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PeEnweLL ENERGY, INC.

1100 ARCO BUILDING SEP 1 1 1996

600 N. MARIENFELD
MIDLAND, TEXAS 78701

September 10, 1996

OFFMRUSTEB3-2534

. L e O DFE S 4544t
Burlington Resources

Oil & Gas Company
P. O. Box 51810
Midland, Texas 797101810

HAND DELIVERED - 9/11/96 _AND

MAILED CERT, RECEIPT REQUESTED
Attn: Leslyn M. Swier::, CPL

Senior Staff Laniman

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 unwillir g to postpone its upcoming OCD hearing concerning the drilling of the
proposed well locatior despite Penwell owning a majority of the working interest under said well,
we have instructed our ittorney, Mr. Bill Carr, to file an application for the captioned proposed well
on our behalf at the sa:ne location for the October 3, 1996 OCD hearing.

Enclosed for yc ur review and approval are two (2) copies of our AFE for said well, as well
as our proposed Joint Jperating Agreement covering the SE/4, W/2 SW/4 and NE/4 NE/4 of said
Section 24. If satisfactc ry to Burlington, please execute and return one (1) copy of the AFE and the
extra signature page 1o the JOA. As I stated during our call, Penwell is prepared to drill the
captioned well in the im mediate future, as well as possible development wells, since we have staked
and will permit locatio 1s on the remainder of the acreage listed herein.

Should you ha'-e any questions concerning these matters, please feel free to contact us.
Sincerely yours,
4 /WVQWW\\“

Mtk Wheeler, CPL
Land Manager, Permian Basin

—

/emw:checkers (1m)

' . BEFORE THE
xc: Steve Foy / John Thoma / Bill Carr OIL CONSERVATION DIVISION

Case No. 11613 Exhibit No.
Submitted By: (7

Burlington Resources
Hearing Date: October 2, 1996



PENWELL ENERGY, INC.
AUTHORITY FOR EXPENDITURE

PROSPECT NAME: Checkers
COUNTY & STATE: Lea, New Mexico
OBJECTIVE: 9,000' Bone Spring Qil Well

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

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 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 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 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 (AJO) 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 252,710 142,985 395,695
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 52,650
9000 of § 1/2° 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. Zl/cx
. [4
By: M

Bill Pierce, Engineer

We approve / disapprove:
13.401% WI

Company: Burlington Resources Oil & Gas Company

By:

Printed Name:
Title:
Date:
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MODEL FORM OPERATING AGREEMENT

OPERATING AGREEMENT

DATED
September 10 , 1996 ,

OPERATOR __ PENWELL ENERGY, INC.

CONTRACT AREA TOWNSHIP 22 SOUTH, RANGE 32 EAST

SECTION 24: SE/4, W/2 SW/4, NE/4 NE/4

LIMITED FROM SURFACE TO BASE

OF BONE SPRING FORMATION

COUNTY OR PARISH OF __LEA , STATE OF NEW MEXICO

CHECKERS PROSPECT
(NM 096)

COPYRIGHT 1989 — ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 4100 FOSSIL CREEK BLVD.
FORT WORTH, TEXAS, 76137, APPROVED FORM.
AAPL NO. 610 - 1989
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! OPERATING AGREEMENT
2 THIS AGREEMENT, entered into by and berween _PeNWell Energy, Inc.
3 hereinafrer designated and referred to as “Operator,” and the signatory party or parties other than Operator. sometimes
4 hereinafter referred to individually as "Non-Operator,” and collectively as "Non-Operators.”
p WITNESSETH:
6 WHEREAS, the parties to this agreement ate owners of Oil and Gas Leases and/or Qil and Gas lnterests in the land
7 identified in Exhibit "A,” and the parties hercto have reached an agreement to explore and develop these Leases and/or Oil
8 and Gas Interests for the production of Oil and Gas to the extent and as hereinafter provided,
9 NOW, THEREFORE, it is agreed zs foliows:
10 ARTICLE 1.
1 DEFINITIONS
12 As used in this agreement, the following words and terms shall have the meanings here ascribed to them:
) A. The term “"AFE” shall mean an Authority for Expenditure prepared by a parcy to this agreement for the purpose of
14 estimating the costs to be incurred in conducting an opcration hereunder.
15 B. The term "Completion™ or “Complete” shall mean a single operation intended o complete 3 well as a producer of Ol
16  and Gas in one or more Zones, including, but not limited to, the setting of production casing, perforating, well sumulation
17 and production testing conducted in such operation.
18 C The term “Contract Area’ shall mean all of the lands, Qil and Gas Leases and/or Oil and Gas Interests intended to be
19 developed and operated for Oil and Gas purposes under this agreement. Such lands, Oil and Gas Leases and Oil and Gas
20 lnterests are described tn Exhibic "A.”
21 D. The term "Deepen” shall mean a single operation whereby a well is drilled to an objective Zone below the deepest
22 Zone in which the well was previously drilled, or below the Deepest Zone proposed in the associated AFE, whichever is the
23 lesser.
24 E. The terms "Drilling Party” and “"Consenting Party” shall mean a party who agrees to join in and pay its share of the
25 cost of any operation conducted under cthe provisions of this 2greement.
26 F. The term “Drilling Unic” shall mean the area fixed for the drilling of one well by order or rule of any state or federal
27 body haviang suchority. If a Drilling Unit is not fixed by any such rule or order, a Drilling Unir shall be the drilling unir as
28  established by the pattern of drilling in the Contract Area unless fixed by express agreement of the Drilling Parries.
29 G. The term "Drillsite” shall mean the Oil and Gas Lease or Oil and Gas Interest on which 2 proposed well s 10 be
30 located.
31 H. The term “Initial Well” shall mean the well required to be drilled by the parties hereto as provided in Article V1A,
32 I. The term “"Non-Consent Well" shall mean a well in which less than all parties have conducted an operation as
33 provided in Article V].B.2.
34 J. The terms “Non-Drilling Party” and “Non-Consenting Party” shall mean a party who elects not to participate in 2
39 proposed operation.
36 K. The term "Qil and Gas™ shall mean oil, gas, casinghead gas, gas condensate, and/or all other liquid or gascous
37 hydrocarbons and other marketable substances produced therewich, unless an intent to limit the inclusiveness of this term s
38 specifically scated.
39 L The teem “Oil and Gas Interests” or “Interests” shall mean unleased fee and mineral interests in Oil and Gas in tracts
40 of land lying within the Contract Arca which are owned by parties to this agreement.
41 M. The terms "Oil and Gas Lease,” "Lease” and “Leasehold” shall mean the oil and gas leases or interests therein
42  covering tracts of land lying within the Contract Area which are owned by the parties to this agreement.
43 N. The term “Plug Back™ shall mean a single operation whereby a deeper Zone is abandoned in order to attemp: 3
44 Completion in a shallower Zone.
43 O. The term "Recompletion” or "Recomplete” shall mean an operation whereby 2 Complet.on in one Zone is abandoned
46 in order to attempt a Completion in a different Zone within the existing wellbore.
47 P. The term "Rework™ shall mean an operation conducted in the wellbore of a well after it is Completed 1o secure,
48 restore, or improve production in a Zone which is currently open to production in the wellbore, Such operations include, but
49  are not limited to, well stimulacion operations bur exclude any routine repair or maintenance work or drilling, Sidetracking,
50  Deepening, Completing, Recompleting, or Plugging Back of a well.
51 Q. The term “Sidetrack” shall mean the directional control and intentional deviation of a well from vertical so as tc
52 change the bottom hole location unless done to straighten the hole or to drill around junk in the hole to overcome other
53 mechanical difficulties.
54 R. The term "Zone™ shall mean 2 stratum of earth containing or thought to contain a2 common accumulation of Oil and
55 Gas separately producible from any other common accumulation of Qil and Gas.
56 Unless the context otherwise cleacly indicates, words used in the singular include the plural, the word “person” includes
57 narural and artificial persons, the plural inciudes che singular, and any gender includes the masculine, feminine, and neuter.
98 ARTICLE 1L
59 EXHIBITS
60 The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereol:
61 X A. Exhibit “A," shall include the following information: : 'ff(
62 (1) Description of lands subject to this agreement, i
63 (2) Restrictions, if any, as to depths, formations, or substances, r:'
6a (3) Parties to agreement with addresses and telephone numbers for nocice purposes, (‘;‘,ﬂ
6% (4) Percentages or fractional interests of parries to this agreement, K
66 (5) Oil and Gas Leases and/or Qil and Gas Interests subject to this agreement,
67 (6) Burdens on production.
68 B. Exhibit "B,” Form of Lease.
69 X _ C Exhibit "C," Accounting Procedure.
70— X__ D. Exhibit "D." lasurance.
71 X __ E. Exhibit "E,” Gas Balancing Agreement.
72 ___X_ F Exhibit "F." Non-Discrimination and Certification of Non-Segregated Facilities.
73 G. Exhibit "G,” Tax Partnership.
74 H. Other:
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If any provision of any exhibit, except Exhibits "E,” "F" and “G,” is inconsistent wich any provision contained in
the body of this sgreement, the provisions in the body of this agreement shall prevail.
ARTICLE 1IL
INTERESTS OF PARTIES
A. Oil and Gas lIacerests:

If any party owns an Oil and Gas Interest in the Contract Area, that Interest shall be treated for all purposes of this
agreement and during the term hereof as if it were covered by the form of Qil and Gas Lease attached hereco as Exhibit "B”
and the owner thereof shall be deemed to own both royalcy interest in such lease and the interest of the lessee thereunder
B. Intereses of Parties in Coscs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne
and pa:d. and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as thewr
interescs are set forth in Exhibit "A." In the same manner, the parties shall also own all production of Oil and Gas from the
Contract Area subject, however, to the payment of royalties and other burdens on production as described hereafcer.

Regardless of which party has contributed any Oil and Gas Lease or Oil and Gas Interest on which royaley or other
burdens may be payable and except as otherwisc expressly provided in this agreement, each parry shall pay or deliver, or
cause to be paid or delivered, all burdens op,its iharc of the production from the Contract Area up to, but not in cxcess of,

as :
;7the _royalty burdens on agdas all ingcmni?y, defend and hold the other parties free from any liability therefor

18
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Except as otherwise expressly provided in this agreement, if any party has contributed hereto any Lease or Interest shich s
burdened with any royalty, overriding royalry, production payment or other burden on production in excess of the amounts
stipulated above, such parry so burdened shall assume and alone bear all such excess obligations and shall indemnify, defend
and hold the other parties hereto harmless from any and all claims actcribucable o such excess burden. However, so long as
the Drilling Unit for the productive Zone(s) is identical with the Concract Area, each party shall pay or deliver, or cause to0
be paid or delivered, &ll burdens on production from the Contract Area due under the terms of the Oil and Gas Lease(s)
which such party has contributed to this agreement, and shall indemaify, defend and hold the other parties free from any
liability cherefor.

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

Nothing contained in this Article [I1L.B. shall be deemed an assignment or cross-assignment of interests covered hereby,
and in the event ¢wo of more parcies coacribuce to chis agreement joincly owned Leases, the parties’ undivided incereses (a
said Leaseholds shall be deemed separace leasehold interests for the purposes of this agreement.

C. Subsequently Created Interests:

I any parry has contributed hereto a Lease or Interest cthat is burdened with an assignment ¢f production given as security
tor the paymenc of moaey, or if, alter the date of chis agreement, any parey creates an ovecriding royalty, production
payment, net profits interest, assignment of production or other burden payable out of production attributable 1o s working
interest hereunder, such burden shall be deemed a “"Subsequently Created Interesc.” Further, if any parcy has contributed
hereto a Lease or Interest burdened with an oveeriding royalty, production payment, net profits interest, or other burden
payable out of production created prioc (o the date of this agreement, and such burden is not shown on Exhibit "A” such
burden also shall be deemed a Subsequently Created Interest to the extent such burden causes che burdens on such parry's
Lease or Interest to exceed the amount stipulated in Arcicle [11.B. above.

The party whose interest is burdened with the Subsequently Created Interest (the "Burdened Pary”™) shall assume and
alone bear, pay and discharge the Subsequently Created intecest and shall indemnify, defend and hold harmless the other
parties from and against any liabilicy therefor. Further, if the Burdened Party fails to pay, when due, its share of expenses
chargeable hereunder, all provisions of Article VILB. shall be enforceable against the Subsequently Created Interest in the
same manner as they are enforceable against the working interest of the Burdened Parry. If the Burdened Party is required
under this agreement to assign or relinquish to any other parcy, or parties, all or 2 portion of its working interest and/or the
production atrributable thereto, said other party, or parties, shall receive said assignment and/cr production free and clear of
said Subsequently Created Interest, and the Burdened Party shall indemnify, defend and hold harmless said ocher parcy, or
parties, from any and all claims and demands for payment asserted by owners of the Subsequently Created Interest.

ARTICLE IV.
TITLES
A. Title Examination:

Title examination shall be made on the Drillsite of any proposed well prior to commencement of drilling operations and,
if a majority in interest of the Drilling Parties so request or Operator so elects, title examination shall be made on the entire
Deuilling Unit, or maximum anticipated Drilling Unit, of the well. The opinion will include the ownership of the working
interest, minerals, royalty, overriding royalty and production payments under the applicable Leases. Each parry contributing
Leases and/or Oil and Gas lInterests to be included in cthe Drillsite or Drilling Unit, if appropriate, shall furnish to Operator
all abstraces (including federal lease status reports), title opinions, title papers and curative material in its possession free ot
charge. All such information not in the possession of or made available to Operator by the parties, bur necessary for the
examination of the title, shall be obtained by Operator. Operator shall cause title to be examined by attorneys on its staff or
by outside actorneys. Copies of all title opinions shall be furnished to each Drilling Parry, Costs incurred by Ogerator in
procuring abstracts, fees paid outside atcorneys for title examination (including preliminary, supplemental, shut-i:c:i royalry
opinions and division order title opinions) and other direct charges as provided in Exhibit "C"" shall be borne by th&’DriHing
Parties in the proportion that the interest of cach Drilling Party bears to the total interest of all Drilling Panill ,-‘:i“ such
interests appear in Exhibit "A." Operator shall make no charge for services rendered by its staff attorneys or other

int :Ligrend\g of the above functions. 4]
i i H s ol
shall be responsible for securing curative matter and pooling amendments or agreements rgyu

connection with Leases or Qil and Gas Interests contribuced by-ewparty. Operator shall be responsible for Sy
and recording of pooling designations or declarations and communitization agreements as well as the R

before governmental agencies for the securing of spacing or pooling orders or any ocher orders necessatyloiia >l
the conduct of operations hereunder. This shall not prevent any party from appearing on its Qwn T
Costs incurred by Operator, including fees paid to outside attorneys, which are associated wirl/he‘#r?ngs
agencies. and which costs are necessary and proper for the activities contemplated under this agr '.in'e'ﬁt',"'sﬁh”lF'Bé direct

charges (o the joint account and shall not be covered by the administrative overhead charges as pr?'c'i‘cd'mExbLbn “Cr

.
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Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above
fanctions.

No well shall be drilled on the Contract Area until after (1) the title to the Drillsite or Drilling Unit, if appropriate, has
been examined as above provided, and (2) the title has been approved by the examining atcorney or title has been accepeed by
all of the Drilling Parties in such well.

