similar to those in Subchapter “K." Chapre-
1. Subtitle “A,” of the Code, under which an election similar to that provided by Section 761 of the Code is permitted, each parsy
hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing election, cacn

such parey states that the income derived by such party from operations hereunder can be sdequately determined without the
computation of partnership taxable income. e
ARTICLE X. ' .
CLAIMS AND LAWSUITS K
Operator may sectle any single uninsured third party damage caim or suit arising from operations hereunder f the ."'
does not exered —_Ton Thoucand Dollars ($ 10,000.00 ) and if the payment is in complete g
of such claim or suit. If the amount required for sertlement exceeds the above amount, the parties hereto shall mpmc mﬁ ¢

¢ over
the further handling of the daim or suit, unless such authoriry is delegated to Operator. All costs and expenscs d ndhng.'scnhng
or otherwise discharging such daim or suit shall be 3t the 10int expense of the parties participating in the opery ? rom u\hu:h the
claim or suit arises, If 2 claim is made against any party or «f any party s sued on account of any marter ari f{rorr'gpcnnom

hereunder over which such individual has no control beaause of the rights given Operator by this 1grecme

irunediately notify all other parties. and the claum or swite shal be treated a3 anv other caim or swt mvolvmg operations hereunce:
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ARTICLE XI.
FORCE M.\JEURE

Il any parry is rendered unable, wholly or in part, by lorce majeure 10 carry out its obligations under this agreement, other
than the obligation to indemnify or make money payments nr furnish security, thar parry shall give 10 all other partes
prompt written notice of the force majeure with reasonably full particulars concerning it: thereupon, the obligations of the
parry giving the notice, so far as they ace affected by the force majeure, shall be suspended during, but no longer than, the
continuance of the force majeure, The term “force majeure.” as here employed, shall mean an act of God, strike, lockout, or
other industrial disturbance, act of che public enemy, war, blockade, public riot, lightning, fire, storm, flood or other act of
nature, explosion, goveramental action, goveramental delay. resceaint or inaction, unavailabilicy of equipment, snd any other
cause. whether of the kind specilically enumcrated above or otherwise, which 15 not reasonably withia the control of the parry
(|)lMIﬂg suspension,

The alfected party shall use all reasonable diligence to remove the force majeure situarion as quickly 3s practicable. The
requirement that any force majcure shall be remedied with all reasonable dispatch shall not require the settlement of steikes.

lockouts, or other labor difficulty by the party involved. contrary to its wishes: how all such dilficulties shall be handled shalt
be entirely within the discretion of the parry concerned.

ARTICLE XII.
NOTICES

AN notices authorized or required berween the parties by any of the provisions of this sgreement, unless otherwise
specifically provided, shall be in writing and delivered 1n person or by United States mail, courier service, telegram, telex,
relecopier or any other form of {acsimile, postage or charges prepaid, and addressed to such parties st the addresses listed on
Exhibit "A." All telephone or oral notices permitted by this agreement shall be confirmed immediately therealier by wriien
notice The originating notice given under any provision hereol shall be deemed delivered only when received by the parry to
whom such notice is directed, and the time for such parey to deliver any notice in response thereto shall run from the date
the originating notice is received. “Reccipt™ for purposes of this agreement with respect to written notice delivered hereunder
shall be actual delivery of the notice to the address of the party to be notilied specified in accordance with this agreement, or
to the telecopy, fscsimile or telex machine of such party. The second or any responsive notice shall be deemed delivered when
deposited in the United States mail or at the office of the couriet or telegraph seevice, or upon transmittal by telex, telecopy
or facsimile, or when personally delivered to the party to be notilied, provided, that when response is required within 24 or
48 hours, such response shall be given orslly or by telephone. telex, telecopy or other facsimile within such period. Esch parry
shall have the right to change its address at any time, und {rom time to time, by giving written notice thereol tu sil vther
parties. Il a party is not svailable to receive nutice orally or by telephone when a party attempts 1o deliver o notice required
10 be delivered within 24 or 48 hours. the notice may be delivered in writing by any other method spetified herein and shall
he deemed delivered in the same manner pravided abave fne any responsive natice.

ARTICLE X1l
TERM OF AGREEMENT

This agreement shall remain in full force and elfect 35 to the Qil and Gas Leases and/or 0Oil and Gas Interests subjec:
hereto for the period of time selected below; provided, however, no patry hereto shall ever be construed as having any right, tule
ot interest in or to any Lease or Oil and Gas Interest contributed by any vther party beyond the term of this agreement.

0 Oprion No. I: So long 15 any of the Oil 3and Gas Leases subject to this agreement remain or are continued 1n
Inrce 35 1o any part of the Contract Area, whether by production. extension, renewal or otherwise.

a Optiun Nu. 2: In the event the well descesbed 1n Article VIA L or any subscquent well dritled under any provesun
uf this agreement, results 1n the Cumpletivn ol 3 well 35 4 well capable ol production of Oil and/or Gas 1n paying
quantities, this agreement shall continue 1n force so long as any such well is capable of production. ind lor an
1dditional period of days therealter, provided. however, if, prior to the expiration of such

additional period, one or more of the parties hereto are engaged in drilling, Reworking, Deepening, Siderracking
Plugging Back, testing or attempting tv Completc or Re-complete 1 well or wells hereunder, this agreement shah
continue in force until such operations have been completed and if production results therefrom, this agreement
shall continue in force as provided herein In the event the well described 1n Article VILA., of any subsequent well
drilled hereunder, results in 3 dry hole, and no other well is capable of producing Oil andfor Gas from che
Contract Ares, this agreement shall terminate unless drilling, Deepening, Sidetracking, Completing, Re-
completing, Plugging Back ur Reworking operations are commenced wichin days from the
date of sbandonment of said well. “Abandonment” lor such purposes shall mesn either (i) s decision by sli parcies

not to conduct any further operations on the well or (ii) the elapse of 180 days from the conduct of any
operations on the well, whichever first occurs.

The termination of this sgceement shall not relieve any parry hereto irom any expense, liabiliry or other obligation or any
remedy therefor which has sccrued or attached prior to the dare of such termination.

Upan rerminstion of this agreement snd the sstisfaction of »1l obligstiums hereunder, in the event s memorsndum of thi
Operating Agreement has been filed of cecard, Operator 1s authorized to file of record in all necessary cecording offices «
notice of termination, and each parry hereto agrees to execute such a notice of rermination 13 to Operator’s interest, upon
request of Operacur, if Operator has sacisfied all its financial obligacions.

ARTICLE XIV, '
COMPLIANCE WITH LAWS AND REGULATIONS
A. Laws, Regulstions snd Orders:
This agreement shall be subject 1o the applicable laws of the state in which the Contract Area is located, o the valid rules.

regulations. 1nd orders of any duly constitured regulatory body of said state; and o all other applicable federal. state
and local laws, ordinances, rules, regulanons and orders.
B. Governing Law:

This sgreement and all marers peraining hereto, including but not limited to matters of performaace, non.

performance, bresch, temedies, procedures, rights, duties, and interpretation or construction, shall be governed snd

determined by the lsw of the state in which the Contract Area is located. If the Contract Ares is in two Or more states.
the law of the state of Texas

C Regulatory Agencies:

shall govern

cew

Nuthing herein contained shall grant, or be construed 10 geant. Operator the right or authority to waive or relesse an
nights. privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations o:
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orders promulgated under such laws in relerence to oil. gas and mincral operations, including the location, operation. ot
production of wells, on tracts offsetting or sdjacent to the Contract Area,

With respect to the operations hereunder, Non-Operators agree to release Operstor from sny and all losses, damages
injuries, claims and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation
ot application of rules, rulings, regulations or orders of the Department of Energy ot Federal Energy Regulatory Commission
or predecessar or successor agencies to the extent such interpretation or application was made in good faith snd does not
constirute gross negligence. Each Non-Operator further agrees to reimburse Operator for such Non-Operator's share of
production or 1ny refund, fine, levy or other governmental sanction that Operator may be required to pay as s resule of such
an incorrect interpretstion or application, together with interest and penaltics thereon owing by Operstor a3 & result of such
incorrect interpretation ocr application.

-

ARTICLE XV,
MISCELLANEOQUS
A. Execution:
This agreement shall be binding upon each Non-Operator when this agreement or 2 counterpart thereol has been

executed by such Non-Operstor and Operator norwithstanding that this agreement is not then or thereafter executed by all of

the parties 1o which it is tendered or which are listed on Exhibit "A” as owning an interest in the Contract Ares or which

own, 0 fact, an interest in the Contract Area. Operator may, however, by written notice ta 31l Non-Operators who have
become bound by this agreement as aforesaid, given at any time prior to the acrual spud date of the Initisl Well but n no
event later than five days prior to the date specified in Article VLA, for commencement of che Initisl Well, terminate thy
agreement il Operator in its sole discretion determines that there is insufficient participation to justify commencement o1
drilling operations. In the event of such 1 termination by Opcrator. all further obligations of the parties hereunder shall cease
15 of such termination. In the event any Non-Operator has advanced or prepaid any share of drilling or other coses
hereunder, all sums so advanced shall be rerurned 10 such Non-Operator without interest. In the event Operator proceeds
with drilling operations for the Initisl Well without the cxecution hereof by all persons listed on Exhibit "A™ as having 2
current working interest in such well, Operator shall indemnify Non-Operators with respect to all costs incurred for the
Initisl Well which would have been charged to such person undcer this agreement if such person had executed the same and

Operator shall receive sll revenues which would have been received by such person under this sgreement if such person hac
executed the same.

B. Successors and Assigns:

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

devisces, legal representatives, successors and assigns, and the teems hereol shall be deemed to run with the Leases or
Interests included within the Contract Area.

C. Counterparts:

This instrument may be executed in any number of counterparts, each of which shall be considered an original lor ait
purposes.
D. Severabilicy:

For the purposes of a3suming or rejecting this agreement a5 an executory contract pursuant to federal bankruptey laws
this agreement shall not be severable, but rather muse be assumed or rejected in its entirery, and the failure of any party :0
this agreement to comply with all of its financial obligations provided herein shall be 3 material delault

ARTICLE XVI.
OTHER PROVISIONS

A. 0 ONS

Should the Operator or Non-Operators hereunder wish to propose
seismic operations on the joint property, the party proposing the
operation shall contact the other parties under this Agreement in
writing. The proposing party shall provide each party with the
location and estimated cost of the seisnic line or lines, and shall
request an election by each party either for or against the
operation. Should two or more parties to this Agreement which own
a majority interest, based upon ownership as set out in Exhibit "A"
hereto, and inclusive of the proposing party, elect "for" the
proposed seismic operation, all parties shall be obligated to bear
their proportionate share of the cost of the seismic. Failure of
any party to respond to a seismic proposal within 15 days from

receipt thereof shall be construed as a vote "for" the proposed
operation.

B. D N NS AGAINST WORKING T

*r
If any party heretoc hereinafter should create any overrld}nq
royalty, production payment, or other burdens against its working
interest production and if any other party or partles shq j1d
conduct non-consent operations pursuant to any provxslons of ﬁhgs
agreement and, as a result, become entitled to receive the wor

ng
interest productlon otherwise belonging to the non-participafl

ng
party, the party or parties entitled to receive the, «workihq

interest production of the non-participating party shall /necezve
such production free and clear of burdens against such p oducbion
which may have been created subsequent to this agreement‘\
non-participating party creating such subsequent burdens sh=

the partlcipatinq party or parties harmless with respe T to.bhxs
receipt of such working interest production.
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IN WITNESS WHEREOF, this agreement shall be effective as of the 10th gay of _September .

19 96

ATTEST OR WITNESS:

OPERATOR
PENWELL, ENERGY, INC.

By

Steven R. F -

Type or print name

T Vice President
itle

Dae _S€ptember 10, 1996

Tax ID or $.S. No. 75-2223190

NON-OPERATORS

BURLINGTON RESOURCES OIL & GAS
COMPANY

By

Type or print name

Ticle

Date

Tax ID or S.S. No.

By

A.J. LOSEE

Type or print name

Title

Date

Tax ID or S.S. No.

By

Type or print name

33tk

25
l?.i'.
Title %.f
fal
Date .j 3
_/C.:; 'Lb.l
ST
Tax ID or $.5. No. .'f*'f ! - R
R
SN L
\""', X - - y)
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1

ACKNOWLEDGMENTS
2 Note: The following forms of acknowledgment are the short forms approved by the Uniform Law on Notarial Acts. The
3} validity and effect of these forms in any state will depend upon the starutes of that seace.
4

5 Individusl acknowledgment:

6  State of ) | -
? ) ss.

8 County of )

9 This instrument was acknowledged before me on

0 * by

1

12 (Seal, if any)

13 Title (and Rank)

14 My commission expires:

15

16  Acknowledgment in representative capacity:

17 State of TEXAS )

18 ) ss.

19  Counry of MIDLAND )

20 This instrument was acknowledged before me on

1 September 10, 1996 by /O Steven R. Foy as
), Vice Presidentof Penwell Energy, Inc.{

a Texas corporation, On behall ot qiiigﬁorporatlon.
23 (Seal, if any)

Tammy Baimbridg
TAMMY BARACD™ 77 Title (and Rank) __o€cCretary
Notary Public, Sta’e ¢” T .as '

My commission ex_iras 9/23/97 My commission expires: 9/23/97

e
24

23

26

7
28
29
30
31
32
3
34
3
16

37

Totee chen - oemeee ey

e R e R e

.19 .-
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ACKNOWLEDGMENTS

Note: The following forms of acknowledgment are the short forms approved by the Uniform Law on Notarial Acts. The

validity and effect of these forms in any state will depend upon the statutes of that state.

Individual acknowledgment:

State of )

) ss.

County of )

This instrument was acknowledged before me on

by

(Seal, if sny)

Title (and Rank)

My commission expires:

Acknowledgment in representative capacity:

State of TEXAS )

) ss.

County of __MIDLAND

This inscrument was acknowledged before me on

by

as

of _BURLINGTON RESOURCES OIL & GAS COMPANY

(Seal, if 2ay)

Title (and Rank)

My commission expires:

. . .
ARSI N PPN}

{
l;‘-n:("l‘.\n RECT IT EPIRE e
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EXHIBIT "A"

To that certain Operating Agreement dated September 10, 1996, by
and between PENWELL ENERGY, INC., as Operator,and BURLINGTON
RESOURCES  OIL & GAS COMPANY, et al as Non-Operators.

1. IDENTIFICATION OF LANDS SUBJECT TO THIS AGREEMENT:

SE/4, NE/4 NE/4 and W/2 SW/4 of Section 24;
T-22-S, R-32-E, NMPM, Lea County, New Mexico

2. RESTRICTIONS, IF ANY, AS TO DEPTHS, FORMATIONS, OR SUBSTANCES

Limited from the surface of the earth down to the
Base of the Bone Spring formation

3. PERCENTAGES OR FRACTIONAL INTERESTS AND ADDRESSES OF PARTIES
TO THIS AGREEMENT:

Penwell Energy, Inc. 81.5750%
600 N. Marienfeld, Suite 1100
Midland, Texas 79701

Burlington Resources 13.4010%
0il & Gas Company

P. 0. Box 51810

Midland, Texas 79710-1810

A. J. Losee 5.0240%
P. 0. Box 1720
Artesia, New Mexico 88211-1720

100.0000%

QA3 aewva !l 2Cm)



NO EXHIBIT “B"
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Recommaended by the Council
/D 601, eoxsco ) of Petroleum Accountanty
TULSA OK 74101 Societies
EXHIBIT *Cc v

Auuhﬁtoamhnweaputﬁ Operating Agreement by and between Penwell Energy,
d

Burlington Resources 0il & Gas Company, dated September 10, 1996.

e

ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. GENERAL PROVISIONS

.

Definitions

"Joint P':'ogerty" shall mean the real and personal property subject to the agreement to which this Accounting Procedure
is attached.

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

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera-
tions and which are to be shared by the Parties.
“Operator” shall mean the party designated to conduct the Joint Qperations.
“Non-Operators” shall mean the Parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators.

First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct supervision
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity.
"Technical Employees" shall mean those employees having special and specific engineering, geological or other profes

sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and probiems
for the benefit of the Joint Property.

Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator's employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property

Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manuai as
most recently recommended by the Council of Petroleum Accountants Societies.

Statement and Billings

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

Advances and Payments by Non-Operators

A. Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
§hare of estimgted cash outlay for the succeeding month's operation within fifteen (15) days after receipt of the bill-

ing or by the first day of the month for which the advance is required. whichever is later. Operator shall adjust each
monthly billing to reflect advances received {rom the Non-Operators.

Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. I{ payminst. is not made

within such le%the unpaid balance shall bear interest monthly at
per _annum

tho-prirmo-rate-ineffeet-at
eglnnlng on the f\rst day of the month in wh\ch dehnquency occurs pl-ae—l-%-or—the—m

-n-ehe—l'essee- plu: at.t.orneys fees court cosls and othcr costs in connection wn.h the collecuon of unpald amounts.
Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof.
provided. however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall con-
clusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar year
unless within the said twenty-four {24) month period a Non-Operator takes written exception thereto and makes ctaim on
Operator for adjgs}ment. Ng adjustment favorable to Operator shall be made unless it is made within the same prescribed

period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of Controllable
Material as provided for in Section V,

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.

