
September 10, 1996 

P E N W E L L E N E R G Y , INC 

Burlington Resources 
Oil & Gas Company 
P. O. Box 51810 
Midland, Texas 79710 1810 

Attn: Leslyn M. SwierCPL 
Senior Staff Lan lman 

1 1 0 0 ARCO BUILDING 

6 0 0 N. MARIENFELD 

MIDLAND, TEXAS 7 9 7 0 1 

AKFMD— 

SEP 1 1 1996 
OFM^tUS^SB3-2 534 

HAND DELIVERED-9/11/96 AND 
MAILED CERT. RECEIPT REQUESTED 

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 unwillii 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 Dperating Agreement covering the SE/4, W/2 SW/4 and NE/4 NE/4 of said 
Section 24. If satisfactory to Burlington, please execute and return one (1) copy ofthe AFE and the 
extra signature page lo the JOA. As I stated during our call, Penwell is prepared to drill the 
captioned well in the iir mediate future, as well as possible development wells, since we have staked 
and will permit locatio is on the remainder of the acreage listed herein. 

Should you ha1 re any questions concerning these matters, please feel free to contact us. 

Sincerely yours, 

Mark Wheeler, CPL 
Land Manager, Permian Basin 

/cmw: checkers (lm) 
xc: Steve Foy / John 1 homa / Bill Carr BEFORE THE 

OIL CONSERVATION DIVISION 
Case No. 11613 Exhibit No. r>> 
Submitted By: / 
Burlington Resources 
Hearing Date: October 2, 1996 



PENWELL ENERGY, INC. 
AUTHORITY FOR EXPENDITURE 

WELL NAME: Checkers "24" Federal #1 PROSPECT NAME: Checkers 
LOCATIONS 980' FSL & 1980' FEL COUNTY & STATE: Lea, New Mexico 
Section 24 - T22S - R32E OBJECTIVE:! 9,000" Bone Spring Oil Well 

INTANGIBLE COSTS BCP ACP TOTAL 

APD & ARCHAEOLOGICAL 750 450 1,200 
TITLE OPINION & CURATIVE 2,000 0 2,000 
SURVEYING / STAKE LOCATION 500 300 800 
DAMAGES & R-O-WS 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 (A/O) 400 2,000 2,400 
INSURANCE 3,000 0 3,000 
MISCELLANEOUS 500 500 1,000 
CONTINGENCY (5%) 12,010 6,785 18,795 

TOTAL INTANGIBLES 252,710 142,985 395,695 

TANGIBLE COSTS 

CONDUCTOR CASING 
SURFACE CASING 
850'of 13 378" 
INTERMEDIATE CASING 
4600' of 8 5/8" 
DEEP INTERMEDIATE CASING 

15,300 

48,300 

PRODUCTION CASING / LINER\ 
9000" of 5 1/2" 
TUBING - 90001 of 2 7/8" L-80 
WELLHEAD EQUIPMENT 
SURFACE LIFT & ELECTRICITY 
RODS AND PUMP 
PACKERS, BP'S, DOWNHOLE EQUIPMENT 
GAS PRODUCTION EQUIPMENT 
SEPARATER, TREATER 
FLOWLINES, VALVES, CONNECTIONS 
TANKS (Water and Production) 
MISCELLANEOUS 
CONTINGENCY (5%) 

TOTAL TANGIBLES 
TOTAL WELL COSTS 

4,500 

3,405 
71,505 

324,215 

52,650 

28,000 
3,000 

80,000 
31,500 

750 

8,500 
8,000 

6,500 

10,945 
229,845 
372,830 

52,650 

28,000 
7,500 

80,000 
31,500 

750 

8,500 
8,000 

6,500 

14,350 
237,750 

633,445 

PLUGGING COST 
TOTAL DRY HOLE 

5,785 
330,000 

Penwell Energy, Inc 

By: 
Bill Pierce, Engineer 

We approve / disapprove: 
13.401% Wl 

Company: Burlington Resources Oil & Gas Company 

Byj 
Printed Name: 
Title: 
Date: 
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1 OPERATING AGREEMENT 
2 THIS AGREEMENT, entered into by and between P e n w e l l E n e r g y , I n c . 
3 hereinafter designated and referred to as "Operator," and the signatory parry or parties other than Operator, sometimes 
4 hereinafter referred to individually as "Non-Operator," and collectively as "Non-Operators." 
5 WITNESSETH: 
6 WHEREAS, the parties to this agreement are owners of Oil and Gas Leases and/or Oil and Gas Interests in the land 
7 identified in Exhibit "A," and the parties hereto have reached an agreement to explore and develop these Leases and/or Oil 
8 and Gas Interests for the produaion of Oil and Gas to the extent and as hereinafter provided, 
9 NOW, THEREFORE, it is agreed as follows: 

10 ARTICLE I . 
I I DEFINITIONS 
12 As used in this agreement, the following words and terms shall b a v e the meanings here ascribed to them: 
1 3 A. The term "AFE" shall mean an Authority for Expenditure prepared by a parry to this agreement for the purpose oi 
14 estimating the costi to be incurred in conquering an operation hereunder. 
15 B. The term "Completion" or "Complete" shall mean a single operation intended to complete a well as a producer of OH 
16 and Gas in one or more Zones, including, but not limited to, the setting of production casing, perforating, well stimulation 
17 and production testing conducted in such operation. 
18 C The term "Contraa Area" shall mean all of the lands, Oil 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 Interests are described in Exhibit "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 pteviously drilled, or below the Deepest Zone proposed in the associated AFE, whichever is the 
23 lesser. 

24 E. The terms "Drilling Party" and "Consenting Parry" shall mean a parry who agrees to join in and pay its share of the 

25 cost of any operation conduaed under the provisions of this agreement. 
26 F. The term "Drilling Unit" shall mean the area fixed for the drilling of one well by order or rule of any state or federal 
27 body having authority. 1/ a Drilling Unit is nor fixed by any such rule or order, a Drilling Unit shall be the drilling unit as 
28 established by the pattern of drilling in the Contract Area unless fixed by express agreement of the Drilling Parties 
29 G. The term "Drillsite" shall mean the Oil and Gas Lease or Oil and Gas Interest on which a proposed well is to 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 VI.A. 
32 I . The term "Non-Consent Well" shall mean a well in which less than all parties have conduaed an operation as 
33 provided in Article VI.B.2. 
34 J. The terms "Non-Drilling Parry" and "Non-Consenting Parry" shall mean a parry who elects not to participate in a 
35 proposed operation. 
36 K. The term "Oil and Gas" shall mean oil, gas. casinghead gas, gas condensate, and/or all other liquid ot gaseous 
37 hydrocarbons and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is 
38 specifically stated. 
39 L The term "Oil and Gas Interests" or "Interests" shall mean unleased fee and mineral interests in Oil and Gas in tracts 
40 of land lying within the Contract Area which are owned by parties to this agreement. 
4! 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 Bade" shall mean a single operation whereby a deeper Zone is abandoned in order to attempt a 
4-4 Completion in a shallower Zone. 
45 0. The term "Recompletion" or "Recomplete" shall mean an operation whereby a 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 to 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 stimulation 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 to 
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 a stratum of earth containing or thought to contain a common accumulation of Oil and 
55 Gas separately producible from any other common accumulation of Oil and Gas. 
56 Unless the context otherwise clearly indicates, words used in the singular include the plural, the word "person" includes 
57 natural and artificial persons, the plural includes the singular, and any gender includes the masculine, feminine, and neuter. 
58 ARTICLE I I . 
59 EXHIBITS 
60 The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof: 
61 X A. Exhibit "A," shall include the following information: •4jr. 
62 (1) Description of lands subject to this agreement, JX. 
63 (2) Restrictions, if any, as to depths, formations, or substances, f f -
64 (3) Parties to agreement with addresses and telephone numbers for notice purposes, ^ 
65 (4) Percentages or fractional interests of parties to this agreement. '"• 
66 (5) Oil and Gas Leases and/or Oil and Gas Interests subject to this agreement, 
67 (6) Burdens on production. r-j - '• 
68 B. Exhibit "B," Form of Lease. :'..'•<£.! 
69 X C. Exhibit "C," Accounting Procedure. j i J . ' 
70 X D. Exhibit "D," Insurance. ' ' : .'. » 
7 1 X E. Exhibit "E," Gas Balancing Agreement. •> 
72 X F. Exhibit "F," Non-Discrimination and Certification of Non-Segregated Facilities. j'-/i~r.->rfj^^:T. 
7 3 G. Exhibit "G." Tax Partnership. 
71 H. Other: 



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

1 If any provision of any exhibit, except Exhibits "E," " F ' and *'G," is inconsistent with any provision contained in 

2 the body of this agreement, the provisions in the body of this agreement shall prevail. 

3 ARTICLE I I I . 

4 INTERESTS OF PARTIES 

5 A. Oil and Gas Interests: 

6 If any parry owns an Oil and Gas Interest in the Contract Area, that Intetest shall be treated for all purposes of this 

7 agreement and during the term hereof as if it were covered by the form of Oil and Gas Lease attached hereto as Exhibit "B," 

8 and the owner thereof shall be deemed to own both royalty interest in such lease and the interest of the lessee thereunder 

9 B. Interests of Parties in Coses and Production: 

10 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne 

1 1 and paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their 

12 mierests arc set forth in Exhibit "A." In the same manner, the parties shall also own all production of Oil and Gas from ihc 

! 3 Contract Area subject, however, to the payment of royalties and other burdens on production as described hereafter. 

14 Regardless of which parry has contributed any Oil and Gas Lease or Oil and Gas Interest on which royalry or other 

15 burdens may be payable and except as otherwise expressly provided in this agreement, each parry shall pay or deliver, or 

16 cause to be paid or delivered, all burdens on j t s share of the production from the Contract Area up to, but not in excess oi, 

, 7 t h e r o y a l t y b u r d e n s OH a f < f ^ j f o iS£mniry . defend and hold the other parties free from any liability therefor 

18 Except as otherwise expressly provided in this agreement, if any parry has contributed hereto any Lease or Interest which is 

19 burdened with any royalty, overriding royalry, production payment or other burden on production in excess of the amounts 

20 stipulated above, such parry so burdened shall assume and alone bear all such excess obligations and shall indemnify, defend 

21 and hold the other parties hereto harmless from any and all claims attributable to such excess burden. However, so long as 

22 the Drilling Unit for the productive Zone(s) is identical with the Contraa Area, each parry shall pay or deliver, or cause to 

23 be paid or delivered, all burdens on production from the Contract Area due under the terms of the Oil and Gas Lease(s) 

24 which such parry has contributed to this agreement, and shall indemnify, defend and hold the other parties free from any 

25 liability therefor. 

26 No parry shall ever be responsible, on a price basis higher than the price received by such parry, to any other parry's 

27 lessor or royalry owner, and if such other party's lessor or royalry owner should demand and receive settlement on a higher 

28 price basis, the parry contributing the affected Lease shall bear the additional royalty burden attributable to such higher price. 

29 Nothing contained in this Article III.B. shall be deemed an assignment or cross-assignment of interests covered hereby, 

)0 and in the event two or more parties contribute to this agreement jointly owned Leases, the parties' undivided interests in 

31 said Leaseholds shall be deemed separate leasehold interests for the purposes of this agreement. 

i2 C Subsequently Created Interests: 

\ \ If any parry has contributed hereto a Lease or I merest thai is burdened with an assignment cf production given as security 

11 lor rhe payment of money, or if, after the date of this agreement, any parry creates an overriding royalty, production 

5̂ payment, net profits interest, assignment of production or other burden payable out of production attributable to its working 

'•)(< interest hereunder, such burden shall be deemed a "Subsequently Created Interest." Further, if any parry has contributed 

3? hereto a Lease or Interest burdened with an overriding royalry, production payment, net profits interest, or other burden 

38 payable out of production created prior to the date of this agreement, and such burden is not shown on Exhibit "A," such 

39 burden also shall be deemed a Subsequently Created Interest to the extent such burden causes the burdens on such parry s 

40 Lease or Interest to exceed the amount stipulated in Article III.B. above. 

41 The parry whose interest is burdened with the Subsequently Created Interest (the "Burdened Party") shall assume and 

42 alone bear, pay and discharge the Subsequently Created Interest and shall indemnify, defend and hold harmless the other 

43 parties from and against any liability therefor. Further, if the Burdened Party fails to pay, when due, its share of expenses 

44 chargeable hereunder, all provisions of Article VII.B. shall be enforceable against the Subsequently Created Interest in the 

45 same manner as they are enforceable against the working interest of the Burdened Party. If the Burdened Party is required 

46 under this agreement to assign or relinquish to any other parry, or parties, all or a portion of its working interest and/or the 

47 produaion attributable thereto, said other parry, or parties, shall receive said assignment and/or produaion free and clear of 

48 said Subsequently Created Interest, and the Burdened Parry shall indemnify, defend and hold harmless said othet party, or 

49 parties, from any and all claims and demands for payment asserted by ownets of the Subsequently Created Interest. 

50 ARTICLE IV. 

5: TITLES 

52 A. Title Examination: 

5} Title examination shall be made on the Drillsite of any proposed well prior to commencement of drilling operations and. 

54 if a majority in interest of the Drilling Parties so request or Operator so elects, title examination shall be made on the enure 

55 Drilling Unit, or maximum anticipated Drilling Unit, of the well. The opinion will include the ownership of the working 

56 interest, minerals, royalty, overriding royalty and production payments under the applicable Leases. Each parry contributing 

57 Leases and/or Oil and Gas Interests to be included in the Drillsite or Drilling Unit, if appropriate, shall furnish to Operator 

5ij all abstracts (including federal lease status reports), title opinions, title papers and curative material in Its possession free ot 

59 charge All such inlocmition not in the possession of or made available to Opcmot by the parties, but necessary for the 

60 examination of the title, shall be obtained by Operator. Operator shall cause title to be examined by attorneys on its staff or 

61 by outside attorneys. Copies of all title opinions shall be furnished to each Drilling Parry. Costs incurred by Operator m 

62 procuring abstracts, fees paid outside attorneys fori title examination (including preliminary, supplemental, shut-jxi royalty 

0 j opinions and division order title opinions) and other direct charges as provided in Exhibit "C" shall be borne by the?"Drilling 

M Parties in the proportion that the interest of each Drilling Parry bears to the total interest of all Drilling Partiel..as such 

65 interests appear in Exhibit "A." Operator shall make no charge for services rendered by its staff attorneys or other|personnel 

^ 1 ( 1 tfrcfi? Ii ' ' CM 1P.y l£ c °^ a k ° v e functions «,•£'' 
67 Lucli pun/1 snail be responsible for securing curative matter r and pooling amendments or agreements rjf&ujred in 

68 connection wi 

69 and recording of pooling designations or declarations and communitixation agreements as well as the tottf&a Of^faii 

70 before governmental agencies for the securing of spacing or pooling orders or any other orders necessan?W^app*opn'ate to 

lection with Leases or Oil and Gas Interests contributed by*ue3^party. Operator shall be responsible forfKe^t :parat ion 

recording of pooling designations or declarations and communitixation agreements as well as the w t f d i a CT^arings 

ire governmental agencies for the securing of spacing or pooling orders or any other orders necessa«(p^app*opn'ate tc 

71 the conduct of operations hereunder. This shall not prevent any parry from appearing on ' t s ^ ^ ^ ^ ^ ^ W ^ C ^ ^ P ^ j f ^ i 
ys, which are associated witi/hearings bereta^eOK^^feenta: 7 2 Costs incurred by Operator, including fees paid to outside attorneys, which are associated with 7 hearings 

agencies, and which costs are necessary and proper for the activities contemplated under this agre^rhent',"'sh'a'ir•be' direct 

charges to the joint account and shall not be covered by the administrative overhead charges as proyt'ijed,jn .Exhibit "C." 
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1 Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above 

2 functions 

3 No well shall be dr i l led on the Contract Area unt i l after (1) the tit le to the Dr i l ls i te or D r i l l i ng Un i t , if appropr iate, has 

4 been examined as above prov ided, and (2) the t i t le has been approved by the examin ing attorney or t i t le has been accepted bv 

5 all of the D r i l l i n g Parties in such well. 