B. Loss or Failure of Title:

reduction of interest from that shown on Exhibit "A" the parry credited with contributing the affected Lease or Interes
{including, if applicable, a successor in interest to such parry) shall have ninety (90} days from final determination of tyfe
failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisition will not be syfjec:
to Article VIILB. and failing to do so, this agreement, nevertheless, shaJl continue in force as to all remaining Oil apd Gas
Leases and Interests; and, ‘

(a) The party credited wich contributing the Oil and Gas Lease or Interest affected by the citle failure (igkluding, 1f
applicable, a successor in interest to such party) shall bear alone the entire loss and it shall not be entitied to fecover from
Operator or the other parties any development or operating costs which it may have previously paid or incyfred, but there
shall be no additional liability on its part to the other parties hereto by reason of such ticle failure;

{b) There shall be no retroactive adjustment of expenses incurred oc revenues received from thé€ operation of the
Lease or lnterest which has failed, but the interests of the parties contained on Exhibit “"A™ shall be sevised on an acreage
basis, as of the time it is determined finally that ritle failure has occurred, so that the interest of th€ party whose Lease or
Interest is affected by the ticle failure will chereafter be reduced in the Contract Area by cthe amount of phe Lease or Interese failed,

(¢) If che proportionate interest of the other parties hereto in any producing well previgdsly drilled on the Contract
Area is increased by reason of the title failure, the party who bore the costs incurred in connectidn with such well attributable
to the Lease or Interest which has failed shall receive the proceeds attributable to the increasg in such interesc (less costs and
burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such well
attributable ro such failed Lease or Incerest,

(d) Should any person not a party tc this agreement. who is determined to b€ the owner of any Lease or lnterest
which has failed, pay in any manner any part of the cost of operation, developmeant, Ot equipment, such amount shall be paid
(o the party or parties who bore the costs which are so refunded;

{e) Any liability to account to a person not a party to this agreement for frior production of Oil and Gas which arises
by reason of title failure shall be borne severally by each parry (including 3/predecessor to a current parry) who received
production for which such accounting is required based on the amount of syéh production received, and each such parry shall
severally indemnify, defend and hold harmless all other parties hereto for Any such liability to account;

(fy 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, buc if the parcy contributidg such Lease or Incerest hereto elects o defend its cicle
it shall bear all expenses in connection therewith; and

(g) If any party is given credit on Exhibit "A" to a Lepbe or Interest which is limited solely to ownership of an
interest in the wellbore of any well or wells and the productigd therefrom, such party’s absence of interest in the remainder
of the Contract Area shall be considered a Failure of Title ag/to such remaining Contract Area unless that absence of interest
is reflected on Exhibic "A

2. Loss by Non-Payment or Erroncous Payment of &mount Due: If, through mistake or oversight, any rental, shut-in well
payment, minimum royalty or royalty payment, or g/her payment necessary to maintain all or a portion of an Oil and Gas
Lease or Interest is not paid or is erroneously paid/and as a result a Lease or Inceresc terminaces, theee shall be ao monetary
liability against the party who failed to make sich paymeant. Unless the party who failed to make the required payment
secures a new Lease or Interest covering the sdme interest within ninery (90) days from the discovery of the failure to make
proper payment, which acquisition will not/be subject to Article VIILB., the interests of the parties reflected on Exhibit "A
shall be revised on an acreage basis, effedtive as of the date of termination of the Lease or Interes: involved, and the parry
who failed to make proper payment will no longer be credited with an interest in the Contract Area on account of ownership
of the Lease or Interest which has tg¢minated. If the parry who failed 1o make the required payment shall not have been fully

reimbursed, a¢ the time of the log8, from the proceeds of the sale of Qil and Gas attributable to the lost Lease or Interest
calculated on an acreage basis, f6r the development and operating costs previously paid on account of such Lease or Incerest,
it shall be reimbursed for upfecovered actual costs previously paid by it (but not for its share of the cost of any dry hole
previously drilled or wells greviously abandoned) from so much of the following as is necessary to effect reimbursement:

(a) Proceeds of Ofl and Gas produced prior to termination of the Lease or Interest, less operating expenses and leasc
burdens chargeable hefeunder to the person who failed to make payment, previously accrued to the credit of the lost Lease or
Interest, on an acrefge basis, up o the amount of unrecovered costs;

(b) Proceplls of Oil and Gas, less operating expenses and lease burdens chargeable hereunder to the person who failed
to make payment, up to the amount of unrecovered costs accributable to chat porcion of Oil and Gas chereafcer produced and
marketed (cXcluding production from any wells thereafter drilled) which, in the absence of such Lease or Interest termination,
would be/attributable to the lost Lease or Interest ‘on an acreage basis and which as a result of such Lease or Interest
termingtion is credited to other parties, the proceeds of said portion of the Oil and Gas to be contributed by the other parties
in ppdportion to their respective interests reflected on Exhibit "A™; and, *

(<} Any monies, up to the amount of unrcc0vcred costs, that may be pa:d by any parry who s, or bccomcs cf\c owner

3. Orher Losses: All losscs of Lcascs or lnterests commmcd to this agreement, o&m—dwn—-thoac—see—forrhﬁztﬁfrrﬁn
FBrtrrd—PB2—rbove, shall be joinc losses and shall be borne by all parties in proportion to their interests fh'bwn on
Exhibit "A." This shall include but not be limited to the loss of any Lease or Interest through failure to develop o bocausc
express or implied covenants have not been performed (other than performance which requires only the payment og rhoney),
and the loss of any Lease by expiration at the end of its primary term if it is not renewed or extended. Theére:
ceadjustment of interests in the remaining portion of the Contract Area on account of any joini loss.

4. Curing Title: In the event of a Failure of Title under Arricle IV.B.1. ot a loss of title under Amclc VS’Z above. any
Lease or Interest acquired by any parcy hereto (other than the party whose interest has failed or was lost\ durmg)’hc,mmc'y
(90) day period provided by Article IV.B.1. and Article IV.B.2. above covering all or a portion of the intes

y \,' 3

or was lost shall be offered at cost o che parcy whose iacerest has failed or was lost, and the provisions of "Atticle VIl B
shall noc apply to such acquisition. o
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ARTICLE V.
OPERATOR
A, Dcsxgnmon and Responsibilities of Operacor:

enwell Energy, Inc. shall be the Operator of the Contract Area, and shall conduct
and direct and have full control of sl operations on the Contrace Area as permitted and required by, and within the limits of
this agreement. la its performance of services hereunder for the Non-Operators, Operator shall be an independent conrracror
not subject to the control or direction of the Noa-Operators excepe as to the type of operation to be undertaken in accordance
with the election procedures contained in this agreement. Operator shall not be deemed, or hold itself out as, the agent of che
Non-Operators with auchority to bind them to any obligation or liabilicy assumed or incurred by Operator as to any third
party. Operator shall conduct its activities under this agreement as a reasonable prudent operator, in a good and workmanlike
manner, with due diligence and dispacch, in accordance with good oilfield practice, and in complisnce with applicable law and
regulation, but in no event shall it have any liability as Operator to the other parties for losses sustained or liabilities incurred

except such as may result from gross negligence or willful misconduct.

B. Resignation or Removal of Operator and Selection of Successor:
1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof 1o Non-Operators.
If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Ares, ot is no longer capable of
serving as Operator, Operator shall be deemed to have resigned without any action by Non-Operators, excepe the selection of a
successor. Operator may be removed only for good cause by the affirmative vote of Non-Operators owning a majority interest
based on ownership as shown on Exhibit "A" remaining after excluding the voting interest of Operator; such vote shall not be
deemed effective until a written notice has been delivered 1o the Operator by a Non-Operator detailing the alleged default and
Operator has failed to cure the default within thirry (30) days from its receipt of the notice or, if the default concerns an
operation then being conducted, within forcy-cight (48) hours of its receipt of the notice. For purposes hereof, "good cause” shall
mean not only gross negligence or willful misconduct but also the material breach of or inabilicy to meet the standards of

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

Subject to Article VILD.1,, such resignation or removal shall not become effective unti] 7:00 o'clock AM. on the lirst
day of the calendar month following the expiration of ninery (90) days after che giving of notice of resignation by Operator
or action by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of
Operator at an earlier date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a
Non-Operator. A change of 1 corporate name or structure of Operator or transfer of Operator’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, 2
successor Operator shall be selected by the parties. The successor Operator shall be selected from the parties owning an
interest in che Contract Area ac the time such successor Operator is selected. The successor Operator shall be selected by the
affirmative vote of two (2) or more parties owning a majority incerest based on ownership as shown on Exhibit "A
provided, however, if an Operator which has been removed or is deemed to have resigned fails to vote or votes only to
succeed itself, the successor Operator shall be sclected by the affirmative vote of the party or parties owning a majority
interest based on ownership as shown on Exhibit "A” remaining after excluding the voting interest of the Operator that was
removed or resigned. The former Operator shall promptly deliver to the successor Operator all records and dara relating to
the operations conducted by the former Operator to the extent such records and data are not already in the possession of the
successor operator. Any cost of obtaining or copying the former Operacor's records and data shall be charged to the joint

account
3. Effect of Bankruptey: If Operator becomes insolvent, bankrupt or is placed in receivership, it shall be deemed to have
resigned without any action by Non-Operatars, except the selection of a successor. If a petition for reliefl under the federal
bankruptcy laws is filed by or against Operator, and the removal of Operator is prevented by the federal bankruptey court. ali
Non-Operators and Operator shall comprise an interim operating committee to serve unril Operator has elected (o reject or
assume this agreement pursuant to the Bankruptcy Code, and an election to reject this agreement by Operator as a debtor in
possession, or by a trustee in bankruptcy, shall be deemed a resignation as Operator withour any action by Non-Operacurs.
except the selection of a successor. During the period of time the operating commuttee controls operacions, all acnons shat
require the approval of two (2) or more parties owning a majoriry interest based on ownership as shown on Exhibit "A." In
the event there are only two (2) partics to this agreement, during che period of time the operating commitcee concrols
operations, a third party acceptable to Operator, Non-Opcrator and the federal bankruptey court shall be selected as 3
member of the operating commiteee, and all actions shall require the approval of two (2) members of the operating
committee without regard for their interest in the Contrace Arca based on Exhibic "A
C. Employees and Coatractors:

The number of employees or concractors used by Operator in conducting operations hereunder, their selection, and che
hours of labor and the compensation for services performed shall be determined by Operator, and all such employees or
contractors shall be the employees or contracroes of Opcracor
D. Rxghcs snd Duties of Operator:

. Competitive Rates and Use of Affiliates: All wells drilled on the Contract Area shall be drilled on 2 competitive
contract basis at the usual rates prevailing in the area. If it so desires, Operator may employ its owa tools and equipment in
the drilling of wells, but its charges therefor shall not exceed the prevailing rates in the area and the rate of sucdiRrhacges
shall be agreed upon by the parties in writing before pnllmg operations are commenced, and such work shall be pcr(g(mcd by
Operator under the same terms and condirions as arc customary and usual in the area in contracts of independent c@hitractors
who are doing work of a similar narure. All work performed or materials supplied by affiliates or related parties o(bgcmor
shall be performed or supplied at competitive rates, pursuant to written agreement, and in accordance with ms?bms and

standards prevailing in the induscry.

2. Discharge of Joint Account Obligations: Except as herein otherwise specifically provided, Operator shall promp(ly pay
and discharge expenses incurred in the development and operation of the Contract Area pursuant to this ag:ccmen‘(‘md shall
¢harge each of the parties hereto with their respective proportionate shares upon the expense basis provndcd#n Eghibit "C”
Operator shall keep an accurate record of the joint account hereunder, showing expenses incurred andi chacgcs ;:\d credits

.

made and received. -
3. Protection from Liens: Operator shall pay, or cause to be paid, as and when they become due and ym@n s
of contractors and suppliers and wages and salaries for services rendered or performed, and for matcnals suppllcd 'on, to or in

respect of the Conctract Area or any operations for the joint account theteof, and shall keep the Comnc: Arca frce from
* exclusive of Saturdays, Sundays and legal holidays -
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liens and encumbrances resulting therefrom except 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 funds of the Non-Operators advanced
or paid to the Operator, either for the conduct of operations hereunder or as a result of the sale of production from the
Contract Area, and such funds shall remain the funds of the Non-Operators on whose account they are advanced or paid until
used for their intended purpose or otherwise delivered to the Non-Operators or applied toward the payment of debts as
provided in Article VIL.B. Nothing in chis paragraph shall be construed to establish a fiduciary relationship between Operator
and Non-Operators for any purpose other than to account for Non-Operator funds as herein specifically provided. Nothing in
this paragraph shall require the maintenance by Operator of separate accounts for the funds of Non-Operators unless the
parties otherwise specifically agree.

5. Access to Contract Area and Records: Operator shall, except as otherwise prov}dcd herein, permit each Non-Operator
or its duly authorized representative, at the Non-Operator’s sole risk and cost, full and free access at all reasonable times to
all operations of every kind and character being conducted for the joint account on the Contract Area and to the records of
operations conducted thereon or production therefrom, including Operator's books and records relating thereto. Such access
rights shall not be exercised in a manner interfering with Operator’s conduct of an operation hereunder and shall not obligate
Operator to furnish any geologic or geophysical data of an interpretive nature 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 related items, including, without
limication, mecer 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. Any audit of Operator's records relating to amounts expended and the appropriateness of such expenditures
shall be conducted in accordance with the audit protocol specified in Exhibit “C.”

6. Filing and Furnishing Governmental Reports: Operator will file, and upon written request promptly furnish copies to
each requesting Non-Operator not in default 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-Operator shall provide to Operator on 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:

(a) 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 to, daily drilling reports, completion reports, and well logs.

(¢) Opeator shall adequately test all Zones encountered which may reasonably be expected to be capable of producing
Oil and Gas in 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 heid liable for errors in such estimates so long as the estimates are made in good faith,

9. lnsurance: At all times while operations are conducted hereunder, Operator shall comply with the workers
compensation law of the state where the operations are being conducted; provided, however, that Operator may be a self-
insurer for liability under said compensation laws in which event the only charge that shall be made to the joint account shall
be as provided in Exhibit "C.” Operator shall also carry or provide insurance for the benefit of the joint account of the parties
as outlined in Exhibit “D" attached hereto and made a part hereof. Operator shall require all 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 liability insurance is specified in said Exhibit “D,” or subsequently receives the approval of the
parcies, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive
equipment.

ARTICLE VI.
DRILLING AND DEVELOPMENT
A. Initial Well:

On or before the _L2th day of November , 19 96 , Operator shall commence the drilling of the Initial

Well ac 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 due diligence to 3 depth of 9,000' or a depth
sufficient to adequately test the Bone Spring Formation,
whichever is the lesser.

)

g e U Dy R
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The drilling of the Initial Well and the participation therein by all parties is obligatory, subject to Article VL.C1. as to pT‘ i¢ipation
in Completion operations and Article VLF. as to termination of operations and Article XI as to occurrence of fo /ce.ma;c&'
B. Subsequent Operations: & ! A -

1. Proposed Operations: If any party hereto should desire to drill any well on the Contract Area other than Rhef Imnnl )Wcll or
if any party should desire to Rework, Sidetrack, Deepen, Recomplete or Plug Back a dry hole or a well n\)rlqgg 'a"‘blc of
producing in paying quantities in which such party has not otherwise relinquished its interest in the proposed o "' y
this agreement, the party desiring to drill, Rework, Sidetrack, Deepen, Recomplete or Plug Back such a jwell" s;hdn‘lgi
notice of the proposed operation to the parties who have not otherwise relinquished their interest oshch. b

vé' err;en;'
i such..obiective. £00e.
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under chis agreement and to all other parties in the case uf a proposal fur Sidetracking or Deepening, specifying the work (o be
perfurmed, the Incation, proposed depth, objective Zone and the estimared cost of the operation. The parties to whom such a
notice 15 delivered shall have chirty (30) days after receipe of the notice within which 10 notify the parry proposing to do the work
whether they elect o participate in the cost of the proposed opecation. If a drilling rig is on location, notice of a proposal (o
Rewurk, Sidetcack, Recomplete, Plug Back or Deepen may be given by (c[cphonc*and the response period shall be limited to forty-
cight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a parry to whom such notice is delivered to reply
within the period above fixed shall constirute an election by that parey not to participate in the cost of the proposed operation.
Any proposal by a party to conduct an operation conflicting with the operution initially proposed shall be delivered 1o ulf purtics
within the time and in the manner provided in Article VI.B.G.