Inc.

Ay
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Audits

A

R

A Non-Operator, upon notice in writing to Operator anc ail 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) montr
period following the end of such calendar year: provided. however, the making of an audit shall not extend the time
(or the taking of writtan exception to and the adjustments of accounts as provided for in Paragraph 4 of this Sectron
1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduc: a
joint audit in & manner which will result in 2 minimum of inconvenience to the Operator=Operator shall bear no por-
tion of the Non-Operators' audit cost incurred under this paragraph unless agreed o by the Operator. The audits
shall not be conducted more than once each year without prior approval of Operator, except upon the resignation or
removal of the Operator. and shall be made at the expense of those Non-Operators approving such audit.

The Operator shall reply in writing 1o an audit report within 180 days alter receipt of such report.

Approval By Non-Operators

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

II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

2.

k|

4

5

(223

Ecological and Environmental

Costs incurred for the benefit of the Joint Property as a resu't of governmental or regulatory requireme.nts w satisfy environ:
mental considerations applicable W the Joint Operations. Such costs may include surveys of an ecological or archaeologica:
nature and pollution control procedures as required by applicable laws and regulations.

Rentals and Royallies

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

P
-

{1y Salaries and wages of Operator's [ield employees directly employed on the Joint Property in the conduct of Jorn:
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 Technica! Employees either temporarily or permanently assigned w0 and directly emzioyec

in the operation of the Joint Property if such charges are excluded {rom the overhead rales.

Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid o emptoyees
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section 1. Such costs under
this Paragraph 3B 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 3A of this Section II. I{ percentage assessment
is used. the rate shall be based on the Operator's cost experience.

Expenditures or contributions made pursuant to assessments imposed by governmental aulhority which are applicadle
to Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section [l.

Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragrapn
JA of this Section II, excluding moving or relocation expenses.

Employee Benefits

Nperator's current costs of established plans for employees’ group life insurance, hospitalization. pension, retirement. stock
nurchase. thrift, bonus. and other benelit plans of a like nature, applicable o Operator's labor cost chargeable o the loir:

sccount under Paragraphs 3A and 3B of this Section |1 shall be Operator’s actual cost not to exceed the percent most race~:
'v recommended by the Council of Petroleum Accountants Societies.

Material

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

Transportation

Transportation of employees and Material necessary for the Joint 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 ma=»:
W the Joint Account for a distance greater than the distance {rom the nearest reliable supply store where like materia:
1s normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties

o

]
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I surplus Ma.Lerial is moved to Operator’s warchouse or other storage paint, no charge shall be made to the Jaint Ac:
count for a d:st_ance greater than the Jistance to the nearest reliable supply store where like muterial is normally
available. or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be

r;ade to the Joint Account for moving Material Lo olher properties belonging to Operator. unless agreed to by the
arues.

in the application of subparagraphs A and B ahove. the option 10 equalize or charge actual trucking cost 1s avariabie

when the actual charge is $400 or less excluding accessortal charges The $400 will be adjusted Lo the amount mes:
recently recnmmended hy the Council of Petraleum Accountants Sacieties. -

Nervices

The cost of contract services, equipment and utilities provided by outside sources, excepl services excluded by Paragraon
10 of Section [l and Paragraph i, ii, and iii, of Scction 111, The cost of professional consultant services and contruct ser
vices of lechnical persannel directly engaged on the Joint Property if such charges are excluded (rom the overhead rates
The cost of prolessional consultant services or contract services of technical personnel not directly engaged on the Joint
Erunerly shall not be charged to the Joint Account unless previously ugreed to by the Parties.

F.quipment and Facilities Furnished By Operator

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

fwilh costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense.
insurance, taxes, deprec:iatitin2 and interest on gross investment less accumulated depreciation not to exceed

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

i Intiew of charges in paragraph 8A above. ()peratur may clect o use average commercial rates prevailing in the immea:

ate area of the Joint Properly less 20%. For automotive equipment, Operator may elcct Lo use rates published by the
Petroleum Motor Transport Association.

Damages and Losses to Joint Property

Ail costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or losses
‘ncurred by fire. Nood. storm. thefl, accident. or other cause. except those resulting from Operator’s gross negligence or

wiitfyl misconduct. Operatar shall furnish Non-Operator written notice of damages or losses incurred as soon as practicadle
after a report thereofl has been received by Operator

Legal Expense

Fxpense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements anc

“amounts paid for settlement of ¢laims incurred in or resulting from operations under the agreement or necessary W protect

or recover the Joint Property, except that no charge for services of Operator's legal staff or {ees or expense of outside atlor:
neys shall be made unless previously ugreed Lo by the Partics. All other legal expense is considered to be covered by tne

overheud provisions of Section 111 unless otherwise sgrecd to by Lthe Parties, except a3 provided in Section |. Paragraor
3.

Taxes

Al taxes of every kind and nature assessed or levied upon or in conneclion with the Joint Property, the operation thereof.
or the production therefrom, and which taxes have been paid by the QOperator for the benefit of the Parties. If the ad valo
rem taxes are based in whole or in part upon separate valuations of each party's working interest. then notwithstanding
anything ta Lthe cantrary herein, churges to the Joint Accoaunt shall be made and paid by the Parties hereta in accordince
with the tax value generated by each party's working nterest.

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In tne
event Joint Operations are conductad in s state in which Operator may act as sell-insurer for Worker's Compensation and/
4- Employers Liability under the respective state’'s laws, Operator may, at ity election, include the risk under 1ts salf-
~cyrance program and in that event. Operator shall include a charge 3t Operator's cost not to exceed manual rates

Abandonment and Reclamation

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

Communications

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, inc\udiu:\g radio and
microwave f{acilities directly serving the Joint Property. In the event communication (acilities/systems serving the Joint
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section ||

Other Expenditures

Any other expendilure not covered or deall with in Lthe (oregoing provisions of this Section 11, or in Section 111 and whie»

s of direct benefit o the Joint Property and is incurred by the Operator in Lhe necessary and proper conduct of the Joir,
Qgerations
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1I1. OVERHEAD

1.  Overhead - Drilling and Producing Operations

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

X ) Fixed Rate Basis, Parégraph 1A. or
( ) Percentage Basis, Paragraph 1B

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph
3A. Section [1. The cost and expense of services from outside sources in connection with matters of taxation. traffic.
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates

provided for in the above selected Paragraph of this Section 111 unless such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

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

{ ) shall be covered by the overhead rates, or
X ) shall not be covered by the overhead rates.
iii. The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services

and contract services of technical personnel either temporarily or permanently assigned to and directly employed in
the operation of the Joint Property:

( ) shall be covered by the overhead rates, or
& ) 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 Well Rate $ _4,178.00
{Prorated for less than a full month)

Producing Well Rate § 240.00

{2) Application of Overhead - Fixed Rate Basis shall be as 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 during suspension of drilling or completion operations for fifteen (15) or
more consecutive calendar days.

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive

work days or more shall be made at the drilling well rate. Such charges shall be applied for the period
from date workover operations, with rig or other units used in workover, commence through date of rig

or other unit release, except that no charge shall be made during suspension of operations for {ifteen
(15) or more consecutive calendar days.

(b) Producing Well Rates
(1)

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

(2) Each active completion in a multi-completed well in which production is not commingled down hole shall

be considered as 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 well 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. This one-well charge shall be made whether or not the well has produced except when
drilling well rate applies.

{5) All other inactive wells (including but not limited Lo inactive wells covered Ly unit allowable. lease allow-
able, transferred allowable. etc.) shall not qualify for an overhead charge.

(3} The well rates shall be adjusted as of the first day of April each year following the effective date of the agreement
to whiqh this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur-
rently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum and Gas
Production Workers for the last calendar year compared to the calendar year preceding as shown by the index
of average weekly earnings of Crude Petroleum and Gas Production Workers as published by the United State
Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as published by Statist:

. Canada. as applicable. The adjusted rates shall be the rates currently in use, plus or minus the computed »
justment.

B—Overhead—Rereentage-Basis

0 bt redoimt-s o
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Percent { %) of the cost of development of the Joint Property exclusive of cosis-provicec
nder Paragraph 10 of Section Il and all salvage credits.

(b) Operatiny

Perc? %) of the cost of operating the Joint-Property exclusive of costs provided uncer
Paragraphs 2 and 10 of Sectid

all salvage credits, the yata€ of injected substances purchased for secondary
recovery and all taxes and assessm? 1

which are |evred, assessed and paid upon the mineral interest in ang
W the Joint Property. o

(2) Application of Overhead - PercentageBasis shall be as {olo

For the purpose of determirfing charges on a percentage basis under Parageaph 1B of this Section 111, development
shall include all costdTin connection with drilling, redrilling, deepening, or any edial operations on any or ali
wells involyHr¥ the use of drilling rig and crew capable of drilling 1o the producing~iaterval on the Joint Prop:
.. erty; 3¥s67 preliminary expenditures necessary in preparation for drilling and expenditures Wrougred in abandoning
en the well is not completed as a producer. and original cost of construction or installation ol fixed assets. the
expansion of {ixed assets and any other project clearly discernible as a fixed asset. except Major Conslrucyion as
defined in Paragraph 2 of this Section !11 All gther costs shall be considered as operating.

© e o —

3 Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of {ixed 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 prior to the beginning of construction, or sh%ll cgérge bhe Joint
Account for overhead based on the {ollowing rates for any Major Construction project in excess of § b) 0.0

B AR A A LR A S
A S %of first $100,000 or total cost if less, plus

B __3 _____%of costs in excess of $100,000 but less than $1.000.000. plus

C. 2 %of costs in excess of $1,000.000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a singte

project shall not be treated separately and the cost of drilling and workover wells and artificial li{t equipment shall be
excluded.

3 Catastrophe Overhead

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

o restore the Joint Property to the equivalent condition that existed prior to the event qausing the expenditures. Operator
shall either negotiate a rate prior o charging the Joint Account
vhodollouung zatos:

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

q Amendment of Rates

The overhead rates provided for in this Section |1l may be amended (rom time 0 time only by mutual agreement between
the Parties hereto if, in practice, the rates are found to be insulficient or excessive,

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

Ooerator is responsible for Joint Account Material and shall make proper and timely charges and credits {or all Material move-
ments affecting the Joint Property. Operator shall provide all Material {or use on the Joint Property: however, at Operator’s
ootion. such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idie and/or surplus
Material. such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale W outsiders.
Operator may p.urcha.se. 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
: Purchases however Operator shall not be
required ¢ ake discounts/
Material purchased shall he charged at the price pard by Operator alter ge uction o ah 1Scounts received 0 2ase 0°

Material found o be defective or returned to vendor ‘or any other reasons. credit shall be passed to the Joint “¢coun:
when adjustment has been received by the Operator

2 Transfers and Dispositions

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

. —m——- -~
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New Material (Condition A)

2

(2

(b}

{c)

(d)

ubular goods. sized 2% inches OD and larger. except line pipe. shall be priced at Eastern mill published
c¥cjoad base prices effective as of date of movement plus transportation cost using the 80.000 po

weight basis to the railway receiving point nearest the Joint Property for which published
tubula

d carload

ail rates (or
goods exist. [f the 80.000 pound rail rate 1s not offered. the 70.000 pound-or 90.000”pound rail rate

may be useq. Freight charges for tubing will be calculated from Lorain. Ohio and casingfrom Youngstown.
Ohio.

For grades which 2xe special to one mill only, prices shall be computed at the miliDase of that mill plus trans.

portation cost from thal mill o the railway receiving point nearest the JoinpProperty as provided above in

Paragraph 2.A.(1Xa). Fongransportation cost {rom points other than Easterx’mills, the 30.000 pound Oil Fielé
Haulers Association interstate truck rate shall be used.

Special end (inish tubular goodighall be priced at the lowest puBlished out-ol-stock price. [.o.b. Housion

Texas, plus transportation cost. usteg Oil Field Haulers Assogfation interstate 30,000 pound truck rate to
the railway receiving point nearest the\Joint Property.

Macaroni tubing (size less than 2% inch ODrghall be priced at the lowest published out-of-stock prices {.c.t

the supplier plus transportation costs, using the™Qil Pfeld Haulers Association interstate truck rate per weight
of tubing transferred, to the railway receiving pdtqt nearest the Joint Property.

Line Pipe

{a)

(b)

(c)

Line pipe movements (except size 24 inch OD and larger with Wqlls % inch and over) 30.000 pounds or more

shall be priced under provisionsdf tubular goods pricing in Paragraph A.(1Xa) as provided above. Freigh:
charges shall be calculated {»6m Lorain, Ohio.

Line pipe movements (exCept size 24 inch OD and larger with walls % inch™xpd over) less than 30.000 pounds
shall be priced at Eaafern mill published carload base prices effective as of da¥e of shipment, plus 20 percent
plus transportation’costs based on freight rates as set forth under provisions of tubylar goods pricing in Para-
graph A.(1)a) € provided above. Freight charges shall be calculated from LorainnQhio.

Line pipe724 inch OD and over and ¥ inch wall and larger shall be priced {.0.b. the paqt of manulacture

at cugrnt new published prices plus transportation cost to the railway receiving point hegrest the Joint
Progerty.

Line pipe, including fabricated line pipe. drive pipe and conduit not listed on published price lists’shall be

priced at quoted prices plus freight Wo the railway receiving point nearest the Joint Property or at pxees
a:rAAA_uL}-u'J_)hA Partiae

{3)

(4)

Owher Material shall be priced at the currenl new price. 1n effect at date of movement. as listed by a rehiable suppiy

store nearest the Joint Property, or point of manuflacture, plus transportation costs. if applicable, w the raitway
receiving point nearest the Joint Property.

Unused new Material, sxcopttubular-goods, moved {rom 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 transportatiop costs, if applicable.

19548

to the railway receiving point nearest the Joint Property

Good Used Material (Condition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:

t1) Material moved to the Joint Property

12

At seventy-live percent (75%) of current new price. as determined by Paragraph A.

Material used on and moved (rom the Joint Property

(a)

{b)

Al seventy-five percent (75%) of current new price. as determined by Paragraph A. if Material was origirally
charged to the Joint Account as new Material or

At sixty-five percent (65%) of current new price. as determined by Paragraph A, if Material was originaliv
charged o the Joint Account as used Material

(3} Material not used on and moved from the joint Property

At seventy-five percent (75%) of current new price as determined by Paragraph A.

The cost of reconditioning, if any, shall be absorbed by the transferring property.
Other Used Material

{1} Condition C

Material which is not in sound and serviceable condition and not suitable for its original {unction until after recor:
ditioning shall be priced at fifty percent (50%) of current new price as determined by Paragraph A. The cos: of

does not exceed Condition B value.

reconditioning shall be charged to the receiving property, provided Condition C value plus cost of reconditioning

e mem e
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(2) Condition D

Ma_uria!. exc\uqing junk, no longer suitable for its original purpose. but usable for some other purpose shall de

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, tub_ing or drill pipe used as higher pressure service lines than standard line pipe. e.g. power oil hines

shall be priced under normal pricing procedures for casing. tubing. or drill pipe. Upset tubular goods shali
be priced on a non upset basis.

(3) Condition E

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under procedures no--
mally utilized by Operator without prior approval of Non-Operators.

b. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material 1s not
equivalent Lo that which would justify a price as provided above may be specially priced as agreed to by the Parties
Such price should result in the Joint Account being charged with the value of the service rendered by such Materai

E. Pricing Conditions

ers act al Qs
{1} Loading or unloading costs may be charged to the Joint Account at AR 192 A

weight on all tubular goods movements, in lieu of actual loading or unloading ¢o rred 4T the stockmg
point. The above rate shall be adjusted as of the flrsl day of Anrile ollowing Januzry 1. 1985 by the same
percentage increase or decrease used In zThead rates in Section [1l, Paragraph 1.A{3). Each year. the
rate calculay b be-TOUTdEd Lo lhe nearest cenl and shall be Lhe rate in etfect unul the {nrsl day of April next
e wma PN o o " a h

(2)

Material involving erection costs shall be charged at applicable percentage of the current knocked-down price of
new Material,

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies. strikes or other
unusual causes over which the Operator has no control. the Operator may charge the Joint Account for the requirec
Material at the Operator's actual cost incurred in providing such Material. in making it suitable for use, and 1n moving
it Lo the Joint Property: provided notice in writing is furnished Lo Non-Operators of the proposed charge prior o billing
Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator within

ten days after receiving notice {rom Operator, to furnish in kind all or part of his share of such Material suitable {or use
and acceptable to Operator,

Warranty of Material Furnished By Operator

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

V. INVENTORIES

The (Joerator shall maintain detailed records of Controllable Material.

1

Periodic Inventories. Notice and Representation

Al reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice
of intention o take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that

Non-Operalors may be represented when any inventory is taken. Failure of Non-Operators o be represented at an inven
tory shall bind Non-Operators to accept the inventory taken by Operator.