6 B Loss or Fai lure o f T i t l e : 

1 h~i"<iluig u f 'T i l l t : . Ohuuld t n i O i l and Gas Interest or Oi l and G ts Lease be loot through failure of t i l l t i which reoylio in » 

8 reduction of interest f r o m that shown on Exhibi t " A , " the parry credited w i th cont r ibut ing the affected Lease or In terest 

9 ( including, if applicable, a successor in interest to such parry) shall have ninety (90) days f rom f inal determinat ion of tine 

10 failure to acquire a new lease or other instrument curing the entirery of the t i t le fai lure, which acquisition w i l l not be su i ted 

1 I to Art ic le VI I I .B. , and fa i l ing to do so, this agreement, nevertheless, shall continue in force as to all remain ing Oi l i / 6 Gas 

12 Leases and Interests; and, / 

13 (a) The party credited w i t h cont r ibu t ing the Oi l and Gas Lease or Interest affected by the t i t le failure ( including, if 

14 applicable, a successor in interest to such party) shall bear alone the entire loss and it shall not be ent i t led to /ecove t f rom 

15 Operator or the other parties any development or operat ing costs wh ich it may have previously paid or incurred, but there 

16 shall be no addit ional l iabi l i ty on its part to the other parties hereto by reason of such t i t le fai lure; / 

17 (b) There shall be no retroactive adjustment of expenses incurred or revenues received f rom the operat ion of the 

18 Lease ot Interest which has failed, but the interests of the parties contained on Exhib i t " A " shall be revised on an acreage 

19 basis, as of the t ime it is determined f inal ly that t it le fai lure has occurred, so that the interest of the parry whose Lease or 

20 Interest is affected by the tit le failure wi l l thereafter be reduced in the Contraa Area by the amount of pne Lease or Interest failed, 

21 (c) If the propor t ionate interest of the other parties hereto in any ptoducing wel l previonsly dr i l led on the Contract 

22 Area is increased by reason of the t i t le fai lure, the parry who bore the costs incurred in connection w i t h such well attributable 

2 3 to the Lease or Interest wh ich has failed shal! receive the proceeds attr ibutable to the i n c r e a s / i n such interest (less costs and 

24 burdens attr ibutable thereto) un t i l it has been reimbursed for unrecovered costs paid by it in connection w i th such well 

25 attributable to such failed Lease or Interest; / 

26 (d) Should any person not a parry to this agreement, who is determined to be the owner of any Lease or Interest 

27 <vhich has failed, pay in any manner any part of the cost of operat ion, development, .or equipment, such amount shall be paid 

28 to the parry or parties who bore the costs which are so refunded; / 

29 (e) Any l iabi l i ty to account to a person not a party to this agreement fo r /p r io r product ion of O i l and Gas which arises 

30 by reason of t i t le fai lure shall be borne severally by each parry ( inc luding a/predecessor to a current parry) who received 

31 product ion for which such accounting is required based on the amount of such product ion received, and each such parry shall 

32 severally indemni fy , defend and hold harmless all other parties hereto for / n y such l iabil i ty to account; 

33 ( f ) N o charge shall be made to the jo int account for legal expenses, lees or salaries in connection w i th the defense of 

}4 the Lease or Interest claimed to have failed, but if the parry cont r ibut ing such Lease or Interest hereto elects to defend its title 

35 it shall bear all expenses in connection the rew i th ; and / 

36 (g) I f any party is given credit on Exhibi t " A " to a Le/se or Interest which is l imi ted solely to ownership of an 

37 interest in the wel lbore of any wel l or wells and the product ion there f rom, such parry's absence of interest in the remainder 

38 of the Contract Area shall be considered a Failure of T i t l e as'to such remain ing Contract Area unless that absence of interest 

39 is reflected on Exh ib i t " A . " / 

40 2. Loss by Non-Payment or Erroneous Payment of A^fnount Due: If, th rough mistake or oversight , any rental , shut- in well 

4 1 p i yment , m i n i m u m royalry or royalty payment, or amer payment necessary to main ta in all or a po r t ion of an Oi) and Gas 

42 Lease or Interest is not paid or is erroneously pa id /and as a result a Lease or Interest terminates, there shall be no monetary 

43 l iabil i ty against the parry who failed to make juch payment. Unless the party who failed to make the requited payment 

44 secures a new Lease or Interest covering the s/me interest w i t h i n ninety (90) days f rom the discovery of the failure to make 

45 proper payment, wh ich acquisit ion w i l l not/be subject to Art ic le V I I I .B . , the interests of the parties reflected on Exhibi t " A " 

46 shall be revised on an acreage basis, e f fea ive as of the date of te rminat ion of the Lease ot Interest involved, and the party 

4 7 who failed to make proper payment wi f l no longer be credited w i t h an interest in the Cont raa Area on account of ownership 

48 of the Lease or Interest which has to/rninated. If the parry who failed to make the required payment shall not have been fully 

49 reimbursed, at the t ime of the l o i i , f rom the proceeds of the sale of Oi l and Gas attr ibutable to the lost Lease or Interest 

50 calculated on an acreage basis, (or the development and operat ing costs previously paid on account of such Lease or Interest. 

51 it shall be reimbursed for uprecovered actual costs pteviously paid by it (but not fot its share of the cost of any dry hole 

52 previously dr i l led or wel ls p rev ious l y abandoned) f rom so much of the fo l low ing as is necessary to e f fea reimbursement; 

5 3 (a) Proceeds of O i l and Gas produced pr ior to te rmina t ion of the Lease or Interest, less operat ing expenses and lease 

54 burdens chargeable horeunder to the person who failed to make payment, previously accrued to the credit of the lost Lease or 

55 Interest, on an acreage basis, up to the amount of unrecovered costs; 

56 (b) Procews of O i l and Gas, less operat ing expenses and lease burdens chargeable hereunder to the person who failed 

57 to make paym/n t , up to the amount of unrecovered costs attr ibutable to that por t ion of Oi l and Gas thereafter produced and 

58 marketed (excluding p r o d u a i o n f rom any wells thereafter dr i l led) wh ich , in the absence of such Lease or Interest terminat ion. 

59 would be/at t r ibutab le to the lost Lease or Interest on an acreage basis and wh ich as a result of such Lease or Interest 

60 te rminat ion is credited to other parties, the proceeds of said por t ion of the O i l and Gas to be contr ibuted by the other parties 

61 in proportion to their respective interests reflected on Exhibit "A"; and, ^ 

62 / (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, tfie owner 

63 of tin: Lcnjc or Interest lost, for the pr iv i lege of par t ic ipat ing in t h * Conttact ,A r>i or b o o m i n g a party ;a (hi t agt—cn«ru,— 

64 L ' }. Other Losses: A l ! losses of Leases or Interests commi t ted to this agreement, other than t h o j C ' j c t fo r th H I A n i i l i . ) 

65 IV.D 1. and IV.D.H, abo iL , shall be jo in t losses and shall be borne by all parties in p ropor t ion to the i r interests i h o w n on 

66 Exhibit " A . " Th is shall include but not be l imi ted to the loss of any Lease or Interest through fai lure to develop o j . because 

67 express or impl ied covenants have not been per formed (other than perfotmance wh ich requires only the payment ol,.money). 

68 and the loss of any Lease by expi ra t ion at the end of its pr imary term if it is not renewed or extended. Th'«e.;.shau' be no 

69 readjustment of interests in the remain ing por t ion of the Contract Area on account of any joini loss. ,' s 

70 4. Cur ing T i t l e : In the event of a Failure of T i t le under Art ic le I V . B . l . or a loss of t i t le under Ar t ic le ; l^V3.'2. above, any 

"M Lease or Interest acquired by any parry hereto (other than the party whose interest has failed or was lostV.diir ing^tKe/nincry 

'2 (90) day period prov ided by Ar t ic le IV .B . l . and Art ic le IV B.2. above covering all or a por t ion of the i n t e r e ^ j ^ t ^ t ^ ^ S ^ f f i l e d 

" i or was lost shall be offered at cost to the parry whose interest has failed or was lost, and the provisions 'of "Artt'cJe V I I I 8 

'4 shall not apply to such acquisit ion. 
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1 ARTICLE V. 
2 OPERATOR 
3 A. Designation and Responsibilities of Operator: 
4 — ^ . " . y g H E n e r f i y , I n c • shall be the Operator of the Contract Area, and shall conduct 
5 and direct and have full control of all operations on the Contract Area as permitted and required by, and within the limits of 
6 this agreement. In its performance of services hereunder for the Non-Operators, Operator shall be an independent contractor 
7 not subject to the control or direction of the Non-Operators except as to the type of operation to be undertaken in accordance 
8 with the election procedures contained in this agreement. Operator shall not be deemed, or hold itself out as, the agent of the 
9 Non-Operators with authority to bind them to any obligation or liability assumed or incurred by Operator as to any third 

10 parry. Operator shall conduct its activities under this agreement as a reasonable prudent operator, in a good and workmanlike 
11 manner, with due diligence and dispatch, in accordance with good oilfield practice, and in compliance with applicable law and 
12 regulation, but in no event shall it have any liability as Operator to the other parties for losses sustained or liabilities incurred 
11 except such as may result from gross negligence or willful misconduct. 
14 B. Resignation or Removal of Operator ind Selection of Successor: 
15 1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators. 
16 If Operator terminates its legal existence, no longer owns an interest hereunder in the Contraa Area, ot is no longer capable of 
17 serving as Operator, Operator shall be deemed to have resigned without any aaion by Non-Operators, except the seleaion of a 
18 successor. Operator may be removed only for good cause by the affirmative vote of Non-Operators owning a majority interest 
19 based on ownership as shown on Exhibit "A" remaining after excluding the voting interest of Operator, such vote shall not be 
20 deemed effeaive until a written notice has been delivered to the Operator by a Non-Operator detailing the alleged default and 
21 Operator has failed to cure the default within thirty (30) d̂ays from its receipt of the notice or, if the default concerns an 
22 operation then being conduaed, within forry-eight (48) hours of its receipt of the notice. For purposes hereof, "good cause shall 
2} mean not only gross negligence or willful misconduct but also the material breach of or inability to meet the standards of 

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

25 Subject to Article VI1.D.1., such resignation or removal shall not become effective until 7:00 o'clock A.M. on the first 

26 day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator 
27 or action by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of 
28 Operator at an earlier date. Operatot, after effective date of resignation or removal, shall be bound by the terms hereof as a 
29 Non-Operator. A change of a corporate name or structure of Operator or transfer of Operator's interest to any single 
30 subsidiary, parent or successor corporation shall not be the basis for removal of Operator. 
31 2. Selection of Successor Operator: Upon the resignation or removal of Operator under any provision of this agreement, a 
32 successor Operator shall be selected by the parties. The successor Operator shall be selected from the parties owning an 
33 interest in the Contraa Area at the time such successor Operator is selected. The successor Operator shall be selected by the 
34 affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown on Exhibit "A". 
35 provided, however, if an Operator which has been removed or is deemed to have resigned fails to vote or votes only to 
36 succeed itself, the successor Operator shall be selected by the affirmative vote of the party or parties owning a majoriry 
37 interest based on ownership as shown on Exhibit "A" temaining after excluding the voting interest of the Operator that was 
38 removed or resigned. The former Operator shall promptly deliver to the successor Operator all records and data relating to 
39 the operations conducted by the former Operator to the extent such records and data are not already in the possession of the 
40 successor operator. Any cost of obtaining or copying the former Operator's records and data shall be charged to the joint 
41 account 
4 2 3- Effect of Bankruptcy: If Operator becomes insolvent, bankrupt or is placed in receivership, it shall be deemed to have 
4 3 resigned without any action by Non-Operators, except the selection of a successor. If a petition for relief under the federal 
44 bankruptcy laws is filed by or against Operator, and the removal of Operator is prevented by the federal bankruptcy couri. all 
45 Non-Operators and Operator shall comprise an interim operating committee to serve until Operator has elected to reject or 
46 assume this agreement pursuant to the Bankruptcy Code, and an election to reject this agreement by Operator as a debtor m 
47 possession, or by a trustee in bankruptcy, shall be deemed a resignation as Operator without any action by Non-Operators. 
48 except the selection of a successor. During the period of time the operating committee controls operations, all actions shal: 
49 require the approval of two (2) or more parties owning a majoriry interest based on ownership as shown on Exhibit A. In 
50 the event there are only two (2) parties to this agreement, during the period of time the operating committee controls 
51 operations, a third parry acceptable to Operator, Non-Operator and the federal bankruptcy court shall be selected as a 
52 member of the operating committee, and all actions shall require the approval of two (2) members of the operating 
53 committee without regard for their interest in the Contract Area based on Exhibit "A." 
54 C. Employees and Contractors: 
55 The number of employees or contractors used by Operator in conducting operations hereunder, their selection, and the 
56 hours of labor and the compensation for services performed shal) be determined by Operatot, and all such employees or 
57 contractors shall be the employees or contractors of Operator. 
58 D. Righcs and Duties of Operator: 
59 1. Competitive Rates and Use of Affiliates: All wells drilled on the Contract Area shall be drilled on a competitive 
60 contract basis at the usual rates prevailing in the area. If it so desires, Operator may employ its own tools and equipment in 
61 the drilling of wells, but its charges therefor shal) not exceed the prevailing rates in the area and the rate of sucttfeharges 
62 shall be agreed upon by the parties in writing before grilling operations are commenced, and such work shaJl be perfumed by 
63 Operator under the same terms and conditions as are customary and usual in the area in contracts of independent contractors 
64 who are doing work of a similar narure. All work performed or materials supplied by affiliates or related parties ofpperator 
65 shall be performed or supplied at competitive rates, pursuant to written agreement, and in accordance with customs and 
66 standards prevailing in the industry. 
67 2. Discharge of joint Account Obligations: Except as herein otherwise specifically provided, Operator shall promptly pay 
68 and discharge expenses incurred in the development and operation of the Contract Area pursuant to this agreemenr̂ Vhd shall 
69 chatge each of the parties hereto with their respective proportionate shares upon the expense basis provided ^n Exhibit "C ' 
70 Operator shall keep an accurate record of the joint account hereunder, showing expenses incurred andlchacges and crcdus 
7 ; made and received. ' -
72 3. Protection from Liens: Operator shall pay, or cause to be paid, as and when they become due and pay'a^lc,..4jl*jc£Qunts 
7} of contractors and suppliers and wages and salaries for services rendered or performed, and for materials' supplied on, to or in 
74 respect of the Contract Area or any operations for the joint account thereof, and shall keep the Coiotr.act.: Area free from 

* exclusive of Saturdays, Sundays and legal holidays 
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1 liens and encumbrances resulting therefrom except for those resulting from a bona fide dispute as to services rendered or 
2 materials supplied. 
3 4. Custody of Funds: Operator shall hold for the account of the Non-Operators any funds of the Non-Operators advanced 
4 or paid to the Operator, either for the conduct of operations hereunder or as a result of the sale of production from the 
5 Contract Area, and such funds shall remain the funds of the Non-Operators on whose account they are advanced or paid until 
6 used for their intended purpose or otherwise delivered to the Non-Operators or applied toward the payment of debts as 
7 provided in Article VII.B. Nothing in this paragraph shall be construed to establish a fiduciary relationship between Operator 
8 and Non-Operators for any purpose other than to account for Non-Operator funds as herein specifically provided. Nothing in 
9 this paragraph shall require the maintenance by Operator of separate accounts for the funds of Non-Operators unless the 