I a1l parties to whom such notice is delivered elect to participate in such a proposed operation, the parties shall be
contractually committed to participate cherein provided such operations are commenced within the time period hereafter set
forth, und Operutor shall, no later than ninety (90) duys after cxpiﬁniun of the notice period of thirty (30) days (or 33
promptly as practicable after the expiration of the forty-eight (48) hour period when u drilling rig is on location, as the case
tnay be), wcrually commence the proposed operstion and thereafier complete it with due diligence at the risk and expense uf
the parues participating therein; provided, however, said commencement date may be extended upon written notice of same
by Operutar o the other partics, for u period of up 1o thirty (30) additional days if, in the sole opinion of Operator, such
additional time is reasonably necessary to obain permits from gavernmental authorities, surface rights (including rights-of-
way) or appropriate drilling equipment, or tu complete title examination of curative marter cequired for title approval or
acceprance 1 che actual operation has not been cummenced within the time provided (including any extension thercof as
speaficaily permitted herein or in the force mujeure provisions of Article XI) and if any party hereto seill desires ta conduct
vad nuperation, written notice Prupasing same must be resubmitted to the other parcies in accordance herewith as if no prior
proposal had been made. Those parties that did not participate in the deilling of a well for which a proposal 1o Deepen ar
Swderrack 15 mude hereunder shall, if such purties desire v participate 1n the proposed Deepening or Sidetracking operation,
revmburse the Drilling Parties in accordance with Article VI.B.4. in the event of o Deepening operation and 1n accordance
with Arncle VEBS. in the event of 3 Sidetrocking uperanon,

2. Operations by less Than All Partics:

{a) Deterninadion of Participution. I any party o whom such porice s delivered as provided in Article VIB 1 r
VICH (Oprivn No. 2) elects not to participate in the proposed operation, then, in order to be enritled 1o the benefits of this
Arcicle, ¢he party or parties giving the notice and such other parcies as shall clect to participace in the operation shall, no
later than ninety (90) days after the expiration of the notice period of thircy (30) days (or as promptly as practicable after the
cxpirativn of the forty-eight (48) hour period when a drilling cig is on location, as the case may be) actually commence the
pripused vperation and complete it with due diligence. Operator shall perform all work for the account of the Consenting
Parties; provided, however, if no drifling rig or other equipment is on location, and if Operator is a Non-Consenting Parcy.
the Consenting Pardies shall cither: (i) request Operator ta perform the wark required by such proposed operatian for the
acenune of the Consenting Parties, or (if) designate one of the Consenting Parties as Operator to perform such work, The
rights and duties granted to and impused upun the Operutur under this ugreciment uee granted o und itmpused vpon the purty
designated as Operator for an operation in which the original Operator is 3 Non-Consenting Party. Consenting Parties, when
canducting operations on the Contract Area pursuant tw this Article VI.B.2., shall comply with all ierms and conditions of this

dagreement.

If less than all parties approve any proposed operacion, the proposing party, immediately aftee the expication of the
sppheuble notice perind, shall advise ull Durdies of the total interest of the parties approving such operation and its
reccommendation as to whether the Consenting Parties should proceed with the operation as proposed, Each Consenting Parry,
within forty-cight (48) hours (exclusive of Saturday, Sunday and legal holidays) after delivery of such norice, shall advise the
propusing parry of its desire to (i) limit participation to such party’s interest 3s shown on Exhibit "A™ or (i) carry only s
proportionate part (determined by dividing such parry’s interest in the Contract Arca by the interests of all Consenting Paruies in
the Contract Area) of Non-Consenting Partics’ inrerests, or (ifi) carry its proportionate part (determined as peovided in (1)) of
Non.Consenting Parties’ intereses together with all or a portion uof its proportionate part of say Non-Conseniing Parues
wntecests that any Consenting Party did not elect to take. Any interest of Noa-Consenting Psreies chat is noc carried by 3
Consenting Party shall be deemed to be curricd by the party proposing the operation if such parcy does not withdraw its
propusal. Failure to advise the proposing party within the time required shall be deemed an election under (i) . In the evenc s
drilling rig is on location, notice may be given by telephone, and the time permitted for such a response shall not exceed a
tota! of furey-eight (48) hours (exclusive of Saturday, Sunday and legal holidays). The proposing parry, at its clection, may
withdraw such proposal if there is less than 100% participation and shall notify all parties of such decision within ten (10)
days, or wichin twenty-four (24) hours if a deilling cig is on location, lollowing expiration of the applicable response period.
{f 100% subscription to the proposed opcration is obtained, the proposing party shall promptly riotify the Consenting Partices
of their proportionate interests in the 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 therein.

(b) Relioquishment of lnterest for Non-Pacticipation. The eatire cost and risk ol conducting such operations shall be
borne by the Consenting Parties in the proportions they have clected to bear same under the rerms of the preceding
paragraph. Consenting Parties shall keep the leaschold estates involved in such operations free and clear of all liens and
encumbrances of every kind created by or arising from the opcrations of the Consenting Parties. If such an operation resulis
in 3 dry hole, then subject to Articles VI.B.6. and VI.E.3., the Consenting Pactics shall plug and sbanden the well and restore
the surface location st their sole cost, risk and c)ipcnsc; provided, however, that those Non-Consenting Parties that
participated in the drilling, Decpening or Sidetracking of the well shall remain liable for, snd shall pay, their proportionate
shares of the cost of plugging and abandoning the well and restoring the surface location insofar only as those costs were not
increased by the subsequent operations of the Consenting Parties. 1f any well drilled, Reworked, Sidetracked, Deepencd.
Recompleted ur Plugged Back under the provisions of this Acticle results in a well capable of producing Oil and/o¢ Gas on
paying quantities, the Consenting Partics shall Complete and equip the well to produce st their sole cost snd risk, and the
well shall then be turned over to Operator (if the Operator did not conduct the operation) and shall be aperated by it at the
cxpense and for the account of the Consenting Partics. Upon commencement of operations for the drilling, Reworking.
Sidetracking, Recompleting, Deepening or Plugging Back of any such well by Consenting Parties in accordance wich the
provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished 1o Consenting Parties, and the
Consenting Parties shall own and be entitled (o receive, in proportion to their respective interests, all of such Non-
Consenting Pacty's interest in che well and shace of produciion therefrom or, in the case of a Reworking, Sidetracking.

= telegram, telex, telecopier, or other form of facsimile
6.
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Deepening, Recompleting or Plugging Back, or 2 Completion pursvant to Article VI.C.1. Option No. 2, all of such Non-
Consenting Party's interest in the production obtained from the operation in which the Non-Consenting Parry did not elect
to participate. Such relinquishment shall be effective until the proceeds of the sale of such share, caleulated at the well, or
markert value thereof if such share is not sold (after deducting applicable ad valorem, production, severance, and excise taxes,
royalty, overriding royalty and other interests not excepted by Article I1I.C. payable out of or measured by the production
from such well accruing with cespect to such interesc until it reverts), shall equal the total of the following:

(i £¥NM_ % of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipmen:
beyond the wellhead connections (including but not limired to stock tanks, separators, treaters, pumping equipment and
piping), plus 1009 of each such Non-Conscating Parcy’s share of the cost of operation of the well commencing with firsc
production and continuing until each such Non-Consenting Party's relinquished interest shall revert to ic under other
pravisions of this Article, it being agreed chac cach Non-Consenting Paccy's share of such costs and equipment will be that
intecese which would have been chargeable to such Non-Consenting Party had ic paccicipated in che well from the beginaing
of the operatioas; and

(i) _3_Q9__ % of (a) chat portion of the costs and expenses of drilling, Reworking, Sidetracking, Deepening,
Plugging Back, testing, Completing, and Recompleting, after deducting any cash contributions received under Arcicle VIILC,
and of (b) thar portion of the cost of newly acquired equipment in the well (to and including the wellhead connections),
which would have been chargeable to such Non-Consenting Party if it had participated therein.

Norwithstanding anything to the contrary in this Acticle VI.B., if the well does not reach the deepest objective Zone
described in the notice proposing the well for reasons other than the encountering of granite or practically impeneteable
substance or other condition in the hole rendering further operations impracticable, Operator shall give notice thereof to each
Non-Consenting Parcy who submitted or voted for an alternative proposal under Arcicle VIB.6. to drill the well to 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 to participate in the initial proposed Completion of the well by paying its share of the
cost of drilling the well to its acrual depch, calculated in the manner provided in Arricle VI.B.4. (2). If any such Non-
Consenting Party does not elect to participate in the first Completion proposed for such well, the relinquishment provisions
of this Article VI.B.2, (b) shall apply ro such parcy's interest.

(¢) Reworking, Recompleting or Plugging Back. An eclection not to participate in the drilling, Sxdc:rackmg or
Deepening of 3 well shall be deemed an clecrion not to participate in any Reworking or Plugging Back operation proposed in
such a well, or portion thereof, to which the initial non-consent election applied that is conducted ar any time prior to full
recovery by the Conseating Parties of the Non-Coasenting Party's recoupment amount. Similarly, an election not to
participate in cthe Completing or Recompleting of 2 well shall be deemed an election not to participate in any Rewarking
aperation proposed in such a well, or portion thereof, o which the initial non-consent clection applied chat is conducted ac
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 conducred during the recoupment period shall be dccmcdoparr of the
cost of operation of said well and there shall be added to the sums to be recouped by cthe Consenting Parties % of
that portion of the costs of the Reworking, Recompleting or Plugging Back operation which would have been chargeable o
such Non-Consenting Party had it participated cherein. [f such a Reworking, Recompleting or Plugging Back operation is
proposed during such recoupment period, the provisions of this Arcicle VI.B. shall be applicable as between said Consenting
Parties in said well.

(d) Recoupment Matters. During the period of time Consenting Parties are entitled to receive Non-Consenting Parry’s
share of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of all ad valorem,
production, severance, excise, gathering and other taxes, and all royaley, overriding royalty and other burdens applicable (o
Non-Consenting Parry's share of production not excepted by Article [I1.C. '

In the case of any Reworking, Sidetracking, Plugging Back, Recompleting or Deepening operation, the Consenting
Parties shall be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of all
such equipment shall remain unchanged: and upon abandonment of a wel! after such Reworking, Sidetracking, Plugging Back,
Recompleting or Deepening, the Consenting Parties shall account for all such equipment to the owners thereof, with eacn

pacty receiving its proportionate part in kind or in value, less cost of salvage.

Within ninety (90) days after the completion of any operation under this Article, the party conducting the operations
for the Consenting Parries shall furnish each Non-Consenting Parry with an inventory of the equipment in and connectes to
the well, and an itemized statement of the cost of deilling, Sidetracking, Deepening, Plugging Back, testing, Completing.
Recomplecing, and equipping the well foc production; or, at its option, the operating pacty, in licu of an itemized statement
of such costs of operation, may submit a detailed statement of monthly billings. Each month thereafter, during the time the
Consenting Parties are being reimbursed as provided above, the party conducting the operations for the Consenting Parties
shall furnish the Non-Consenting Parties with an itemized scatement of all costs and liabilities incurred in the operation of
the well, together with a statement of the quanticy of Oif and Gas produced from it and the amount of proceeds realized from
the sale of the well's working interest production during the preceding month. In determining the quantity of Oif and Gas
produced during any month, Consenting Parties shal:l use industry accepeed methods such as but not limited to metering or
peciodic well tests, Any smount realized from the sale or other disposition of equipment newly acquired in connection with
any such operation which would have been owned by a Non-Consenting Pacty had it participated therein shall be credited
against the total unreturned costs of the work done and of the equipment purchased in determining when the mrcrescrof such
Non-Consenting Party shall revert to it as above provided: and if there is a credit balance, it shall be paid to such Non-
Consenting Parcy. -

If and when the Consenting Parties recover from a Non-Consenting Parcy's relinquished interest the amounts] tovided
for above, the relinquished interests of such Non-Consenting Party shall automatically revert to it as of 7:00 a.m. d thc day
following the day on which such recoupment occurs, 2nd, from and after such reversion, such Non-Consenting rry shall
own the same interest in such well, the material and equipment in or pertaining thereto, and the production che defrom as
such Non-Consenting Parry would have been entitled to had it participated in the drilling, Sxdctrad«hgl R&Jorkmg.
Deepening, Recompleting or Plugging Back of said well. Thereafter, such Non-Conseating Parry shall b¢ chhrgcd with and
shall pay its proportionate part of the further costs of the operation of said well in accordance wuh tho fer;;\s of this

agreement and Exhibit "C" attached heretc.

3. Stand-By Costs: When a well which has been drilled or Deepened has reached its auchorized dc}:th Tha
been completed and the results thereof furnished to the parties, or when operations on the wcll’ havc Béen “ocHerwise
terminated pursuant to Article VIF, stand-by costs incurred pending response (0 a parry’s notice pqoposmg a Reworking,

~d
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Sidereacking, Deepening, Recompleting, Plugging Back or Completing uperation in such 3 well (including the period required
under Arricle VLB.6. to resolve competing proposals) shall te charged and borne as part of the drilling or Deepening
operation just completed. Stand-by costs subsequent 1o all parcies responding, or expiration of the response time permuted,
whichever firse occurs, and prior to agreement ss o the participating interests of all Consenting Parties pursuant to the terms
of the second grammatical parsgraph of Article V1.B.2. (a), shall be charged to and borne as part of the proposed operation,
bur if the proposal is subsequently withdrawn because of insufficient participation, such stand-by costs shall be allocared
berween the Consenting Parties in the propartion cach Consenting Party's interest as shown on Exhibit “A” bears to the 1otal
inierest as shown on Exhibit "A™ of 21l Consenting Paruies.

In the event that notice for a Sidctracking*opcrmon is given while the drilling rig 10 be wtilized is on location. 3ny party
muy request and receive up to five (3) additional days after expiration of the forty-cight hour response period specified o
Artcle VI wiehin which ta respond by paying for all stand-by costs and other costs incurred during such extended
respanse period; Operator may require such party 10 pay the cstimated stand-by time in advance a5 a candition to extending
the response period. If more than onc party elects to take such additional time w respond to the nctice, standby costs shall be
allocated between the pacties taking wdditional time (v respond on u day-to-day basis in che propurtion each electing party’s
interest us shown un Eixhibit “"A™ bears to the tocal interest as shown on Bxhibit "A™ of al} the clecting partics,

4 Decpening: If tess than all the parties elect 1o participate in 3 drilling, Sidetracking, or Deepening operation propused
pursuant 1o Acticle VLB.L,, the interest relinquished by the Nun-Consenting Partics to che Consencing Parties under Arciclc
V1B 2 shall relate only and be limited o the lesser of (i) the toral depih actually drilled or (ii) the objective deprh or Zone
ol which the parties were given notice under Article VI.B.1. (“Initial Objective™), Such well shall not be Deepened beyond che
Initial Objective without firse complying with this Acticle to afford the Non-Coasenting Parties the opportunity (o participate
in the Deepening operation,

tn the cvent any Cansenting Party desires o drill or Deepen a Non-Consent Well to a depth below the Initial Objective.
such party shall give notice thereof, complying with the requirements of Article VEB.I., w all parties (including Nun.
Cansenting Parties). Thereupon, Articles VI.B.I and 2. shall apply and sll pariies receiving such notice shall have che cight 1o
participate ar not parcicipate in the Deepening of such well pursuant 1o said Articles VIB.}. and 2. 1f a Deepening operation
»» approved pursuant to such provisions, and if any Non-Consenting Party elects to participate in the Deepening operation,
such Nun-Consenting party shall pay or make reimbursemenc (as the case may be) of the following costs and expenses:

(3) If the proposal to Deepen is made prior to the Completion of such well as 2 well capable of producing in paying
quantities, such Non-Consenting Party shall pay (or reimburse Consenting Parties for, as the case may be) that share of coscs
and expenses incurred in connection with the drilling of said well from the surface to the Initial Objective which Non.
Cansenting Party would have paid had such Non-Consenting Party agreed to participate therein, plus the Non-Consencing
Party’s share of the cost of Deepening and of purticiparing in any further operations on the well in accordance with the other
provisivas of this Agreement; provided, huwever, all costs {or testing and Completion or attempted Completion of the well
incureed by Consenting Parties prior to the point of actual aperations ta Deepen beyond the Initial Objective shall be lor the
sole account of Consenting Parties.