Reconciliation and Adjustment of Inventories

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

Special Inventories |

Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint Property.
ft shall be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes

nlace. In such cases. both the seller and the purchaser shall be governed by such inventory. In cases involving a change
of Operator. all Parties shall be governed by such inventory.

Expense of Conducting Inventories

A The expense of conducting periodic inventories shall not be charged Lo 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 shall be charged to the Joint Account.

o




EXHIBIT "D"

Attached to and made a part of Operating Agreement dated
September 10, 1996, by and between Penwell Energy, Inc., as
Operator, and Burlington Resources 0Oil & Gas Company, as Non-
Operator.

At all times during the conduct of operations hereunder, Operator

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

(a) Worker's Compensation Insurance with limits of $500,000 for
Bodily Injury by Accident and Bodily 1Injury by Dlsease,
covering Operator's employees and employees of Operator's
contractors and subcontractors engaged in operations under

this Agreement, in compliance with the lawes of the State where
the work ig to be performed.

(b) Commercial General Liability Insurance covering the parties
hereto in connection with all operations conducted by Operator

or Operator's contractors and subcontractors with the
following limits:

General Aggregate Limit §2,000,000

Products-Completed Oper. Aggregate Lt. 1,000,000
Personal Injury Limit

1,000,000
Each Occurrence Limit 1,000,000
Fire Damage Limit 50,000
Medical Expense Limit 5,000
Underground Equipment 100,000

(c) Umbrella Liability with policy aggregate limit of $5,000,000.

If Operator is audited by it's insurance carrier and determined to owe additional
workers compensation over and above what has been charged to the well, such
additional amounts will be

proportionately charged to the joint account.

The Operator also carries well control insurance. EACH PARTICIPANT WILL
AUTOMATICALLY BE INCLUDED AS A NAMED INSURED UNDER THE COVERAGE PROVIDED BY
OPERATOR'S POLICY UNLESS WITHIN (10) DAYS OF THE SPUD DATE OF A WELL UNDER THIS
AGREEMENT, OPERATOR HAS RECEIVED WRITTEN REFUSAL OF THE COVERAGE PROVIDED BY
OPERATOR _AND PROOF OF PARTICIPANT'S EQUIVALENT OR__BETTER COVERAGE. Joint

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

Operator's current policy is described a follows:

COVERAGE: (1Y Drilling, completion and production of a well;
(2) Reworking, reconditioning, recompletion, and
workover of a well; and
(3) Deepening of a well.
ENDORSEMENTS : (1) Cost of Well Control;

(2) Deliberate Well Firing;

(3) Underground Blow-out;

(4) Contingent Joint Venture Coverage;

(S) Evacuation Expense Endorsement;

(6) Seepage & Pollution, Clean-up & Contamination;
(7) Unlimited Redrill;

{8) Care, Custody and Control; and,

(9) Making a Well safe.

PURPOSE OF COVERAGE:

This policy protects from loss incurred from a well fire, cratering (including

the expense of clean-up or containment), seepage, pollution or contamination,

expense of re-drilling the hole 1lost from fire, etc.; and affords
care/custody/control legal liability.

LIMITS: Control of Well, etc. - $5,000,000 scaled to interest

Care, Custody & Control - $500,000



Exhibit "E"

ATTACHED TO THAT CERTAIN OPERATING AGREEMENT
DATED SEPTEMBER 10, 1996, BY AND BETWEEN
PENWELL ENERGY, INC., AS OPERATOR, AND
BURLINGTON RESOURCES OIL & GAS COMPANY, AS NON-OPERATOR

GAS BALANCING AGREEMENT

Ownership of Gas Production

(a) Tt is the intent of the parties that each party shall have the right to take in kind and separately
disposc of its proportionate share of gas (including casinghead gas) produced from each formation in each well

located on acreage ("Contract Area®) covered by the Operating Agreement to which this Exhibit is attached
("Operating Agreement”).

M) Operator shall control the gas production and be responsible for administering the provisions of
this Agreement and shall make reasonable efforts to deliver or cause to be delivered gas to the parties’ gas
purchasers as may be required in order to balance the accounts of the parties in accordance with the provisions
herein contained. For proposes of this Agreement, Operator shall maintain production accounts of the parties based
upon the number of MMBtu's actually contained in the gas produced from a particular formation in 2 well and
delivercd at the outlet of lease equipment for each party's account regardless of whether sales of such gas are made
on a wet or dry basis. All references in this Agreement to quantity or volume shall refer to the number of MMBtu's
contained in the gas stream. Toward this end, Operator shall periodically determine or cause to be determined the

Btu content of gas produced from cach formation in cach well on a consistent basis and under standard conditions
pursuant to any method customarily used in the industry.

Balancing of Production Accounts

(a) Any time a party, or such party’s purchaser is not taking or marketing its full share of gas
produced from a particular formation in a well (“non-marketing” party). the remaining partics ("marketing” parties)
shall have the right, but not the obligation, to produce, take, sell and deliver for such marketing parties' accounts, in
addition to the full share of gas to which the marketing parties are otherwise entitled, all or any portion of the gas
attributable to a non-marketing party. (Gas attributable to a non-marketing party, taken by a marketing party, is
referred to in this Agreement as "overproduction”). If there is more than one marketing party taking gas
attributable to a non-marketing party, cach markcting party shall be entitled 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 of all marketing
parties,

®) A party that has not taken its proportionate share of gas produced from any formation in & well
("Underproduced Party™) shall be credited with gas in storage equal to its share of gas produced but not taken, less
its share of gas used in lease operations, vented or lost ("underproduction”). Such Underproduced Party, upon
giving timely written notice to Operator, shall be cntitled, on a monthly basis beginning the month following receipt
of notice, to produce, take, sell and deliver. In addition to the full share of gas to which such party is otherwise
entitled, a quantity of gas ("make-up gas”) equal to fity percent (50%) of the total share of gas attributable to all
partics having cumulative over production (individually called "Overproduced Party”). Such make-up gas shall be
credited against such Underproduced Party’s accrued underproduction in order of accrual. Notwithstanding the
foregoing and subject to subsection (€) below; (i) an Overproduced Party shall never be obligated to reduce its takes
to less than fifty percent (50%) of the quantity to which such party is otherwise entitled and (ii) an Underproduced

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

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

Party is entitled and which is not taken by such Underproduced Party may be taken by any other Underproduced
Party(ies).

(d) If 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 such party’s interest in production bears to the total
interest in production of all parties then required to fumnish make-up gas. Except as provided in () below, cach
Overproduced Party in any formation in a well shall be entitled, on a monthly basis, to take its full share of gas less

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

(¢) If Operator in good faith belicves that an Overproduced Party has recovered one hundred
percent (100%) of such Overproduced Party's share of the recoverable reserves from a particular formation in a
well, such Overproduced Party, upon being notified in writing of such fact by Operator, shall cease taking gas from
such formation in such well and the remaining parties shall be entitled to take one hundred percent (100%) of such
production until the accounts of the partics arc balanced. Thereafler, such Overproduced Party shall again have the
right to take its share of the remaining production, if any, in accordance with the provisions herein contained.
Notwithstanding anything to the contrary herein, after an Overproduced Party has recovered one hundred percent
(100%) of its full share of the recoverable reserves as so determined by Operator from a particular formation in a
well, such Overproduced Party may continue to produce if such continued production is (i) necessary for lease
maintenance purposes, or (i) permitted by a majority of interest of the parties who have not produced one hundred
percent (100%) of their recoverable reserves from such formation in such well after written ballot conducted by

I o YW



Cash Balancing Upon Interim Imbalances or Upon Deletion

(a) On January 15th and July 15th of each Calendar Year Underproduced Party may give notice that

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

®) If gas production from a particular formation in a well ceases and no attempt is made to restore
production (or substitute therefor) within sixty (60) days, Operator shall distribute, within ninety (90) days of the
date the well last produced gas from such formation, a statement of net unrecouped underproduction and
overproduction and the months and years in which such unrecouped produced accrued (“Final Accounting™).

(© Within thirty (30) days of receipt of either Final Accounting or an Interim Accounting, each
Overproduced Party shall remit to Operator for disbursement to the Underproduced Parti€3, a sum of money (which
sum shall not include interest) equal to the amount actually received or constructively received under subparagraph
(¢) below, by Overproduced Party for sales during the month(s) of overproduction, calculated in order of accrual
but less applicable taxes, royalties and reasonable costs of marketing and transporting such gas actually paid by
such Overproduced Party. Such remittance shall be based on number of MMBtu's of overproduction and shall be
accompanicd by a statement showing volumes and prices for each month with accrued unrecouped overproduction.

(d) Within thirty (30) days of receipt of any such remittance by Operator from an Overproduced
Party, Operator shall disburse such funds to the Underproduced Party(ies) in accordance with the final accounting.
Operator assumes no liability with respect to any such payment (unless such payment is attributable to Operator’s
overproduction), it being the intent of the partics that cach Overproduced Party shall be solely responsible for
reimbursing each Underproduced Party for such Underproduced Party’s respective share of overproduction taken
by such Overproduced Party in accordance with the provisions herein contained. [f any party fails to pay any sum
due under the terms hereof afier demand therefor by the Operator, the Operator may turn responsibility for the

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

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

n An Overproduced Party that took gas in kind for its own use, sold gas to an affiliate, or
otherwise disposed of gas in other than a cash sale shall pay for such gas at market value at the time it was
produced, even if the Overproduced Party sold such gas to an affiliate at a price greater or lesser than market value.

(8) If refunds are later required by any governmental authority, each party shall be accountable for
its respective share of such refunds as finally balanced hereunder.

Deliverability Tests

At the request of any party, Operator may produce the entire well stream for a deliverability test not to
exceed seventy-two (72) hours in duration {or such longer period of time as may be mutually agreed upon by the
parties) if required under such requesting party’s gas sales or transportation contract.

Nominations

Bach party shall, on a monthly basis, give Opcrator sufficicnt time and data cither to nominate such
party's respective share of gas to the transporting pipcline(s) or, if Opcrator is not nominating such party’s gas, to
inform Operator of the manner in which to dispatch such party's gas. Except as and to the extent caused by
Operator's gross negligence or willful misconduct, Operator shall not be responsible for any fees and/or penalties
associated with imbalances charged by any pipeline to any Underproduced or Overproduced Party(ics).

Statements

On or before the twenty-fifth (25th) day of the month following the month of production, each party taking
gas shall furnish or cause to be furnished to Operator a statement of pas taken expressed in terms of MMBtu's. If
actual volume information sufficient to prepare such statement is not made available to the taking party in sufficient
time to prepare it, such taking party shall nevertheless furnish a statement of its good faith estimate of volumes
taken. Within twenty (20) days of the receipt of all such statements, Operator shall fumnish to each party a statement
of the gas balance among the parties, including the total quantity of gas produced from each formation in each well,
the portion thereof used in operations, vented or lost. and the total quantity delivered for each party's account. Any
error or discrepancy in Operator's monthly statement shall be promptly reported to Operator and Operator shall
make a proper adjustment thereof within thirty (30) days afier final determination of the correct quantities involved;
provided, however, that if no errors or discrepancics are reported to Operator within two (2) years from the date of
any statement, such statement shall be conclusively deemed to be correct. Additionally, within thirty (30) days from
the end of each calendar year, non-operators shall fumnish to Operator, for the sole purpose of establishing records
sufficient to verify cash balancing values, a statement reflecting amounts actually received or constructively received
under paragraph 3(c), on a monthly basis for the calecndar year preceding the immediately concluded calendar year.
Operator shall not allow a party to produce gas for its account during any month when such party is delinquent in so

furnishing the monthly or annual statements.
Payments of Taxes
Bach party taking gas shall pay or causc to be paid any and all production, severance, utility, sales,
excise, or other taxes due on such gas.
Operating Expenses

The operating expenses are to be borne as provided in the Operating Agreement, regardless of whether all
parties are selling or using gas or whether the sales and use of each are in proportion to their respective interests in
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10.

11.

12.

13.

14,

15.

16.

17.

18.

Overproducing Allowable

Bach party shall give Operator sufficicnt time and data to enable Operator to make appropriate
nominations, forecasts and/or filings with the rcgulatory bodies having jurisdiction to establish allowances. Each
party shall at all times regulate its takes and dcliverics from the Contract Area so that the well(s) covered hereby

shall not be curtailed and/or shut-in for overproducing the allowable production assigned thereto by the regulatory
body having jurisdiction.

Payment of Leaschold Burdens

At all times while gas is produced from the Contract Arca, cach party agrees to make appropriate
scttiement of al! royaltics, overriding royaltics and other payments out of or in licu 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, and such
party's full share only, of such gas production exclusive of gas used in operations, vented or lost, and each party
agrees to indemnify and hold cach other party harmless from any and all claims relating thereto.

Application of Agreement

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

Term

This Agreement shall terminate when gas production under the Operating Agreement permanently ccases
and the accounts of the parties are finally scttled in accordance with the provisions herein contained.

Operator’s Liability
Except as otherwise provided herein, Operator is authorized to administer the provisions of this

Agreement, but shall suffer no liability to the other parties for Josses sustained or liability incurred which arise out

of or in connection with the performance of Operator's duties hereunder except such as may result from Operator's
gross negligence or willful misconduct.

Audits

Any Underproduced Party shall have the right for a period of two (2) years after receipt of payment
pursuant to a final accounting and after giving written notice to ali parties, to audit an Overproduced Party’s
accounts and records relating to such payment. Any Overproduced Party shall have the right for a period of two (2)
years after tender of payment for unrecouped volumes and upon giving written notice to all parties, to audit an
Underproduced Party’s records as to volumes. The party conducting such audit shall bear its costs of the audit.
Additionally, Operator shall have the right for a period of two (2) years aRer receipt of an annual statement from a
non-operator under paragraph 6 after giving wrilten notice to the affected non-operator to audit such non-operators
accounts and records relating to such payment. Costs of such audit shall be borne by the joint account.

Successors and Assigns

The terms, covenants and conditions of this Agreement shall be binding upon and shall inure to the benefit
of the parties and to their respective successors and assigns, and may be assigned in whole or in part from time to
time; provided, however, that (2) any such assignments shall be made subject to this Agreement and as among the
partice shall not be valid without the express written acceptance of the terms of this Agreement by the Assignee, (b)
the Assignee shall acquire such interest subjcct to any overproduction and/or underproduction imbalances existing at
such time as well as any cash balancing obligation created thercby and (¢) no such assignments shall relieve the
Assignor from any obligation to the other partics with respect to any overproduction taken by Assignor prior to such

assignment.
Liquefiable Hydrocarbons Not Covered Under Agreement

The partics shall share proportionately in and own all liquid hydrocarbons recovered with the gas by lease
equipment in accordance with their respective interests.

Conflict

If there is a conflict between the terms of this Agreement and the terms of any gas sales contract covering
the Contract Area entered into by any party. the terms of this Agreement shall govemn.

Arbitration

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

Association, and judgment upon the sward may be entered in any Court having jurisdiction thereof. The arbitrator
shall not award punitive damages in settlement of any controversy or claim.



EXRIBIT “F”

ATTACHED TO AND MADE A PART OF THE OPERATING AGREEMENT DATED SEPTEMBER 10, 1996

BY AND BETWEEN PENWELL ENERGY, INC., AS OPERATOR, AND
BURLINGTON RESOURCES OIL & GAS COMPANY,
As NON-OPERATOR, COVERING CHECKERS PROSPECT

NONDISCRIMINATION AND CERTIFICATION OF NONSEGREGATED FACILITIES
A

ity Cl F -1.4). (Applicable only to contracts or purchase orders for more
than $10,000.)

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

(1) The Operator will not discriminate against any 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 in conspicuous places, available

to employees and applicants for employment, notices to be provided by the contracting officer setting
forth the provisions of this nondiscrimination clause.

(2) The Operator will, in all solicitations or advertisements for empioyees placed by or on behalf of the

Operator, state that all qualified applicants will receive consideration for employment without regard
to race, color, religion, sex, or nationat 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, 1965, and shall 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 11246 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, 1965, and by the rules, regulations, and orders of the Secretary of Labor, or pursuant
thereto, and will permit access to its books, records, and accounts by the contracting agency and the

Secretary of Labor for purposes of investigation to ascertain compliance with such rules, regulations,
and orders.

(6) In the event of the Operator's noncompliance with the nondiscrimination clauses of this contract or
with any of such rules, regulations, or orders, this contract may be canceled, terminated, or suspended
in whole or in part and the Operator may be declared ineligible for further Government contracts in
accordance with procedures authorized in Executive Order 11246 of September 24, 1965, and such
other sanctions may be imposed and remedies invoked as provided in Executive Order 11246 of

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

(7) The Operator will include the provisions of paragraph (1) through (7) in every subcontract or
purchase order unless exempted by rules, regulations, or orders of the Secretary of Labor issued
pursuant to section 204 of the Executive Order 11246 of September 24, 1965, 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 subcontractor or vendor as a result of such

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

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

The Operator certifies that it does not, and will not, maint=i~ ~r provide for its employees any
segregated facilities at any of its establishments, and that it doe: 1d will not, permit its employees
to perform their services at any location, under its control, whe - ~gated facilities are maintained.
The Operator agrees that a breach of this certification is a vic: = *“ the Equal Opportunity Clause
in this contract or purchase order. As used in this certification, th 1 *segregated facilities™ means
any waiting rooms, work areas, rest rooms and wash rooms, rest- ts and other eating areas, time
clocks, locker rooms and other storage or dressing areas, parkin - ts, drinking fountains, recreation
or entertainment areas, transportation. and housing facilitiec ::ovided for employees which are
segregated by explicit directive or are in fact segregated on the ' = of race, creed, color, or national
origin, because of habit, local custom, or otherwise. The Oper - further agrees that (except where
it has obtained identical certifications from proposed subcer: - acters for specific ime periods) it will
obtain identical certifications from proposed subcontrar' ;rs prior to the award of subcontracts

exceeding $10,000 which are not exempt from the provi-* s of the Equal Opportunity Clause; that it

will retain such certifications in its files; and that it wil! -~rd the following notice to such proposed
subcontractors.