10 parties otherwise specifically agree. 
11 5. Access to Contraa Area and Records: Operator shall, except as otherwise provided herein, permit each Non-Operator 
12 or its duly authorized representative, at the Non-Operator's sole risk and cost, full and free access at all reasonable times to 
13 all operations of every kind and character being conducted for the joint account on the Contract Area and to the records of 
14 operations conduaed thereon or produaion therefrom, including Operator's books and records relating thereto. Such access 
15 rights shall not be exercised in a manner interfering with Operator's conduct of an operation hereunder and shall not obligate 
16 Operator to furnish any geologic or geophysical data of an interpretive nature unless the cost of preparation of such 
17 interpretive data was charged to the joint account. Operator will furnish to each Non-Operator upon request copies of any 
18 and all reports and information obtained by Operator in connection with production and related items, including, without 
19 limitation, meter and chart reports, production purchaser statements, run tickets and monthly gauge reports, but excluding 
20 purchase contracts and pricing information to the extent not applicable to the production of the Non-Operator seeking the 
21 information. Any audit of Operator's records relating to amounts expended and the appropriateness of such expenditures 
22 shall be conducted in accordance with the audit protocol specified in Exhibit "C." 
23 6. Filing and Furnishing Governmental Reports: Operator will file, and upon written request promptly furnish copies to 
24 each requesting Non-Operator not in default of its payment obligations, all operational notices, reports or applications 
25 required to be filed by local, State, Federal or Indian agencies or authorities having jurisdiction over operations hereunder. 
26 Each Non-Operator shall provide to Operator on a timely basis all information necessary to Operator to make such filings. 
27 7. Drilling and Testing Operations: The following provisions shall apply to each well drilled hereunder, including but not 
28 limited to the Initial Well: 
29 (a) Operator will promptly advise Non-Operators of the date on which the well is spudded, or the date on which 
30 drilling operations are commenced. 
31 (b) Operator will send to Non-Operators such reports, test results and notices regarding the progress of operations on the well 
32 as the Non-Operators shall reasonably request, including, but not limited to, daily drilling reports, completion reports, and well logs. 
33 (c) Opeator shall adequately test all Zones encountered which may reasonably be expected to be capable of producing 
34 Oil and Gas in paying quantities as a result of examination of the electric log or any other logs or cores or tests conducted 
35 hereunder. 
36 8. Cost Estimates. Upon request of any Consenting Parry, Operator shall furnish estimates of current and cumulative costs 
37 incurred for the joint account at reasonable intervals during the conduct of any operation pursuant to this agreement. 
38 Operator shall not be held liable for errors in such estimates so long as the estimates are made in good faith. 
39 9. Insurance: At all times while operations are conducted hereunder, Operator shall comply with the workers 
40 compensation law of the state where the operations are being conducted; provided, however, that Operator may be a self-
41 insurer for liability under said compensation laws in which event the only charge that shall be made to the joint account shall 
42 be as provided in Exhibit "C." Operator shall also carry or provide insurance for the benefit of the joint account of the parties 
43 as outlined in Exhibit "D" attached hereto and made a part hereof. Operator shall require all contractors engaged in work on 
44 or for the Contract Area to comply with the workers compensation law of the state where the operations are being conducted 
45 and to maintain such other insurance as Operator may require. 
46 In the event automobile liability insurance is specified in said Exhibit "D," or subsequently receives the approval of the 
47 parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive 
48 equipment. 
49 ARTICLE V I . 
50 DRILLING A N D DEVELOPMENT 
51 A. Initial Well: 
52 On or before the ^ ^ t n day of N o v e m b e r ( 1 0 9 6 _ Operator shall commence the drilling of the Initial 

53 Well at the following location: 1,980' FS & E Lines of Sect ion 24, Township 22 
54 South, Range 32 East, Lea County, New Mexico. 
55 
56 
57 
58 
59 
60 and shall thereafter continue the drilling of the well with due diligence to a. d e p t h o f 9 , 0 0 0 ' Or a d e p t h 
6 1 s u f f i c i e n t to adequately t e s t the Bone Spring Formation, Jc 
6 2 whichever i s the lesser . Sf 
63 
64 
65 
66 
67 
68 

The drilling of the Initial Well and the participation therein by all parties is obligatory, subjea to Article VI.C1. as to pato'cipation 
in Completion operations and Article VLF. as to termination of operations and Article XI as to occurrence of forcejmajeu^l 

i thah^he^'IhitialjWjell, or 
:11 n^lc^ge^cap^ble of 

69 B. Subsequent Operations: 
70 1. Proposed Operations: If any party hereto should desire to drill any well on the Contraa Area other 
71 if any party should desire to Rework, Sidetrack, Deepen, Recomplete or Plug Back a dry hole or a well n\j>lcsnge 
72 producing in paying quantities in which such parry has not otherwise relinquished its interest in the proposed obibffltfy<i^S^tpder 
73 this agreement, the party desiring to drill, Rework, Sidetrack, Deepen, Recomplete or Plug Back such a wfell !Sr^|'|5yjS'Vrirwh 
74 notice of the proposed operation to the panies who have not otherwise relinquished their interest ii„,^]u^slfl|ije^iyeJ„,?iQnei 
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1 under (his agreement and to ail other panies in ihe case of a pro|x>sal for Sidetracking or Deepening, specifying the wnrx to be 

2 performed, the location, proposed depth, objective Zone and the estimated cost of the operation. The parties to whom such i 

3 nonce is delivered shall have thirty (30) days after receipt of the notice within which to notify the party proposing to do the work 

i whether ihey elect to participate in the cost ol the proposed operation. !f a drilling rig is on location, notice of a proposal to 

5 Rework, Sidetrack, Recomplete, Plug Back or Deepen may be given by telephone and the response period shall be limited to forty 

6 eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party to whom such notice is delivered to reply 

7 withm the period above fixed shall tnnsrimte .in election by th.it parry not to participate in the cost of the proposed operation. 

8 Any proposal by a party to conduct an operation conflicting with the operation initially proposed shall be delivered to all parties 
9 within the time and in the manner provided in Article VI.B.6. 

10 If all parties to whom such notice is delivered elect to participate in such a proposed operation, the parties shall be 

11 contractually committed to participate therein provided such operations are commenced within the time period hereafter set 

12 forth, and Operator shall, no later than ninety (90) days after expiration of the notice period of thirty (30) days (or as 

1} promptly as practicable after the expiration of the forty-eight (48) hour period when a drilling rig is on location, as the case 

\ \ may be), actually commence the proposed operation and thereafter complete it with due diligence at the risk and expense of 

ihe parties participating therein; provided, however, said commencement date may be extended upon written notice of same 

16 by Operator to the other parties, for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such 

17 .iJdinonal time is reasonably necessary to obtain permits from governmental authorities, surface rights (including rights-of-

'•8 w j y j or appropriate drilling equipment, or to complete title examination or curative matter required for title approval or 

19 acceptance If the actual operation has not been commenced within the time provided (including any extension thereof as 

.'0 speuficaily permitted herein or in the force majeure provisions of Article XI) and if any party hereto still desires in conduct 

21 \ : K ! operation, written notice proposing same must be resubmitted to the other parties in accordance herewith as if no prior 

22 proposal had been made. Those parties that did not participate in the drilling of a well for which a proposal to Deepen or 

2 i SiJctr.icl. is made hereunder shall, if such panics desire to participate in the proposed Deepening or Sidetracking operation. 

21 reimburse the Drilling Parties in accordance with Article VI.13,4. in the event of a Deepening operation and in accordance 

.'5 with Article VLB.5. in the event of a Sidetracking operation 

.'6 2 Operations by Less Than All Parties: 

11 (a) Determination of Participation If any party to whom such noiiee i.\ delivered as provided in Article VLB I . or 

28 VI C. I . (Option No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of (his 

29 Article, the party or parties giving the notice and such other parties as shall elect to participate in the operation shall, no 

30 later than ninety (90) days after the expiration of the notice period of thirty (30) days (or as promptly as practicable after the 

\ l expiration of the forty-eight (48) hour period when a drilling rig is on location, as the case may be) actually commence the 

s2 proposed operation and complete it with due diligence. Operator shall perform all work for the account of the Consenting 

(s. Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is a Non-Consenting Party. 

VI the Consenting Parties shall either: (i) request Operator to perform the work required by such proposed operation for the 

\5 account of the Ginsenting Parties, or (ii) designate one of the Consenting Parties as Operator to perform such work. The 

36 rights and duties granted to and imposed upon the Operator under this agreement are granted to and imposed1 upon ihc party 

W designated as Operator for an operation in which the original Operator is a Non-Consenting Party. Consenting Parties, when 

ib conducting operations on (he Contract Area pursuant to this Article VI,B.2., shall comply with all terms and conditions of this 

s9 agreement. 

-10 If less than all parties approve any proposed operation, the proposing parry, immediately after the expiration of the 

11 applicable notice period, shall advise all Panics of the total interest nf the panics approving such operation and its 

12 recommendation as to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Parry, 

4 3 wuhin funy-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after delivery of .such notice, shall advise the 

t-1 proposing parry of its desire to (i) limit participation to such parry's interest as shown on Exhibit "A" or (ii) carry only its 

45 proportionate part (determined by dividing such party's interest in the Contract Area by the interest;, of all Consenting Parties m 

•16 the Gintract Area) of Non-Consenting Parties' interests, or (iii) carry its proportionate part (determined as provided in (ii)) of 

•J7 Non-Consenting Parties' interests together with all or a portion of its proportionate part of any Non-Conjcnnng Parties 

48 interests that any Consenting Party did not elect to take. Any interest of Non-Consenting Parties that is not carried by a 

49 Consenting Party shall be deemed to be carried by the party proposing the operation if such party does not withdraw its 

50 proposal. Failure to advise the proposing party within the time required shall be deemed an election under (i) . In the event > 

51 drilling rig is on location, notice may be given by telephone, and the time permitted for such i response shall not exceed a 

5 2 total of forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays). The proposing parry, at its election, may 

53 withdraw such proposal if there is less than 100% patticipation and shall notify all parties of such decision within ten (10) 

54 days, or within twenty-four (24) hours if a drilling rig is on location, following expiration of the applicable response period. 

55 If 100% subscription to the proposed operation is obtained, the proposing party shall promptly notify the Consenting Parties 

56 of their proportionate interests in the operation and the party serving as Operator shall commence such operation within the 

57 period provided in Article VI .B. l . , subject to the same extension right as provided therein. 

58 (b) Relinquishment of Interest for Non-Participation. The entire cost and risk of conducting such operations shall be 

59 borne by the Consenting Parties in the ptoportions they have elected to bear same undet the terms of the preceding 

60 paragraph Consenting Parties shall keep the leasehold estates involved in such operations free and clear of all liens and 

fil encumbrances of every kind created by or arising from the operations of the Consenting Parties If such an operation rcsulis 

62 m a dry hole, then subject to Articles VI.B.6 and V1.E.3-. the Consenting Parties shall plug and abandon the well and restore 

65 the surface location i t their sole cost, risk and expense; provided, however, that those Non-Consenting Panies that 

64 participated in the drilling. Deepening or Sidetracking of the well shall remain liable for, and shall pay, theit proportionate 

65 shares of the cost of plugging and abandoning the well and res(Oring the surface location insofar only as those costs were not 

66 increased by (he subsequent operations of the Consenting Parties. If any well drilled. Reworked, Sidetracked, Deepened. 

67 Recompleted or Plugged Back under the provisions of this Article results in a well capable of producing Oil and/or Gas m 

68 paying quantities, the Consenting Parties shall Complete and equip the well to produce at their sole cost and risk, and the 

69 well shall then be turned over to Operator (if the Operator did not conduct the operation) and shall be operated by it at the 
: 0 expense and for the account of the Consenting Parties Upon commencement of operations for the drilling. Reworking, 

7' Sidetracking, Recompleting, Deepening or Plugging Back of any such well by Consenting Parties in accordance with the 

77 provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Patties, and the 

'3 Consenting Parlies shall own and be entitled to receive, in proportion io their respective interests, all of such Non-

' • i Consenting Party's interest in the well and share of production therefrom or, in the case of a Reworking, Sidetracking. 

" telegram, celex, telecopier, or other form of facsimile 
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1 Deepening, Recompleting or Plugging Back, or a Completion pursuant to Article Vl.C.l . Option No. 2, all of such Non-

2 Consenting Parry's interest in the production obtained from the operation in which the Non-Consenting Parry did not elect 

3 to participate. Such relinquishment shall be effective until the proceeds of the sale of such share, calculated at the well, or 

4 market value thereof if such share is not sold (aftet deducting applicable ad valorem, production, severance, and excise taxes. 

5 royalry, overriding royalry and other interests not excepted by Article III.C. payable out of or measured by the production 

6 from such well accruing with respect to such interest until it reverts), shall equal the total of the following: 

7 (i) 1 0 0 % of each such Non-Consenting Parry's share of the cost of any newly acquired surface equipment 

8 beyond the wellhead connections (including but not limited to stock tanks, separators, trcaters, pumping equipment and 

9 piping), plus 100% of each such Non-Consenting Parry's share of the cost of operation of the well commencing with first 

10 production and continuing until each such Non-Consenting Parry's relinquished interest shall revert to it under other 

'. ! provisions of this Article, it being agreed chat each Non-Consenting Parry's share of such costs and equipment will be that 

12 interest which would have been chargeable to such Non-Consenting Party had it participated in the well from the beginning 

1} of the operations; and 
14 (ii) 3 0 0 % o f ( a ) c h l [ 

portion of the costs and expenses of drilling, Reworking, Sidetracking, Deepening, 

15 Plugging Back, testing. Completing, and Recompleting, after deducting any cash contributions received under Article VIII ,C, 

16 and of (b) that portion of the cost of newly acquired equipment in the well (to and including the wellhead connections), 

17 which would have been chargeable to such Non-Consenting Party if it had participated therein. 

18 Norwithstanding anything to the contrary in this Article VI.B., if the well does not reach the deepest objective Tione 

19 described in the notice proposing the well fot reasons other than the encountering of granite or practically impenetrable 

20 substance ot othet condition in the hole tendering further operations impracticable, Operator shall give notice thereof to each 

21 Non-Consenting Parry who submitted or voted for an alternative proposal under Article VI.B.6. to drill the well to a 

22 shallower 2Lone than the deepest objective Zone proposed in the notice under which the well was drilled, and each such Non-

25 Consenting Parry shall have the option to participate in the initial proposed Completion of the well by paying its share of the 

24 cost of drilling the well to its actual depth, calculated in the manner provided in Article VLB.4. (a). If any such Non-

25 Consenting Parry does not elect to participate in the first Completion proposed for such well, the relinquishment provisions 

26 of this Article VI.B.2. (b) shall apply to such party's interest. 

27 (c) Reworking, Recompleting or Plugging Back. An election not to participate in the drilling, Sidetracking or 

28 Deepening of a well shall be deemed an election not to participate in any Reworking or Plugging Back operation proposed m 

29 such a well, or portion thereof, to which the initial non-consent election applied that is conducted at any time prior to full 

30 recovery by the Consenting Parties of the Non-Consenting Party's recoupment amount. Similarly, an election not to 

31 participate in the Completing or Recompleting of a well shall be deemed an election not to participate in any Reworking 

32 operation proposed in such a well, or portion thereof, to which the initial non-consent election applied that is conducted at 

33 any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment amount. Any such 

34 Reworking, Recompleting ot Plugging Back operation conducted during the recoupment period shall be deemed part of the 

55 cost of operation of said well and there shall be added to the sums to be recouped by the Consenting Parties ^ W % of 

36 that portion of the costs of the Reworking, Recompleting or Plugging Back operation which would have been chargeable to 

37 such Non-Consenting Parry had it participated therein. If such a Reworking, Recompleting ot Plugging Back operation is 

38 proposed during such recoupment period, the provisions of this Article VLB. shall be applicable as between said Consenting 

39 Parties in said well. 

40 (d) Recoupment Matters. During the period of time Consenting Parties are entitled to receive Non-Consenting Parry's 

4 1 share of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of all ad valorem. 

42 production, severance, excise, gathering and other taxes, and all royalry, overriding royalty and other burdens applicable to 

4 3 Non-Consenting Parry's share of production not excepted by Article III.C. 

44 In the case of any Reworking, Sidetracking, Plugging Back, Recompleting or Deepening operation, the Consenting 

45 Parties shall be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of all 

46 such equipment shall remain unchanged; and upon abandonment of a well after such Reworking, Sidetracking, Plugging Back. 