(b) {f the proposal is made for a Non-Consent Well that has been previously Completed as a well capable of producing
in paying quancities, bue is no longer capable of producing in paying quantities, such Non-Consencing Parcy shall pay (or
reimburse Consenting Parties for, as the case may be) its proportionate share of all costs of drilling, Completing, and
cquipping said well from the surface to ¢he [nitial Objective, calculated in the munner provided in paragraph (s) above, less
thase casts recouped by the Consenting Pacties from the sale of production from the well. The Non-Consenting Parry shall
olso pay its propartinnate share of sll costs uf re-entering said well. The Non-Consenting Parties” proportionate part (based
un the percentage of such well Non-Consenting Party would have owned had it previously participated in such Non-Consent
Well) of the costs of salvable macerials and equipment remaining in che hole and salvable surface equipment used in
connection with such well shall be determined in accordance with Exhibit "C." If the Consenting Parties have recouped the
cust of drilling, Completing, and equipping the well at the time such Deepening operation is conducted. then 3 Non.
Consenting Parcy may participate in the Deepening of the well with no payment for casts incusred prior to re-cncering the
well for Deepening.

The foreguing shall not imply a right of any Consenting Party o propose any Deepening for a Non-Consent Well prior
(o the drilling of such well to its Initial Objective wichout the consent of the other Consenting Parties as provided in Arcicle

VIF

S. Sidetracking: Any party having the right to participate in a proposed Sidetracking operation that does not own 2n
interest in the affected wetlbore at the time of the notice shall, upon clecting to parcicipate, tender (o the wellbore owners s
praportionate share (equal (o its interest in the Sidetracking operation) of the value of that portion of the existing wellbore
to be utilized as follows:

(a) If the proposal is for Sidetracking an existing dry hole, reimbursement shail be on the basis of the actual costs
incurred in the initial drilling of the well down (0 the depth at which the Sidetracking operation is initiated.

{b) Il the proposal is for Sidetrucking a well which has previously produced, reimbursement sholl be on the basis of
such party’'s proportionate share of drilling and equipping costs incurred in the initial deilling of the well down (o the depeh
st which the Sidetracking operation is conducted, calculated in the manner described in Article VI.B.4(b) above. Such pariy’s
proportionuate share of the cost of the well's salvable materials and equipment down to the depth at which the Sidetracking
operation is initiated shall be determined in accordance with the provisions of Exhibic "C.”

6. Order of Preference of Operations. Except as otherwise specifically provided in this agreement, if any parry desires 10
prapase the conduct of an aperation that conflicts wich a proposal that has been made by a party under this Arnicle VI, such
party shall have fifteen (15) days from delivery of the inirial proposal, in the case of 1 proposal to drill a well or 10 perform
an operation on a well where no drilling rig is on location, or twenty-lfour (24) hours, exclusive of Sarurday, Sunday and legal
hulidays, from delivery of the initial propusal, if a drilling rig is on location for the well on which such operation is (o be
conducted, to deliver to all parties entitied to participate in the proposed operation such parcy’s alternative proposal, such
slternate proposal to contain the same information required to be included in the initia) proposal. Each pacry receiving such
proposals shall elect by delivery of notice 1o Qperator within five (3) days after expiration of the proposal periud, or within
rwency-four (24) hours (exclusive of Sacurday, Sunday and legal holidays) if 3 drilling rig is va iocution for the well that s the
subject of the proposals, to participate in one of the competing proposels. Any party not electing within the time required
shall be deemed not to have voted. The proposal receiving the vote of partics owning the largest sggregate percentage
inceresc of che parcies vocing shall have priority over all other competing proposals; in the case of 3 tic vore. the

» or Deepening
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il proposal shall prevail. Operator shall deliver notice of such resubt to all parties entitled (o participate tn the operation
within five (5) days after expiration of the election period (or within twenty-four (24) hours, exclusive of Saturday, Sunday
snd legal holidays, if a drilling rig is on lucatiun). Bach party shall then have (wo (2) days {ar cweaty-four (24) hours if a r1g
s an location) from receipe of such notice to elect by delivery of notice to Operator to participate in such operation or to
relinquish interest in che affected well pursuanc to the provisions of Article V1.B.2.; failure by a party to deliver notice within
such peciod shall be deemed an election not to participate in the prevailing proposal.

7. Conformity o Spacing Pattera. Notwithstunding the pravisions of this Aeticle VI.B.2., it is agreed that no wells shall be
prupused to be drilled to or Completed in or produced from a Zone from which a well located elsewhere on the Contract
Arca is producing, unless such well conforms to the then-existing well spacing patsern for such Zone, *

8. Paying Wells. No party shall conduct any Reworking, Deepening, Plugging Back, Completion, Recompletion, or
Sidecracking operation under chis agreement with respect to any well then capable of producing in paying quantities cxcept
with the consent of all pacties that have nat relinquished interests in the well at the (ime of such operation.

C Completion of Wells; Reworking and Plugging Back:

I Completion: Without the consent of all parrics, no well shall be drilled, Deepened or Sidetracked, cxcept any well
drilled, Deepened or Sidetcacked pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the dnilling,
Deepening or Sidetracking shall include:

0O  Oprion No. 1: All necessary expenditures for the drilling, Deepening or Sidetracking, testing, Complcting and

equipping of the well, including necessary tankage and/or surface 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 resubs
thereof furnished to the parties, Operator shall give immediare notice o the Non-Operators having the right (o
participate in a Completion attempt whether or not Operator recommends atcempting to Complete the well,
together with Operator's AFE for Completion costs if not previously provided. The patties receiving such notice
shall have forry-cight (48) hours (exclusive of Sacurday, Sunday and lega! holidays) in which to elect by delivery of

notice to Operator o participate in a recommended Completion. attempi-orio-make-a-Completionpropoyet-with-rn
recompenyimg—AFB. Operator shall deliver any such Completion proposal, srem—Gompletion—proposel—contienng
weth—Opesators—proposal, 10 the other parties entitled (o participate n—such—~Compiction—imsccordnnec—with-the
procedwres—specHiod—a—Arseted-8.6. Election 1o participare in o Completion attempt shall include consent 1o all
necessary expenditures for the Cumpleting and equipping of such well, including necessary cankage and/or surface
facilities but excluding any stimulation operation not contained on the Completion AFE. Failure of any party
receiving such notice to reply within the perivd abave fixed shall constitute an election by that parry not to
participate in the cost of the Completion artempt; provided, that Article V1LB.S. shall control in the case of
canflicting Completion proposals. If une or more, buc less than all of the parties, elect (o attempt 3 Completion, the
provisions of Article VI.B.2. hereol (the phrase “"Reworking, Sidetracking, Deepening, Recompleting or Plugging
Back” a5 contained in Article VI.B.2. shall be decmed to include "Completing™) shall apply to the operstions
thereafter conducted by less than all parties; provided, however, that Article VI.B.2 shall apply separately 10 each
separate Completion or Recompletion attempt undertaken hereunder, and an election to become 2 Non-Consenting
Purty 35 to one Compledion or Recampletinn artempt shall not prevent a parry from becoming a Consenting Parry
in subsequent Completion or Recompletion atcempts regurdless whether the Consencting Parties as to carlier
Completions or Recompletions have recouped their costs pursuant (o Acticle VIB.2.; provided further, that uny
recoupment of costs by a Consenting Party shall be made solely from the production attributable to the Zone in
which the Completion attempt is mude. Election by a2 previous Non-Consenting Party to participate in a subsequent
Completion or Recompletion attempr shall require such party to pay its proportionate share of the cost of salvable
materials and equipment installed in the well pursuant o the previous Completion or Recompletion sttempt,
insofar and anly insofar as such materials and cquipment benefit the Zone in which such party participates in 3
Completion attempt.

2. Rework, Recomplete or Plug Back: No well shall be Reworked, Recompleted or Plugged Back except 8 well Reworked,
Recompleted, or Plugged Back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the Reworking,
Recompleting or Plugging Back of a well shall include all necessary expenditures in conducting such operations and
Completing and equipping of said well, including necessary tankage and/or surface facilities.

D. Other Operations:
Operator shall not undertake any single project reasonably estimated (o require an expenditure in excess of
Thirry Thousand Dollars ($ 30,000.00 ) except in connection with the
drilling, Sidetracking, Reworking, Deepening, Completing, Recompleting or Plugging Back of 2 well that has been previously
autharized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden
emergency, whether of the same or different narure, Operator may take such steps and incur such expenses as in its opinion
are required to deal wich the emergency fo safeguard life and property but Operator, as promptly as possible, shall report the

emesgency to the other parties. If Operator prepares an AFE for its own use, Operator shall furnish any Non-Operator 50
{ Twenty-five Thousand  poljirs

cequesting an information copy thereol for any single project costing in excess o

( $ 25.000.00 ) Any parcy who has nut relinquished its interest in s well shall have the right (o propose that
Operator perform repaiz work or undertake the instsllation of artificial lift equipment or ancillary production facilities such a3

sale water disposal wells or to conduct additional work with respect to a well drilled hereunder or other similar project (but
not including the installation of gathering lines or other teansportation or marketing facilities, the installation of which shall
be governed by separate agrecment between the partics) reasonably estimated to require an expendirure in excess of the
amount firsc set forth above in this Article VLD, (except in connection with an aperation required (o be proposed under
Acticles VIB.1. or VL.C1. Option No. 2, which shall be governed exclusively by those Articles). Operator shall deliver such
proposal to all parties entitled to participate therein. If within thircy (30) days thereof Operator sccures the wricten consent
of any parcy or parties owning at least % of the interests of the parties entitled o participate in such operation,
cach paccy haviag che right to participate in such project shall be bound by the terms of such proposal and shall be obligated
to pay its proportionate share of the costs of the proposed project as if it had consented (o such project pursuant (o the terms
of the proposal.

E. Abandonment of Wells:
1 Abandonment of Dry Holes: Except for any well drilled or Deepened pursuant o Article VI.B.2., any well which has

been drilled or Decpened under the terms of this agreemens and is proposed to be completed as 3 dry hole shall not be

= or such well has been approved as an exception to the existing spacing
pattern for such zone by che appropgiace regulacory agency.
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plugged and abandoned without the consent of all parties. Should Operator, after diligent effort, be unable to contact any
parry, or should any party fail to reply within forty-cight (48) hours (exclusive of Saturday, Sunday and legal holidays) after
delivery of notice of the prbpos:l to plug and abandon such well, such parry shall be deemed to have consented to the
proposed abandonment. All such wells shall be plugged and abandoned in accordance with applicable regulations and at the
cost, risk and expense of the parties who participated in the cost of drilling or Deepening such well. Any party who objects to
plugging and abandoning such well by notice delivered to Operator within forry-eight (48) hours (exclusive of Sarurday,
Sunday and legal holidays) after delivery of notice of the proposed plugging shall take over the well as of the end of such
forry-eight (48) hour notice period and conduct further operations in search of Oil and/or Gas subject to the provisions of
Article VLB.; failure of such party to provide proof reasonably satisfactory to Operator of its financial capability to conduct
such operations or (o take over the well within such period or thereafter to conduct operations on such well or plug and
abandon such well shall entitle Operator to retain or take possession of the well and plug and abandon the well. The parry
taking over the well shall indemnify Operator (if Operator is an abandoning parry) and che other abandoning parties against
liabiliry for any further operations conducted on such well except for the costs of plugging and abandoning the well and
restoring the surface, for which the abandoning parties shall remain proportionately liable.

2. Abandonment of Wells That Have Produced: Except for any well in which 2 Non-Consent operation has been
conducted hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has
been completed as a producer shall not be plugged and abandoned without the consent of all parties. If all parties consent (o
such abandonment, the well shall be plugged and abandoned in accordance with applicable regulations and at the cost. risk
and expense of all cthe parties hereto. Failure of a parry to reply within sixcy (60) days of delivery of notice of proposcd
abandonment shall be deemed an election to consent to the proposal. If, within sixty (60) days after delivery of notice of the
proposed abandonment of any well, all parties do not agree to the abandonment of such well, those wishing to contnue 1ts
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 indemnify Operator (if Operator is an abandoning parry) and the other abandoning parties
against liability for any further operations on the well conducted by such parties. Failure of such party or parties 1o provide
proof reasonably satisfactory to Operator of their financial capability to conduct such operations or to take over the well
within the required period or thereafter to conduct aperations on such well shall entitle Operator to cetain or take possession
of such well and plug and abandon the well.

Parties taking over a well as provided herein shall tender to each of the other parties its proportionate share of the value of
the well's salvable material and equipment, determined in accordance with the provisions of Exhibiz "C,” less the estimated cost
of salvaging and the estimated cost of plugging and abandoning and restoring the surface; provided, however, that in the event
the estimated plugging and sbandoning and surface restoration costs and che estimated cost of salvaging are higher chan the
value of the well's salvable material and equipment, each of the abandoning parcies shall tender to the parties continuing
operations their proportionate shares of the estimated excess cost. Each abandoning party shall assign to the non-abandoning
parties, without warranty, express or implied, as to title or as to quantiry, or fitness for use of the equipment and material, all
of its interest in the wellbore of the well and related equipment, together with its interest in the Leasehold insofar and only
insofar as such Leaschold covers the right to obtain production from that wellbore in the Zone then open to production. If the
interest of the abandoning party is or includes an Oil and Gas Interest, such party shall execute and deliver to the non-
sbandoning party or parties an oil and gas lease, limited to the wellbore and the Zone then open 1o production, for a term of
one (1) year and so long thereafter as Oil and/or Gas is produced from the Zone covered thereby, such lease to be on the form
attached as Exhibit “"B.” The assignments or leases so limited shall encompass the Drilling Unit upon which the well is located
The payments by, and the assignments or leases to, the assignees shall be in 2 ratio based upon the relationship of their
respective percentage of participation in the Contract Area to the aggregate of the percentages of participation in the Contrac
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 further responsibility, liability, or interest in the operation of or production
from the well in the Zone then open other than the royalties retained in any lease made under the terms of this Article. Upon
request, Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and
charges contemplated by this agreement, plus any additional cost and charges which may arise as the result of the separaze
ownership of the assigned well. Upon proposed abandonment of the producing Zone assigned or leased, the assignor or lessor
shall then have the option to repurchase its prior interest in the well (using the same valuation formula) and participate n

furcher operations therein subject o the provisions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Article VLE.l. or VLE.2. above shall be applicable as
berween Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided,
however, no well shall be permanently plugged and abandoned unless and until all parties having the right to conduct further
operations therein have been notified of the proposed abandonment and afforded the opportunity to elect to take over the well
in accordance with the provisions of this Article VLE.; and provided furcher, that Non-Consenting Parties who own an interest
in 2 portion of the well shall pay their proportionate shacres of abandonment and surface restoration costs for such well as
provided in Acticle VI.B.2.(b).