NOTICE TO PROSPECTIVE SUBCONTRACTORS OF REQUIREMENT FOR CERTIFICATIONS
OFNONSEGREGATED 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 ali
subcontracts during a period (i.e., quarterly, semiannually, or annually).

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

The Operator shall develop a written 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
of such establishment.

Emplover Information Report (41 CFR 60-1.7.) (Applicable only if (a) the Operator has 50 or more

employees, and (b) the Operator is not exempt (pursuant to section 60-1.5 of Title 41 of the Code of

Federal Regulations) from the requirement for filing Employer Information Report EEO-1, and (c) the
contract or purchase order is for $50,000 or more.)

The Operator agrees to file with the appropriate 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 promuigated in its place.

tive Action for Disabled Veterans and Veterans of the Vi 41
(Applicable only to contracts or purchase orders for $10,000 or more.)

The affirmative action clause prescribed in section 60-250.4 of Title 41 of the Code of Federal
Regulations is incorporated herein by reference (as permitted by section 60-250.22 of said Regulations)
as if set out in full at this point. If the Operator (a) has 50 or more employees and (b) this contract or
purchase order is for $50,000 or more, then within 120 days from the effectiveness of this contract or
purchase order, the Operator shall prepare and maintain an affirmative action program at each

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

Affirmative Action for Handicapped Workers (41 CFR 60-741.4.) (Applicable only to contracts or
purchase orders 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 (b) this contract or
purchase order is for $50,000 or more, then, within 120 days of the effectiveness of this contract or
purchase order, the Operator shall prepare and maintain an affirmative action program at each

establishment, which program shall set forth the Operator's policies, practices and procedures in
accordance with section 60-741.6 of said Regulations.

(Applicable only

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

1) ltis the 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, at least 50
percent of which is owned by minority group members or, in case of publicly owned
businesses, at least 51 percent of the stock of which is owned by minority group members.
For the purposes of this definition. minority group members are Negroes, Spanish-speaking
American persons, American-Orientals, American-Indians, American-Eskimos, and American
Aleuts. Contractors may rely on written representations by subcontractors regarding their
status as minority business enterprises in lieu of an independent investigation.



PENWELL ENERGY, INC.
AUTHORITY FOR EXPENDITURE

WELL NAME: Checkers "24" Federal #1
LOCATION:1980' FSL & 1980' FEL
Section 24 - T22S - R32E

PROSPECT NAME: Checkers
COUNTY & STATE: Lea, New Mexico
OBJECTIVE: 9.000' Bone Spring Oil Well

INTANGIBLE COSTS

BCP ACP TOTAL
APD & ARCHAEOLOGICAL 750 450 1,200
TITLE OPINION & CURATIVE 2,000 0 2,000
SURVEYING / STAKE LOCATION 500 300 800
DAMAGES & R-O-W'S 150 150 300
ROADS, LOCATION. PITS. LINERS, ETC. 22,000 2.500 24500
DRILLING - FOOTAGE 126,000 0 126,000
DRILLING - DAYWORK 6.200 0 6.20C
DRILLING MUD & CHEMICALS 7.500 0 7.500
WATER 13,000 3,000 16,000
BITS, REAMERS, ETC. 0 500 50
‘FUEL 0 0 S
CEMENTING SURFACE 4,000 0 4.000
CEMENTING INTERMEDIATE 14,000 0 14,000
CEMENTING PRODUCTION 0 17,000 17.000
TUBULAR SERVICES AND TOOLS 2,500 2,500 5.000
CASING CREWS / PU LD MACHINE 0 0 G
FLOAT EQUIPMENT 700 3.300 4.000
TESTING; DST & COMPLETION 0 0 B
OPEN HOLE LOGGING / CORES 18,200 0 18.200
MUD LOGGING 5.000 0 5.00
WELDING & HOURLY LABOR 1.200 8,500 9.700
EQUIPMENT RENTAL 2,400 11,000 13.400
TRUCKING, TRANSPORTATION. FORKLIFT 2,000 5,000 7.000
COMPLETION UNIT 0 15,000 15,000
FORMATION STIMULATION 0 38,000 38,000
WIRELINE SERVICES 700 4,000 4,700
GEOLOGIC / ENGINEERING 2,000 1,000 3,000
CONTRACT LABOR 6.000 4.000 10.000
DRILLING WELL RATE (A/O) 400 2,000 2.400
INSURANCE 3,000 0 3.000
MISCELLANEOUS 500 500 1,000
CONTINGENCY (5%) 12,035 5935 17,970
TOTAL INTANGIBLES 252,735 124,635 3T737C
TANGIBLE COSTS
CONDUCTOR CASING 0 0 0
SURFACE CASING 15,300 0 15.300
0 0 B
INTERMEDIATE CASING 48,300 0 48.300
0 0 3
DEEP INTERMEDIATE CASING 0 0 c
0 0 0
PRODUCTION CASING / LINER 0 52,650 52,650
0 0 S
TUBING 0 25,500 25.500
WELLHEAD EQUIPMENT 4,500 3,000 7.500
SURFACE LIFT & ELECTRICITY 0 58,000 58.000
RODS AND PUMP 0 28,000 28,000
PACKERS, BP'S, DOWNHOLE EQUIPMENT 0 750 7
GAS PRODUCTION EQUIPMENT 0 0 0
SEFARATER. TREATER 0 8,500 8,500
FLOWLINES, VALVES. CONNECTIONS 0 8,000 8.000
TANKS (Water and Production) 0 6.500 6.500
MISCELLANEOUS 0 0 0
CONTINGENCY (5%) 3.405 8,545 12,950
TOTAL TANGIBLES 71,505 200,445 271 950
TOTAL WELL COSTS ) 325,080 649,320
PLUGGING COST
TOTAL DRY HOLE EE]
Penwell Ene
BEFORE THE

By:
Bill Plerce, Engineer

We approve

5.024% % Case Nos. _11622 and 11613 (De Novo) Exhibit No. _3
By. @ Uﬁ..n.( Submitted by: Penwell Energy. Inc.

A, J. I%Gsee
Date: September 24, 1996 Hearing Date:___January 16.1997

OIL CONSERVATION COMMISSION

Santa Fe, New Mexico




PenwelLL ENERGY, INC.

1100 ARCO BUILDING
600 N. MARIENFELD OFF: (915 683.2534
MIDLAND, TEXAS 79701 FAX: {915]683-4514

September 13, 1996

Ms. Leslyn M. Swierc, CPL
Burlington Resources Oil & Gas Company

P. O. Box 51810
Midland, Texas 79710-1810

Checkers "24" Federal #1 Well
1980' FS&EL of Section 24,
T-22-S, R-32-E, NMPM
Checkers Prospect (NM 096)

a n w Mexi

Your: Red Tank (NM-35793)

Dear Ms. Swierc:

Reference s made to our previous letter dated September 10, 1996 regarding the captioned well.
Please find enclosed a corrected Authonty For Expenditure covering the Checkers "24" I'ederal
#1 Well. Your review and approval of the enclosed AFE would be appreciated. Please forward
one copy of the executed AFE to our office as soon as possible. Please feel free to call our
office if you should have any questions. Thank you for your cooperation in this matter.

Sinccrcly,
PENWFI I/E-NFRGY C.

e .
f(/'/}n D( 202

Tammy Baimbndge / .
Land ggcrctary \_

enclosure

Ab-nmO9%( | wp)



PENWELL ENERGY, INC.
AUTHORITY FOR EXPENDITURE

WELL NAME: Checkers "24" Federal #1

PROSPECT NAME: Checkers

LOCATION;1980" FSL & 1980' FEL

COUNTY & STATE: Lea, New Mexco

Section 24 - T22S - R32E

OBJECTIVE: 9,000' Bone Spring Oil Well

INTANGIBLE COSTS

APD & ARCHAEOLOGICAL
TITLE OPINION & CURATIVE
SURVEYING / STAKE LOCATION
DAMAGES & R-O-W'S
ROADS, LOCATION, PITS, LINERS, ETC.
DRILLING - FOOTAGE
DRILUING - DAYWORK
DRILLING MUD & CHEMICALS
WATER
BITS, REAMERS, ETC.
FUEL
CEMENTING SURFACE
CEMENTING INTERMEDIATE
CEMENTING PRODUCTION
TUBULAR SERVICES AND TOOLS
CASING CREWS / PU LD MACHINE
FLOAT EQUIPMENT
TESTING, DST & COMPLETION
OPEN HOLE LOGGING / CORES
MUD LOGGING
WELDING & HOURLY LABOR
EQUIPMENT RENTAL
TRUCKING, TRANSPORTATION, FORKLIFT
COMPLETION UNIT
FORMATION STIMULATION
WIRELINE SERVICES
GEOLOGIC / ENGINEERING
CONTRACT LABOR
DRILLING WELL RATE (A/Q)
INSURANCE
MISCELLANEOUS
CONTINGENCY (5%)

TOTAL INTANGIBLES

TANGIBLE COSTS

CONDUCTOR CASING
SURFACE CASING

INTERMEDIATE CASING

DEEP INTERMEDIATE CASING

PRODUCTION CASING / LINER

TUBING
WELLHEAD EQUIPMENT
SURFACE LIFT & ELECTRICITY
RODS AND PUMP
PACKERS, BP'S, DOWNHOLE EQUIPMENT
GAS PRODUCTION EQUIPMENT
SEPARATER, TREATER
FLOWLINES, VALVES, CONNECTIONS
TANKS (Water and Production)
MISCELLANEOUS
CONTINGENCY (5%)

TOTAL TANGIBLES

TOTAL WELL COSTS

PLUGGING COST
TOTAL DRY HOLE

Penwell Energy, Inc.

Bill Pierce, Engineer

We approve / disapprove:
13.401% Wi

Company: Burlington Resources Oil & Gas Company

By:

Printed Name:

Title:

Date:

BCP ACP JOTAL

750 450 1,200

2.000 0 2,000

500 300 800

150 150 300

22,000 2,500 24,500

126,000 0 126,000

6,200 0 6,200

7500 0 7.500

13,000 3,000 16,000

0 500 500

0 0 0

4.000 0 4,000

14,000 0 14,000

0 17,000 17.000

2,500 2,500 5,000

0 0 0

700 3,300 4,000

0 0 0

18,200 0 18,200

5,000 0 5,000

1,200 8,500 9,700

2.400 11,000 13,400

2,000 5.000 7.000

0 15,000 15,000

0 38,000 38,000

700 2,000 4,700

2.000 1,000 3,000

6.000 4,000 10,000

400 2,000 2,400

3.000 0 3.000

500 500 1,000

12,035 5935 17.970

252,735 124,635 377,370

0 0 0

15,300 0 15,300

0 0 0

48,300 0 48300

) 0 0

0 0 0

0 0 0

0 52,650 52,650

0 0 0

0 25,500 25,500

4,500 3,000 7.500

0 58,000 58,000

0 28,000 28,000

0 750 750

0 0 0

0 8,500 8,500

0 8,000 8.000

0 6,500 6.500

0 0 0

3,405 9,545 12.950

71505 200,445 271.950

324.240 325.080 649,320
5760
330,000

BEFORE THE

OIL CONSERVATION COMMISSION

Santa Fe, New Mexico

Case Nos. 11622 and 11613 (De Novo) Exhibit No. 4

Submitted by:

Penwell Energy, Inc.

Hearing Date:

January 16,1997

Revised 9/13/96



PenweLL ENERGY, INC.
1100 ARCO BUILDING

September 10, 1996

P 600 N. MARIENFELD OFF: (915) 683-2534

. MIDLAND, TEXAS 79701 FAX (315)683-4514

Burlington Resources
Oil & Gas Company
P.O. Box 51810

Midland, Texas 79710-1810
HAND D ED - 9/11/96 D

AILED CERT, RECEIPT REQUESTED

Attn: Leslyn M. Swierc, CPL
Senior Staff Landman

Re: Checkers “24" Federal #1 Well
1980' FS&EL of Section 24,
T-22-S, R-32-E, NMPM
Checkers Prospect
Lea County, New Mexico
Your: Red Tank (NM-35793)

Dear Leslyn:

Pursuant to our telephone conversation yesterday, please be advised that since Burlington has
thus far been unwilling to postpone its upcoming OCD hearing concerning the drilling of the
proposed well location despite Penwell owning a majority of the working interest under said well,
we have instructed our attorney, Mr. Bill Carr, to file an application for the captioned proposed well
on our behalf at the same location for the October 3, 1996 OCD hearing.

Enclosed for your review and approval are two (2) copies of our AFE for said well, as well
as our proposed Joint Operating Agreement covering the SE/4, W/2 SW/4 and NE/4 NE/4 of said
Section 24. [f satisfactory to Burlington, please execute and return one (1) copy of the AFE and the
extra signature page to the JOA. As I stated duning our call, Penwell is prepared to drill the
captioned well in the immediate future, as well as possible development wells, since we have staked
and will permit locations on the remainder of the acreage listed herein.

Should you have any questions concerning these matters, please fecl free to contact us.
Sincerely yours,

- Mwé«/ﬂ«/\\\

MA( Wheeler, CPL
Land Manager, Permian Basin

/cmw:checkers (1m)
xc: Steve Foy / John Thoma / Bill Carr



PENWELL ENERGY, INC.
AUTHORITY FOR EXPENDITURE

WELL NAME: Checkers "24" Federal #1
LOCATION:1980' FSL & 1980' FEL
Section 24 - T22S - R32E

PROSPECT NAME: Checkers
COUNTY & STATE: Lea, New Mexco
OBJECTIVE: 9,000 Bone Sprinﬁg&il Well

INTANGIBLE COSTS

We approve / disapprove:

BCP ACP JOTAL

APD & ARCHAEOLOGICAL 750 450 1,200
TITLE OPINION & CURATIVE 2,000 0 2,000
SURVEYING / STAKE LOCATION 500 300 800
DAMAGES & R-O-W'S 150 150 300
ROADS, LOCATION, PITS, LINERS, ETC. 22,000 2,500 24,500
DRILLING - FOOTAGE 126,000 0 126,000
DRILLING - DAYWORK 6,200 0 6,200
DRILLING MUD & CHEMICALS 7,500 0 7.500
WATER 13,000 3,000 16,000
BITS, REAMERS, ETC. 0 500 500
FUEL 0 0 0
CEMENTING SURFACE 4,000 0 4,000
CEMENTING INTERMEDIATE 14,000 0 14,000
CEMENTING PRODUCTION 0 20,000 20,000
TUBULAR SERVICES AND TOOLS 2,500 5,000 7,500
CASING CREWS / PU LD MACHINE 0 0 0
FLOAT EQUIPMENT 700 3.300 4,000
TESTING; DST & COMPLETION 0 0 0
OPEN HOLE LOGGING / CORES 18,200 0 18,200
MUD LOGGING 5,000 0 5,000
WELDING & HOURLY LABOR 1,200 8,500 8,700
EQUIPMENT RENTAL 2,400 11,000 13,400
TRUCKING, TRANSPORTATION, FORKLIFT 2,000 5,000 7.000
COMPLETION UNIT 0 15,000 15,000
FORMATION STIMULATION 0 50,000 50,000
WIRELINE SERVICES 700 4,000 4,700
GEOLOGIC/ ENGINEERING 2,000 1,000 3.000
CONTRACT LABOR 6,000 4,000 10,000
DRILLING WELL RATE (A/O) 400 2,000 2,400
INSURANCE 3,000 0 3,000
MISCELLANEOUS 500 500 1,000
CONTINGENCY (5%) 12,010 6,785 18,795

TOTAL INTANGIBLES 252,710 142,985 385,695
TANGIBLE COSTS
CONDUCTOR CASING 0 0 0
SURFACE CASING 15,300 0
850" of 13 3/8" 0
INTERMEDIATE CASING 48,300 0
4600' of 8 5/8” 0
DEEP INTERMEDIATE CASING 0 0

0

PRODUCTION CASING / LINER\ 0 52,650 $2,650
9000 of 5 1/ 0
TUBING - 9000 of 2 7/8" L-80 0 28,000 28,000
WELLHEAD EQUIPMENT 4,500 3,000 7,500
SURFACE LIFT & ELECTRICITY 0 80,000 80,000
RODS AND PUMP 0 31,500 31,500
PACKERS, BP'S, DOWNHOLE EQUIPMENT 0 750 750
GAS PRODUCTION EQUIPMENT 0 0 0
SEPARATER, TREATER 0 8,500 8,500
FLOWLINES, VALVES, CONNECTIONS 0 8,000 8,000
TANKS (Water and Production) 0 6,500 6,500
MISCELLANEOUS 0 0 0
CONTINGENCY (5%) 3,405 10,945 14,350

TOTAL TANGIBLES 71,505 229,845 237,750

TOTAL WELL COSTS 324,215 372,830 633,445
PLUGGING COST 5,785
TOTAL DRY HOLE 330,000
Penwell Energy. Inc.