47 Recompleting or Deepening, the Consenting Parties shall account for all such equipment to the owners thereof, with eacn 

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

49 Within ninety (90) days after the completion of any operation under this Article, the parry conducting the operations 

50 for the Consenting Parties shal! furnish each Non-Consenting Parry with an inventory of the equipment in and connected to 

51 the well, and an itemized statement of the cost of drilling, Sidetracking, Deepening, Plugging Back, testing, Completing 

5 2 Recompleting, and equipping the well for production; or, at its option, the operating parry, in lieu of an itemized statement 

5 3 of such costs of operation, may submit a detailed statement of monthly billings. Each month thereafter, during the time the 

54 Consenting Parties are being reimbursed as provided above, the parry conducting the operations for the Consenting Parties 

55 shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the operation of 

56 the well, together with a statement of the quantity of Oi! and Gas produced from it and the amount of proceeds realized from 

57 the sale of the well's working interest production during the preceding month. In detetmining the quantity of Oil and Gas 

58 produced during any month, Consenting Parties shall use industry accepted methods such as but not limited to metering ot 

59 periodic well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with 

60 any such operation which would have been owned by a Non-Consenting Parry had it participated therein shall be credited 

61 against the total unreturned costs of the work done and of the equipment purchased in determining when the intere^-of such 

62 Non-Consenting Parry shall revert to it as above provided; and if there is a credit balance, it shall be paid to su!<ih Non-

63 Consenting Parry. '•• 

64 If and when the Consenting Parties tecover from a Non-Consenting Party's relinquished interest the amounts.lprovided 

65 for above, the relinquished interests of such Non-Consenting Parry shall automatically revert to it as of 7:00 a.m. defyhc day 

66 following the day on which such recoupment occurs, and, from and after such reversion, such Non-Consenting Earfy shall 

67 own the same interest in such well, the material and equipment in or pertaining thereto, and the production therefrom as 
, - r* , 

68 such Non-Consenting Parry would have been entitled to had it participated in the drilling, Sidetfacking^.-Retyorking. 

69 Deepening, Recompleting ot Plugging Back of said well. Thereafter, such Non-Consenting Parry shall befehirged with and 

70 shall pay its proportionate part of the further costs of the operation of said well in accordance with the£ terms, of this 

7! agreement and Exhibit "C" attached hereto. >/.',' ">.• 

72 3. Stand-By Costs: When a well which has been drilled or Deepened has reached its authorized depth...tQjjiiii^s^^jytve 
75 been completed and the results thereof furnished to the parties, or when operations on the wellj'Ka've" been'otherwise 

74 terminated pursuant to Article VI.F., stand-by costs incurred pending response to a parry's notice proposing.a Reworking, 
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Sidetracking, Deepening, Recompleting, Plugging Back or Completing operation in such a well (including the period required 

2 under Article VI.B.6. to resolve competing proposals) shall h<r charged and borne as part of the drilling or Deepening 

3 operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, 

4 whichever first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms 

5 ol the second grammatical paragraph of Article VI.B.2. (a), shall be charged to and borne as part of the proposed operation. 

6 but if the proposal is subsequently withdrawn because of insufficient participation, such stand-by costs shall be allocated 

? between the Consenting Parties in the proportion each Consenting Parry's interest as shown on Exhibit " A " bears to the total 

8 .merest as shown on Exhibit "A" of all Consenting Parties. 

9 In the event that notice for a Sidetracking operation is given while the drilling rig to be utilized is on location, any party 

KJ may request and receive up to five (5) additional days after expiration of the forty-eight hour response period specified m 

' Annie V i m wuhin which tn respond by paying for all stand-by costs and other costs incurred during such extended 

12 response period; Operator may require such party 10 pay the estimated stand-by lime in advance as a condition to extending 

13 ihe response period. If more than one parry elects to take such additional time to respond to the notice, standby costs shall be 

14 allocated between the parties raking additional time to respond on a day-to-day basis in the proportion each electing party s 

15 interest as shown on Exhibit "A" bears to the total interest as shown on P.xhibit "A" of all the electing parties. 
4 Deepening: tf less than all the parties elect to participate in a drilling, Sidetracking, or Deepening operation proposed 

I ' pursuant io Article VI.B.l . , the interest relinquished by the Non-Consenting Parties to the Consenting Parties under Article 

18 V| B 2 shall relate only and be limited to the lesser of (i) the total depth actually drilled or (ii) the objective depth or Zone 

19 nf which the parties were given notice under Article VI .B. l . ("Initial Objective"). Such well shall not be Deepened beyond the 

20 Initial Objective without first complying with this Article to afford the Non-Consenting Parties the opportunity to participate 

2 I m the Deepening operation. 

22 In ihe event any Consenting Party desires tn drill nr Deepen a Nnn-Cnnscnt Well to a depth below the Initial Objective. 

23 such patty shall give notice (hereof, complying with the tequircments of Article VI.B.l , to all parties (including Non-

24 Consenting Parties). Thereupon. Articles VI.B.l and 2 shall apply and all parties receiving such notice shall have the right to 

25 participate or not participate in the Deepening of such well pursuant to said Articles VI.B.l . and 2. If a Deepening operation 

26 ,> approved pursuant to such provisions, and if any Non-Consenting Party elects to participate in the Deepening operation. 

21 such Non-Consenting party shall pay or make reimbursement (as the case may be) of the following costs and expenses: 

28 (a) If the proposal to Deepen is made prior to the Completion of such well as a well capable of producing in paying 

29 quantities, such Non-Consenting Party shall pay (or reimburse Consenting Parties for, as the case may be) that share of costs 

30 and expenses incurred in connection with the drilling of said well from the surface to the Initial Objective which Non-

j : Consenting Party would have paid had such Non-Consenting Party agreed to participate therein, plus the Non-Consenting 

32 Party's share of the cost of Deepening and of participating in any further operations on the well in accordance wnh the other 

15 provisions of this Agreement; provided, however, all costs for testing and Completion or attempted Completion of the well 

14 incurred by Consenting Parties prior to the point of actual operations to Deepen beyond the Initial Objective shall be for the 

35 sole account of Consenting Parties. 

36 (b) If the proposal is made for a Non-Consent Well that has been previously Completed as a well capable of producing 

37 m paying quantities, but is no longer capable of producing in paying quantities, such Non-Consenting Party shall pay (or 

38 reimburse Consenting Parties for, as the case may be) its proportionate share of all costs of drilling, Completing, and 

39 equipping said well from the surface to the Initial Objective, calculated in the manner provided in paragraph (a) above, less 

40 those costs recouped by the Consenting Parties from the sale of production from the well. The Non-Consenting Party shall 

4 1 also pay its proportionate share of all costs of re-entering said well. The Non-Consenting Parties' proportionate part (based 

42 on the percentage of such well Non-Consenting Party would have owned had it previously participated in such Non-Consent 

4 3 Well) of the costs of salvable materials and equipment remaining in the hole and salvuble surface equipment used m 

44 connection with such well shall be determined in accordance with Exhibit "C." If the Consenting Parties have recouped the 

45 cust of drilling, Completing, and equipping the well at the time such Deepening operation is conducted, then a Non-

16 Consenting Party may participate in the Deepening of the well with no payment for costs incurred prior to re-entering (he 

4' well for Deepening. 

48 The foregoing shall not imply a right of any Consenting Party in propose any Deepening for a Non-Consent Well prior 

49 to the drilling of such well to its Initial Objective without the consent of the other Consenting Parties as provided in Article 

50 VI.F 

51 5. Sidetracking: Any party having the right to participate in a proposed Sidetracking operation that does not own an 

52 interest in the affected weilbote at the time of the notice shall, upon electing to participate, tender to the wellbore owners its 

5 5 proportionate share (equal to its interest in the Sidetracking operation) of the value of that portion of the existing wellbore 

54 to be utilized as follows; 

55 (a) If the proposal is for Sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs 

56 incurred in the initial drilling of (he well down to the depth at which the Sidetracking operation is initiated. 

57 (b) If the proposal is for Sidetracking a well which has previously produced, reimbursement shall be on ihe bisis of 

58 such party's proportionate share of drilling and equipping costs incurred in the initial drilling of the well down to (he depth 

59 at which the Sidetracking operation is conducted, calculated in the manner described in Article VLB,4(b) above. Such party's 

60 proportionate share of the cost of the well's salvable materials and equipment down to the depth at which the Sidetracking 

61 operation is initiated shall be determined in accordance with the provisions of Exhibit "C." 

62 6. Order of Preference of Operations. Except as otherwise specifically provided in this agreement, if any party desires to 

63 propose the conduct of an operation that conflicts wirVi a proposal that has been made by a party under (his Article VI, such 

64 party shall have fifteen (15) days from delivery of the initial proposal, in the case of i proposal to drill a well or to perform 

65 an operation on a well where no drilling rig is on location, or twenty-four (24) hours, exclusive of Saturday, Sunday and legal 

66 holidays, from delivery of the initial proposal, if a drilling rig is on location for the well on which such operation is to be 

67 conducted, to deliver to all parties entitled to participate in the proposed operation such party's alternative proposal, such 

68 alternate proposal to contain the same information required to be included in the initial proposal. Each parry receiving such 

69 proposals shall elect by delivery of notice io Operator within five (5) days after expiration of the proposal period, ot wuhm 

~C 'wenty-four (24) hours (exclusive of Saturday, Sunday and legal holidays) if a drilling rig is on location for the well that is (he 

' ! subieci of the proposals, to participate in one of the competing proposals, Any pnrty not electing within the time required 

'? shall be deemed not to have voted. The proposal receiving the vote of ponies owning the largest aggregate percentage 

M interest of the parties voting shall have priority over all other competing proposals; in the Case of a tie vote, me 

* or Deepening 

8 
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1 initial proposal shall prevail. Operator shall deliver notice of such result to all panies entitled to participate in the operation 

2 within five (5) days after expiration of the election period (or within twenty-four (24) hours, exclusive of Saturday, Sunday 

3 and legal holidays, if a drilling rig is on location). Each party shall then have two (2) days (or twenty-four (24) hours if a rig 

4 is on location) from receipt of such notice to elect by delivery of notice to Operator to participate in such operation or to 

5 relinquish interest in the affected well pursuant to the provisions of Article VI.B.2.; failure by a party to deliver notice within 

6 such period shall be deemed an election not to participate in the prevailing proposal. 
7 7 Conformity to Spacing Pattern. Notwithstanding the provisions of this Article VI.B.2., it is agreed that no wells shall be 

8 proposed to be drilled to or Completed in or produced from a Zone from which a well located elsewhere on the Contract 
9 Area is producing, unless such well conforms to the then-existing well spacing pattern for such Zone. + 

10 8 Paying Wells. No party shall conduct any Reworking, Deepening, Plugging Back, Completion, Recompletion. or 

I I Sidetracking operation under this agreement with respect to any well then capable of producing in paying quantities except 

I 2 wuh rhc consent of all parties that have not relinquished interests in the well at the time of such operation, 

i i C Completion of Wells; Reworking and Plugging Back; 

M I Completion: Without (he consent of ail parties, no well shall be drilled, Deepened or Sidetracked, except any w e ! l 

1 5 drilled. Deepened or Sidetracked pursuant to the ptovisions of Article VI.B.2. of this agreement. Consent to the drilling, 
lu Deepening or Sidetracking shall include: 
1 7 CD Option No. 1: All necessary expenditures for the drilling, Deepening or Sidetracking, testing, Completing and 

18 equipping of the well, including necessary tankage and/or surface facilities. 

" Option No. 2: Al l necessary expenditures for the drilling, Deepening or Sidetracking and testing of the well. When 

2° such well has reached its authorized depth, and all logs, cores and other tests have been completed, and the results 

2 1 thereof furnished to the parties. Operator shall give immediate notice to the Non-Operators having the right to 

22 participate in a Completion attempt whether or not Operator recommends attempting to Complete the well, 

2 3 together with Operator's AFE for Completion costs if not previously provided. The parties receiving such notice 

24 shall have forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect by delivery of 

25 notice to Operator to participate in a recommended Completion.attempt oi io m»i>e » Compteiiofrpre>poial with an 

26 »<tonip«n;iri& ATE. Operator shall deliver any such Completion proposal, ot any Completion p r o p w l eonflienng 

2 7 with Qp«ran» ' t prepowl, to the other parties entitled to participate rn-aueh Complction-in »ceordnnee—•/ith-tl-rc 

28 p+»t*tlvit* t p t f i f i t J in A x i i ' l t VI,06, Election to participate in a Completion attempt shall include consent to all 

29 necessary expenditures for the Completing and equipping of such well, including necessary tankage and/or surface 

50 facilities but excluding any stimulation operation not contained on the Completion AFE. Failure of any party 

5' receiving such notice to reply within the period above fixed shall constitute an election by that parry not to 

32 participate in the cost of the Completion attempt; provided, that Article VI.B.6. shall control in the case of 

33 conflicting Completion proposals. If one or more, but less than all of the parties, elect to attempt a Completion, the 

V' provisions of Article VI,B.2, hereof (the phrase "Reworking, Sidetracking, Deepening, Recompleting or Plugging 

i5 Back" as contained in Article VI.B.2. shall be deemed to include "Completing") shall apply to the operations 

36 thereafter conducted by less than all parties; provided, however, that Article VLB 2 shall apply scparaiely io each 

37 separare Completion or Recompletion attempt undertaken hereunder, and an election to become a Non-Consenting 

Party as tn one Completion or Recompletion Attempt shall not prevent a parry from becoming > Consenting Parry 

W m subsequent Completion or Recompletion attempts regardless whether the Consenting Parties as to earlier 

•10 Completions or Recompletions have recouped their costs pursuant to Article VI.B.2.; provided furiher, that any 

4 1 recoupment of costs by a Consenting Party shall be made solely from the production attributable to the Zone m 

42 which the Completion attempt is made. Election by a previous Non-Consenting Parry to participate in a subsequent 

43 Completion or Recompletion attempt shall require such parry to pay its proportionate share of the cost of salvable 

44 matetials and equipment installed in the well pursuant to the previous Completion or Recompletion attempt. 

45 insofar and only insofar as such materials and equipment benefit the Zone in which such party participates in a 

46 Completion Ktcrnpt. 

4 7 2. Rework, Recomplete or Plug Back: No well shall be Reworked, Recompleted or Plugged Back except a well Reworked. 

48 Recompleted, or Plugged Back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the Reworking, 

49 Recompleting or Plugging Back of » well shall include all necessary expenditures in conducting such operations and 

50 Completing and equipping of said well, including necessary tankage and/or surface facilities. 

5! D. Other Operations: 

52 Operator shall not undertake any single project teasonably estimated to require an expenditure in excess of 

5) T h - l r r y T h r m c a n H Dollars (J TO. 0 0 0 . Of) ) except in connection with the 

54 drilling. Sidetracking, Reworking, Deepening, Completing, Recompleting or Plugging Back of a well that has been previously 

5 5 authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden 

56 emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion 

57 are required to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the 

58 emergency to the other parties. If Operator prepares an AFE for its own use, Operator shall furnish any Non-Operator so 

59 requesting an information copy thereof for any single project costing in excess of T w e n t y - f i v e T h o u s a n d Dollars 

60 ( i 7 S , flnn f i n ). Any party who has not relinquished its interest in a well shall have the right to propose that 

61 Operator perform repair work or undertake the instillation of artificial lift equipment or ancillary production facilities such is 

62 silt wjter disposal wells or to conduct additional work with respect to a well drilled hereunder or other similar project (but 

63 not including the installation of gathering lines or other trinsportation or marketing facilities, the installation of which shill 

64 be governed by separate agreement between the parties) reasonably estimated to require an expenditure in excess of the 

65 amount first set forth above in this Article VI.D. (except in connection with an operation required to be proposed under 

66 Articles VI .B. l . or V I . C l . Option No. 2, which shall be governed exclusively by those Articles). Operator shall deliver such 

67 proposal to all parties entitled to participate therein. If within thirty (30) days thereof Operator secures the written consent 

68 of any parry or parties owning at least 60 % of the interests of the parties entitled to participate in such operation. 

69 each parry having the right to participate in such project shall be bound by the terms of such proposal and shall be obligated 

70 to pay Its proportionate share of the costs of the proposed project as if it had consented to such project pursuant to the terms 

7 i of the proposal. 
~2 E. Abandonment of Wells: 
7; i Abandonment of Dry Holes: Except for any well drilled or Deepened pursuant to Article VI.B.2., any well which has 

74 been drilled or Deepened under the terms of this agrccmeni and is proposed to be completed as a dry hole shall not be 

or such w e l l has been approved as an exception co the e x i s t i n g spacing 
pattern f o r such zone by the appropriate regulatory agency. 
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1 plugged and abandoned without the consent of all parties. Should Operator, after diligent effort, be unable to contact any 

2 parry, or should any parry fail to reply within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after 

3 delivery of notice of the proposal to plug and abandon such well, such parry shall be deemed to have consented to the 

4 proposed abandonment. A l l such wells shall be plugged and abandoned in accordance with applicable regulations and at the 

5 cost, risk and expense of the parties who participated in the cost of drilling or Deepening such well. Any parry who objects to 

6 plugging and abandoning such well by notice delivered to Operator within forty-eight (48) hours (exclusive of Saturday, 

7 Sunday and legal holidays) after delivery of notice of the proposed plugging shall take over the well as of the end of such 

8 forty-eight (48) hour notice period and conduct further operations in search of Oil and/or Gas subject to the provisions of 

9 Article VI.B.; failure of such party to provide proof reasonably satisfactory to Operator of its financial capability to conduct 

10 such operations or to take over the well within such period or thereafter to conduct operations on such well or plug and 

'. 1 abandon such well shall entitle Operator to retain or take possession of the well and plug and abandon the well. The party 

12 taking over the well shall indemnify Operator (if Operator is an abandoning parry) and the othet abandoning parties against 

13 liability for any further operations conducted on such well except for the costs of plugging and abandoning the well and 

14 restoting the surface, for which the abandoning parties shall remain proportionately liable. 