F. Termination of Operations:

Upon the commencement of an operation for che drilling, Reworking, Sidetracking, Plugging Back, Deepening, testing,
Completion or plugging of a well, including but not limited to che Initial Well, such operation shall not be terminated without
consent of parties bearing 22 % of the costs of such operation; provided, however, that in the event granitefor other
practically impenetrable substance or condition in. the hole is encountered which renders further operations irﬁ‘bracncall
Operator may discontinue operations and give notice of such condition in the manner provided in Article VL.B.I¢rand the
provisions of Article VLB, or VLE. shall thereafter apply to such operation, as appropriate. 4,"_

G. Taking Production in Kind: "
@  Option No. 1: Gas Balancing Agreement Attached ',
Each party shall take in kind or separately dispose of its propoctionate share of all Qi and Gas produccd from the
Contract Area, exclusive of production which may be used in development and producing operations and mjmplpng and
treating Oil and Gas for marketing purposes and production unavoidably lost. Any extra expenditure tncutrsd in'the taking
in kind or separate disposition by any party of its proportionate share of the production shall be borne by ‘such: party Any

party taking its share of production tn kind shall be required to pay for only its propartionate share of ch 0!
Operator's surface facilities which 1t uses vm;;ﬂﬁi

-~ Y.

Each party shall execute such division orders and contracts as may be necessary for the:sale of its interest in
production from the Contract Area, and, excepe as provided in Article VILB,, shall be cmitl'ﬁg,'qq recetve paymen:

.10 -
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dirccely from the purchaser thereof for its share of all production.

I any parry fails to make the arrangements necessary to take in kind or scparately dispose of its proportionare
share of the Oil produced from the Contract Area, Operatar shall have the cight, subject (0 the revocacion at will by
the party owning it, but not the nbligation, 1o purchase such Oil or sell it to others at any time and from time 10
tme. for the account of the non-taking party. Any such purchase or sale by Operator may be terminated by
Operatar upon at lesst ten (10) days written notice o the owner of said production and snall be subject always 1o
the right of the owaer of the production upon a1 least sen {10 duys written notice to Operutor ta excrone 4t any
ame ies right to take in kind, or separately dispose of, its share of all Oil not previvusly delivered (o a purchuser
Any purchasc or sale by Operacor of 3ey acher party’'s shace of Oil shall be only for such reasonable periods of time
s are consistent with the minimum needs of the industry under the particular circumstances, but 1 no event for 3
period in excess of ane () year

Any such sale by Operator shall be in a2 manner commercially reasonable under the circumstances but Operator
shall huve no duty o share any existing market or to obtain a price equal to that received under any existing
market. The sale or delivery by Operator of 2 non-taking party’s share of Qil under the terms of any existing
conceace of Operator shall not give the non-taking party any interest in or make the non-taking party a parry to said
contract. 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 to be paid or the pricing basis 16 be used.

All parties shull give timely written natice o Operatae of their Gus marketing seringements fore the follawing
munth, excluding price, and shall notify Operator immediately in the event of 3 change in such arrangementcs.
Operator shall maintain records of all marketing arrangements, and of volumes actually sold or transported, which
recards shall be made available to Nan-Operators upon reasonable request,

In the evenc one or more parties’ sepurute disposition of its shure of the Gas cuses split-sircam deliverts o separace
pipclines snd/or deliveries which un 3 duy-to-duy basis for any reuson are nor exactly equal o a parry's respeciive propornion-
ate share of toal Gas sales to be allocated 0 it, the balanxing or accounting between the paries shall be in accordance wich
any Cns balancing agreement berween the parties hercto, whether such an ugreement s attached as Exhibit "L7 or s &
wparate agreetnent. Operator shall give aatice ta all parties of the liest ssles of Gus feom any well under this agreement

O Option No. 2: No Gas Balancing Agreement:

Each party shatl tuke in kind or separarely dispose of oy proportionare share of all Oif und Gas produced [rom
the Contract Arcu, exclusive of productian which muy be used i development und peoduciny aperationn and
prepuning and treating Oil und Gas for marketing purposes snd production unnvoidubly lost. Any exera expenditure
incurred in the taking in kind or scpurate disposition by uny party of 1ts proportionate share of the production shull
be burne by such party. Any party taking its shace of productiun in kind shall be required to pay fur only s
propurtionate share of such part of Operator's surface fucilities which it uses.

Each parcy shall exceute such division orders and contraces as may be necessary for the sale of its interest in
production from the Contract Area, and, except as provided in Acticle VILB., shall be earitled ta receive psyment
directly from the purchaser thereof for its share of all production.

If uny purty fuils to muke the arrungements necessary (o tuke in kind or separately dispose of its prapactionate
share of the Oil and/or Gas produced from the Contract Area, Operator shall have the right, subject 1o the
revixation at will by the party owning i1, but not the obligation, to purchase such Oil and/or Gus or sell it 1o others
at any time and from time to time, for the account of the non-taking party. Any such purchase or sale by Operator
may be terminated by Operator upon ut least ten (10) days written nocice to the owner of said production and shail
be subject always to the right of the uwner of the production upon ac least ten (10) duys written notice to Operator
to exercise its right o take in kind, or separately dispose of, its share of all Qil and/or Gas not previously delivered
to a purchaser, pravided, however, that the effective date of any such revocation may be delerred ac Opecacors
election for a period not 1o exceed ninety (90) days il Operator has committed such production 10 2 purchase
contract having a term extending beyond such ten (10) -day period. Any purchase or sale by Operutor of any vther
party’'s share of Oil and/or Gas shall be only for such reasonable periods of time as are consistent with the
minimum nceds of the industey under the particular circcumstances, but in no event fur a period in excess of une (12
ycar.

Any such sale by Operator shall be in a2 manner commercially reasonable under the ciccumstances. but Operarar
shall have no duty to share any existing market ur transportation arrengement or to obtuin 3 prive or transportalion
fee equal to ¢hat received under any existing marker or teansporcation arrangement. The sale or Jdehivery by
Operator of a non-taking parry’s share of production under the terms of any existing coatract of Operator shall nor
give the non-taking party any interest in or make the non-taking party 3 party 1o s3id contract. No purchase of Qi
and Gas and no sale of Gas shall bc made by Operator without first giving the non-taking party ten days writcen
notice of such intended purchase or sale and che price (0 be paid or the pricing basis (o be used. Operator shull give
notice tv all parties of the first sale of Gas from any well under this Agreement.

All parties shall give timely written notice to Operator of their Gas marketing arrangements for the following
month, excluding price, and shall notify Operator immediately in the event of 2 chunge in such arrangements.
Operacor shall maineain records of all marketing arrangements, and of volumes actually sold or transported, which
records shall be made available to Non-Operators upon reasonable request.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES
A. Lisbility of Parties:

The liabitity of the parties shall be several, noc joinc or collective. Each party shall be cesporsible only for s obligations,
and shall be liable only for its proportionate share of the costs of developing and operating the Contrace Area. Accordingly, the
hens granted among the parties in Article VILB. are given to secure only the debts of each severally, and no parey shall have
any liability to thied parties hereunder o sacisly che default of any other parcy in the payment of any expense oc obligation
hereunder. It is not the intention of the parties to create, nor shull this agreement be construed as creating, 8 mining of vther
partnership, juint venture, agency relationship or association, or to render the parties liable as purtners, co-venturees, or
principals. In their relations with each other under this agreement, the parties shall not be considered fiduciarics or to have
established 3 confidential relationship but rather shall be free ta act on an arm's-leageh basis in accordance with their own
cespective self-interest, subject, however, to the obligation of the parties to 3¢t in good faich in their dealings with cach orher

with respect 10 activities hercunder.
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B. Liens and Security Interests:

Each parry grants to the other parties hereto 2 lien upon any inrerest it now owns or hereafter acquires in Oil and Gas
feuses und Qi and Gas Interests in the Contract Area, and a sccurity interest and/or purchase money security interest in any
inrerest it now awns or herealter acquires in the personal properey and fixrures on or vsed or obtained for use :n connection
therewith, tu secure performance of ull of its obligations under this agreement including but not limited to payment of expensc.
interest und fees, the proper disbursement of all manies paid hereunder, the assignmenc or relinquishment of incerest in Oil
and Gus leases as required hereunder, and the proper performance of operations hereunder. Such lien and securiry sneerest
granted by cach party hereto shall include such party’s leaschold interests, working interests, operating rights, and ruyalty and
overriding royaley interests in the Concract Area now uwned or hereafter acquired and in lands pooled or unitized therewith or
orherwise becoming subject to this agreement, the Oit and Gas when extracted therefrom and equipment siruated thereon or
used o obtained fur use in connection therewith {including, without limitation, all wells, tools, and rubular goods), snd accounts
tnduding withaue imitation, sceounts acising from gas imbulunces ur from the sale of Oil and/or Gas at the wellhead)
coniract rights. inventory and general intangibles relating thereto or arising therefrom, and all proceeds and products of the
inregoing

T perfect the lien and security agreement provided herein, cach party hereto shall ‘execute and acknowledge the recording
supplement and/or any linancing statement preparcd and submitted by any parry hereto in conjunction herewith or at any nme
fullowing execution hereof, and Operator is authorized to file this agreement or the recording supplement executed heres/ith as
a lien or mortgage in the applicable real estate records and as a financing statement with the proper officer under the Uniform
Commercial Code in the state in which the Contract Area is situated and such other states as Operator shall deem appropriate
10 perfect the security interest granted hereunder. Any parry may file this agreement, the recording supplement executed
herewith, or such other documents as it deems necessary as a lien or morcgage in the applicable real estate records and/or 3
financing statement with the proper officer under the Uniform Commercial Code.

Each parcy represents and warrants o the other parties hereto that the lien and security interest granted by such party 10
the other parties shall be 3 firse and prior lien, and cach party hereby agrees to maincain the priority of said lien and securicy
interest against all persons acquiring an interest in Oil and Gas Leases and Interests covered by chis agreement by, through or
under such party. All pacties acquiring an interest in Oil and Gas Leases and Oil and Gas Interests covered by this agreement,
whether by assignment, merger, mortgage, operatiun of law, or otherwise, shall be deemed to have taken subject
0 the lien and security interest granted by this Article VILB. as to all obligations attribuiable to such interest hercunder
whether ur not such obligations arise before or ulter such interess is acquired.

Ta the extent that parties have a sccurity interest under the Uniform Commercial Code of the state in which the
Cantract Area is situated, they shall be entitied to exercise the rights and remedies of a secured party under the Code
The bringing of a suit and the obtaining of judgment by a party for the secured indebtedness shall not be deemed an
electivn of remedies vr atherwise affect the lien rights or security interest as security for the payment thereol In
3ddition, upon default by any party in the payment of its share of expenses, interests or fees, ot upon the improper use
ol funds by the Operator, the other parties shall have the right, without prejudice to other rights or remedies, to collect
from the purchaser the proceeds from the sale of such defaulting party’s share of Qil and Gas until the amount owed by
such party, plus interest as provided in "Exhibir C.7 has been received, and shall have the right o offset the amoun:
owed against the proceeds from the sale of such defauliing party’s share of Qil and Gas. All purchasers of productien
may rely on a notification of default from the non.defaulting party or parties stating the amount due as a result of the
default, and all parties waive any recourse available againsc purchasers for releasing production proceeds as provided in
this paragraph.

If any parry fails to pay its share of cost within one hundred twenty (120) days after rendition of a statement therefor by
Operator, the non-delaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amounst in the
proportion that the interest of each such parry bears o the interest of all such parties. The amount paid by each parry so
paying its share of the unpaid amount shall be secured by the liens and security rights described in Arcicle VILB., and cach
paying party may independently pursue any remedy available hereunder or otherwise.

If any party does not perform all of its obligations hereunder, and the failure to perform subjects such parey to foreclosure
ar execution proceedings pursuant o the provisions of this agreement, to the extent allowed by governing law, the defaulting
pacty waives any available right of cedemprion from and alter the date of judgment, any required valuation or appraisement
of the mortgaged or secured property prior te sale, any available right to stay execution or 1o require a marshalling of assecs
3nd any required bond in the event a receiver is appointed. In addirion, to the extent permitted by applicable law, each parry
hereby grants to the other parties a power of sale as to any property that is subjecr co the lien and securicy rights granted
nereunder, such power (o be exercised in the manner provided by applicable law or otherwise in 2 commercially reasonable
manner and upon reasonable notice.

Each parry agrees that the other pacties shall be entitled o utilize the provisions of Oil and Gas lien law or other lien
law of any state in which the Contract Area is situated to enforce the obligations of cach party hereunder. Without limiting
the generality of the foregoing, to the extent permitted by applicable law, Non-Operators agree that Operator may invoke or
atihize the mechanics’ ar macerialmen’s lien law of the state in which the Contract Area is situated in order 10 sercure the
puyment to Operator of any sum due hereunder for services performed or materials supplied by Operator.

C. Advances:

Operator. at its clection, shall have the right from time to time (0 demand and reccive from one or more of the othes
parties payment in advance of their respective shares of the estimated amount of the expense fo be incucred in operations
hereunder during the next succeeding moath, which'right may be excrcised only by submission to each such party of an
itemized statement of such estimated expense, together with an invoice for ity share theceof. . Each such statement and invoice
for the payment in advance of estimated expense shall be submitted on or before the 20th day of the next preceding month
Each parry shall pay to Operstor its proportionate share of such estimace within fifceen (13) days after such estimate and
invoice is received. Lf any party fails to pay its share of said escimate within said time, the amount due shall bear interest as
provided in Exhibit “C" until paid. Proper adjustment shall be made monthly berween advances and actual expense to the end
that cach parcy shall bear and pay its proportionate share of actual expenses incurred, and no more.

D. Defaults and Remedies: : 3
[f any party fails to discharge any [inancial obligation under this agreement, including without limitation the failure o

make any advance under the preceding Article VII.C. or any other provision of this agreement, wichin the petiod required for
such payment hereunder, then in addition to the remedies provided in Article VILB. or clsewhere in this agreement, the
remedies specified below shull be applicable. For purposes of this Article VILD., all notices and elections shall be deliverec

L12.
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only by Operator, except that Operator shall deliver any such norice and clection requested by a non-defaulting Non.Operator,
and when Operator is the parry in default, the applicable nutices and clections can be delivered by any Non.Operator
Election of any one or more of the following remedies shall not preclude the subsequent use of any orther remedy specificd
below or otherwise available to a non-defaulting parry.

1. Suspension of Rights: Any parry may deliver to the parry in default a Notice of Default, which shall specify the default,
specify the action 10 be taken (o cure the default, and specify that failure 10 take such i(gon will ¢ g in the exercise of one
or more of the remedies provided in this Acticle. If the default is not cured wichin m dgjl: o)( the delivery of such
Notice of Defaulr, 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-defauiting parcy or parties to continue to enforce the obligations of
the defaulting parcy previously accrued or thereafter accruing under this agreement. If Operator is the parry in default, the
Non-Operators shall have in addition the right, by vote of Non-Operators owning a majority in interest in the Contract Ares
after excluding the voting interest of Operator, to appoint 2 new Operator effective immediately. The rights of s defaulting
parry that may be suspended hereunder at the election of the non-dcf:ullting pardies shall include, without limitation, the right
t0 receive information as to any operation conducted hercunder during the period of such defaulr, the right to elect to
parncipate in an operation proposed under Article VIB of this agreement, the right o participate in an operation being
conducied under this agreement even if the party has previously elected (o participate in such operation, and the right to
receive proceeds of production from any well subject to chis agreement.