. L

By: WAJ ‘ ,

Bill Pierce, Engineer ' < O Q P é_\\

NP~

13.401% WI

Company: Burlington Resources Oil & Gas Company

By:

Printed Name:
Title:
Date:




PENWELL ENERGY, INC.
AUTHORITY FOR EXPENDITURE

WELL NAME: Checkers "24" Federal #1 PROSPECT NAME: Checkers

LOCATION:1980' FSL & 1980' FEL

COUNTY & STATE: Lea, New Mexico

Section 24 - T22S - R32E

OBJECTIVE: 9,000’ Bone Spring Oil Well

INTANGIBLE COSTS BCP ACP JOTAL
APD & ARCHAEOLOGICAL 750 450 1,200
TITLE OPINION & CURATIVE 2,000 0 2,000
SURVEYING / STAKE LOCATION 500 300 800
DAMAGES & R-O-W'S 150 150 300
ROADS, LOCATION, PITS, LINERS, ETC. 22,000 2,500 24,500
DRILLING - FOOTAGE 126,000 0 126,000
DRILLING - DAYWORK 6,200 0 6,200
DRILLING MUD & CHEMICALS 7,500 0 7.500
WATER 13,000 3,000 16,000
BITS, REAMERS, ETC. 0 500 S00
FUEL 0 0 0
CEMENTING SURFACE 4,000 0 4,000
CEMENTING INTERMEDIATE 14,000 0 14,000
CEMENTING PRODUCTION Y 17,000 17,000
TUBULAR SERVICES AND TOOLS 2,500 2,500 5,000
CASING CREWS / PU LD MACHINE 0 0 0
FLOAT EQUIPMENT 700 3,300 4,000
TESTING; DST & COMPLETION 0 0 0
OPEN HOLE LOGGING / CORES 18,200 0 18,200
MUD LOGGING 5,000 0 5,000
WELDING & HOURLY LABOR 1,200 8,500 9,700
EQUIPMENT RENTAL 2,400 11,000 13,400
TRUCKING, TRANSPORTATION, FORKLIFT 2,000 5,000 7,000
COMPLETION UNIT 0 15,000 15,000
FORMATION STIMULATION 0 38,000 38,000
WIRELINE SERVICES 700 4,000 4,700
GEOLOGIC / ENGINEERING 2,000 1,000 3,000
CONTRACT LABOR 6,000 4,000 10,000
DRILLING WELL RATE (A/O) 400 2,000 2,400
INSURANCE 3,000 0 3,000
MISCELLANEOUS 500 500 1,000
CONTINGENCY (5%) 12,035 5,935 17,970
TOTAL INTANGIBLES 252,735 124,635 377,370
JANGIBLE COSTS
CONDUCTOR CASING 0 0 0
SURFACE CASING 15,300 0 15,300
0 0 0
INTERMEDIATE CASING 48,300 0 48,300
Q 0 0
DEEP INTERMEDIATE CASING 0 0 0
0 0 0
PRODUCTION CASING / LINER 0 52,650 52,650
0 0 0
TUBING 0 25,500 25,500
WELLHEAD EQUIPMENT 4,500 3,000 7.500
SURFACE LIFT & ELECTRICITY 0 58,000 58,000
RODS AND PUMP 0 28,000 28,000
PACKERS, BP'S, DOWNHOLE EQUIPMENT 0 750 750
GAS PRODUCTION EQUIPMENT 0 0 0
SEPARATER, TREATER 0 8,500 8,500
FLOWLINES, VALVES, CONNECTIONS 0 8,000 8,000
TANKS (Water and Production) 0 6,500 6,500
MISCELLANEOUS 0 0 0
CONTINGENCY (5%) 3,405 9,545 12,850
TOTAL TANGIBLES 71,505 200,445 271,950
TOTAL WELL COSTS 324,240 325,080 649,320
PLUGGING COST 5,760
TOTAL DRY HOLE 330,000

.

Penwell Energy, Inc. -

By / 6/'(// VL/CWW

Bill Pierce, Engineer

We approve / disapprove:
13.401% Wi

Company: Burlington Resources Oil & Gas Company

By:

Printed Name:

Title:

Date:




BURLINGTON
RESOURCES

MID-CONTINENT DIVISION
August 14, 1996

TO: WORKING INTEREST OWNERS

Re: Checkmate 24 Federal #1
1980' FSL & 1980' FEL Section 24
T-22-S, R-32-E
Lea County, New Mexico
Red Tank Prospect
NM35793

Ladies and Gentlemen:

Burlington Resources Oil & Gas Company, formerly Meridian Qil Inc., (“BR”) hereby proposes
the drilling of the Checkmate 24 Federal #1, a 9,000' Bone Spring test to be drilled at the
captioned location. Enclosed please find an original Authority for Expenditure in the amount of
$651,700, which represents drilling, completing and facility costs. Also enclosed tor your
review and execution, is a Joint Operating Agreement dated September 1, 1996, between

Burlington Resources Oil & Gas Company and Frederick H. Prince, IV, et al.

The Checkmate 24 Federal #1 is the same well which was proposed to you by Meridian in April,
1995. As you may recall, Mr. Trainer stated in a letter to all partners dated May 4, 1995, thut he
agreed with the well location, but submitted a separate AFE for partner approval in the amount of
$675,300 for the drilling of the Mills Fed #2, which has not been drilled to date. As you can sce,
BR has reduced its costs and stands ready to drill.

Please evidence your acceptance of this well proposal by executing the AFE in the space
provided, as well as one signature page of the Joint Operating Agreement, and returning same o

the undersigned within thirty (30) days of your receipt of same.

Should you have any questions concerning this proposal, please do not hesitate to contact me
directly at (915) 688-6928.

Very truly yours,

MERIDIAN OIL INC.

g:w L
Lestyn M. terc, CPL

Senior Staff Landman

LMS/cs
Eucls.
3300 N. "A” St., Bldg. 6, 79705-5406, P.0. Box 51810, Midland, Texas 79710-1810, Telephone 915-688-6600



Mi&—Continent Region

Date:

P.0. Box §1810 AFE No.:
Midland, Texas 79710-1810
(915) 688-6800
BURLINGTON RESOURCES
" AUTHORITY FOR EXPENDITURE
Foreman Area Team Name Hobbs
DP No. 58678A
Lease/Well Name: Checkmate 24 Federal #1 Lease No.
Field/Prospect: West Red Tank Delaware Region: Mid-Continent
Location: 1980' FSL & 1980 FEL, Sec. 24, T22S, R32E County: Lea State: New Mexico
AFE Type: New Drill Well Original _ X Supplement Addendum Cost Center
APl Well Type: Dev. Operator  Burlington Resources
Objective Formation: Bone Spring Authorized Total Depth (Feet) 9,000
Project Description: New Drill Well
Est. Start Date: 9/10/96 Prepared By M. M. Stewart WA
Est. Completion Date: 10/10/96 .
GROSS WELL COST DATA
DRILLING WORKOVER CONSTRUCTION
DRY HOLE SUSPENDED COMPLETION OR FACILITY TOTAL
DAYS: 16 16 8 5 29
THIS AFE: 325,300 394,500 116,000 141,200 651,700
PRIOR AFE's:
TOTAL COSTS: 325,300 394,500 116,000 141,200 651,700

JOINT INTEREST OWNERS
WORKING INTEREST

NET § EXPENDITURES

COMPANY PERCENT % DRYHOLE § COMPLETED $
C. W. Trainer et al. 86.599 281,707 564,366
BURLINGTON RESOURCES: 13.401% 43,593 87,334
AFE TOTAL: 100.00% 325,300 651,700
\%
Recommende ¢ Date: 4 Appraved: 3 i( Date:
Recommended: Date: ¢ Approved: Date:
Recommended: <= : d: / te: </ /Y
,/,7((/ Date: &/s7/s¢ Approve 2 /) # Date: &/ //<
PARTNER APPROVAL
Compan‘y Name: Authorized By:
Date: Title:

SAWLES DNAFES\WCHMTEEDL DOC
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DRILLING WELL COST ESTIMATE

“‘—
PREPARED BY: T. J. Friesenhahn '3 DATE: 7/2/4(

LEASE WELL: Checkmate "24" Federal No. 1
COUNTY/STATE: Lea/ New Mexico APPROVED BY: H. A. Lee DATE:
PROPOSED TOTAL DEPTH: 9,000 AFE TYPE: DEVELOPMENT DRILLING
FOOTAGE TOTAL DEPTH: 8,000
[accT] | AFE NOMENCLATURE | [ orvHOLE coST | | suspenpeED COST |
248- INTANGIBLE DRILLING COSTS DAYS: 16 16
2 Environmental Studies [ 2] $1,200 | 2 | $1.200
3 Construction (location, roads, etc) 3 $22,000 13 $22.000
4 Surface restoration 4 4
$ Move in, move out 5 5
6 Contractor Fees-Footage; $/ foot: $14.60 6 $131,400 | 6 $131,400
7 Contractor Fees-Daywork; $/day: $4,950.00 7 $6.200 | 7 $6.200
8 Environmental fire and safety 8 $1.700 | 8 $1,700
9 Drilling fluids 9 $7.500 | 9 $7.500
10 Gas and Air Drilling 10 10
11 Drilling fluids - Processing & Maint. equip n n
12 Specialty fluids and chemicals 12 12
13 Engineering services-fluids and chemicals 13 13
14 Salt/brine water 14 $5.000 |14 $5,000
15 Salt water disposal 15 15
16 Water 16 $8.000 |16 $8,000
17 Bits, reamers and stabilizers 17 17
18 Primary cement, services and accessories 18 $33,000 |18 $45,000
19 Squeeze cement, services and accessories 19 19
20 Mud logging/paleo 20 $3,100 |20 $3,100
21 Wireline logging 21 $17,000 |21 $17.000
22 Coring and analysis 22 $1,200 |22 $1,200
23 Fuel 23 23
24 BOP's and wellhead rentals - surface 24 $700 {24 $700
25 Drill/work string rentals - subsurface 25 25
26 Fishing tool rentals 26 26
27 Tank rentals 27 27
28 Other rentals 28 28
29 Transportation 29 $6,200 {29 $6,200
30 Disposal services {offsite) 30 30
31 Drill stem tests 31 31
32 Directional drilling 32 32
33 Tubular inspection 33 $2.600 ]33 $2,600
34 Cased hole logs 34 $700 |34 $700
40 Casing crews and laydown services 40 40
43 Cansultants 43 43
45 Raustabout and contract labor 45 $1.200 |45 $1.200
46 Miscellaneous 46 $500 |46 $500
62 Environmental compliance 62 62
72 Company supervision and overhead [ 72] $8.000 |72 $8.000
TOTAL INTANGIBLE COST $257,200 $269,200
TANGIBLE DRILLING COST
80 Casing @ W
850 ft.o 133/8 in. $17.95 [ft (SURFACE) $15,300 $15,300
4,600 ft.o 85/8 in. $10.50 /ft (INTERMEDIATE) $48,300 $48,300
3,000 ft.o 512 in. $5.85 /[ft (PRODUCTION) $52,700
ft. of . in. /ft  (LINER)
82 Downhole equipment (packers, bridge plugs) 82 82
84 Downhale equipment accessories 84 84
86 Wellhead equipmant. 86 $4.500 |66 $9,000
87 Miscellaneous 187 87
TOTAL TANGIBLE COST $68,100 $125,300
L TOTAL DRILLING COST ESTIMATE ] [ $325.300 | [ $394.500 |
$36.14 /(1. $43.83  /ft.




MERIDIAN OIL INC.
WELL COSTESTIMATE
FACILITIES / PRODUCTION FACILITIES

LEASEWELL NAME:  _Checkiraate PREPARED BY:  _Paul Geiger /e DATE: My__
COUNTY/STATE Lea County, New Mexico PREPARED 8Y: Bl G.Rea ' DATE:
AFE TYPE: New Drill Weil - Bone Spring Tresnor sand APPROVED BY: LH Sinclale 7 4F 5 2/i/ay
PROPOSED TD: _9,000° AFE TYPE: 77 i
JOB SCOPE __Equip NDW to produce to Checkerboard battery
ACCOUNT NO: AFE NOMENCLATURE PRODUCTION FAZILITIES EST. TOTAL
247 FACILITIES
Intangible
02 Install Labor $8,000
LBDOT ~....vreeareneeceenscsemnensessassascsssustussasnsecssesaesasessssneasasense $5,000 $1,500
Dl WOTK ...ocirieieiinitinineisnecensssennecosatenesssnesesesscsosansaanasscon $1,500
Painting ...c.cicoimreeeeiiiioiininireeireererareessrisecentesesanen e s s reaeas
03 Company Vehicles .........coiiiviiivnicciinnecrcrcirericscrnnnesnsnes
08 Location, Roads or Canals........cccccceeeevvreeecvncecencaenannannnens
12 Overhead
17 Damages, Property Losses and Other ........cccccivceccciaccanans .
43 SAMELY ...oeieieieiteenncrtecen st tece st ren s st s ere e et e e snen sranaesenn
44 Engineering/lLab/Technical Contract Service.......ccceeeeeeennnne $500 $500
47 Rental Compressors & Maintenance...........coccecceeeereennnnenns
48 Rental EQUIipment..........iiiiiiceiiccciinricseiressccssnasneenasees
49 CathodiC Protection...........ceceereeeereiveessereienensssaconcessennneees -
50 Right-of-Way as lrad................. $3,900 $3,900
57 Pulling Unit Costs - (Subsurface) .........c.cccocererenvrenvaneernennens
62 Environment Compliance (Assessment)..........ccocercuvveerrnenns
63 Environment Compliance (Remediation)..........cceccrveenueennee.
68 Company SUPEIVISION........c.veeereeerieeeeririrnssreieesnessonsnsenasses $1,500 $500 $2.000
73 Freight { Transportation .......c..ceeevuiiecnveeniiecieecerceieeeeeeeanne $4,000 $4,000
Total Intangible $11,000 $7,400 $18,400
Tangible
20 Equipment Coating and Insufation ...........c.ccoecoervmveemervrenen.
27 Separators 0
UNMITEd Lo ccrtee e rrccenenr e reee et e nnnaensnessssasenases
FIred. ...t rniecsrneesesnvesnns e e saesssnnesnnsns
28 Gas Sweetening EqQuipment.......ccccooveciiieiieicireeeeeeee s
29 Pumping Unit AC 912-427 - 168 ..........ooccverrireeeecnnne $59,500 $59,500
31 Prime Mover 100 Hp Nema D ..cccccoiiiiiiiiiiii e cenenee $4,500 $4,500
32 Tanks 0
Qil Tank S500BBL @...ccovvremeecreeriirreccrnnereaanne
Witr Tank S00BBL@..ccovveevemecrirenreivecrrnne e
Tank Walkway .....cccceeeecarecsenraseesinsarennccssicsssnnssssesnssessnnees
33 Equipment
Metering EQUIPMIENL cu...eucererrcevenereareercemseneecenssssssescesnenens $1,000 $1,000
LACT Unit............. Getssentesssuuseraseie ptonantsensesot s sernenannstanns
35 Compressor - Company Owned..........ccceevveereceeveesnreennnan.
36 BUIAINGS ......viriiirincererrrrentiesseisesnessreseessressessessnsesssanenss
39 Misc. Flowlines, Pipes, Valves, & Fittings..........cccocverrnunen. $1,000 $1,000
51 Minor PIPelines....oeeeeeeeriveriieecierceriessiesnisreesnenssssenssssesses $9,600 $9.600
53 SUMACE PUMPS ...ccnerinnerieiieirasntnnacstsaiassssssessssasemssasssesssesns
54 Electrical Accessories Size 4 Control Panel .......ccoeveen.e...on $1,500 $10,000 $11,500
55 Miscellaneaus - Facility Expense.........cccoccceeevecvrccvenvnnnnnnn..
81 TUDING .....oiiiiiiiicteticarieeeerersanmaeeasearreesrsnresessenssesnnensasssesnnen
82 Rods FG/STL 11,400 ....uueeeeeicreeeeccteeccrerccecreeseeeeresen e $29,000 $29,000
83 Oown Hole Pumps T Y™ ..o $2,500 $2,500
84 Alternative Artificial Lift Equipment Delta-X POC................ $4,200 $4.200
86 Conventional Artificial Lift Well Head Equipment................
96 Gas Denydrator . ......cccoveniirvciiioreieie et eereeraee e
Total Tangible .. $101,200 $21,600 $122,800
Totals (Production/Facllities) $112,200 $29,000
Rev w94 TOTAL FACILITIES COST ESTIMATE $141,200