15 2. Abandonment of Wells That Have Produced: Except for any well in which a Non-Consent operation has been 

16 conducted hereunder for which the Consenting Parties have not been fully teimbursed as herein provided, any well which has 

!7 been completed as a producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to 

18 such abandonment, the well shall be plugged and abandoned in accordance with applicable regulations and at the cost, risk 

19 and expense of all the parties hereto. Failure of a parry to reply within sixty (60) days of delivery of notice of proposed 

20 abandonment shall be deemed an election to consent to the ptoposal. If, within sixty (60) days after delivery of notice of the 

21 ptoposed abandonment of any well, all parties do not agree to the abandonment of such well, those wishing to continue us 

22 operation from the Zone then open to production shall be obligated to take over the well as of the expitation ol the 

23 applicable notice period and shall indemnify Operator (if Operator is an abandoning parry) and the other abandoning parties 

24 against liability for any further operations on the well conducted by such parties. Failure of such parry or parties to provide 

2 5 proof reasonably satisfactory to Operator of their financial capability ro conduct such operations or to take over the well 

26 within the required period or thereafter to conduct operations on such well shall entitle Operator to retain or take possession 

27 of such well and plug and abandon the well. 

28 Parties taking over a well as provided herein shall tender to each of the other parties its proportionate share of the value of 

29 the well's salvable material and equipment, determined in accordance with the provisions of Exhibit "C," less the estimated cost 

30 of salvaging and the estimated cost of plugging and abandoning and restoring the surface; provided, however, that in the event 

31 the estimated plugging and abandoning and surface rcstotation costs and the estimated cost of salvaging are higher than the 

32 value of the well's salvable material and equipment, each of the abandoning parties shall tender to the parties continuing 

33 operations their proportionate shares of the estimated excess cost. Each abandoning party shall assign to the non-abandoning 

34 parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and material, all 

35 of its interest in the wellbore of the well and related equipment, together with its interest in the Leasehold insofar and only 

36 insofar as such Leasehold covers the right to obtain production from that wellbore in the Zone then open to production. If the 

37 interest of the abandoning parry is or includes an Oil and Gas Interest, such parry shall execute and deliver to the non-

38 abandoning parry or parties an oil and gas lease, limited to the wellbore and the Zone then open to production, for a term of 

39 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 

40 attached as Exhibit "B." The assignments or leases so limited shall encompass the Drilling Unit upon which the well is located 

41 The payments by, and the assignments or leases to. the assignees shall be in a ratio based upon the relationship of their 

42 respective percentage of participation in the Contract Area to the aggregate of the percentages of participation in the Contract 

43 Area of all assignees. There shall be no readjustment of interests in the remaining portions of the Contract Area. 

44 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production 

45 from the well in the Zone then open other than the royalties retained in any lease made under the terms of this Article. Upon 

46 request. Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and 

47 charges contemplated by this agreement, plus any additional cost and charges which may arise as the result of the separate 

48 ownership of the assigned well. Upon proposed abandonment of the producing Zone assigned or leased, the assignor or lessor 

49 shall then have the option to repurchase its prior interest in the well (using the same valuation formula) and participate m 

50 further operations therein subject to the provisions hereof. 

51 3. Abandonment of Non-Consent Operations: The provisions of Article VI.E.l . or V1.E.2. above shall be applicable as 

52 berween Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, 

51 however, no well shall be permanently plugged and abandoned unless and until all parties having the right to conduct further 

54 operations therein have been notified of the proposed abandonment and afforded the opportunity to elect to take ovet the well 

55 in accordance with the provisions of this Article VI.E.; and provided furthet, that Non-Consenting Parties who own an interest 

56 in a portion of the well shall pay their proportionate shares of abandonment and surface restoration costs for such well as 

5 7 provided in Article VI.B.2.(b). 

58 F. Termination of Operations: 

59 Upon the commencement of an operation for the drilling, Rewotking, Sidetracking, Plugging Back, Deepening, testing, 

60 Completion or plugging of a well, including but not limited to the Initial Well, such operation shall not be terminated without 

61 consent of parties bearing ^ ^ % of the costs of such operation; ptovided, howevet, that in the event granite+or other 

62 practically impenetrable substance ot condition in the hole is encountered which tenders further operations impractical, 

63 Operator may discontinue operations and give notice of such condition in the manner provided in Article VLB. Ic-and the 

64 provisions of Article V],B, or VI.E. shall thereafter apply to such operation, as appropriate. ,. 

65 G. TaJcing Production in Kind : " 
66 K) Option No. 1: Gas Balancing Agreement Attached 

67 Each parry shall take in kind or separately dispose of its proportionate share of all Oil and Gas produceds-jfrom the 
. 

68 Contraa Area, exclusive of produaion which may be used in development and producing operations and-,uS._prepftjping and 
69 

7 ; 

'0 

74 

Each party shall execute such division orders and contracts as may be necessary for the:sale of its interest m 

production from the Contract Area, and, except as provided in Article VII.B., shall be enttelfcej..to. receive payment 

10 
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1 directly from the purchaser thereof for us share of all production. 

2 ff any parry fails to make the arrangements necessary to take in kind ot separately dispose of its proportionate 

5 share of the Oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by 

1 the party owning it, but not ihe obligation, in purchase such Oil or sell it to others at any time and from time to 

5 time, for the account of the non-taking party. Any such purchase or sale by Operator may be terminated by 
(% Operator upon at least ten (IO) days written notice to the owner of said production and snail be subject always to 

the right of the owner of the production upon ;>i least len (ID) Jays written notice to Qpcrjior to excn'ue ai .my 

S time its right to take in kind, or separately dispose of, its share of all Oil not previously delivered to a purchaser 

0 Any purchase or sale by Operator of any other party's share of Oil shall be only for such reasonable periods of nine 

in as are consistent with the minimum needs of the industry under the particular circumstances, but in no eveni (or a 

period in excess of one ( I ) year 

I 2 Any such sale by Operator shall be in a manner commercially reasonable under the circumstances but Operator 

I I shall have nn duty to share any existing market or to obtain a price equal to that received under any existing 

l l market. The sale or delivery by Operator of a non-taking party's share of Oil under the tetms of any existing 

15 contract of Operatot shall not give the non-taking party any interesr in or make the non-taking party a parry to said 

'6 contract. No purchase shall be made by Operator without first giving the non-taking party at least ten (10) days 
1 ' written notice of such intended purchase and the price tn be paid or the pricing basis to be used. 
;H All parties shall give timely written notice to Operator of their Cas marketing arrangements (or the following 

" month, excluding price, and shall notify Operator immediately in the event of a change in such arrangements. 

-0 Operator shall maintain records of all marketing arrangements, and of volumes actually sold or transported, which 

records shall be made available to Nnn-Operators upon reasonable request. 

22 In the event one or more parties' separate disposition of its share of the Gas entases split-s.rcam delivcri.-s to separate 

23 pipelines ind/or deliveries which on a day-to-day basis for any reuson are not exactly equal to a parry's respective proportion-

21 ate share of total Gas sales to be allocated tn it. the balancing or accounting berween the panies shall be in accordance with 

?5 any Gas balancing agreement berween the panics hereto, whether such an agreement is attached as Exhibit "L;" or is a 

-'C> sepurjie agrtctnent. Operator shall give run ice to all panies of the first sales of (las from any well under this agreement 

2' O Option No. 2: No Gas Balancing Agreement: 

.'M I'.ich party shall take in kind or separately dispose of its proportionate share nf all Oil and das produced fmm 

2 n 'he Contract Area, exclusive of production which may be used in ilevelopineiit and proJticmg o|X.-rjiiuii.> and m 

preparing and treating Oil and (las fur marketing purposes and product ion unavoidably lost. Any extra expenditure 

1: incurred in the taking in kind or separate disposition by any party of us proportionate share of the production shall 

32 be borne by such party. Any party taking its share of production in kind shall be required to pay for only us 

33 proportionate share of such part of Operator's surface facilities which it uses. 

54 Each parry shall execute such division orders and conttacts as may be necessary for the sale of its interest m 

33 production from the Contract Area, and, except as provided in Article VII.B., shall be entitled to receive payment 

36 directly from the purchaser thereof for its share of all production. 

37 If any party fails tu make the arrangements necessary to take in kind or separately dispose of its proportionate 

38 share of the Oil and/or Gas produced from the Contract Area, Operatot shall have the right, subject to (he 

S9 revocation at will by the party owning it, but not the obligation, to purchase such Oil and/or Gus or sell it to others 

40 at any time and from time to time, for the account of the non-taking party. Any such purchase or sale by Operator 

i l may be terminated by Operator upon at least ten (10) days written notice to the owner of said production and shall 

42 be subject always to the right of the owner of the production upon at least ten (10) days written notice to Operator 

4 3 to exercise its right to take in kind, or separately dispose of, its share of all Oil and/or Gas not previously delivered 

44 to a purchaser; provided, however, that the effective date of any such revocation may be deferred at Operator s 

4 5 election for a period not ro exceed nineiy (90) days if Operator has committed such production to a purchase 

46 contract having a term extending beyond such ten (10) -day period. Any purchase or sale by Operator of any other 

47 party's share of Oil and/or Gas shall be only for such reasonable periods of time as are consistent with the 

18 minimum needs of the industry under the particular circumstances, but in no event for a period in excess nf one < ' : 

•19 year. 

50 Any such sale by Operator shall be in a manner commercially reasonable under the circumstances, but Operator 

51 shall have no duty to share any existing market or transportation arrangement or to obtain a price or transportation 

52 fee equal to that received under any existing market or transportation arrangement. The sale or delivery by 

5 3 Operator of a non-taking party's share of production under the terms of any existing contract of Operator shall not 

54 give rhe non-taking party any inrerest in or make the non-taking parry a party ro said contract. No purchase of Oil 

55 and Gas and no sale of Gas shall be made by Operator without first giving the non-taking party ten days written 

56 notice of such intended purchase or sale and the price to be paid or the pricing basis to be used. Operaror shall give 

57 notice to all parties of (he first sale of Gas from any well under this Agreement. 

58 All parties shall give timely written notice to Operator of their Gas marketing arrangements for the following 

59 month, excluding price, and shall notify Operator immediately' in the event of a change in such arrangements 

60 Operator shall maintain records of all marketing arrangements, and of volumes actually sold or transported, which 

61 records shall be made available to Non-Operators upon reasonable request. 

62 ARTICLE V I I . 

63 EXPENDITURES* A N D L I A B I L I T Y OF PARTIES 

64 A. Liability of Parties: 

65 The liability of the parties shall be several, not joint or collective. Each parry shall be responsible only for its obligations. 

66 and shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the 

67 hens granted among the parties in Atticle VII.B. are given to secure unly the debts of each severally, and no party,shall have 

68 ,,ny liability to third parties hereunder to satisfy the default of any other party in the payment of any expense or obligation 

69 hereunder It is not the intention of the panies to create, nor shall this agreement be construed as creating, o mining ot other 

TO partnership, joint venture, agency relationship or association, or to render the parties liable as partners, co-venturers, or 

pr.nopals. In their relations with each other under this agreement, the parties shall not be considered fiduciaries or to have 

'? established a confidential relationship but rather shall be free to act on an arm's-length basis in accordance with their Own 

respective self-interest, subject, however, to the obligation of (he parties to act in good faith in their dealings with each other 

" : wuh respect to activities hereunder. 
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1 8 Lienj and Security Interests: 

2 Each parry grants to the other parties hereto a lien upon any inrerest it now owns or hereafter acquires in Oil and Gas 

I /-cases and Oil and Gas Interests in the Gtntraci Area, and a security interest and/or purchase money security interest in any 

-1 interest it now owns or hereafter acquires in the persona] property and fixrurcs on or used or obtained for use m connection 

3 therewith, to secure performance of all of its obligations under this agreement including but not limited to payment of expense, 

6 interest and fees, the proper disbursement of all monies paid hereunder, the assignment or relinquishment of interest in Oil 

7 and Gas (.eases as required hereunder, and the proper performance of operations hereunder. Such lien and security interest 

8 granted by each parry hereto shall include such party's leasehold interests, working interests, operating rights, and roytlty anj 

9 overriding royalty interests in the Contract Area now owned or hereafter acquired and in lands pooled or unitized therewith or 

10 otherwise becoming subject to this agreement, the Oil and Gas when extracted therefrom and equipment siruated thereon or 

' 1 used oi obtained for use in connection therewith fincluding, without limiiation, i l l wells, tools, and tubular goods), and accounts 

' (miluding. without limitation, accounts arising from gas imbalances or from the sale of Oil and/or Gas at the wellhead) 
, ( roniract rights. Inventory and general intangibles relating therein or arising therefrom, and all proceeds and products ol (he 

.4 Inrcgoing 

;5 Tn perfect the lien and security agreement provided herein, each party hereto shall execute and acknowledge the recording 

16 supplement and/or any financing statement prepared and submitted by any parry hereto in conjunction herewith or at any time 

17 following execution hereof, and Operator is authorized to file this agreement or the recording supplement executed herewith as 

18 a lien or mortgage in the applicable real estate records and as a financing statement with the proper officer under the Unifotm 

19 Commercial Code in the state in which the Contract Area is siruated and such other states as Operator shall deem appropriate 

20 to perfect the security interest granted hereunder. Any parry may file this agreement, the recording supplement executed 

21 herewith, or such othct documents as it deems necessary as a lien or mortgage in the applicable real estate records and/or a 

22 Imancing statement with the proper officer under the Uniform Commercial Code. 

2 5 Each parry represents and wartants to the other parties hereto that the lien and security interest granted by such patty to 

24 the other parties shall be a first and prior lien, and each parry hereby agrees to maintain the priority of said lien and security 

25 interest against all persons acquiring an interest in Oil and Gas I-eascs and Interests covered by this agreement by, through or 

26 under such parry. All parties acquiring an interest in Oil and Gas Leases and Oil and Gas Interests covered by this agreement, 

11 whether by assignment, merger, mortgage, operation of law, or otherwise, shall be deemed to have taken subiect 

28 tn the lien and security interest granted by this Article VII.B. as to all obligations attributable to such interest hereundet 

29 whether or not such obligations arise before or after such interest is acquired. 

30 To the extent that parties have a security interest under the Uniform Commercial Code of (he state in which the 

31 Cnn(raci Area is situated, they shall be entitled to exercise the rights and remedies of a secured party under the Code 

32 The bringing of a suit and the obtaining of judgment by a party for the secured indebtedness shall not be deemed an 

33 election of remedies or otherwise i l l c c i the lien rights or security imerest as security for the payment thereof In 

S4 addition, upon default by any party in the payment of its share of expenses, interests or fees, or upon the improper use 

)> al funds by the Operator, the other parties shall have the right, without prejudice to other rights or remedies, to collect 

36 from ihc purchaser the proceeds from the sale of such defaulting party's share of Oil and Gas until the amount owed by 

>7 >uch p)rty. plus interest as provided in "Exhibit C." has been received, and shall have the right to offset the amouni 

38 owed against the proceeds from the sale of such defaulting party's share of Oil and Gas. All purchasers ol production 

39 may rely on a notification of default from the non-defaulting party or parties stating the amount due as a result of trie 

40 default, and all parties waive any recourse available against purchasers for releasing production proceeds as provided m 

41 this paragraph. 