2 Suit_for Damages: Non-defaulting parties or Operator for the benefit of non-defaulting parties may sue (a1 joins
account expense) to collect the amounts in default, plus interest accruing on the amounts recovered from the dace of default
until the date of collection at the rate specified in Exhibit “C" attached hereto. Nothing herein shall prevent any party from
suing any defaulting parcy to collect consequential damages accruing to such parry as a resule of the defaule,

3. Deemed Non-Consenr; The non-defaulting party may deliver a written Notice of Non-Consent Election o the
defaulting parry at any time after the expiration of rhcgag.f-g?)nm(c period following delivery of the Notice of Delfault, 1n
which event if the billing is for the drilling of 2 new well or the Plugging Back, Sidetracking, Reworking or Decpening of 2
well which is to be or has been plugged as a dry hole, or for the Completion or Recompletion of any well, the defaulung
party will be conclusively deemed to have elecred not o participate in the operation and to be a Non-Consenting Parey with
respect thereto under Article VIB. or VI.C, as the case may be, w the extent uf the costs unpuid by such puarty
notwithstanding any election to participate thercrofore made. If election is made to proceed under this provision, then the
non-defaulting parties may not elece to sue for the unpaid amount pursuanc to Arcicle VILD.2,

Until the delivery of such Notice of Non-Consent Election (o the defaulting party, such party shall have the right to cure
s default by paying its unpaid share of costs plus interest at the rate set forth in Exhibit "C." provided, however, such
payment shall not prejudice the rights of the non-defaulting parties (o pursue remedics for damages incurred by the non-
Jefaulting partics as 3 result of the default. Any incerest relinquished pursuant to this Article VILD.3. shall be offered to the
non-defaulting parties in proportiun to their interests, and the non-defaulting purtics electing to participate in the ownership
of such interest shall be required to contribute their shar the def amount upon their election to participate therein

4. Advance Payment: T?a default is not cured wichinﬁ&%&y‘%%) aysiof the delivery of a Notice of Di(aulr,pOpcratOr, or
Non-Opcratars  if Opcrator is the defaulting parry, may chereafter require advance payment from the delaulting
party of such defaulting party's anticipated share of any item of expense fur which Operutur, or Non-Operators, as the case muy
b would be entitled 1o reimbursement under any provision of this agreement, whether or not such expense was the subject of
the previous default. Such right includes, but is not limited tv, the right to require advance payment for the esumated costs of
dedling 3 well or Completion of a well as to which an clection o participate in drilling or Completion has been made !f the
defaulting parey fails (o pay the required advance payment, the non-defaulting parties may pursue any of the remedies provided
in this Article VILD. or any other default remedy provided clsewhere in this agreement. Any excess of funds advanced remaining
when the operation is completed and all costs have been paid shall be prompily recurned (o the advancing parry.

5. Costs and Auorncys’ Fees. In the event any party is required (o bring legal proceedings to enforce sny financiat
obligation of a party hereunder, the prevailing party in such action shall be entitled to recover all court costs. costs ol
collection, and a reasonable attorney’s fec, which the lien provided fur herein shall also secure.

E. Rentals, Shut-in Well Payments and Minimum Royalties:

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid
by %Wmmqﬁﬁggéﬂ% at.its-or thew—enpense. In the event two or more parties
own 1nd have contributed interests in the same lease to this agreement, such parties may designate one of such parties (o
make said payments for and on behalf of all such parties. Any party may request, and shall be entitled to receive, proper
evidence of all such payments. In the event of failure to make proper payment of any rental, shut-in well payment or
minimum royalty through mistake or oversight where such payment is required o continue the lease in force, any loss which
tesults from such non-payment shall be borne in sccordance with the provisions of Article IV.B.Z, 3

Operator shall notify Non-Operators of the anticipated completion of a shut-in well, or the shutting in or cetuen o
production of a producing well, at least five (3) days (excluding Saturday, Sunday snd legal holidays) prior 1o taking such
action, or at the carliest opportuniry permitted by circumstances, but assumes no liability for failure to do so. In the event of
failure by Operator to so notify Non-Operators, the loss of any lease coneributed hereto by Non-Operators for failure 10 make
tmely payments of any shut-in well payment shall be borne joinily by the parties hereto under the provisions of Arncle
IVB}

F Taxes:
Beginning with the firse calendar year after the effeciive date hercol, Operator shall render for ad valurem taxation 2!

propercy subject to chis agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed
(hereon belore they become delinquent. Prior to the renditiun date, cach Non-Operacor shall furaish Operator informanion as
to burdens (1o include, but not be limited to, royalties, overriding royalties and production paymencs) on Leases and Odl and
Gas Interests contributed by such Non.Opcrator. If the assessed valuation of any Lease is reduced by reason of jis being
subject to outstanding excess royalties, overriding royalties or production payments, the reduction in 3d valorem taxcs
resulting therefrom shall inure to the benefit of the owner or owners of such Lease, and Operator shall adjust che charge 10
such owner or owners s0 as to reflect the benefit of such reduction. If the ad valorem taxes ace based in - whole or in par:
upon separate valuations of esch parry’s working interest, then notwithstanding snything to the contrary hecein, chacges (o
the joint account shall be made and paid by the parties hereto in accordance with the tax value generated by cach parcys
working interest. Operator shall bill the uther pacties for their proportivnute shures of all tux payments in (he manner

provided in Exhibit "C."
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It Operator considers any tax assessment impeoper. Operator may, at its discretion, protest within the tme and manner
presceibed by law, and prosccute the procese 0 a final determination, unless all parties agree o abandoa the protest prioe to fina:
determinacion. During the pendency of administrative or judicial proceedings, Operator may elect 1o pay, under procest, all such taxes
and any interest and penalry. When any such protested assessment shall have been finally determined, Operator shall pay the tax for
the joint account, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be
paid by them, as provided in Exhibic "C.”

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

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

The leases covered by this agreement, insalar as they embrace acreage in the Contract Area, shall not be surrendered in whole
aran parc unless all parties consent thereto. “

However, should any party desire 10 surrender its interest in any Lease or in any portion thereof, such parry shall give written
notice of the proposed surrender to all parties, and the parties to whom such notice is delivered shall have thirry (30) days after
delvery of the notice within which o motify the parey propasing the surrender whether they clect to consent thereto. Failure of
party to whom such notice is delivered to reply within said 30-day period shall constitute a consent (o the surrender of the Leases
described in the notice. [f all parties do nut agree or consent thereto, the party desiring o surrender shall assign, without express or
implied warranty of title, all of its interest in such Lease, or partion thereof, and any well, material 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 party is or includes an Oil and Gas Interest, the assigning party shall execute and deliver 1o the parry or parties nor
consenting 10 such surrender an oil and gas lease covering such Oil and Gas Interest for a term of one (1) year and so Jong
thereufter as Oil and/ur Gas is prduced from the land covered chereby, such lease to be an the form atrached hereto as Exhibic 7B
Upan such assignment or lease, the assigning parcy shall be relieved from all vbligations therealter accruing, but not theretofore
accrued, with respect to the interest assigned or leased and the operation of any well ateriburable thereto, and the assigning parry
shall have na further interest in the assigned or leased premises and its equipment and production ocher than the royalties retained
i uny lease mude uader the wrns of this Article, The purry assignee or lessee shall pay 1o the party assignor or lessor the
reusonable salvage value of the latter’s interest in any well's salvable materials and equipment artriburable o the assigned or leased
acreage. The value of all sulvable materials and equipment shall be determined in accordance with the provisions of Exhibit "C.” less
the estimuted cost of salvaging and the estimated cust of plugging and abandoning and restoring the surface. If such value is less
than such custs, then the party assignor or lessor shall pay to the parry assignee or lessee the amount of such deficit. If the
assignment ur dease is in favoe of more than one party, the interest shall be shared by such parties in the proportions that the
wntcrest of each bears to the total interest of all such parties. If the interest of the parties to whom the assignment 15 (0 be made
vanies accurding o depth, then the interest ussigned shall similurly eeflect such variunces.

Any assignment, lease or surrender made under chis provision shall not reduce or change the assignor’s, lessor’s or surcendering
parry's interest as it wus immediately before the assignment, lease or surrender in the balunce of the Contract Area; and the acreuge
assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this
agreement but shall be deemed subject to an Operating Agreement in the form of this agreement.

8. Renewal or Extension of Leases:

If any party secures a renewal or replacement of an Oil and Gas Lease or Interest subject to this agreement, then all other pariics
shall be notified prompely upon such acquisition or, in the case of a replacement Lease taken before expiration of an existing Lease,
promptly upon expiration of the existing lease. The putries notified shall have the right for 2 period of thirry (30) days following
delivery of such notice in which to elext to participate in the ownership of the renewal or replacement Lease, insofar as such Lease
alfects lands wichin the Contract Area, by paying (o the party who acquired it their proportionate shares of the acquisition cos:
allo€ated to that part of such Lease wichin the Contract Area, which shall be in proportion (o the interests held at thar time by the
parties in the Contrac Area. Each parry who participates in the purchase of a renewal or replacement Lease shall be given an
assignment ul ws proportivnate interest therein by the scquining parcy.

If some, buc less than all, of the partics clect <0 participate in the purchase of a rencwal or replacement Lease, 1t shall be owned
by the parties who clect to paricipate therein, in 1 ratio based upon the relationship of their respective percentage of participation in
the Concract Area to the aggregate of the percentuges of participation in the Contract Area of all purties participating in the
purchase of such renewal o replacement Lease. The acquisition of a renewal or replacement Leasc by any or all of the parties hereto
shall not cause a readjustment of the incerests of the parties stated in Exhibit "A," but any renewal or replacement Lease in which
less than all parties clect to participate shall not be subject to this agreement but shall be deemed subject to 3 separate Operating
Agreement in the form of this agreement.

If the interests of the parties in the Contract Area vary according to depth, then their right to participate proportionately in
renewal 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 are for the entire interest covered by
the expiring lease ar cover only a portion of its area or an interest therein. Any renewal or replacernent Lease taken before the
expiration of its predecessor Lease, or taken or contracted for or becoming effective within six (6) months after the expiration of the
exisung Lease, shall be subject to this provision so long as chis agreemenc is in eflect at the time of such acquisition or at the time
the renewal or replacement Lease becomes cffective; but any Leese taken or contracted for more than six (6) momhs?_nf(cr the
expiration of an cxisting Lease shall not be deemed a rencwal or replacement Lease and shall not be subject to the provisions of this
agreement. ’

The provisions in this Aricle shall also be applicable o extensions of Oil and Gas Leases.

C. Acreage or Cash Contributions:

While this agreement is in force, if any party contracts for a contribution of cash towards the drilling o
operation on the Contract Area, such contribution shall be paid to the parry who conducted the drilling or other opention:fmd shall
be applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party .KO tlvhom
the contribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Dnlling Parties in the
proportions said Drilling Parties shaced the cost of drilling the well. Such acreage shall become 3 separate Coneract Area '.nd' to the
cxtent possible. b governed by provisions identical to this agreement. Each party shall prompdy notify all other parties of any
acreage or cush contributions it may obuain in support of any well or any other operation on the Contract Area The al?Ovc
provisions shall also be applicable to optional rights to earn acreage outside the Contract Area which are in support of well drilled

f a well or 'my other

inside the Concract Area.
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If any party contracts for any consideration relating to disposition of such party’s share of substances produced hereunder,
such consideration shall not be deemed a contribution a5 contemplated in chis Article VIILC.
D Assignment; Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the Contract Arez in the Oil and Gas Leases. Oil and Gas
‘nierests, wells, equipment and production covered by this agreement no parry shall sell, encumber, transfer or make other
disposition of its interest in the Oil and Gas Leases and Oil and Gas Interests embraced within the Contract Area or in wells,
equipment and production unless such disposition covers cither:

I. the entire interest of the parry 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 Qil and Gas Leases, Oil and Gas Interests, welis,
equipment and production in the Contract Area. .

Every sale, encumbrance, transfer or other disposition made by any parry shall be made expressly subject to this agreement
and shall be made without prejudice to the right of the other partics, and any transferee of an ownership iatecest in any Oil and
Gas Lease or Interest shall be deemed a party (o this agreement as to the interest conveyed from and after the effective dare of
the transfer of ownership; provided, however, that the other parties shall not be required to recognize any such sale,
encumbrance, cransfer or other disposition for any purpose hereunder until chirty (30) days after they have received a copy of the
inscrument of transfer or other satisfactory evidence thereof in writing from the transferor or transferee. No assignment or other
disposition of interest by a party shall relieve such parry 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 aceributable to an operation
conducted hereunder in which such party has agreed to participate prior to making such assignment, and the lien and security
interest granted by Article VILB. shall continue to burden the interest transferred 1o secure payment of any such obligations.

If, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion,
may require such co-owners to appoint a single trustee or agent with full authority to receive nocices, approve expendinures,
receive billings for and approve and pay such party's share of the joint expenses, and to deal generally with, and with power to
bind, the co-owners of such party's interest within che scope of the operations embraced in this agreement; however, all such co-
owners shall have the right to enter into and exccute all contracts or agreements for the disposition of their cespective shares of
the Oil and Gas produced from the Contract Area and they shall have the right to receive, separately, payment of the sale
proceeds thereof.

E Wauaiver of Righes (o Partition:

If permitted by the laws of the state or states in which the property covered hereby is located, each pacry hereto owning an
undivided interest in the Contract Area waives any and all rights it may have (o partition and have set aside 10 1 1n severaley its
undivided interest therein,

oG o VIO § rarReohita m. hatas

F~PreferentiaRe ghtto—Rur
O (Optional; Check if applicable.)