——————————
——————————



MERIDIAN ULL INC.
WELL COSTESTIMATE

COMPLETION
LEASE/MWELL NAME: Checlanate 24 No. 1 PREPARED BY: _Jack R. Gevecker \i’ﬂé‘) DATE: _'1@_5[1(4_,
LEASE/WELL TYPE: Qil Producer - Bone Soring APPROVED BY: DATE: __
AFE TYPE: 01- Development COST CENTER:
ACCOUNT NO:
COMP  WORK AFE NOMENCLATURE BUDGET
249 244  INTANGIBLE COSTS DAYS &
02 02 Location, Roads or Canals (Pre-Constr.)
03 o3 Location, Roads or Canals - Conslruction and Maint
04 04 Location, Roads or Canals - (Surface Restoration) 1,000
05 oS5 Mava-in, Move-out
06 06 Fees of Contractor - Footage ( “FT)
a7 07 Fees of Contractor - Daywork and Completion Rig (_______ 1500___$/DAY) ceceeerrrerramsemarecsrsanes 12,000
08 08 Fire and Salety Equipment
09 09 Drilling Fluid Syst - Liquid:
10 10 Drilling Fluid Systems - Gas and Alr Drilling
11 11 Drilling Fluid Systems - P, ing and Maint
12 12 Fluids and Chemicals - Speciaity Fluids
14 14 SalvBrine Water
15 15 Onsite Disposal Services
16 16 Fresh Water 3,000
17 17 Bils 500
18 18 Primary Coment, Cament Services, & Acces.
19 19 Remaedial Cementing
20 20 Mud Logging
21 Wireline Logging - Open Hale
22 22 Coring and Analysis
23 23 FuelEloctricity
24 24 BOF's and Waellhead Rentals (Surface) 1,000
25 26 DriltWork String Rentals (Subsurface) 4,000
26 26 Fishing Tool Rentals Reverse Unit
27 27 Tanks Rental 3,000
28 28 Other Rental:
29 29 Transportation 1,000
30 30 Offsite Disposal Sarvices
3 31 Drill Stom Tests
32 32 Diroctional Services
33 3 Tubular Inspection
34 34 Cased Hole Servicas 4,000
36 36 Production Testing
37 7 Swabbing and Coiled Tubing
k!.) 38 Stimulation 3,000
39 39 Fracturing 34,000
40 40 Casing Crews and Layd
41 41 Gravol Pack/Sand Control
42 42 BOP Tusling
43 43 Consultants
44 44 Technical Contract Services 2,000
45 45 Roustabout Labor 2,000
46 46 Miscoll s 1,500
48 438 Communication Syst
49 49 Packor Rental 3,000
S0 50 Pumping Charges 2,000
62 62 Environmental Complianca - Assessment
63 63 Environmental Compliance - Remediation
&5 65 Caompany Vehicl
68 68 Direct Labor
] 72 Company Supervision and Overhead 8,000
TOTAL INTANGIBLES 85,000
TANGIBLE COSTS
80 80 Casing
81 81 Tubing & Tiabach
(__9000 . _2-7/18 N-80, In. ____3.10 1) 28,000
C In. i)
(G f. In, ")
82 82 Puckurs and Bridge Plugs
84 84 Casing/Uner Equipment
85 85 Tubing Equipment
86 86 Wolihead Equipment and Xmas Tree 3,000
/ TOTAL TANGIBLE 31.000
TOTAL COMPLETION 116,000
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B U RLI N G TO}"; Sost-1™ brand fax ransmittal memo 7871 m
RESOURCES by [/}’Taw/( W,'l‘e‘;_/z‘, mm/(f’/'f/’\

7y o —
MID-CONTINENT DIVISION 5e ‘P 2 well ] 2¢cQ
August 27, 1996 Pt ne L8 F -

Fax ¥ Fax § C< _
TO:  WORKING INTEREST OWNERS _153.13.4_2__.__‘47_
C flec kA
Re: Ghee&mete.u Federal #1

1980' FSL & }980' FEL Section 24
T-22-S, R-32-E

Lea County, New Mexico

Red Tank Prospect

NM35793

Ladies and Genatlemen:

Under cover letter dated August 14, 1996, Burlington Resources Oil & Gas Company (“BR
the drilling of the Checkmate 24 Federal #1 at the captioned location (the “Well”) and ask
decision within thirty (30) days. However, in a meeting with Mr. C. W. Trainer on August .
revealed that he and Mr. Jerry Losee have rejected BR's proposal to drifl and operate the
Trainer stated that he agreed the Well shauld be drilled, but that he would prefer ta aperate th
also stated that he was in the process of promoting a portion of his interest in the Well beto

be ready to drill same.

These events are essentially a repeat of the events which occurred in April and May, 1995
predecessor to BR, proposed the drilling of the Checkmate 24 Federal #1 on April 21, 1995.
returned Meridian’s AFE and submitted a separate AFE for the drilling of the Mills Feder
same location. Meridian executed Mr. Trainer's AFE and returned same to Mr. Trainer in
To date, the Welil has not been drilled. In an effort to avoid further delay in the drilling of tt
has applied to the New Mexico Qil Conservation Division for compulsory pooling, to be sc
hearing on Scptember 19, 1996.

Please note that, as proposed in my letter of August 14, 1996, you, as a working interest own
have until September 18, 1996 to eloct to participate in the drilling of the Well. BR operates «

area and 1s prepared to move immediately. If all parties should agree to participate in B
proposal, compulsory pooling will not be necessary.

I will be happy to discuss any issues or concerns which you may have with respect to this pro
may contact me directly at (915) 6§8-6928.

Very truly yours,

510

LINGTON RESOURCES OIL & GAS COMPANY

ada

Leslyn ¥{. Swierc, CPL.
Senior Staff Landman
1.MS/cs

cc: Don Davis

Tom kellahin
Mike Wallace
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WORKING INTEREST OWNERS:

Frederick H. Prince, [V
816 Connecticut Ave.,, NW
Washington, D.C. 20006

C. W. Trainer and wife, Jackie Trainer
500 West Texas, Suite 710
Midland, Texas 79701

Ann Ransome Losee
4733 Galleta Rd., NW
Albuquerque, New Mexico 87120

Elizabeth Lose¢
20 First Plaza, Suite 213
Albuquerque, New Mexico 87120
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BURLINGTON
RESOURCES

MID-CONTINENT DIVISION
August 14, 1996

TO:  WORKING INTEREST OWNERS

Re:  Checkmate 24 Federal #1
1980' FSL & 1980' FEL Section 24
T-22-§, R-32-C
Lea County, New Mexico
Red Tank Prospect
NM35793

Ladies and Gentlemen:

Burlington Resources Qil & Gas Company, formerly Meridian Oil Inc., (*BR™) hereby
the drilling of the Checkmate 24 Federal #1, a 9,000' Bone Spring test to be dril
captioned location. Enclosed please tind an original Authority for Expenditure in the :
$651,700, which represents drilling, completing and facility costs. Also enclosed
review and execution, is a Joint Operating Agreement dated September [, 1996
Burlington Resources Oit & Gas Company and Frederick H. Prince, IV, et al.

The Checkmate 24 Federal #1 is the same well which was proposed to you by Meridiai
1995, As you may recall, Mr. Trainer stated in a letter to all partners dated May 4, 19¢
agreed with the well location, but submirted a separate AFE for partner approval in the .
$675.300 tor the drilling of the Mills Fed #2. which has not been drilled to date. As yo
BR has reduced its costs and stands ready to drill.

Please evidence your acceptance of this well proposal by executing the AFE in
provided, as well as one signature page of the Joint Operating Agreement, and returnin

the undersigned within thirty (30) days of your receipt of same.

Should you have any questions concerning this proposal, please do not hesitate to ¢
directly at (915) 688-6928.

Very truly yours,

MERIDIAN OIL INC.

Senior Staff Landman

LMS/cs
Encls.

PAGE

5 )]
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MERIDIAN OIL & _a oy Los=e

June 15, 1995

C. W. Trainer
8090 Kalil Drive
Scottsdale, AZ 85260

RE: Mills Federal #2
Red Tank (Bone 8pring) Field

Lea County, New Mexico

Dear Mr. Trainer:

Attached is your ballot which has been approved by Meridian Oil Inc. to drill and
complete the subject well.

Please notify Meridian in writing when this work has been compileted, what
expenditures were actually incurred, and what results were obtained. Attached for your

referral is an information requirement sheet.

Also, please provide copies of regulatory forms filed with the respective agencies.
Yours very truly,
MERIDIAN OIL INC.

ﬁm.&ﬁﬁnﬁf

P. M. Callaway
Production Superintendent

s:\cjb\doc\mills2\6/15/95

P O. Box 51810, Midland. Texas 797 10-1810. Telephone 915-688-6800
3300 N. "A” St Bidg. 6, 79705-5406 ?
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Toco LLC [~ ECEVED ]

P.0. Box 888 .
Hobbs, New Mexico 88241-088 MAY 51995
AUTHORITY FOR EXPENDITURE e

S OPER.WEST

LEASE NAME Mills Federmmlif2 PROJD DEPTH  $000
NewMexivo

COUNTY LEA STATE

LEGAL DESC.  Seotion 24-T228-R$26 LOCATION 1980' £S), £ 1990' FEL

FIELD Red Tank Bone Spring HORIZON Bone Spring .
momERREEnE

EEREEERREAERERNTRERURBAN ---.I.I-..."-Il“I..ﬂ"‘.““‘ﬂll.“&'gn.tﬂ
BEREEZTIARBSI=IXS .I.“.B..'S’.IﬂSIB..lI"E..."!l.::ﬂ::: U EAE-BSNEEEENUEARSER

INTANGIBLE DRILLING COSTS: DRY HOLE COMPD WELL
Staking, Permits, Legal Fees 1500 1500
Location, right of way 18000 18000
Pit Lining, Fencing, Test lines — 4100 4100
Drilling, Footage 9000" @ $14.00 120000 126000
Driiling, Daywork 2 Days @ $4500° — D000 — 9000
Drilling water Fresh & Brine —15000 —15000
Orifing mud & additives — 10000 10000
Mudlogging Unit & Sample Bags —3000 000
Cementing—8urface — 9500 98500
Cementing~Iintermediate 18000 18000
Driit Stem Tests — 5000 — 4000
Tool & Equip Rentals —.-3800 ——3800
Trucking & Welding - 2500 — 2500
Electric logs & sidewall cores 18000 18000
Supervision & Engineering 8000 6000
Administrative Overhead — 4000 — 4000
Contingencies — 5000 10000
Pulling Unit _— — 15000
Cementing—Prod. Cag. - —24000
Laydown Maching & Cag. Crews —_— ——3800
Water & Additives —— 3800
Anchors — .— 800
Rentats, trucking, eto. —_—m —3800
Cased hole, electric, CBL, Perforating —_— 8500
Stimuiation & Treating _— — 80000 APPRQVAL
Testing, BHP, 4pt. . —A4%500
Supervision & Engineering-compi. —_— —..6500
Administrative Overhead-compl. —ee 2500 _MERDANOLING
Totsl intangible Costs ~—R81.500 ~192.300 for
TANGIBLE EQUIPMENT COSTS:
Welihead & tree 5000 — 8000
Surface Casing: 13 3/8" @ 800' 16000 18000 ~ p.Mm. Callaway
intermadiate Ceg: 8 5/8" @ 4650" —58000 38000 Production
Production Csg: 5 1/2" @ 9000’ —_ ___ 68000 309*2*1"{"“'
Tubing: 278" @ 9000 —— 25000 )
Rods 17, 778", /4" S —12500 7¥:
Subsurface Equipment - 5500  moPBiL1a400x
Pumping Equipment —_ __ 80000 MO!NE = $30:5M
Production, Separating & Storage Equip. —_— -20000 90.9
Flowlines, meters, elc. —_— — 8000 )
Total Tangible Costs 78000 201000 205, w0 b

Total Well Costs M -m L 7¢, 300 bl-’j
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Tooo LLC [ FECEVED ]
P.O. Box 888 ..
Hobbs, New Mexico 88241088 MAY 51995
AUTHORITY FOR EXPENDITURE
MOL-MIDLAND
JTOPER.WEST
LEASE NAME  MillsFederal#2 PROJD DEPTH 9000
COUNTY LEA STATE mm,m______
LEGAL DESC. Seotion 24-T228-RI2E_ LOCATION 1990° FSL & 1980' FEL
FIELD Red Tank Bone Spring HORIZON BoneSpring
-‘ﬂ..==‘-‘3333:8ﬂ88-'----“II-----"‘.I...I".II“.Iu!“:====’.ﬂ=====ﬁ===‘.
======.=I=========‘===S’...’B.ﬂ..."::::ﬂ!ll.lﬂ::gﬂxlgﬂs======I=..n"=8=’===ﬂ
INTANGIBLE DRILLING COSTS: DRY HOLE COMP'D WELL
Staking, Permits, Legal Fees — 1500 _ 1500
Location, right of way —168000 —-18000
Pit Lining, Fencing, Test fines - 4100 3190
Drilling, Footage 8000 @ $14.00 126000 126000
Orilling, Daywork 2 Days @ $4500 9000 9000
Drilling water Fresh & Brine — 15000 15000
Drilling mud & additives —10000 10000
Mudlogging Unit & Sample Bags — 3000 ——2000
Cemanting-—-Surface —00 — 9500
Cementing—~intermediate 16000 - 18000
Oriil Stem Tests — 4000 — 4000
Tool & Equip Rentals —3800 ——3800
Trucking & Welding — 2500 — 230
Electric logs & sidewall cores —18000 18000
Supervision & Engineering —_ 6000 ~5000
Administrative Overhead — 4000 8000
Contingencies — 5000 10000
Pulling Unit — —-15000
Cementing—Prod. Csg. ———— —24000
Laydown Maching & Cag. Crews - —30800
Water & Additives —_— — 2800
Anchors -_— 800
Rentals, trucking, etc. —_— — 3900
Cased hole, elactric, CBL, Parforating —_— 5500
Stimulation & Treating ‘ - 60000 APPROVAL
Testing, BHP, 4 pt. ’ —_— ——4500
Supervision & Engineering-compi. ————— 8500
Administrative Overhead-compl. _ 2500 _MERDANOLNC.
Total intangible Costs —2EL.400 283,300 for
TANGIBLE EQUIPMENT COSTS:
Wellhead & tree 5000 8000
Surface Casing: 13 /8" @ 800’ 16000 .160Q0 P. M. Callaway
intermediate Cag: 8 5/8" @ 4650° 28000 —SB8000 Production
Praduction Cag: 5 1/2° @ 9000’ —_— 66000 _ Superigtendent
Tubing: 2 7/8" @ 9000 . — 23000 .
Rode 1", 778", 34" —_ 12500 =,
Subsurface Equipment SR TT00 Mol ek
Pumping Equipment ——— 80000 MOt NET = $30-5M
Production, Separating & Storege Equip. — — 25000 90.9
Fiowlines, meters, etc. _ 8000 ~
Tota! Tangible Costs 18000 202090 205 w0 P

Total Wall Costs —$336.400 3600 o0 3w 0T
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UNITED STATES
(October 1992) DEPARTMENT OF THE INTERIOR

BUREAU OF LAND MANAGEMENT

FORM APPROVED
OMB NO. 1004-0034
Expires: July 31. 1995

TRANSFER OF OPERATING RIGHTS (SUBLEASE) IN A
LEASE FOR OIL AND GAS OR GEOTHERMAL RESOURCES

Lease Serial No.

NM-81633
Mineral Leasing Act of 1920 (30 U.S.C. 181 et seq.)

Act for Acquired Lands of 1947 (30 U.S.C. 351-359)
Geothermal Steam Act of 1970 (30 U.S.C. 1001-1025)
Department of the Interior Appropriations Act, Fiscal Year 1981 (42 U.S.C. 6508)

Type or print plainly In ink and sign In Ink.

PART A: TRANSFER
Penwell Energy, Inc.
600 N. Marienfeld, Suite 1100
Midland, Texas 79701

1. Transferee (Sublessee)*
Street
City, Stuate, ZIP Code

*If more than one transferee, check here O and list the name(s) and address(es) of all additional transferees on the reverse of this form or on a
scparate artached sheet of paper.

This transfer is for: (Check one) M Oil and Gas Lease, or L) Geothermal Lease

Interest conveyed: {Check one or both, as appropriate) B Operanng Righis (sublcase) (U Overnding Royalty, payment our of production or other
similar interests or payments

2. This transfer (sublease) conveys the following interest: -

Land Description Percent of Interest Percent of
- idi |
Additional space on reverse, if nceded. Do not submit documents or agreements other than Owned Conveyed | Retained S: ;’r’:{:\f lﬁ::)cyr:sltys
this form: such documents or agreements shall only be referenced herein. : Reverved Previously
reserved
or conveyed
a b c d c {
Township 22 South-Range 32 East, NMPM 31.324%| 31.324% -0~ * -
Section-24: SE/&4, NE/& NE/4, W/2 SW/&
Lea County, New Mexico
From the surface of the ground down to
100' below depth drilled in each well.
* Difference between existing burdens and 25% \
before payout; difference between existing ;
burdens and 28% after payout, proportionately ;
reduced. {

FOR BLM USE ONLY—DO NOT WRITE BELOW THIS LINE
THE UNITED STATES OF AMERICA

This traosfer is approved solely for administrative purposes. Approval does not warrant that either party to this transfer holds legal or equitable
title to this lease.