42 If any parry fails to pay its shate of cost within one hundred twenty (120) days after rendition of a statement therefot by 

4 3 Operator, the non-defaulting parties, including Opetator, shall, upon request by Operatot, pay the unpaid amount in the 

44 proportion that the interest of each such patty bears to the interest of all such parties. The amount paid by each parry so 

4 5 paying its share of the unpaid amount shall be secured by the liens and security rights described in Article VII.B., and each 

46 paying party may independently pursue any remedy available hereunder or otherwise. 

47 If any party docs not perform all of its obligations hereunder, and the failure to perform subjects such party to foreclosure 

48 nr execution proceedings pursuant to the provisions of this agreement, to the extent allowed by governing law, the defaulting 

49 party waives any available right of redemption from and after the date of judgment, any required valuation or appraisement 

50 of the mortgaged or secured property prior to sale, any available right to stay execution or to require • marshalling of assets 

51 and any required bond in the event a receiver is appointed. In addition, to the extent permitted by applicable law, each parry 

52 hereby grants to the other parties a power of sale as to any property that Is subject to the lien and securiry rights granted 

5 3 hereunder, such power to be exercised in the manner provided by applicable law or otherwise in a commercially reasonable 

54 manner and upon reasonable notice. 

55 Each parry agrees that the other parties shall be entitled to utilize the provisions of Oil and Gas lien law or other lien 

56 law of any state in which the Contract Area is situated to enforce the obligations of each parry hereunder. Without limiting 

57 the generality of the foregoing, to the extent permitted by applicable law, Non-Operators agree that Operator may invoke or 

5K utiluc ihe mechanics' or materialmen's lien law of the state in which the Contract Area is siruated in order to sercure the 

59 payment to Operator of any sum due hereunder for services performed or materials supplied by Operator. 

60 C. Advances; 

61 Operator, at its election, shall have the right from time to time to demand and receive from one or more of the other 

62 parties payment in advance of their respective shares of the estimated amount of the expense to be incurted in opetations 

63 hereunder during the next succeeding month, which'right may be exercised only by submission to each such party of an 

64 itemized statement of such estimated expense, together with an invoice for its share thereof..Each such statement and invoice 

65 for the payment in advance of estimated expense shall be submitted on or before the 20th day of the next preceding month 

66 Each parry shall pay to Operator its proportionate share of such estimate within fifteen (15) days after such estimate and 

67 invoice Is received. If any parry fails to pay its share of said estimate within said time, the amount due shall bear interest as 

68 provided in Exhibit "C" until paid. Proper adjustment shall be made monthly between advances and actual expense to the end 

69 that each parry shall bear and pay its proportionate share of actual expenses incurred, and no more. 
70 O. Defaults and Remedies'. 
7! If my parry fails to discharge any financial obligation under this agreement, including without limitation the failure to 

72 make any advance under the preceding Article VH.C. or any other provision of this agreement, within the period required for 

l> such paymeni hereunder, then in addition to the remedies provided in Article VII.B. or elsewhere in this agreement, the 

m remedies specified below shall be applicable. For purposes of this Article VI1.D.. all notices and elections shall be deliverec! 

- 12 • 
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! only by Operator, except that Operator shall deliver any such notice and election requested by a non-defaul t ing Non.Operator . 

2 and when Operator is the parry in default, the applicable notices and elections can be delivered by any Non-Operator 

3 Election of any one or more of the fo l lowing remedies shall not preclude the subsequent use of any other remedy specified 

4 below or otherwise available to a non-defaul t ing parry. 

"> I- Suspension of R igh ts : Any parry may deliver to the party in default a Not ice of Default , which shall specify the default. 

6 i p e a l y the action to be taken to cure the default, and specify that failure to fake such ^ccion wi l l e u u U J n the exercise of one 

7 or more of the remedies provided in this Art ic le. If the default is not cured w i t h i n flwtyFfffi)1 days of the delivery of such 

8 Notice of Default , all of the rights of the defaul t ing parry granted by this agreement may upon notice be suspended unt i l the 

9 default is cured, w i thout prejudice to the r ight of the non-defaul t ing parry or parties to continue to enforce the obligations of 

10 the default ing parry previously accrued or thereafter accruing under (his agreement If Operator is the parry in default, the 

11 Non-Operators shall have in addit ion the r ight , by vote of Non-Operators own ing a major i ty in interest in the Contract Area 

12 after excluding the vo t ing interest of Operator , to appoint a new Opetator effective immediately. The f ights of a default ing 

13 parry that may be suspended hereunder at the election of the non-defaul t ing parties shall include, w i thou t l im i ta t ion , ihe right 

14 to receive in format ion as to any operat ion conducted hereunder dur ing the period of such default, the r ight to elect to 

i 5 participate in an operat ion proposed under Art ic le VI.B of this agreement, the r ight to participate in an operat ion being 

'.6 conducted under (his agreement even if the party has previously elected to participate in such operat ion, and the right to 

l • receive proceeds of product ion f rom any well subject to this agreement. 

18 2 Sun for Damages: Non-defau l i ing parties or Operator for the benefit of non-defaul t ing parties may sue (at |omt 

19 account expense) to collect the amounts in default, plus interest accruing on the amounts recovered f rom the date of default 

20 unti l the date of col lection at the rate specified in Exhibi t " C " attached hereto. N o th i ng herein shall prevent any party f rom 

21 suing any default ing parry to collect consequential damages accruing to such parry as a result of the default. 

22 3. Deemed Non-Consent : The non-default ing party may deliver a wr i t ten Notice of Non-Consent Election to the 

23 default ing parry at any t ime after the expi ra t ion of the t r r i r r f - 8 i y i cu re period fo l lowing delivery of the Not ice of Default, m 

24 which event if the b i l l i ng is for the d r i l l i ng of a new well or the Plugging Back, Sidetracking, Rework ing or Deepening of a 

25 well which is to be or has been plugged as a dry hole, or for the Comple t ion or Recomplet ion o; any wel l , the default ing 

26 party w i l l be conclusively deemed to have elected not to part icipate in the operat ion and to be a Non-Consent ing Parry wi th 

27 respect thereto under Ar t ic le VI .B. or V I . C , as the case may be, to the extent of the costs unpaid by such party. 

28 notwi thstanding any election to part icipate theretofore made. If election is made to proceed under this prov is ion, then the 

29 non-default ing parties may not elect to sue for the unpaid amount pursuant to Art ic le VI I .D.2. 

10 Unt i l the delivery of such Notice of Non-Consent Election to the default ing party, such party shall have the right to cure 

JI us default by paying its unpaid share of costs plus interest at the rate set fo r th in Exhibi t "C . " provided, however, such 

32 payment shall not prejudice the r ights of the non-defaul t ing parties to pursue remedies for damages incurred by (he non-

11 default ing parties as a result of the default. Any interest rel inquished pursuant to (his An ic le VI I .D.3 . shall be offered io the 

34 non-default ing parties in p ropor t ion to their interests, and the non-defaul t ing panics electing to part ic ipate in the ownership 

35 nf such interest shall be required to contr ibute their sharej, cd the d e f u ^ d amount upon their election to part icipate (herein 

36 4. Advance Payment: If a default is not cuted w i t h i n wur ty t ^S l ) days of the delivery of a Notice of Default , Operator, or 

1? Non-Operators if Operator is the default ing parry, may thereafier require advance payment f r om the default ing 

38 parry of such defaulting parry's anticipated share of any item of expense for which Operator, or Non-Operators, as the case may 

39 be would be entitled to reimbursement under any provision of this agreement, whether or not such expense was the subieci ol 

40 the previous default. Such right includes, but is not l imited to, the right to require advance payment for the estimated costs ni 

4 1 dr i l l ing a well or Complet ion of a well as to which an election to participate in dr i l l ing or Complet ion has been made If the 

4 2 defaulting parry fails to pay the required advance payment, the non-default ing parties may pursue any of the remedies provided 

< i in this Article VI I .D. or any other default remedy provided elsewhere in this agreement. Any excess of funds advanced remaining 

44 when the operation is completed and all costs have been paid shall be prompt ly returned to the advancing parry. 

4 5 5. Costs and At torneys ' Fees. In the event any party is required to br ing legal proceedings to enforce any financial 

46 obl igai ion of a parry hereunder, the prevai l ing party in such action shall be ent i t led to recover all court costs, costs ol 

47 collection, and a reasonable attorney's fee, which the lien provided for herein shall also secure. 

48 E. Rentals, Shu t - in We l l Payments and M i n i m u m Royal t ies: 

49 Rentals, shut- in we l l payments and m i n i m u m royalties which may be required under the terms of any lease shall be paid 

50 by < t t e e f f l 5 ° J r ' p ^ R & s - ^ i ^ f l & t t & ^ u ^ f c a s t 0 ^ at its or thei>.«Mp«nte. In the event two or more parties 

51 own and have contr ibuted interests in the same lease to this agreement, such parties may designate one of such parties (0 

52 make said payments for and on behalf of all such parties. Any party may request, and shall be ent i t led to receive, proper 

53 evidence of all such payments, ln the event of failure to make proper payment of any rental, shut - in wel l payment ot 

54 m i n i m u m royalty through mistake or oversight where such payment is required to continue the lease in force, any loss which 

55 results f rom such non-payment shall be borne in accordance w i th the provisions of Art ic le IV.B.7, J 

56 Operator shall not i fy Non-Operators of the anticipated complet ion of a shut- in wel l , or the shut t ing in or return to 

57 product ion of a producing wel l , at least five (5) days (excluding Saturday, Sunday and legal holidays) pr ior io taking such 

58 action, or at the earliest oppor tun i ty permi t ted by circumstances, but assumes no l iabi l i ty for failure to do so. In the event of 

59 failure by Operator to so not i fy Non-Operators , the loss of any lease contr ibuted hereto by Non-Operators for failure to make 

60 nmcly payments of any shut- in wel l payment shall be borne jo int ly by the parties hereto under the provisions of Article 

6 : I v 8 3 

62 F Taxes: 

61 Beginning w i th the first calendar year after the effective date hereof. Operator shall render for ad valorem taxation all 

64 property subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed 

65 thereon before they become del inquent. Prior to the rendi t ion date, each Non-Opera to r shall furnish Operator in format ion as 

66 to burdens (to include, but not be l imi ted to, royalties, overr id ing royalties and product ion payments) on Leases and Oi l and 

67 Cas Interests contr ibuted by such Non-Operator . If the assessed valuation of any Lease is reduced by reason of its being 

68 subicct to outstanding excess royalties, overr id ing royalties or product ion payments, the reduction in ad valorem taxes 

69 resulting therefrom shall inure to the benefit of the owner or owners of such Lease, and Operator shall adjust the charge io 

70 such owner or owners so as to reflect the benefit of such reduction. If the ad valorem taxes arc based in -who le or in par: 

7 1 upon separate valuations of each party's work ing interest, then notwi ths tand ing anyth ing to the contrary herein, charges to 

72 the joint account shall be made and paid by the parties hereto in accordance w i t h the tax value generated by each party s 

71 work ing interest. Operator shall b i l l the other patties for their proport ionate shares of all tax payments in the: manner 

74 provided in Exhibi t "C . " 
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1 H Operator considers any tut assessment improper. Operator may, at its discretion, protest within the time and manner 

2 prescribed by law, and prosecute the protest to a final determination, unless all panics agree to abandon the protest prior to fma: 

5 determination. During the pendency of administrative or judicial proceedings, Operator may elect to pay. under protest, all such iu.es 

4 and any interest and perulry. When any such protested assessment shall have been finally determined, Operator shall pay the taj< for 

5 the joint account, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be 

rt paid by them, as provided in Exhibit "G" 

7 Each parry shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon or with respea 

8 to the produaion or handling of such party's share of Oil and Gas produced under the terms of this agreement. 

"> ARTICUE V I I I . 
: ( 1 ACQUISITION, M A I N T E N A N C E OR TRANSFER OF INTEREST 

I A Surrender of Leases: 

12 The I .cases covered by this agreement, insofar is they embrace acreage in the Contraa Area, shall not be surrendered in whole 
i J ur m part unless all parties consent thereto. 

M However, should any parry desire to surrender its interest in any Lease or in any portion thereof, such parry shall give written 

I J notice of the proposed surrender to all panies, and the parties to whom such notice is delivered shall have thirty (JO) days after 

id delivery ol the notice within which to notify the party proposing the surrender whether they elect to consent theteto. Failure of a 

17 parry to whom such notice is delivered to reply within said 10-day period.shall constitute a consent to the surrender of the Leases 

18 described in the notice. If all parties do not agree or consent thereto, the parry desiring to surrender shall assign, without express or 

19 implied warranty of title, all of its interest in such Lease, or portion thereof, and any well, material and equipment which may be 

20 located thereon and any rights in prtxJuaion thereafter secured, to the parties not consenting to such surrender. If the interest of the 

21 assigning party is or Includes an Oil and Gas Interest, the assigning party shall execute and deliver to the parry or parties not 

22 consenting to such surrender an oil and gas lease covering such Oil and Gas Interest for a term of one ( I ) year and so long 

2} thereafter as Oil and/or Gas is prtxjuced from the land covered thereby, such lease to be on the form arrached hereto as Exhibit "B 

24 Upon such assignment or lease, the assigning party shall be relieved from all obligations (hereafter accruing, but not theretofore 

25 accrued, with respect to the interest assigned or leased and the operation of any well attributable thereto, and the assigning parry 

26 shall have no further interest in the assigned or leased premises and its equipment and produaion other than the royalties retained 

2? HI any lea.se made under the terms of this Article. The parry assignee or lessee shall pay to the parry assignor or fesstir ihe 

28 reasonable salvage value of the larter's interest in any well's salvable materials and equipment attributable to the assigned or leased 

29 acreage. The value of all salvable materials and equipment shall be determined in accordance with the provisions of Exhibit "C," less 

)0 the estimated cost of salvaging and the estimated cost of plugging and abandoning and restoring the surface. If such value is less 

I I ihan such costs, then the parry assignor or lessor shall pay to the party assignee or lessee the amount of such deficit. If (he 

12 assignment or lease is in favor of more than one parry, the interest shall be shared by such panies in the proportions lhat the 

11 interest nf each bears to the total interest of all such parties. If the interest of the parties to whom the assignment is to be made 

14 vjnes according io depth, then the interest assigned shall similarly reflect such variances. 

15 Any assignment, lease or surrender made under (his provision shall no( reduce or change (he assignor's, lessor's or surrendering 

16 parry's interest as it WHS immediately before the assignment, lease or surrender in the balance of the Contract Area; and ihc acreage 

17 assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subjea to the terms and provisions of this 

18 agreement but shall be deemed subjea to an Operating Agreement in the form of thus agreement. 

19 8 Renewal or Extension of Leases: 

40 If any party secures a renewal or replacement of an Oil and Gas Lease or Interest subjea to this agreement, then all other parties 

11 shall be notified promptly upon such acquisition or, in the case of a replacement Lease taken before expiration of an existing Lease, 

42 promptly upon expiration of the existing Uase. The parties notified shall have the right for a period of thirty (}0) days following 

4J delivery of such notice in which to elect to participate in (he ownership of (he renewal or replacement Lease, insofar as such Lease 

44 affects lands within the Contraa Area, by paying to the party who acquired it their proportionate shares of the acquisition cos: 

41 allotatcd to that pan of such Lease within the Contraa Area, which shall be in proportion to the interests held at that time by the 

46 parties in the Contraa Area. Each party who participates in the purchase of a renewal or replacement Lease shall be given an 

4? assignment uf its proportionate interest therein by (he acquiring party. 

48 If some, but less than all, of the parties clca to participate in the purchase of a renewal or replacement Lease, n shall be owned 

49 by the parties who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in 

10 (he Contraa Area to the aggregate of the percentages of participation in the Gsntraa Area of all parties participating in the 

51 purchase of such renewal or replacement Lease. The acquisition of a renewal or replacement Lease by any or all of the parties hereto 

52 shall not cause a readjustment of the interests of the parties stated in Exhibit "A," but any renewal or replacement Lease in which 

5) less than all panies elect to participate shall not be subject to this agreement but shall be deemed subjea to a separate Operating 

54 Agreement in the form of this agreement. 

55 If the interests of the panics in the Contraa Area vary according to depth, then their right to participate proportionately in 

56 renewal or replacement Leases and their right to receive an assignment of interest shall also reflea such depth variances. 