Should any party desire co sell all or any part of its interests under this agreement, or its nghts and int in the Contract
Area, it shall promptly give written notice to the other parties, with full information concernin pfoposed disposition, which
shall include the name and address of the prospective transferee (who must be ready, wj and able to purchase), the purchase
price, a legal description sufficient to identify the propercy, and all other term ¢ offer. The other parties shall then have an
optional prior right, for a period of ten (10) days after the notice i ivered, to purchase for the stated consideration on the
same terms and conditions che interest which the othe &y proposes to sell; and, if this optional right is exercised, the
purchasing parties shall share the purchased int in the proportions that the interest of each bears to the toral interest of all
purchasing parties. However, there s no preferential right to purchase in those cases where any parry wishes to mortgage
is interescs, or to transfer ¢ its interests 1o its mortgagee in lieu of or pursuant to foreclosure of a mortgage of its interests,
or to dispose of itsimErests by merger, reorganization, consolidation, or by sale of all or substantially all of its Oil and Gas assets

“or by transfer of its interests to a subsidiary or parent company or to a subsidiary of a parent company, or to any

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

If, for federal income tax purposes, this agreement and the operations hereunder are regarded as » partaership, and if the
partics have not otherwise agreed to form a tax partnership pursuant to Exhibit "G" or other agreement between them, each
parry thereby affected elects to be excluded from the application of all of the provisions of Subchapter "K\” Chapter 1, Subutic
A." of the Internal Revenue Code of 1986, as amended ("Code™), as permitted and authorized by Section 761 of the Code and
the regulations promulgated thereunder. Operator is authorized and directed (o execute on behalf of each party hereby affected
such evidence of this election as may be required by the Secrecary of the Treasury of the United States or the Federal Internal
Revenue Service, including specifically, but not by way of limitation, all of the returns, scatements, and the data required by
Treasury Regulations §1.761, Should chere be any requirement that each party hereby affected give Rurcher evidence of this
clection, each such party shall execute such documents and furnish such other evidence as may be required by the Federa! Internal
Revenue Service or as may be necessary to evidence this election. No such parry shall give any notices or take any other action
inconsistent with the election made hereby. If any present or fucure income tax laws of the state or states in which the Contract
Area is located or rny Future income tax laws of the United States contain provisions similar to those in Subchapter “K." Chapter
I. Subtitle "A,” of the Code, under which an clection similar to that provided by Section 761 of the Code is permitted, ¢ach parry
hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing election, cach
such party states that the income derived by such patty from operations hereunder can be adequately determined w@}.our the

computation of partnership taxable income. » o
ARTICLE X, -,
CLAIMS AND LAWSUITS jfz';‘

Operator may settle any single uninsured third party damage daim or suit arising from operations hereunder if the &
does not exceed Ten Thousand Dollars ($ _10,000.00 ) and if the payment is in complete gt
of such daim or suit. If the amounc required for sertlement exceeds the sbove amount, the pacties hereto shall asspmc ni’x& '
the further handling of the claim or suit, unless such auchority is delegated o Operator. All costs and cxpcnsa ndh.ng, seatling,
or otherwise discharging such claim or suit shall be at the joint expense of the parties participating in the operx:s mm wlw:h the
claim or suit arises. If a claim is made against any puty or if any party is sued on account of any marter ar ffm oponnon.s
hereunder over which such individual has no control because of the rights given Operator by this lgrecmc
immediately notlfy all other parties, and the claim or suite shall be treated as any other claim or suit mvolvmg opcrauéru hcrc\mdc'

'y -
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ARTICLE X1,
FORCE M.\JEURE

[f any parry is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, othet
than the obligation to indemnify or make money payments or furnish sccurity, that party shall give to all other parties
prompt written notice of the force majeure with reasonably full particulars concerning it; thereupon, the obligations of the
parcy giving the notice, so far as they are 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, sct of the public enemy, war, blockade, public riot, lightning, fire, storm, flood or other act of
nature, explosion, governmental action, governmental delay, restraing or inaction, unavailability of equipment, and any other
cause, whether of the kind specifically enumerated above or otherwise, shich is not reasonably within the control of the parry
claiming suspension.

The alfected party shall use all reasonable diligence to remove the force majeure situation as quickly as practicable. The
requirement that any force majeure shall be remedied wich all ceasonable dispatch shall not require the setclement of sirikes.
lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be haadled shall
be cntirely within the discretion of the parry concerned.

ARTICLE XI1.
NOTICES

All notices authorized or required berween the parties by any of the provisions of this agreement, unless otherwise
specilically provided, shall be in writing and dclivered in person or by United States mail, courier seevice, telegram, telex,
telecopier or any other form of facsimile, postage or charges prepaid, and addressed 10 such parties at the addresses listed on
Exhibit "A." All telephone or oral notices permitted by this agceement shall be confirmed immediately thereafcer by written
notice. The originating notice given under any provision hereofl shall be deemed delivered only when received by the parry to
whom such notice is directed, and the time for such parry to deliver any notice in response theretc shall run from the dace
the originating notice is received. “Receipt™ for purpases of this agreement with respect o written notice delivered hereunder
shall be acrual delivery of the notice to the address of the pacry to be notified specified in accordance with this agreement, or
to the telecopy, facsimile or telex machine of such party. The sccond or any responsive notice shall be deemed delivered when
deposited in the United Scates mail or a¢ the vffice of the courier or telegraph service, or upon transmittal by telex, telecopy
or facsimile, or when personally delivered o the party to be nutified, provided, that when response is required within 24 or
48 hours, such response shall be given orally or by telephone, telex, telecopy or other facsimile within such period. Each party
shall have the right to change its address at any time, und {rom time to time, by giving written notice thereof tw all other
parties. If 2 party is not available to receive notice orally or by telephone when a party attempts ro deliver 8 notice required
to be delivered within 24 or 48 hours, the notice may be delivered in writing by any other mechod specified herein and shall
he deemed delivered in the same maaner pravided abave for any responsive aatice.

ARTICLE XL
TERM OF AGREEMENT

This agreement shall remain in full {orce and cffect as to the Qil and Gas Leases and/or Oil and Gas Inrerests subject
herera for the period of time selected below; provided, however, no parry hereto shall ever be construed as having any right, utle
or interest in or to any Lease or Oil and Gas Interest contributed by any other party beyond the term of this agreement.

f0  Option No. 1: So long as any of the Oil and Gas Leases subject to chis agreement remain or are continued in
force as 10 any part of the Contract Area, whether by production, extension, renewal or otherwise.

O Optiun Nu. 2: In the event the well deseribed in Article VLA or uny subsequent well drilled under any provision
ol this agreement, results in the Completion of 2 well as u well capable of production of Qil and/or Gas in paying
quantities, this agreement shall continue in force so long as any such well is capable of production, and for an
additional period of —_________ days thereafter; provided, however, if, prior to the expiration of such
additional period, one or more of the parties heretu are engaged in drilling, Reworking, Deepening, Sidetracking,
Plugging Back, testing or attempting to Complete or Re-complete a well or wells hereunder, this agreement shall
coatinue in focce until such opcrations have been completed and if produciion results therefrom, this agreement
shall contiaue in force as provided herein. In the event the well described in Article VLA, or any subsequent well
drilled hereunder, results in 3 dry hole, and no other well is capable of producing Oil and/or Gas from (he
Contract Ares, this agreement shall terminate unless drilling, Deepening, Sidetracking, Completing, Re:
completing, Plugging Back ur Reworking operations are commenced within days from the
date of abandonment of said well, "Abandoament™ for such purposes shall mean cither (i) a decision by all partices
not to conduct any furcher operations on the well or (i) the elapse of 180 days from the conduct of any
operations on the well, whichever first occurs.

The rermination of this sgreement shall not relieve any party hereto from any expense, liability or other obligation or any
remedy therelor which has accrued or attached prioc to the date of such termination.

Upon cermination of this sgreement and the satislaction of sll obligstions hereunder, in the event s memorundum af this
Operating Agreement has been filed of record, Operatar is authorized to file of record in all necessary recording offices s
notice of termination, and each party hereto agrees to execute such a notice of termination as 10 Operator’s interest, upon
request of Operator, if Operator has satisfied all its financial obligations,

ARTICLE X1V,
COMPLIANCE WITH LAWS AND REGULATIONS
A. Laws, Regulations and Orders:

This agreement shall be subject 10 the applicable laws of the state in which the Contract Asea is located, to the vahid rules,

regulations, and orders of any duly constituted regulatory body of said scate; and (o all other applicable federal, state.

and local laws, ordinances, rules, regulations and orders.

B. Governing Law:
This agreement and all matters pertaining hereto, including but not limited to matters of performance, non-

performance, bresch, remedies, procedures, rights, duties, and interpretation or construction, shall be governed and
determined by the law of the state in which the Contract Area is located. If the Contract Ares is in two o¢ more seates,
the law of the state of Texas shall govern,

C Regulatory Agencies: i
Nuching herein contained shall grant, or be conscrued to grant, Operator the right or authority o waive orf r

aights, privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations o¢

]

clease any
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orders promulgated under such laws in reference to oil, gas and mineral operations, including the location, operation, or
production of wells, on traces offserting or sdjacent to the Contract Area.

With respect to the operations hereunder, Non-Operators agree to release Operator from any and all losses, damages,
injuries, claims and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interprecation
or application af rules, rulings, regulations or orders of the Department of Energy or Federal Energy Regulatory Commission
or predecessor or successor sgencies 1o the extent such interpretation or application was made in good faith and does not
constitute gross negligence. Each Non-Operator further agrees to reimburse Operator for such Non-Operator’'s share of
production or any refund, fine, levy or other governmental sanction that Operator may be required to pay as a resulr of such
an incorrect interpretation or application, together wich interest and penalties thereon owing by Opcuror as 1 resule of such
incoreect interpretation or applicstion.

ARTICLE XV.
MISCELLANEOUS
A. Execution:

This agreement shall be binding upon cach Non-Operator when this agreement or a counterpart thereof has been
execured by such Non-Operator and Operator norwithstanding that this agreement is not then or thereafter executed by all of
the parties to which it is tendered or which ace listed on Exhibit "A™ as ewning an interest in the Contract Area or which
own, i1n fact, an interest in the Contract Arca. Operator may, however, by written notice to all Non-Operators who have
become bound by this agreement as aforesaid, given at any time prior to the actual spud date of the Initial Well but in no
event later than five days prior to the date specified in Article V1A, for commencement of the Inicial Well, terminate this
agreement if Operator in its sole discretion determines that there is insufficient participation to justify commencement ol
dreilling operations. In the event of such a termination by Operator, all further obligations of the parties hereunder shall cease
as 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 to such Non-Operator without interest. In the event Operator proceeds
with drilling operations for the Initial Well without the execution hereof by all persons lisced on Exhibit "A™ as having a
current working interest in such well, Operator shall indemnify Non-Operators with respect to all costs incurred for the
Initial Well which would have been charged to such person under this agreement if such person had executed the same and
Operstor shall receive all revenues which would have been received by such person under this sgreement if such person had
executed rhe same.

B. Successors and Assigns:

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and their respective heirs,
devisees, legal representatives, successors and assigns, and the terms hereof shall be deemed to run with the Leases or
Interests included within che Contract Area.

C. Counterparts:

This inscrument may be executed in any number of counterparts, cach of which shall be considered an original for all
purposes.

D. Severbilicy:

For the purposes of assuming or rcjecting this agreement as an cxecutory contract pursuant to federal bankruptey laws,
this agreement shall not be severable, but rather must be assumed or rejected in its entirery, and the failure of any parry o
this agreement to comply with all of its financial obligations provided hercin shall be 3 material default.

ARTICLE XVL
OTHER PROVISIONS

A. SETSMIC OPERATIONS

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 seismic 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. DESIGNATION OF BURDENS AGAINST WORKING INTEREST

e

If any party heretc hereinafter should create any overrxd}ng
royalty, production payment, or other burdens against its working
interest production and 1if any other party or partles shQ 11d
conduct non-consent operations pursuant to any prov151ons of thps
agreement and, as a result, become entitled to receive the wor ipg
interest productlon otherwise belonging to the non- partlc;pagg ng
party, the party or parties entitled to receive the, ~work£%g
interest production of the non-participating party shal nnece1Ve
such production free and clear of burdens against such p @duq&ion
which may have been created subsequent to this agreement, \and,
non-participating party creating such subsequent burdens shzxfr®
the participating party or parties harmless with respe t “to- thls
receipt of such working interest production. e
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C.  PRIORITY OF AND LIMITATIONS ON OPERATIONS

When a well which has been authorized under the terms of this
Agreement as a vertical well shall have been drilled to the
objective authorized in the AFE ("authorized depth"), and all test
have been completed and the results thereof furnished to the
participating parties, and after Operator has attempted in good
faith to reach a mutual agreement with Non-Operator(s) regarding
further operations but such parties cannot agree upon the sequence
and timing of further operations regarding said well, the following
proposals shall control in the order enumerated hereafter: (1) a
proposal to do additional logging, sidewall coring, or testing; (2)
a proposal to attempt to complete the well at the authorized depth
in the manner set forth in the AFE (i.e., in accordance with the
casing, stimulation and other completion programs set forth in the
AFE); (3) a proposal to attempt to complete the well at the
authorized depth in a manner different than as set forth in the
AFE; (4) a proposal to plug back and attempt to complete the well
at a depth shallower than the authorized depth, with priority given
to objectives in ascending order up the hole; (5) a proposal to
drill the well to a depth below the authorized depth, with priority
given to objectives in descending order; (6) a proposal to
sidetrack the well to a new target objective for a vertical or
deviated hole, with priority given first in ascending order to
targets above the authorized depth; and then in descending order to
targets below the authorized depth; and (7) a proposal to drill a
first to a lateral drain hole at the authorized depth, and then to
objectives in ascending order above the authorized depth, and then
to objectives in descending order below the authorized depth.

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

D. SUBSEOQOUENTLY CREATED INTEREST

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

17b



(NM 096)

A.AP.L FORM 610 - MODEL FORM OPERATING AGREEMENT - 198y

1

2

14

15

16
17

18

20

21

22

23

24
25

26

27

28

29

(v
N —

33

34

35

36

37

IN WITNESS WHEREOF, this agreement shall be effective as of the _LOth day of __September

1920

ATTEST OR WITNESS:

OPERATOR
PENWELL ENERGY, INC.

By %Q@ '

Steven R. Foy

Type or print name

Title Vice President

Date _o€Dtember 10, 1996

Tax ID or $S. No. _/2-2223190

NON-OPERATORS

BURLINGTON RESOURCES OIL & GAS
COMPANY

By

Type or print name

Ticle

Date

Tax ID or 8.8. No.

By

Type or print name

Title

Date

Tax ID or $.S. No.

By

Type or print name

Title

Date

Tax ID or S.S. No.
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ACKNOWLEDGMENTS
Note: The following forms of acknowledgment ace 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 any)
Title (and Rank)
My commission expices:
Acknowledgment in representative capacity:
State of _LEXAS )
) ss.
County of _MIDLAND )
This instrument was acknowledged before me on
September 10, 1996 by ,/ﬁteven R. Foy as
f

Vice President , Penwell Energy, Inc. / ' T 0

a Texas corporation, on behall of said c
/|
(Seal, if any)

Baimbridge
TAMMY BAIMBRIDGE ecretary
Notary Public, State of Texas

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

Title (and Rank)

g
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Checkers Prospect (NM-096)
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

Ann Ransome Losee 2.5120%
4733 Galleta Rd., NW
Albuquerque, NM 87120

Elizabeth Losee 2.5120%
20 First Plaza
Suite 213

Albuquerque, NM 87120
100.0000%

Joa.exa (26m)



NO EXHIBIT “B”
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Recommended by the Coune
of Petrolewm Accaunrorn

5.

-

Audits

A A Non-Operator, upen notice in writing to Operator and all other Non-Operators, shall have the right to audit Opera-
tor's accounts and records relating to the Joint Account for any calendar year within the twenty-four {24) month
period following the end of such calendar year; provided, however, the making of an audit shal) not extend the time
for the taking of written exception o and the adjustments of accounts as provided for in Paragraph 4 of this Section
I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a
joint audit in 2 manner which will result in a minimum of inconvenience to the Operator. Operator shall bear no por-
tion of the Non-Operators' audit cost incurred under this paragraph unless agreed to by the Operator. The audils
shal 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 ofi those Non-Operators approving such audit.

2! The Operator shall reply in writing to an audit report within 180 days after 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 this
Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no contrary provisions

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

II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

w

Ecological and Environmental

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

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

A (1) Sa'aries and wages of Operator's (ield employees directly employed on the Joint Property in the conduct of Juint
Operations.

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

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

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

B Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to employees
whose salaries and wages are chargeable to the Joint Account under Paragraph 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 11. If percentage assessment
is used. the rate shall be based on the Operator's cost experience.

C. Experditures or contributions made pursuant to assessments imposed by governmental authority which are applicable
o Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section I1.

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph
3A of this Section Il, excluding moving or relocation expenses.

Employee Benefits
Operatlor's current costs of established plans for employees’ group life insurance, hospitalization, pension, retirement. stock
purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labar cost chargeable o the Joint

Account under Paragraphs 3A and 3B of this Section [l shall be Operator's actual cost not Lo exceed the percent most recent:
'v recommended by the Council of Petroleum Accountants Societies.