O Transfer approved effective

By
(Authorized Officer) (Title) (Dule)
Tar PART C: GENERAL INSTRUCTIONS Tear '
|. Transferor/Trinsferoe(s) must complete Parts Al and A2 and Part B. All parties 4

to transfer must sign as follows: The transferor(s) must manually sign. 3 original
copies, and the transferee(s) must manually sign at least 1 of the 3 original cop-
ies, File three (3) completed copies of this form in the proper BLM office for
each transfer of operating rights (sublease). For a transfer of overriding royalty
interest, payment out of production or other similar interest or payment, file

. If any payments out of production or similar interests, arrangements or payments

have previously been created out of the interest being transferred, or if any such
payments or interests arc reserved under this transfer include s sutement giving

full details as to amount, method of payment, and other pertinent terms as provided
under 43 CFR 3106, 3135, or 3241,

one (1) manually signed copy of this form. The required filing fee (nonrefunda- 5. The lease account must be in good standing before this transfer (sublease) can
ble) must sccompany the transfer, payment out of production or other similar be approved (43 CFR 3106 and 3241.)
:’i‘:'?“‘:‘l:g’:‘:"“ File transfer within ninety (90) days after date of execu- 6. Transfer, if approved, takes effect on the first day of the month following date
y . of filing in the proper BLM office. If a bond is necessary, it must be furnished
. Separate form must be used for each lease being affected by this transfer and prior 10 approval of the transfer.
for each type of interest conveyed. 7 Overnding royalty and payment out of production or other similar types of trans-
. In ltem No. 2 of Pant A, describe lands affected (See 43 CFR 3106, 3135, or ;ﬁﬁ:":p‘;;ﬂ:? wvith BLM. but will be accepted for record purposes only. No
3241). For columns b, c, d. and ¢, enter the interest expressed as s percentage g ’
of total interest in the lease; ¢.g., if transferor transfers one quarter of 3 20% 8

interest, enter 20%.in column b, 5% in column ¢, and 15% in column d.

Upon approval of a transfer of operating nghts (sublease), the sublessee is respon-
sible for all lease obligations under the lease rights transferred to the sublessee.



Part A (Continued): ADDITIONAL SPACE for Names and addresses of additional transferees in Item No. 1, if needed, or for Land Description in ltem No. 2 if needed.

v

PART B: CERTIFICATION AND REQUEST FOR APPROVAL

The transferor certifies as owner of an interest in the above designated lease that he/she hereby transfers to the above transferee(s) the rights specified above.

Trunsleree certifies as follows: (a) Transleree is u citizen of the United States: un assuciation of such citizens: a municipality; or a corporation orgunized under the luws
of the United States 6¢ of uny State or territory thereof. For the transfer of NPR.A leases. trunsferee 1s u catizen, national. or resident alien of the United Stutes or
assuciations of such citizens. nationals, resident aliens or private. pubhic or municipalcorporations. (b) Transferee 1s not considered » minor under the laws of the State
in which ihe lands covered by this transfer are located: t¢) Transleree’s chargeable (iterests, direct and indirect. in each public domuin and acyuired landsseparutelyin
the same State. do not exceed 246,080 acres in oil und gas leases (of which up 10 200,000 acres may be in o1l and gas options), or 300,000 acres in leases in euch icazing
District in Alaska of which up 10 200,000 acres may be in oplions. il this s an o1l and gas lease 1ssued in accordance with the Mineral Leasing Act of 1920, or $1.200
atres in any one State if this is 2 geothermal leuse: and (d) All paruies holding un interestinthe transfer are otherwise in compliznce with the regulations (4 CER Graup

3100 or 3200) and the authorizing Acts: (e) Transferee is in compliance with reclamation requirements for all Federal oil and gas lease holdings as required by sec. 171y}
of the Mineral Leasing Act: and (f) Transferee is not in violation of sec. 41 of the Mineral Leasing Act.

Transferee's signature to this assignment constitutes acceptance of all applicable terms, conditions, stipulations and restrictions pertaining 1o the lease described herein.
Applicable terms and conditions include, but are not limited to. an obligation to conduct all operations on the leasehold in accordance with the terms and conditions of

the lease, to condition all wells for proper sbandonment. to restore the leased lands upon completion of any operations as described in the lease, and to furnish and maintain
such bond as may be required by the lessor pursuant to regulations 43 CFR 3104, 3134, or 3206.

For geothermal transfers, an overriding royalty may not be less than one-fourth ('4) of one percent of the value of output, nor greater than 50 percent of the rate of royalty
due to the United States when this transfer is added to all previously created overriding royalties (43 CFR 3241),

| certify that the statements made herein by me are true, complete, and correct to the best of my knowledge and belief and are made in good faith,

Executed lhi:_ﬂﬁda;orw, t9 96 Executed this 30th ayof September 9 96

Name of Transferor-:.

PENWE ENERGY, INC,
Please type or print
v :\z
Teaasferor ' A Transferee ’%(' A
oo C. W. Tgainer (Signature)

o Steven R.Foy S#mwdvice President
AT, Atlorney-in-fact
Jagkie Trainer (Signatre) ~ ) {Signature)
500 West Texas, Suite 710
(Transferor's Address)
Midland Texas 79701
(City) . (State) (Zip Code)

BURDEN HOURS STATEMENT

Public reporting burden for this form is estimated to average JO minutes per response.including the time for reviewing instructions, gathering and maintaining data. and
completing and reviewing the form. Direct comments regarding the burden estimate or any other aspect of this form to U.S. Department of the Interior, Bureau of Land

Management. (Alternate) Bureau Clearance Officer, (WO-771). IBand C Streets. N. W, Washingion, D.C. 20240, and the Office of Mana. t
Reduction Project (1004-0034), Washington, D.C 20503 gement and Budget. Paperwork

Title 18 U.5.C. Sec. 1001 makes it a crime {or any person knowingly and willfully 10 make 1o any De

. Y person knc pariment or agency of the United States an
stalements Of representations as 10 any matter within its jurisdiction. Y y false.'ﬁ,ctlluous or fraudulent




PAPERWORK REDUCTION ACT STATEMENT
I. This information is being collected pursuant to the law,

2. This information will be used to create and maintain a record of oil and gaw
geothermal lease activity.

3. Response to this request is required 10 obtain benefit.

NOTICE

The Privacy Act of 1974 and the regulation in 43 CFR 2.48(d) provide that you be
furnished the following information In connection with information required by this
oil and gas/geothermal lcase transfer application.

AUTHORITY: 30 U.S.C. 181 et seq; 30 U.S.C. 1001-1025; 42 U.S.C. 6508

PRINCIPAL PURPOSE—The information is to be used to process transfers of oper-

ating rights (subleases) for oil and gas/geothermal resources leases.
Tear

" e S IS S E— e B Do o S—

ROUTINE USES:
(1) The approva! of transferee’s rights to the land or resources.

(2) Documenuation for public information in suppon of notations made on land status
records for the management, disposal, and use of public 1ands and resources

(3) Transfer to appropriate Federal agencies when concurrence is required prior to
granting a right in public lands or resources.

(4)(5) Information from the record and/or the record will be transferred to appropri-
ate Federal, State, local or foreign agencies, when relevant to civil, criminal or regula-
lory investigations or prosecutions,

EFFECT OF NOT PROVIDING INFORMATION—L! all requested Informa-
tion Is not provided, the transfer may not be approved. See regulations at 43
CFR Groups 3100 and 3200.

T S — — — —— — — — — Y — G — —— ——— W — — — i ——

ACKNOWLEDGMENTS
STATE OF TEXAS *
#*
COUNTY OF MIDLAND *

Given und%E my hand and seal of ;[ﬁce, this instrument was acknowledged before

me onthe Z 7 day of iy o g0 B,

, 1996, by C. W. Trainer.

(24@/ 41v//L)//' -

Notary Publicin and for the State of Texas

My Commission Expires:

STATE OF TEXAS *
*
COUNTY OF MIDLAND *

me onthe /7% day of

Givenu _fr_my hand and seal of office, this instrument was acknowledged before
/%77/]: 2or A, 2

, 1996, by Jackie Trainer.

///A/ ) ,{j,(/c,/,\/

Notary PUb|IC/ in and for thé State of Texas

My Commission Expires:

STATE OF TEXAS #*
*
COUNTY OF MIDLAND *

This instrument was acknowledged before me on the

September

30th  day of

, 1996, by STEVEN R. FOY, Vice President of Penwell Energy, Inc.,

a Texas corporation, on behalf of said corporation.

Given under my hand and
September , 1996.

| of office this th

30th day of

My Commission Expires:
9/23/97

Notary Public, State of Toxas
My commission exoires 9/23/97

M

M~

NetamhPstilieibapdFor thiStjteQ of Texas




Form 3000-11

(Octii e 1952) UNITED STATES

DEPARTMENT OF THE INTERIOR

FORM APPROVED
BUREAU OF LAND MANAGEMENT

OMB NO. 1004-0034
Expires: July 31,1995

TRANSFER OF OPERATING RIGHTS (SUBLEASE) IN A

Lease Serial No.-
LEASE FOR OIL AND GAS OR GEOTHERMAL RESOURCES o

NM-81633
Mineral Leasing Act of 1920 (30 U.S.C. 181 et seq.)

Act for Acquired Lands of 1947 (30 U.S.C. 351-359)
Geothermal Steam Act of 1970 (30 U.S.C. 1001-1025)
Department of the Interior Appropriations Act, Fiscal Year 1981 (42 U.5.C. 6508)

Type or print plainly in Ink and sign In ink.
PART A: TRANSFER
Penwell Energy, Inc.

600 N. Marienfeld, Suite 1100
. 1Midland, Texas 79701

1. Transferee (Sublessee)®
Street
City, State, ZIP Code - -«

*If more than one transferee, check here O and list the name(s) and address(es) of all additional transferees on the reverse of this form or on a
separate attached shec( of paper.

This transfer is for: (Chcck one; R Oil and Gas Lease, or O Geothermal Lease

Interest conveyed: (Check one or both, as appropriate) & Operaung Righis (sublease) U Ovcerriding Royalty, payment out of production or other
similar interests or payments
2. This transfer (sublease) conveys the following interest: ' '
Land Description
Additiona) space on reverse, if needed. Do not submit documents or agreements other than

Percent of Interest Percent of

Owned Conveyed Reuined grvg::;:r‘ l:;’:s z
this form; such documents or agroements shall oaly be referenced herein, Reserved Previously
: reserved
- -or conveyed
3 b c d e -] f
Township 22 South-Range 32 East, NMPM 50.251% 50_2511 -0~ * -
Section-24: SE/4, NE/& NE/4, W/2 SW/&

Lea County, New Mexico

From the surface of the ground down to
100' below depth drilled in each well.

* Difference between existing burdens and 257

before payout; difference between existing i

burdens and 28% after payout, proportionately |
reduced.

FOR BLM USE ONLY—~DO NOT WRITE BELOW TVHIS LINE
THE UNITED STATES OF AMERICA

This transfer is approved solely for administrative purposes. Approval does not warrant that either party to this transfer holds legal or equitable
title to this lease.

O Transfer approved effective

By
{Authorized Officer) (Tide) {Date)
Tear PART C: GENERAL INSTRUCTIONS Tear ’
1. Trunsferor/Transferec(s) must complete Parts Al and A2 and Part B. All partics 4

to transfer must sign as follows: The transferor(s) must manually sign. 3 onginal
copies, and the transferee(s) must manually sign at least 1 of the 3 original cop-
1es. File three (3) completed copies of this form in the proper BLM office for
each transfer of operating rights (sublease). For a transfer of overnding royalty
interest, payment out of production or other similar interest or payment, file
one (1) manually signed copy of this form. The required filing fee (nonrefunds-
ble) must accompany the transfer, payment out of production or other similar

interests or pyyments. File transfer within ninety (90) days afier date of execu-
ton by transferor,

. Separste form must be used for cach lease being affected by this transfer ang
for cach type of Interest conveyed.

. In ltem No. 2 of Past A, describe lands affected (See 43 CFR 3106. 3115, or
3241), For columns b, ¢, d, and ¢, enter the interest expressed as a percentage
of towal interest in the lease; e.g., if transferor transfers one Quarter of 2 20%
interest, enter 20% in column b, 5% in column ¢, and 15% in column ¢

. any payments oot of production or similar interests, arrangements or payments

have previously been created out of the interest being trunsferred, or if any such
payments of interests are reserved under this transfer include a sutement giving

full dewils as to amount, method of payment, and other pertinent terms as provided
under 43 CFR 3106, 3135, or 3241.

The lease account must be in good standing before this transfer (sublease) can
be approved (43 CFR 3106 and 3241.)

- Transfer, if approved, takes effect on the first day of the month following date

of filing in the proper BLM office. If a bond is necz.sw'y it must be furnished
prior to approval of the transfer.

- Overriding royalty and payment out of production pr other similar types of trans-

fers must be filed with BLM, but will be accepted for record purposes only. No
official approval will be given.

Upon approval of u transfer of operating rights (sublease), the sublessec is respon-
sible for all lcase obligations under the lease rights transferred 10 the sublessee.



Pan A (Continued): ADDITIONAL SPACE for Names and addresses of additional transferees in ltem No. 1, if needed, or for Land Description in Item No. 2 if needed.

PART B: CERTIFICATION AND REQUEST FOR APPROVAL

. The transferor certifies as owner of an interest in the above designated lease that he/she hereby transfers 10 the abave transferee(s) the rights specified above.

Trunsleree certifies as (ollows: (a) Trans{eree is u citizen of the United States: un association of such citizens: a municipality: or a corporation organized under the luws
of the United States or of uny Stale or territory thereof. For the transfer of NPR-A leases. transferee is a citizen. national. or resident alien of the United States or
assuciunions of such eitizens, nutionals, resident aliens or private, pubhic vr mumicipal corporations: (b) Transferee is not considered a minor under the laws of the State
in which the lands covered by this transfer are located: (¢) Trunsferec’s chargeable interests, direct and indirect, in each public domain und ucquired fands sepuratelvin
the sume State, do notexceed 246,080 acres in oil und gas leuses (of which up 1o 200.000 acres may be in o1l and gas options), or 300,000 scres in leases incuch leasiny
District 1n Alaska of which up to 200.000 acres may be in options. sl this wun mil and gas lease nsued 1n accordance with the Mineral Leasing Act of 1920, or 51,200
ucres1n any one State if this is 3 geothermal lease; und (d) All pariies halding aninteeesiinthe iransier are otherwise in compliance with the regulations (43 CFR Group

3100 or 1200) and the authorizing Acts: {e) Transferee is in compliance with reclamution requirements for all Federal oil and gas lease holdings as required by sec 1 7(y)
of the Mineral Leasing Act: and () Transferce 1s not 1n violation of sec. 41 of the Mineral Leasing Act.

. Transferee's signature to this assignment constitutes acceptance of all applicable terms. conditions, stipulations and restrictions pertaining to the lease described herern
Applicable terms and conditions include, but are not limited to, an obligation to conduct all operations on the leasehold in accordance with the terms and conditions of

the lease, 1o condition all wells for proper abandonment, to restore the leased tands upon completion of any operetions as described in the lease. and to furnish and maintain
such bond as may. be required by the lessor pursuant to regulations 43 CFR 1104, 3134, or 3206

For geothermal transfers, an overriding royalty may not be less than one-fourth (4] of onc percent of the value of output, nor greater than 50 percent of the rate of royalty
due to the United States when this transfer is added to all previously created overniding royalues (43 CFR 3241).

1 centify that the statements made herein by me are true, complete, and correct to the best of my knowledge and belief and are made in good faith.

-
Execuit his AT qayof B 5 96 Executed s ___30th

day of September .19 96

PENWELL ENERGY, INC,

Name of Transferor _ FREDERICK PRINCE, IV and DIANA C. PRINCE
Please type or print

Transferee ka)—-—-'—o el
or  Frederick Princasi@m - or Steven R.Fo@’Vice President
Atorneyvinvfact ‘QJ\O\ C Y ‘S\\"“Q—Q—-‘ Attorney-in-facl
Diana T. Prince (Signature) ’ {Signature)
816 Connecticut Avenue, NW

(Transferor's Address)
Washington, D.C. 20006
(City) (State) (Zip Code)

BURDEN HOURS STATEMENT

Pubhe reporting burden for this form is estimated to average 30 minutes per response, including the time for reviewing instructions, gathering and maintaining data. anc
completing and reviewing the form. Direet comments regarding the burden estimaie or any other aspect of this form o U.S: Department of the Interior, Bureau of I._and
Management, {Alternate) Bureau Clearance Officer, (WO-771), 1B and C Streers. N W Washingion. D.C. 20240, and the Office of Mana

Reduction Prorect (1004-0034), Washingion. D € 20501 gement and-Budger. Paperwors

Title 18 U.5.C. Sec. 1001 makes it a crime for any person knowingly and willfully 1o make (0 any De

. y pers paniment or agency of the United States & ; fictition
statements OF representations as to any matter within its jurisdiction. Beney ny flse: ﬁgudous or fravduten:
=

MIS ABD 1000 YIA Y ravans



PAPERWNRY REDUCTION ACT STATEMENT
1. This information is being collected pursuant to the law,

2. This information will be used 10 create and maintain a record of oil and gas/
geotherma) lease activity,

3. Response to this request is required 10 obtain benefit
NOTICE
The Privacy Act of 1974 and the regulation In 43 CFR 2.48(d) provide that you be

furnished the following information in connection with Information required by this
oil and gas/geothermal lease transfer application.