57 The provisions of this Anicle shall apply to renewal or replacement Leases whether they are for the entire intcresi covered by 

58 the expiring l-ease or cover only a ponion of its area or an interest therein. Any renewal or replacement Lease taken before the 

59 expiration of its predecessor Lease, or taken ot contraaed for or becoming effeaive within six (6) months after the expiration of the 

60 existing Lease, shall be subject to this provision so long is this agreement is in effea at the time of such acquisition or at (he time 

61 the renewal or replacement Lease becomes effective; but any Lease taken or contraaed for more than six (6) months faftet the 

62 expiration of an existing Lease shall no( be deemed a renewal or replacement Lease and shall not be subject to the provisions of th.s 

61 agreement. 
64 The provisions in this Article shall also be applicable to extensions of Oil and Gas Leases. 

65 C. Acreage or Cash Contributions: 
66 While this agreement is in force, if any party contraas for a contribution of cash towards the drilling of a well or my other 

67 operation on the Contraa Area, such contribution shall be paid to the party who conduaed the drilling or other operation;.nd shall 

68 be applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party'to whom 

69 the contribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Parties in the 

70 proportions said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contraa Area and, to the 

7 1 extent possible, be governed by provisions identical to this agreement. Each party shall prompdy notify all other panies of any 

72 acreage or cash contributions it may obtain in support of any well or any other operation on the Contraa Area. The above 

71 prnv.sions shall also be applicable to optional r.ghts to earn acreage outside the Contraa Area which are in suppon of well drilled 

•>J inside the G>mraa Area. 
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1 If any party contracts for any consideration relating to disposition of such parry's share of substances produced hereunder, 

2 such consideration shall not be deemed a contribution as contemplated in this Article VIII.C 

3 D Assignment; Maintenance of Uniform Interest: 

o for the purpose of maintaining uniformity of ownership in the Contract Area in the Oil and Gas Leases. Oil and Gas 

5 interests, wells, equipment and produaion covered by this agreement no party shall sell, encumber, transfer or make other 

6 disposition of its interest in the Oil and Gas Leases and Oil and Gas Interests embraced within the Contraa Area or m wells, 
7 equipment and produaion unless such disposition covers cither: 

8 I . the entire interest of the party in all Oil and Gas Leases, Oil and Gas Interests, wells, equipment and produaion; ot 

9 2. an equal undivided percent of the parry's present interest in all Oil and Gas Leases, Oil and Gas Interests, wells 

'0 equipment and produaion in the Contraa Area. 

1 I Every sale, encumbrance, transfer or other disposition made by any party shall be made expressly subjea to this agreement 

I 2 and shall be made without prejudice to the right of the other parties, and any transferee of an ownership interest in any Oil and 

13 Gas Lease or Interest shall be deemed a party to this agreement as to the interest conveyed from and after the effeaive date of 

14 the transfer of ownership; provided, however, that the othct parties shall not be required to recognize any such sale. 

1 J encumbrance, transfer or other disposition for any purpose hereunder until thirty (30) days after they Save received a copy of the 

16 instrument of transfer or other satisfaaory evidence thereof in writing from the transferor or transferee. No assignment or other 

17 disposition of interest by a party shall relieve such parry of obligations previously incurred by such parry hereunder with respect 

18 to the interest transferred, including without limitation the obligation of a party to pay all costs attributable to an operation 

19 conduaed hereunder in which such party has agreed to participate prior to making such assignment, and the lien and security 

20 interest granted by Article VII.B. shall continue to burden the interest transferred to secure payment of any such obligations. 

21 If, at any time the interest of any parry is divided among and owned by four or more co-owners, Operator, at its discretion, 

22 may require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, 

23 receive billings for and approve and pay such parry's share of the joint expenses, and to deal generally with, and with power to 

24 bind, the co-owners of such party's interest within the scope of the operations embraced in this agreement; however, all such co-

23 owners shall have the right to enter into and execute all contraas or agreements for the disposition of their respeaive shares of 

26 the Oil and Gas produced from the Contract Area and they shall have the right to receive, separately, payment of the sale 

2~ proceeds thereof. 

28 E Wnver of Rights to Partition: 

29 If permitted by the laws of the state or srates in which the property covered hereby is located, each parry hereto owning an 

30 undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severalty us 

51 undivided interest therein. 

32 F Preferential Right io Purchase 

35 • (Optional; Check if applicable.) ^ ^ ^ ^ 

54 Should any parry desire to sell all or any part of its interests under this agreement, or its rights and i n j e j ^ t s u i the Contraa 

35 Area, it shall promptly give written notice to the other parties, with full information concernin&Jrj>--rjfoposed disposition, which 

56 shall include the name and address of the prospective transferee (who must be ready, wjjiirrg'and able to purchase), the purchase 

}7 price, a legal description sufficient to identify the property, and all other terms^fThe offer. The other parties shall then have an 

58 optional prior right, for a period of ten (10) days after the noti«xis--dtTfvered1 to purchase for the stated consideration on the 

39 same terms and conditions the interest which the othei>fra^cy proposes to sell; and, if this optional right is exercised, the 

40 purchasing parties shall share the purchased i n r ^ j ^ t ^ n the ptoportions that the interest of each bears to the total interest of i l l 

41 purchasing parries. However, there stjaj5H>eno preferential right to purchase in those cases whete any party wishes to mortgage 

4 2 us interests, or to traruifertirj«-tl5us interests to its mortgagee in lieu of or pursuant to foreclosure of a mortgage of its interests, 

4 3 or to dispose of ijs-irrrffests by merger, reorganization, consolidation, or by sale of all or substantially all of its Oil and Gas assets 

44 to anyj^rtyTcir by transfer of its interests to a subsidiary or parent company or to a subsidiary of a parent company, or to any 

4 5 eCTnpany in which ouch pawy o*lna a majority of the atoek, 

46 ARTICLE I X . 

47 I N T E R N A L REVENUE CODE ELECTION 

48 If, for federal income taot purposes, this agreement and the operations hereunder are regarded as a partnership, and if the 

49 parties have not otherwise agreed to form a tax partnership pursuant to Exhibit "G" or other agreement between them, each 

50 party thereby affeacd eleas to be excluded from the application of all of the provisions of Subchapter "K," Chapter I , Subtitle 

51 ' A." of the Internal Revenue Code of 1986. as amended ("Code"), as permitted and authorized by Scaion 761 of the Code and 

52 the regulations promulgated thereunder. Operator is authorized and directed to execute on behalf of each party hereby iffeaed 

5 3 such evidence of this eleaion as may be requited by the Secretary of the Treasury of the United States or the Fcdetal Internal 

54 Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, and the data required by 

55 Treasury Regulations §1.761, Should there be any requirement that each parry hereby affeaed give further evidence of this 

56 eleaion, each such party shall execute such documents and furnish such other evidence as may be required by the Federal Internal 

57 Revenue Service or as may be necessary to evidence this eleaion. No such party shall give any notices or take any othet aaion 

58 inconsistent with the eleaion made hereby. If any present or future income tax laws of the state or states in which the Contraa 

59 Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter "K." Chapter 

60 I , Subtitle "A," of the Code, under which an election similar to that ptovided by Seaion 761 of the Code is permitted, each parry 

61 hereby affected shall make such eleaion as may be permitted or required by such laws. In making the foregoing election, each 

62 such party states that the income derived by such party from operations hereunder can be adequately determined without the 

63 computation of partnership taxable income. •";' 

64 ARTICLE X. \ t 

65 CLAIMS A N D LAWSUITS ; ' :v ' 

66 Operator may settle any single uninsured third party damage claim ot suit arising from operations hereundet if the expenditure 

67 does not exceed T P T I TVinncand Dollars (J 1 0 , 0 0 0 . 00. ) and if the payment is in complete settlement 

68 of such daim or suit. If the amount required for settlement exceeds the above amount, the parties hereto shall assjujme.a^;\ake over 

69 the further handling of the daim or suit, unless such authority is delegated to Operator. Ail costs and expenses^^ruJndjUrig'-senling, 

70 or otherwise discharging such daim or suit shall be at the joint expense of the parties participating in the operitionprorrs' which the 

7'. claim or suit arises. If a claim is made against any parry or if any parry is sued on account of any matter axi&g^rorr^pexations 

"2 hereunder over which such individual his no control because of the rights given Operator by this agrarnejiCj^g^jJ^^tr^hali 

7> immediately notify all other parties, and the claim or suite shall be treated as any other claim or suit involving b'perati'6'ns hereunder 

• 5 
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ARTICLE X I . 
2 FORCE MAJEURE 

) If any parry is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other 

4 than the obligation to indemnify or make money payments or furnish security, that party shall give to all other parties 

5 prompt written notice of the force majeure with reasonably full particulars concerning it; thereupon, the obligations of the 

6 parry giving the notice, so far as they are affected by the force majeure, shall be suspended during, but no longer than, the 

7 continuance of the force majeure. The term "force majeure," as here employed, shall mean an act of God, strike, lockout, or 

8 other industrial disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, storm, flood or other act of 

9 nature, explosion, governmental action, govetnmental delay, restraint or inaction, unavailability of equipment, and any other 

10 cause, whether of the kind specifically enumerated above or otherwise, which is not reasonably within the control of the parry 
1 I claiming suspension. 

12 The affected party shall use all reasonable diligence to remove the force majeure situation as quickly as practicable The 

1} requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes. 

14 lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall 

I") be entirely within the discretion of the parry concerned. 

16 ARTICLE X l l , 

17 NOTICES . 

'8 All notices authorized or required between the parties by any of the provisions of this agreement, unless otherwise 

19 specifically provided, shall be in writing and delivered in person or by United States mail, courier service, telegram, telex. 

20 telecopier or any other form of facsimile, postage ot charges prepaid, and addressed to such parties at the addtesses listed on 

21 Exhibit "A." All telephone or oral notices petmitted by this agreement shall be confirmed immediately thereafter by written 

22 nonce The originating notice given under any provision hereof shall be deemed delivered only when received by the parry to 

2 5 whom such notice is directed, and the time for such parry to deliver any notice in response thereto shall run from the date 

24 the originating notice is received. "Receipt" for purposes of this agreement with respect to written notice delivered heteunder 

25 shall be actual delivery of the notice to the address of the party to be notified specified in accordance with this agreement, or 

26 to the telecopy, facsimile or telex machine of such party. The second or any responsive notice shall be deemed delivered when 

27 deposited in the United States mail or at the office of the courier or telegraph service, or upon transmittal by telex, telecopy 

28 or facsimile, or when personally delivered to the parry to be notified, provided, that when response is required within 24 or 

29 48 hours, such response shall be given orally or by telephone, telex, telecopy or other facsimile within such period. Each parry 

30 shall have ihe right to change its address at any time, and from time to time, by giving written notice thereof to all other 

31 parties. If a party is not available to receive notice orally or by telephone when a parry attempts to deliver a notice required 

32 tn be delivered within 24 or 48 hours, the notice may be delivered in writing by any other method specified herein and shall 

13 he deemed delivered in the same manner prnvided above fnr any responsive notice. 

54 ARTICLE X I I I . 

35 TERM OF AGREEMENT 

36 This agreement shall remain in full force and effect as to the Oil and Gas Leases and/or Oil and Gas Interests subject 

57 hereto for the period of time selected below; provided, however, no parry hereto shall ever be construed as having any right, title 

38 or intetest in ot to any Lease or Oil and Gas Interest contributed by any other party beyond the term of this agreement. 

39 0 Option No. 1: So long as any of the Oil and Gas Leases subject to this agreement remain or are continued in 

40 force as to any part of the Contract Area, whether by production, extension, renewal or otherwise. 

4 I D Option No. 2: ln the event the well JcscribcJ in Article VI A , or any subsequent well drilled under any provision 

42 of this agreement, results In the Completion of a well as a well capable of production of Oil and/or Gas in paying 

4 5 quantities, this agreement shall continue in force so long as any such well is capable of producnon, and lot an 

44 additional period of days thereafter; provided, however, if, prior to the expiration of such 

45 additional period, one or more of the parties hereto arc engaged in drilling. Reworking, Deepening, Sidetracking, 

46 Plugging Back, testing or attempting to Complete or Re-complete a well or wells hereunder, this agreemeni shall 

4 7 continue in force until such operations have been completed and if production results therefrom, this agreemeni 

48 shall continue in force as provided herein. In the event the well described in Article VI.A., or any subsequent well 

49 drilled hereunder, results in a dry hole, and no other well is capable of producing Oil and/or Gas from the 

50 Contract Area, this agreement shall terminate unless drilling. Deepening, Sidetracking, Completing, Re-

51 completing. Plugging Back or Reworking operations are commenced within days ftom the 

52 date of abandonment of said well. "Abandonment" for such purposes shall mean either (i) a decision by all parties 

5 3 not to conduct any further operations on the well ot (ii) the elapse of 180 days from the conduct of any 

54 operations on the well, whichever first occurs. 

55 The termination of this agreement shall not relieve any parry hereto from any expense, liability or other obligation or any 

56 remedy therefor which has accrued or attached prior to the date of such termination. 

57 Upon termination of this agreement and the s»tisf»ction of all obligations hereunder, in the event a memomndum of thu 

58 Operating Agreement has been filed of record, Operator Is authorized to file of tecord in all necessary recording offices « 

59 notice of termination, and each parry hereto agrees to execute such a notice of termination as to Operator's interest, upon 

60 request of Operator, if Operator has satisfied all its financial obligations. 

61 ARTICLE X I V . 

62 C O M P L I A N C E W I T H LAWS A N D REGULATIONS 

6} A LJWJ, Regulations and Orders: 
64 This agreement shall be subject to the applicable laws of the state in which the Contract Area is located, to the valid rules. 

65 regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state. 

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

67 B Governing Law: 

68 This agreement and all matters pertaining hereto, including but not limited to matters of performance, non-

69 performance, breach, remedies, procedures, rights, duties, and interpretation or construction, shall be governed and 

70 determined by the law of the sute in which the Contraa Area is located. If the Contract Area is in two or more states, 

7 1 the law of the state of Tpya.q shall govern. 
12 C Regulatory Agencies: ... 
"»3 Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any 

74 rights, privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or 

16 
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1 orders promulgated under such laws in reference to oil. gas and mineral operations, including the location, operation, or 

2 production of wells, on tracts offsetting or adjacent to the Contraa Area. 

3 With respect to the operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, 

4 injuries, claims and causes of action arising out of, incident to or resulting directly or indirealy from Operator's interpretation 

3 or application of rules, rulings, regulations or orders of the Department of Energy or Federal Energy Regulatory Commission 

6 or predecessor or successor agencies to the extent such interpretation or application was made in good faith and does not 

7 constitute gross negligence. Each Non-Operatot further agrees to reimburse Operator for such Non-Operator's share of 

8 produaion or any refund, fine, levy or othet governmental sanction that Operator may be required to pay as a result of such 

9 an incorrect interpretation or application, together with interest and penalties thereon owing by Operator as a result of such 

10 incorrea interpretation or application. 

I ! ARTICLE X V . 

12 MISCELLANEOUS 
13 A Execution: 

'.4 This agreement shall be binding upon each Non-Operator when this agreement or a counterpart thereof has been 

'. > executed by such Non-Operator and Operator not-withstanding that this agreement is not then or thereafter executed by all ol 

16 :he parties ro which it is tendered or which are listed on Exhibit "A" as owning an interest in the Contract Area ot which 

17 own. m fact, an interest in the Contract Area. Operator may, however, by written notice to all Non-Operators who havC 

18 become bound by this agreement as aforesaid, given at any time prior to the actual spud date of the Initial Well but in no 

19 event latet than five days prior to the date specified in Article VI.A. for commencement of the Initial Well, terminate this 

20 agreement if Operator in its sole disctetion determines that there is insufficient participation to justify commencement ot 

21 drilling operations. In the event of such a termination by Operator, al! further obligations of the parties hereunder shall cease 

22 as of such termination. In the event any Non-Operator has advanced or prepaid any share of drilling or other costs 

23 hereunder, all sums so advanced shall be rcrurned to such Non-Operator without interest. In the event Operator proceeds 

24 with drilling operations for the Initial Well without the execution hereof by all persons listed on Exhibit "A" as having a 

25 current working interest in such well, Operator shall indemnify Non-Operators with respect to all costs incurred for the 

26 Initial Well which would have been charged to such petson under this agreement if such person had executed the same and 

27 Operator shall receive all revenues which would have been received by such person under this agreement if such person had 

28 executed the same. 