Material
Material purchased or furnished by Operator for use on the Joint Property as provided under Section [V. Only such Material

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

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 made

w the Joint Account for a distance greater than the distance from the nearest reliable supply store where like material
1s normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties

S
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R Il surplus Material is moved Lo Operator's warchouse or other slorage point, no charge shall be made to the Jaint Ac-
count for a distance greater than the distance 1 Lhe nearest reliable supply store where like material is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be
rl;nade to the Joint Account for moving Material to other properties belonging to Operator, unless agreed lo by the

arties,

(. Inthe application of subparagraphs A and B ahove, the option Lo equalize or charge actual Lrucking cost 1s available
when the actual charge is $400 or less excluding accessorial churges. The $400 will be adjusted to the amount mos!
reeentlv reenmmended by the Council of Petraleum Accountants Societies.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section 11 and Paragraph i, ii, and iii, of Section 11}. The cost of professiona) consultant services und conlracl ser-
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates.
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint
Pruperty shall not be charged to the Joint Account unless previously agreed Lo by the Parties.

Equipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
wilh costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense,
insurance, taxes, depreciatf‘in and interest on gross investment less accumulated depreciation not to exceed
Ltwelve percent (__L_%) per annum. Such rates shall not exceed average commercial rates currently pre-
vailing in the immediate area of the Joint Property.

I3 Inlieu of charges in paragraph 8A above, Operalor may elect W use average commercial rates prevailing in the immed::
ate area of the Joint Property less 20%. For automotive equipment. Operatlor may elcct to use rates published by the
Petroleum Motor Transport Association.

Damages and Losses to Joint Property

A1l costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or losses
‘ncurred by fire, flood, storm, thefltl, accident. or other cause, excepl those resulting (rom Operator's gross negligence or
willful misconduct. Operator shalf furnish Non-Operator writlen notice of damages or losses incurred as soon as practicadle
alter a report thereof has been received by Operalor.

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect
or recover the Joint Property, except that no charge for services of Operator's legal staff or fees or expense of oulside attor-
neys shall be made unless previously ugreed to by the Partics. All other legal expense is considered to be covered by the
overheud provisions of Section 111 unless atherwise agreed to by the Parties, excepl as provided in Section |, Paragraph

3.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof,
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad valo:
rem laxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstanding
anything Lo the cantrary herein, charges Lo the Jaint Accaunt shall be made and paid by the Parties hereto in accordance
with the tax value generated by each party's warking interest.

Insurance

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

Abandonment and Reclamation

Costs incurred for abandonment of the Joint Property, including cosls required by governmental or other regulalory
authority.

Communications

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

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section 11, or in Section [1] ang which
is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint

Operations.

e
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ITII. OVERHEAD

1. Overhead - Drilling and Producing Operations

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

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

Unless otherwise agreed to by the Parties, such charge shail 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 II. 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 LIl unless such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

1i. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant services
and contract services of technical personnel directly employed on the Joint Property:

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

iil. The salaries, wages and Personaéﬁ@gﬁﬁ’s{es of Technical Employees and/o™gsts of professional consultant services
and contract services of techni ersonnel either temporarily or permanently’ssigned to and directly employed in
the operation of the Joint I; :

( ) shall be covered by W€ overhead rades, or
4 by the overhead rates.

1s spudded and terminate on the date the drill-
of the well is released, whichever is later, except
no charge shall be made during suspension rilling or completicn operations for fifteen (15) or

onsecutive calendar days.

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

{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) Al other inactive wells (including but not limited to inactive wells covered by unit allowable, lease allow-
able, transferred allowable. etc.) shall not qualify for an 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 which 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 States
Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as published by Statistics

_ Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or minus the computed ad-
Justment.

B—Overhead—Rercentage-Basis
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~. Percent ( %) of the cost of development of the Joint Property exclusive of cos
nder Paragraph 10 of Section I and all salvage credits.

{b) Operating

Perc2 %) of the cost of operating the Joi operty exclusive of costs provided under
Paragraphs 2 and 10 of Sectid all salvage credits, the yatd? of injected substances purchased for secondary
recovery and all taxes and assessmems which are levted, assessed and paid upon the mineral interest in and
to the Joint Property. '
(2} Application of Overhead - PercentageBasis shall be as {otto
For the purpose of detepmifing charges on a percentage basis under Parzgeaph 1B of this Section 111, development
shall include all costsTin connection with drilling, redrilling, deepening, or any~emedial operations on any or all
wells involyirg the use of drilling rig and crew capable of drilling to the producing~nterval on the Joint Prop-
erty, a5, preliminary expenditures necessary in preparation for drilling and expenditures red in abandoning
vfien the well is not completed as a producer. and original cost of construction or installation ol frxed assets. the
expansion of fixed assels and any other project clearly discernible as a fixed assel, except Major ConsDrucyion as
defined in Paragraph 2 of this Section I11. All other costs shall be considered as operating.

. : B I

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the
JoinL Property, Operator shall either negotiate a rate prior to the beginning of construction, or shgll c&xsrge the Joint
Account for overhead based on the following rates for any Major Construction project in excess of $ 25,000.00 .

A S ___ _%oflirst $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 single

project shall not be treated separately and the cost of drilling and workover wells and artificial lift equipment shali be
excluded.

3 Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
w oil spill, blowout, explosion, {ire, storm, hurricane, or other car.astrophes as agreed to by the Parties, which are necessary
o restore the Joint Property to the equivalent condition that existed prior to the event causmg the expendxtures Operator
shall either negot)at.e a rate prior to charging the Joint Account orgha ; d 6

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

4, Amendment of Rates

The overhead rates provnded for in this Section 111 may be amended from time to time only by mutual agreement between
the Parties hereto if. in practice, the rates are found to be insufficient or excessive.

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

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

i Purchases however Operator shall not be

egu red ¢ ha e discounts/ .
Material purchased shall he charged at the price paid by Operator after uction of all discounts received In case of

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

2 Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator.
unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts:
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(@\Jubular goods, sized 2% inches OD and larger. except line pipe, shall be priced at Eastern mill published
cajoad base prices effective as of date of movement plus transportation cost using the 80,000 poprid carload
weight basis to the railway receiving point nearest the Joint Property for which published il rates for
tubulargoods exist. [f the 80.000 pound rail rate is not offered, the 70,000 pound or 90,000”pound rail rate
gay be useqd. Freight charges for tubing will be calculated {rom Lorain, Ohio and casing-from Youngstown,

hio.

{b} For grades which 2xg special to one mill only, prices shall be computed at the millbase of that mill plus trans-
portation cost from that mill to the railway receiving point nearest the JoingProperty as provided above in
Paragraph 2.A.(1Xa). Fortransportation cost from points other than Easteca’mills, the 30,000 pound Oil Field
Haulers Association interstate truck rate shall be used.

(c) Special end finish tubular gooddghall be priced at the lowest published out-of-stock price, [.0.b. Houston. ,
Texas. plus transportation cost, ustag Oil Field Haulers Assgefation interstate 30,000 pound truck rate. to ;
the railway receiving point nearest thaJoint Property.

(d) Macaroni tubing (size less than 2% inch OD)rghall be priced at the lowest published out-of-stock prices f.0.b
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.

(2) Line Pipe

(a) Line pipe movements (except size 24 inch OD and larger with %alls % inch and over) 30,000 pounds or more
shall be priced under provisions6f tubular goods pricing in Paragraph A.(1)a) as provided above. Freight
charges shall be calculated {6m Lorain, Ohio.

{b) Line pipe movements (exCept size 24 inch OD and larger with walls % inch™apd over) less than 30,000 pounds
shall be priced at Egsfern mill published carload base prices effective as of date of shipment, plus 20 percent.
plus transportatign’costs based on {reight rates as set forth under provisions of tubylar goods pricing in Para:
graph A.(1)(a) =8 provided above. Freight charges shall be calcutated from LorainxQhio.

(¢) Line pipe24 inch OD and over and ¥ inch wall and larger shall be priced {.0.b. the pdiqt of manufacture
at cugrént new published prices plus transportation cost to the railway receiving point mearest the Joint
Progerty.

{dY Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists

priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at pwyces
'\grth)tLh.}thA Partice

0o
o
23

(3) Ovher Material shall be priced al the current new price, in effect at date of movement, as listed by a rehiable supply |
store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, wo the railway
receiving point nearest the Joint Property.

(4) Unused new Material, sxcopt-tubulargoods, moved from the Joint Property shall be priced at the current new
price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or point of
manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint Property

B Good Used Material (Condition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:
{1} Material moved to the Joint Property .

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

(a) Atseventy-five percent (75%) of current new price, as determined by Paragraph A, if Material was originally
charged to the Joint Account as new Material or

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

(3) Material not used on and moved {rom the Joint Property
Al 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.

C. Other Used Material
(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until after recor- ;
ditioning shall be priced at {ifty percent (50%) of current new price as determined by Paragraph A. The cost of |
reconditioning shall be charged to the receiving property, provided Condition C value plus cost of reconditioning |
does not exceed Condition B value.
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(2) Condition D

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

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

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

(3) Condition E

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

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material is not
equuvale_nt to that which would justi{y 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 Mater:al

E. Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at AR 2&s -.-.le 5235
weight on all tubular goods movements, in lieu of actual loading or unloading ¢g starred3 e stocking
point. The above rate shall be adjusted as of the first day of AprileachyearTollowing January 1, 1985 by the same
percentage increase or decrease used to adsustuveErhead rates in Section 1, Paragraph 1.A(3). Each year, the
rate cla ed sh be-rouTided to the nearest cent and shall be the rate in effect until the first day of April next

{(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 f{or the required
Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving
il to the Joint Property: provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing
Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator within
ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable {or use
and acceptable to Operator,

Warranty of Material Furnished By Operator

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

V. INVENTORIES

The (Operator shall maintain detailed records of Controllable Material.

Pceriodic Inventories, Notice and Representation

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

Reconciliation and Adjustment of Inventories

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

Special Inventories -

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

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

i
;
|
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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 Oil & 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:

(aj) Worker's Compensation Insurance with limits of $500,000 for
Bodily Injury by Accident and Bodily 1Injury by Disease,
covering Operator's employees and employees of Operator's
contractors and subcontractors engaged in operations under
this Agreement, in compliance with the laws of the State where
the work is 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
Bach 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 alsc carries well control insurance. EACH PARTICIPANT WILL
AUTOMATICAILY 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: (1) 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;
(5) Evacuation Expense Endorsement;
(6) Seepage & Pollution, Clean-up & Contamination;

(7) Unlimited Redrill;
(8) Care, Custody and Control; and,

(9) Making a Well safe.

PURPOSE OF COVERAGE:

This policy protects from loss incurred from a well fire, cratering (including
the expense of clean-up or containment), 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

joa.exd



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) It is the intent of the parties that each party shall have the right to take in kind and separately
dispose 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™).

®) 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 a well and
delivered 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 each formation in each 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 parties ("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, each marketing 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 a 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 entitled, 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 fifty percent (50%) of the total share of gas attributable to all
parties 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 (e) 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.

© 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 parties 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 furnish make-up gas. Except as provided in (e) below, each
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.

(e) If Operator in good faith believes 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 parties are balanced. Thereafter, 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 (ii) 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
o YR W



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”.

(b) 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 Parties, a sum of money (which
sum shall not include interest) equal to the amount actually received or constructively received under subparagraph
(e) 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
accompanied 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 parties that each Overproduced Party shall be solely responsible for
reimbursing each Underproduced Party for such Underproduced Party's respective share of overproduction taken
by such Overproduced Party in accordance with the provisions herein contained. If any party fails to pay any sum
due under the terms hereof after demand therefor by the Operator, the Operator may turn responsibility for the
collection of such sum to the party or parties 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 Party in excess 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.

® 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 & 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.

(® 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 Operator sufficient time and data either to nominate such
party's respective share of gas to the transporting pipeline(s) or, if Operator is not nominating such party's gas, to
inform Operator of the manner in which to dispatch such party's gas. Except as and to the extent caused by
Operator's 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(ies).

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

gas shall fumish or cause to be furnished to Operator a statement of gas 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 furnish 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 after final determination of the correct quantities involved;
provided, however, that if no errors or discrepancies 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 furnish 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(¢), on a monthly basis for the calendar year preceding the immediately concluded calendar year.
Operator shall not allow a party to produce gas for its account during any month when such party is delinquent in so
furnishing the monthly or annual statements. ’ :

Payments of Taxes
Each party taking gas shall pay or cause to be paid any and all production, severance, utility, sales,

excise, or other taxes due on such gas.

Operating 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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Overproducing Allowable

Each party shall give Operator sufficient time and data to enable Operator to make appropriate
nominations, forecasts and/or filings with the regulatory bodies having jurisdiction to establish allowances. Each
party shall at all times regulate its takes and deliveries 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 Leasehold Burdens

At all times while gas is produced from the Contract Area, each party agrees to make appropriate
settlement of all royalties, overriding royalties and other payments out of or in lieu of production for which such
party is responsible just as if such party were taking or delivering to a purchaser such party's full share, 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 each 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 ceases
and the accounts of the parties are finally settled 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 losses 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 peried of two (2) years after receipt of payment
pursuant to a final accounting and after giving written notice to all 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 after receipt of an annual statement from a
non-operator under paragraph 6 after giving written 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 (a) any such assignments shall be made subject to this Agreement and as among the
parties 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 subject to any overproduction and/or underproduction imbalances existing at
such time as well as any cash balancing obligation created thereby and (¢) no such assignments shall relieve the
Assignor from any obligation to the other parties with respect to any overproduction taken by Assignor prior to such

assignment.

Liquefiable Hydrocarbons Not Covered Under Agreement
The parties 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 govern.

Arbitration
Any controversy or claim arising out of or relating to this Agreement, or the breach thereof, shall be

settled by binding arbitration in accordance with the Commercial Arbitration Rules of the American Arbitration
Association, and judgment upon the award may be entered in any Court having jurisdiction thereof. The arbitrator
shall not award punitive damages in settlement of any controversy or claim.
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EXHIBIT “F”

ATTACHED TO AND MADE A PART OF THE OPERATING AGREEMENT DATED 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

ual O nity Clause (41 CFR 60-1.4). (Applicable only to contracts or purchase orders for more
than $10,000.)

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

(1) The Operator will not discriminate against any 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 employees placed by or on behalf of the
Operator, state that all qualified applicants will receive consideration for employment without regard
to race, color, religion, sex, or national origin.

(3) The Operator will send to each labor union or representative of workers with which it has a collective
bargaining agreement or other contract or understanding, a notice to be provided by the agency
contracting officer, advising the labor union or workers’ representative of the Operator's commitments
under section 202 of Executive Order 11246 of September 24, 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, maintain or provide for its employees any
segregated facilities at any of its establishments, and that it does not, and will not, permit its employees
to perform their services at any location, under its control, where segregated facilities are maintained.
The Operator agrees that a breach of this certification is a violation of the Equal Opportunity Clause
in this contract or purchase order. As used in this certification, the term “segregated facilities” means
any waiting rooms, work areas, rest rooms and wash rooms, restaurants and other eating areas, time
clocks, locker rooms and other storage or dressing areas, parking lots, drinking fountains, recreation
or entertainment areas, transportation, and housing facilities provided for employees which are
segregated by explicit directive or are in fact segregated on the basis of race, creed, color, or national
origin, because of habit, local custom, or otherwise. The Operator further agrees that (except where
it has obtained identical certifications from proposed subcontractors for specific time periods) it will
obtain identical certifications from proposed subcontractors prior to the award of subcontracts
exceeding $10,000 which are not exempt from the provisions of the Equal Opportunity Clause; that it
will retain such certifications in its files; and that it will forward the following notice to such proposed

subcontractors.
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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 all
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 promulgated in its place.

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

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

The 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.

ilization of Minori sin nterprises (F al Procurement Regulations 1-1,13.) (Applicable only
to contracts or purchase orders which may exceed $10,000.)

) It is 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.