AUTHORITY: 30 U.S.C. 181 et seq; 30 U.5.C. 1001-1025; 42 U.5.C. 6508

PRINCIPAL PURPOSE—The information is to be used to process transfers of opcr-
ating rights (subleases) for oil and gas/geothermal resources leases.

ROUTINE USES:

(1} The approval of transferee’s rights to the land or resources.

{2) Documentation for public information 1n suppon of notations made on land starus
records for the management, disposal, and use of public lands and resources.

(3) Transler 1o appropriate Federal agencies when concurrence is required prior to
granting s right in public lands or resources.

(4)(5) Information (rom the record and/or the record will be transferred to appropri-

ate Federl, Sute, local or foreign agencies, when relevant to civil, criminal or regula-
tory investigations or prosecutions.

EFFECT OF NOT PROVIDING INFORMATION—Lf all requested Informa-

tion s not provided, the transfer may not be approved. See regulations at 43
CFR Groups 3100 snd 3200.

ACKNOWLEDGMENTS

STATEOF- ﬁ/é‘f/(’ (T

E
countror ¢ = (oL ingy =

*

me on the day of

i
e

, 1996, by Frederick Prince, IV.

o

Given under my hand and sea} of pffice, this instrument was acknowledged before

'l

My Commissior) Expires:
L4775

starEor—LUSTO LT G  w
county.or (CoLUNEIA

*
*

Notafﬁfublia/in and for the Sfdteof-

Given under;my hand and sez of gfﬁcz, this instrument was acknowledged before
me on the — day of L : , 1996, by Diana C. Prince.

ks (.

My ngn}leszl?? Expires:

STATE OF TEXAS *
*
COUNTY OF MIDLAND *

This instrument was acknowledged before me on the

September

No%’ubl?ﬁn and for the

(W

30th  day of

, 1996, by STEVEN R. FQY, Vice President of Penwell Energy, Inc.,
a Texas corporation, on behalf of said corporation.

Given under my hand and sea

of office this the
September , 1996.

30th day of

AL

Notary Public, State of Texas
My commission expires $/23/97

M
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Mid-Continent Region Date:
P.O. Box 51810 AFE No.:
Midland. Texas 79710-1810

(915) 688-6800

BURLINGTON RESOURCES
AUTHORITY FOR EXPENDITURE

Foreman Area Team Name Hobbs
: DP No. 58678A

Lease/Well Name: Checkmate 24 Federal #1 Lease No.

Field/Prospect: West Red Tank Delaware Region: Mid-Continent

Location:  1980' FSL & 1980' FEL. Sec. 24, T22S, R32E  County: Lea State: New Mexico

AFE Type: New Drill Well Ongmnal X  Supplement Addendum Cost Center

API Well Type: Dev. Operator  Burlington Resources

Objective Formation.  Bone Spring Authorized Total Depth (Feet) 9.000'

Project Description: New Drill Well

Est. Start Date: 1/01/97 Prepared By D. P. Seams

Est. Completion Date: 1/20/97

GROSS WELL COST DATA
DRILLING WORKOVER CONSTRUCTION
DRY HOLE SUSPENDED COMPLETION OR FACILITY TOTAL

DAYS: 18 18 8 5 31

THIS AFE; 316,800 375,800 111,000 131,600 618,400
PRIOR AFE's:

TOTAL COSTS: 316,800 375,800 111,000 131.600 618,400

JOINT INTEREST OWNERS
WORKING INTEREST NET $ EXPENDITURES
COMPANY PERCENT % DRYHOLE $ COMPLETED $
Misc. 86.599 274,346 535,528
BURLINGTON RESOURCES: 13.401% 42,454 82,872
AFE TOTAL: 100.00% 316,800 618,400
BURLINGTON RESOURCES APPROVAL
Recommended: : Date: Approved:  ~ /k, o Date: /.7-9-76
Recommended: Date: Approved: ; Date: /7/2/5 (.
Recommended: Date: Approved; Date: ,2{4/49&
PARTNER APPROQVAL

Company Name: Authorized By:

Date: Title:




LEASE WELL:
COUNTY STATE:

MERIDIAN OIL INC.
DRILLING WELL COST ESTIMATE

mgn
-2a/ MNew Mexico

Zhecxkmate “egeral No, 1

SREPARED BY: 7. .

Fnesennann/l:ﬂ:")ATE: 2/6 /q ¢

LPPROVED BY: H. A Lee

JATE:

PROPOSED TOTAL DEPTH: 3.000 AFE TYPE: Develooment Dritling
FOOTAGE TOTAL JEPTH: 2,000
[accT] [ AFE NOMENCLATURE | | SRYMOLECOST | [ SUSPENDED COST |
248- INTANGIBLE DRILLING COSTS SAYS: 8 ‘8
2 Environmental Stuaies (2] 51200 |z | $1.200
z Construction (location, roads, etc) 3 $18.000 | 3 $18.000
4 Surface restoraton a 4
5 Move in, move out 5 5
8 Contracter Fees-Footage: $/ foot: $14 60 6 5131400 | 6 $131.400
7 Contractor Fees-Daywork; $/day: 55.000.00 7 §6.300 | 7 $6.300
8 Environmental fire and satety 8 51,700 | 8 $1.700
2 Dnlling flulas 9 $7.500 |9 $7,500
10 Gas and A Driling 10 10
11 Dridling tluids - Processing & Maint. equip 1 1"
12 Specialty tluids ana chemicals 12 12
13 Engineernng services-fluigs and chemicals 13 13
14 Salt/brine water 14 $5.000 |14 $5,000
15 Salt water disposal 15 15
16 Water 16 $8.000 |16 58.000
17 Bits, reamers and stabiiizers 17 17
18 Primary cement. services and accessories 18 $33.000 |18 $45,000
19 Squeeze cement, services and accessories 19 19
20 Mud logging/paleo 20 $4.800 |20 $4.800
21 Wireline logging 21 $12,000 {21 $12,000
22 Conng and analysis 22 22
23 Fuel 23 23
24 BOP's and wellhead rentals - surface 24 $700 {24 $700
25 Dnill/work string rentals - subsurface 25 $6,500 |25 $6,500
26 Fishing tool rentals 26 26
27 Tank rentals 27 27
28 Qther rentals 28 28
29 Transportation 29 $6,200 |29 $6.200
30 Disposal services (offsite) 30 30
31 Drill stem tests N 31
32 Directional dniling 32 32
33 Tubular inspection 33 52,600 |33 52,600
34 Cased hole logs 34 $700 |34 $700
40 Casing crews and laydown services 40 40
43 Consultants 43 43
45 Roustabout and contract labor 45 $1,200 (4§ $1.200
46 Miscellaneous 46 $500 |46 $500
62 Environmental comphance 62 62
72 Company supervision and overhead 72 $9.000 [_73_ $9.000
TOTAL INTANGIBLE COST $256,300 $268,300
TANGIBLE DRILLING COST
80 Casing ﬂ (80]
350 ‘.0 I5%B N, $13.45  ft (SURFACE) $11.400 $11.400
1800 ‘t.o0 T n. s930 ft . INTERMEDIATE) 544 600 $44.600
2000 ‘t.o 1112 n. 3450 f{t PRODUCTICN) 540,500
‘t. of n. ft LINER)
32 Downnale equipment {packers, bridge plugs) 82 82
34 Downhote equipment accessores 84 84
36 \Wellhead equipment. 86 54 500 |86 $11.000
37 Miscellaneous ﬁ [s_l
TOTAL TANGIBLE COST $60.500 $107.500
[ TOTAL DRILLING COST ESTIMATE B t 5316.800 | { $375.800 |

eE A

(X3

car T



MERIDIAN OIL INC.
WELL COSTESTIMATE

COMPLETION
LEASE/WELL NAME: Zheckmate 24 No. 1 PREPARED BY: Jack R. Gevecker <"\ 7 DATE: N S
LEASE/WELL TYPE: il Producer - Bone Spnng APPROVED BY: DATE:
AFE TYPE: 21- Devesooment COST CENTER:

ACCOUNT NO:

COMP WORK AFE NOMENCLATURE BUDGET
249 244 INTANGIBLE COSTS DAYS 8
02 02 Location, ROSAs OF CANAUS (Pra-CONBIL.) ........ccc.ooviiiiiiiicricicee e teetvanee st es e eresbeeseeenes
03 a3 Location, Roads or Canars - Construction and Maintenance
o] 04 -ocation, Roads or Canais - (Surface Restoration)............ 1,000
05 05 MIOVBN, IMOVEBROUL ..ottt e et et sttt as st et es e seeesesebesbesssesensaesesessesasesananansesaans
06 06 Feas of Coniractor - Footage ( I T e ee st aeas
Q7 Q7 Fees of Contractor - Daywork and Compietion Rig ( 1500___ $/Day) 12.000
08 08 Fire and SOty EQUIDIMIBNL..........coooii it ce ettt e e ee st aeevaress e vess s e aeressee e ernsaneaenas
[0::] [0:°] Dailling Fluid SyBem - LIQUIER ..........cooioiiiiieciiintcreieti s et e s eveebesbasteesaesaese s aessansesanns
10 10 Drilling Fluid Systems - Gas and Air Drilling ...........

11 1" Crilling Fluid Systams - Processing and Mainenancs ......................cccceeeeeenen.
12 12 Fluids and Chemicais - Speciaity Fluids .................
14 14 SA/BANG WalEl. ... cic ettt a s er e ba s emeeaeen
15 15 Onsite Disposal Services
16 16 3,000
17 17 500
18 18
19 19
0 2
2
22 22
23 23 FUOUEIBCINCIEY......c..oi ettt ettt te e e s saavassasasesassoe e aesneeaateeaneeaans
24 24 BOFP's and Welthead Rentals (SUM@ce) ...t 1.000
25 25 DrilvWork Slring Rentais (Subsurface) . 4.000
26 2 Fishing Tool Renlals Reverse Unit.........................
2 27 Tanks Rentals...................oooeviiiiieeiiiiniicriice e 3,000
28 28 Other Rentals....
2 29 Transportation............. 1,000
30 30 Offsite Disposal Services...
31 kY| Orill Stem Tests..............
32 32 Directional Services .
3 33 Tubular Inspection ...
34 .34 CasBd HOIB S@IVICES ...ttt et eceasess e et assestessmns s s sssenessesrareeanne 4 000
26 36 ProdUCHION TOSHUMG . ...ttt ee s ettt eatees s eesemseesebesantsetaeanesteesrasesemssaesaseeaan
37 37 Swabbing and Coiled Tubing
38 38 SHMUIAGION ...ttt s et ae st eab et seessessessasssssanneabaessbeeessabanssrasanns 3.000
39 39 Fractunng...........ccoeveerrencncnnnn. 34,000
40 40 Casing Crews and Laydown .
41 41 Gravel Pack/Sand Control
42 42
43 43
44 44 2,000
45 45 2.000
46 46 1.500
48 48 COmMMUNICALION SYSIEMS ..........ccoooveerierennrireereereseeenaana.
49 49 PaCKOE ROMEL............o oottt cier et aetev et e s s e st r s as ebeesebassssberesessesesebaesessersensebeea 3.000
50 50 Pumping Charges ...............cc..ccocvveeee 2.000
62 62 Environmental Compliance - Assessment...
63 63 Environmental Compliance - Remed:ation ..
65 65 COmMPANY VOICIES ...t ettt et st s s s bt asebesanan s aens
68 68 DIEBCE L@DOF .........coiiiiniiiii ettt ettt e eaee et e s e e sae s s en s aes et easaseasnsnaseneseeesaan s essanssenaeen
7 72 Campany SUPerviSIon and OVEIMBAG ..........ccocoiiuiiciiieieeiie et ceeraeee s eetassassraesesteee e e eeaabaarenanne 3.000
TOTAL INTANGIBLES 85.000
TANGIBLE COSTS
80 80 CASIM ettt ettt e e ettt e e ettt e e Lttt e aeeens s haea eear s eeabaeaat At aan et e eebae e bare e
81 a1 TUDING & TIBDACKS ...ttt ettt sttt eee e e seea e b e e e beta b eae et e e nentaeneenbeen
(___9000 1. _2-38 N-80 n.___2.60 wn) 23,400
{ i n.
{ R. in.
32 82 PacKOrs anK Bridg® PIUgS ... o ettt
84 84 Casing/Liner EQUIpment .................occcviiioreieee,
35 85 Tubing EQUIPMIGNt.........
36 36 ‘Neilhead Equipment and Xmas Tree 2.
TOTAL TANGIBLE ...t rcsttieniesstttean et csenea imaesn s sasas s ssesnssaansassansentesstsns sacasssnsssansons 26 000

TOTAL COMPLETION




WELL COSTESTIMATE
FACILITIES / PRODUCTION FACILITIES

-EASE/WELL NAME: Checimate 24 #1 - REVISED PREPARED BY:
COUNTY/STATE -ea County, New Mexco PREPARED BY:
AFE TYPE: :06) Capstal Facilties APPROVED BY:

”ROPOSED TO: 3.000 feet - Upper Bone Spnng & Deiaware
.0OB SCOPE NDW faciities - tie into existing Checkerboard proauction battery

Raiph Castille

DATE:

Bill Rea / nc

DATE:

12/05/96
1 2/05/96

1980° FSL & 1980 FEL Sec 24 T-22-S R-32-E

ACCQOUNT NO: AFE NOMENCLATURE

247 FACILITIES

ESTIMATED
PRODUCTION FACILITIES cOosT
intangibie
02 INStA LADOF. ... $3.500
0 $3.000
$500 $2.000 $10.000
¢] $1.000
23 Q 0 $ 0
8 0 0 $ 0
12 0 0 $0
17 0 Q $ 0
43 0 Q $ 0
44 Engineenng/Lab/Technical Contract Services............................... . $500 $1.500 $2.000
47  Rental Compressor & Maintenance 0 0 $ 0
48 Rental EQUIPMeNt. ... 9 0 $ 0
49 Cathodic ProteCtion.............coooiiii oo Q Q $ 0
S0  Right-of-Way es Frod. 0 0 $ 0
57 Pulling Unt Cost - (Subsurface)........................................... . 0 Q $ 0
62 Environment Compliance (Assessment) 0 0 $ 0
63 Environment Compliance (Remediation) 0] 0 $0
68  COMPANY SUPEIVISION.........ooeeoiierieieieeiieiieeeeeere e Q $2,000 $2,000
73 Freight / Transportation............ccoccoevereeeioiinieieieeeeeecee e $4,000 $2.000 $6,000
Total Intangible $8.500 $11.600 $20,000
Tangible
2 Equipment Coating and Insulation. ... 0 0 $0
27 Separators $10,000
UNRFIFR. ...t 0] 0
Q $10.000
2 Q o] $0
29 $47 000 Q $47,000
31 $2.000 o] $2.000
32 Tanks $0
Qil Tank 500 8BL @ 0 Q
Witr Tank 500 88L @ 0 0
TaNK WAIKWAY.......ooooiiiiii ettt 0 Q
a3 Metenng EQUIPMeNt. ...t o] $1,000 $1,000
LACTUNR.......ccoovvrereenrnen, 0
35 Compressor - Company Owned.....................cccooeivivennen 0 0 $ 0
36 BuildingS........o.ocoooiiieiie Q 0 $0
39  Misc. Flowlines, Pipes, Valves, & Fittings.......................... ... Q $10.000 $10.000
St MiINOr PIPEINES...........oooiiiiiiiiiie e 0 0 $0
53 SUMACE PUMIDS........oiieineiriitiieietieie ettt eee et ee e ee e 0 0 $ 0
4 Electrical Accessones....Size 4 controipanel................................ $1.700 $15.000 $16,700
55 Misceilaneous - Faciity Expense......................................... 0 $5.000 $5.000
81 TUDING. ..ot b] Q $ 0
82 Rods......... 8900 NomsS 97 .. .. .. $17,400 0 $17.400
83  Oown Hole Pumps........ 1 L, $2.500 0 $2.500
34  Altemnatrve Artificial Li Equipment................ 0 0] $ 0
36 Conventional Artificial Lift Well Head Equipment........................... 0 0 $ 0
6 Gas DeRYOratOf. ...........ocoooiiiei i 0 0 $ 0
Totat Tangible $70.600 $41.000 $111,600
Total (Production / Facility) $79.100 $62,500
TOTAL FACILITY COST ESTIMATE $131.600

12998 ¢ wwrwart oo CHEOMA TE DOC

¢ WINWORD COSTESTM CHEKMATE.DOC
<47 AMI2 596
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