29 B. Successors and Assigns: 

30 This agreement shall be binding upon and shall inure to the benefit of the parties hereto and their tespective heirs. 

JI devisees, legal representatives, successors and assigns, and the terms hereof shall be deemed to run with the Leases or 

32 Interests included within the Contract Area. 

33 C. Counterparts: 

34 This instrument may be executed in any number of counterparts, each of which shall be considered an original for all 

35 purposes. 

56 D. Severability: 

3 7 For the purposes of assuming or rejecting this agreement as an executory contract pursuant to federal bankruptcy laws, 

38 this agreement shall not be severable, but rather must be assumed or rejected in its entirety, and the failute of any parry to 

39 this agreement to comply with all of its financial obligations provided herein shall be a matctial default. 

40 ARTICLE X V I . 

4; OTHER PROVISIONS 

42 

43 

44 

45 

46 

47 

48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 

A. SEISMIC OPERATIONS 

Should the Operator or Non-Operators hereunder wish t o propose 
seismic operations on the j o i n t property, the party proposing the 
operation s h a l l contact the other p a r t i e s under t h i s Agreement i n 
w r i t i n g . The proposing p a r t y s h a l l provide each p a r t y w i t h the 
l o c a t i o n and estimated cost of the seismic l i n e or l i n e s , and s h a l l 
request an e l e c t i o n by each p a r t y e i t h e r f o r or against the 
operation. Should two or more p a r t i e s t o t h i s Agreement which own 
a m a j o r i t y i n t e r e s t , based upon ownership as set out i n E x h i b i t "A" 
hereto, and i n c l u s i v e of the proposing p a r t y , e l e c t " f o r " the 
proposed seismic operation, a l l p a r t i e s s h a l l be o b l i g a t e d t o bear 
t h e i r p r o p o r t i o n a t e share of the cost of the seismic. F a i l u r e of 
any p a r t y t o respond t o a seismic proposal w i t h i n 15 days from 
r e c e i p t t h ereof s h a l l be construed as a vote " f o r " the proposed 
operation. 

B. DESIGNATION OF BURDENS AGAINST WORKING INTEREST •• 

I f any p a r t y hereto h e r e i n a f t e r should create any o v e r r i d i n g 
r o y a l t y , production payment, or other burdens against i t s wording 
i n t e r e s t production and i f any other p a r t y or p a r t i e s shQjiid 
conduct non-consent operations pursuant t o any pr o v i s i o n s of tfi-is 
agreement and, as a r e s u l t , become e n t i t l e d t o receive the worWijng 
i n t e r e s t production otherwise belonging t o the non-partici^paf^ing 
pa r t y , the p a r t y or p a r t i e s e n t i t l e d t o receive the/.v^orVciVig 
i n t e r e s t production of the n o n - p a r t i c i p a t i n g p a r t y shall^e'cei-ve 
such production f r e e and cle a r of burdens against such pr^4 u9fei'P n 

which may have been created subsequent t o t h i s agreement/" 
n o n - p a r t i c i p a t i n g p a r t y c r e a t i n g such subsequent burdensnsfrc^ 
the p a r t i c i p a t i n g p a r t y or p a r t i e s harmless w i t h respebt'"to t h i s 
r e c e i p t of such working i n t e r e s t production. 
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C. PRIORITY OF AND LIMITATIONS ON OPERATIONS 

When a w e l l which has been authorized under the terms of t h i s 
Agreement as a v e r t i c a l w e l l s h a l l have been d r i l l e d t o the 
ob j e c t i v e authorized i n the AFE ("authorized depth"), and a l l t e s t 
have been completed and the r e s u l t s t h e r e o f f u r n i s h e d t o the 
p a r t i c i p a t i n g p a r t i e s , and a f t e r Operator has attempted i n good 
f a i t h t o reach a mutual agreement w i t h Non-Operator(s) regarding 
f u r t h e r operations but such p a r t i e s cannot agree upon the sequence 
and t i m i n g of f u r t h e r operations regarding said w e l l , the f o l l o w i n g 
proposals s h a l l c o n t r o l i n the order enumerated h e r e a f t e r : (1) a 
proposal t o do a d d i t i o n a l logging, s i d e w a l l coring, or t e s t i n g ; (2) 
a proposal t o attempt t o complete the w e l l a t the a u t h o r i z e d depth 
i n t h e manner set f o r t h i n the AFE ( i . e . , i n accordance w i t h the 
casing, s t i m u l a t i o n and other completion programs set f o r t h i n the 
AFE) ; (3) a proposal t o attempt t o complete the w e l l a t the 
au t h o r i z e d depth i n a manner d i f f e r e n t than as set f o r t h i n the 
AFE; (4) a proposal t o plug back and attempt t o complete the w e l l 
at a depth shallower than the authorized depth, w i t h p r i o r i t y given 
t o o b j e c t i v e s i n ascending order up the h o l e ; (5) a proposal t o 
d r i l l the w e l l t o a depth below the authorized depth, w i t h p r i o r i t y 
g i v e n t o o b j e c t i v e s i n descending order; (6) a proposal t o 
s i d e t r a c k the w e l l t o a new t a r g e t o b j e c t i v e f o r a v e r t i c a l or 
deviated h o l e , w i t h p r i o r i t y given f i r s t i n ascending order t o 
ta r g e t s above the authorized depth; and then i n descending order t o 
t a r g e t s below the authorized depth; and (7) a proposal t o d r i l l a 
f i r s t t o a l a t e r a l d r a i n hole a t the authorized depth, and then t o 
obj e c t i v e s i n ascending order above the authorized depth, and then 
t o o b j e c t i v e s i n descending order below the authorized depth. 

I f a t the time the p a r t i e s are consi d e r i n g a proposed o p e r a t i o n , 
the w e l l i s i n such c o n d i t i o n , i n the Operator's judgement, t h a t a 
reasonably prudent operator would not conduct such o p e r a t i o n f o r 
f e a r o f mechanical d i f f i c u l t i e s , p l a c i n g the hole, equipment or 
personnel i n danger of loss or i n j u r y , or f e a r of loss of the w e l l 
f o r any reason w i t h o u t being able t o attempt a completion a t the 
a u t h o r i z e d depth, then the proposal s h a l l be given no p r i o r i t y t o 
any proposed operation except f o r plugging and abandoning the w e l l . 

D. SUBSEQUENTLY CREATED INTEREST 

I f any p a r t y has created on o v e r r i d i n g r o y a l t y , production payment, 
net p r o f i t s i n t e r e s t , assignment of pro d u c t i o n or other burden out 
of p r o d u c t i o n a t t r i b u t a b l e t o i t s working i n t e r e s t hereunder i n 
f a v o r of an employee of such p a r t y a t the time such burden was 
cr e a t e d , such burden s h a l l be deemed a "Subsequently Created 
I n t e r e s t " f o r the purposes of A r t i c l e I I I . C . hereunder 
n o t w i t h s t a n d i n g the f a c t t h a t such burden i s shown on E x h i b i t "A" 
or was d i v u l g e d t o the other p a r t i e s hereto by other means. 
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1 IN WITNESS WHEREOF, this agreement shall be effective as of the 1 0 t h day of S e p t e m b e r 

2 

3 ATTEST OR WITNESS: OPERATOR 

4 PENWELL ENERGY, INC. 

5 By. 

6 Steven R. Foy 
7 Type or print name 

Vice President 
Title 

9 Date September 10, 1996 

Tax ID or S.S. No. 7 5 - 2 2 2 3 1 9 0 10 

11 

12 NON-OPERATORS 

BURLINGTON RESOURCES OIL & GAS 
COMPANY 

15 By 

16 . 
17 Type or print name 

18 Title 

19 Date 

20 Tax ID or S.S. No. 

21 

22 

23 By 

24 
25 TyP« or print name 

26 Title . 

27 Date. 

28 Tax ID or S.S. No. 

29 

30 By 

31 : 

32 Type or print name 

i 
33 Title * 

•b? 
34 Date 

35 Tax ID or S.S. No. 

TJ?, 

1 ••'' T i • - r 
•; •! J • J 
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1 ACKNOWLEDGMENTS 

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

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

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

36 

37 

Individual acknowledgment: 

State of ) 

) ss. 

County of ) 

This instrument was acknowledged before me on 

by 

(Seal, if any) 

Title (and Rank) 

My commission expires: 

Acknowledgment in representative capacity: 

State of TEXAS ) 

) ss. 

County r,( MIDLAND ? 

This instrument was acknowledged before me on 

September 10, 1996 b y teven R. Foy 

Vice President f Penwell Energy, Inc. \ / < ~"̂ > 
a Texas corpora t i o n , on behalf of sIfisd corpora t iotT." -

(Seal, if any) 

TAMMY BAIMBRIDGE 
Notary Public, State of Texas 

My commission expires 9/23/97 

u 
, / 

Tamnw Baimbridge 
Title (and Rank) Secretary 

Q / 0 -5 / Q 7 
My commission expires: 7 ' u 1 7 
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Checkers Prospect(NM-096) 

EXHIBIT "A" 

To t h a t c e r t a i n Operating Agreement dated September 10, 1996, by 
and between PENWELL ENERGY, INC., as Operator,and BURLINGTON 

RESOURCES OIL & GAS COMPANY, et a l 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 

Li m i t e d from the surface o f the e a r t h down t o 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. Ma r i e n f e l d , Suite 1100 
Midland, Texas 79701 

B u r l i n g t o n Resources 
O i l & Gas Company 
P. O. Box 51810 
Midland, Texas 79710-1810 

Ann Ransome Losee 
4733 G a l l e t a Rd., NW 
Albuquerque, NM 87120 

13.4010% 

2.5120% 

E l i z a b e t h Losee 2.5120% 
20 F i r s t Plaza 
Suite 213 
Albuquerque, NM 8712 0 

100.0000% 

joa.exa(26m) 
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C O P A S - >v8« • 0 ~ S " 0 » £ 

R e c o ^ ^ e ^ d e d by 1 * e C o " : 

Socienei 

5. A U d i ts 

A A Non-Operator, upon notice in writing to Operator and a!! 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 to and the adjustments of accounts aa provided for in Paragraph 4 of this Section 
!. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a 
joint audit in a manner which will result in a minimum of inconvenience to the Operator. Operator shall bear no por­
tion of the Non-Operators' audit cost incurred under this paragraph unless agreed to by the Operator. The audits 
shall not be conducted more than once each year without prior approval of Operator, except upon the resignation or 
removal of the Operator, and shal! be made at the expense of those Non-Operators approving such audit. 

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

fi. Approval By Non-Operators 

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

I I . DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1 Ecological and Environmental 

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. 

2. Rentals and Royalties 

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

3 Labor 

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

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

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

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

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

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

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph 
3A of this Section I I , exc lud ing moving or r e l o c a t i o n expenses. 

4 Employee Benefits 

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

5 Material 

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. 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. 

6 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 
to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like materia! 
is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties 
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n If surplus Material is moved Lo Operator's wnrehou.se or other storage point, no charge shall be made to the Joint Ac­
count for a distance greater than the distance to the nearest reliable supply store where like material is normally 
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be 
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the 
Parties. 

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

7 Services 

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

8. Equipment and Facilities Furnished By Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate 
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense, 
insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed 
c.welve percent (__!_£__%) per annum. Such rates shall not exceed average commercial rates currently pre­

vailing in the immediate area of the Joint Property. 

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

9 Damages and Losses to Joint Property 

Ail costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or losses 
^curred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's gross negligence or 

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

10 Legal Expense 

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and 
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect 
or reenver the Joint Property, except that no charge for services of Operator's legal staff or fees or expense of outside attor­
neys shall be made unless previously agreed lo by the Parlies. All other legal expense is considered to be covered by the 
overhead provisions of Section II I unless otherwise agreed to by the Parties, except as provided in Section I , Paragraph 
3. 

I 1. Taxes 

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

12. Insurance 

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

13. Abandonment and Reclamation 

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

14 Communications 

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

15 Other Expenditures 

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

1. Overhead - Drilling: and Producing Operations 

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

(X ) Fixed Rate Basis, Paragraph IA, or 
( ) Percentage Basis, Paragraph IB 

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries 
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph 
3A, Section [ I . 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 III unless such cost and expense are agreed to by the 
Parties as a direct charge to the Joint Account. 

ii. 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: 

i n . 

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

The salaries, wages and Personal 
and contract services of technical 
the operation of the Joint Pj^pexl 

ises of Technical Employees anc. 
)ersonnel either temporarily or permanent 

( ) shall be covered bs 
fC ) shall not be cove '*' 

s overhead rates, or 
"by the overhead rates. 

A. Overhead - Fixe 

(1) Operator! 

of professional consultant services 
ssigned to and directly employed in 

ate Basis 

all charge the Joint Account at the following rates per well per mojhth: 

00 DrillingAVell Rate $ 4 » 1 7 8 

(Prorated for less than a full month) 

Produ/ing Well Rate $ 4 4 0 . 0 0 

(2) Applifation of Overhead - Fixed Rate Basis shall be as follows: 

(a) Drilling Well Rate 

(1) ^Charges for drilling wells shall begin on the date the weiKis spudded and terminate on the date the drill-
ire rig, completion rig, or other units used in completion of the well is released, whichever is later, except 
that no charge shall be made during suspension ^cTrilling or completion operations for fifteen (15) or 
moreN^pnsecutive calendar days. 

(2) Charges f*o>siiells undergoing any tvjje-UfTworkover or recompletion for a period of five (5) consecutive 
work days or moTc shall im nuiilifat 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) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease allow­
able, transferred allowable, etc.) shall not qualify for an 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. 

Sr.—Overhead—Percentage Basic 

O) Opei'aUu1 shall charge the Joint A I U I U I U at the fallowing latet.: 
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-hri—Development • 

Percent( %) of the cost of development of the Joint Property exclusive of cosji'provided 
jnder Paragraph 10 of Section l l and all salvage credits. 

(b) Operating 

Perce" 
Paragraphs 2 and 10 of Sect! 
recovery and all taxes and assessm 
to the Joint Property. 

(2) Application of Overhead - Percent 

%) of the cost of operating the Jojrj>Pfoperty exclusive of costs provided under 
all salvage credits, the^akreof injected substances purchased for secondary 

which areifivrgriTassessed and paid upon the mineral interest in and 

Jasis shall be as lot" 

For the purpose of detenwrrffng charges on a percentage basis under Para-gt̂ ph IB of this Section II I , development 
shall include all^oetsm connection with drilling, redrilling, deepening, or ar^^medial operations on any or all 
wells involyirrgthe use of drilling rig and crew capable of drilling to the producifTgSAierval on the Joint Prop-
erw^aJsoTpreliminary expenditures necessary in preparation for drilling and expendituresureurred in abandoning 

ien the well is not completed as a producer, and original cost of construction or installation oTfwt̂ pVassets. the 
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction as 
defined in Paragraph 2 of this Section I I I . All other costs shall be considered as operating. 

Overhead - Major Construction 

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of 
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the 
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint 
Account for overhead based on the following rates for any Major Construction project in excess of $25 1 000. 00— : 

A. 

3. 

C 

'ing rates lor any Major 

, % of first $100,000 or total cost if less, plus 

. % of costs in excess of S100.000 but less than 51,000,000, plus 

. % of costs in excess of $1,000,000. 

Toul 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 shall be 
excluded. 

Catastrophe Overhead 

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due 
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are necessary 
io restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures. Operator 
shall either negotiate a rate prior to charging the Joint Account or ohall-ehorgo-the Joint Account for overhead boaed on 
iho f»l)o'Ming ratoc: 

fr.of-total cesls through £100.000: 

% of to^aJ_c«<rts-Thexcess of $100,000 but less than $1,000,000: plus 

% of total cvsts in excess uf $1,000,000. 

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

Amendment of Rates 

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

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

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

Purchases however Operator shall not be 
r equ i red co take discouncs/ 

Material purchased shall he charged ai the price paid by Operator after deduction of all discounts received in case oi 
Material found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account 
when adjustment has been received by the Operator. 

Transfers and Dispositions 

Material 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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A. New Materia) (Condition A) 

(^) Tubuloi» Ceodo Other than Line Pipe • —r 

(aVTubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill p>r6iished 
catjoad base prices effective as of date of movement plus transportation cost using the 80,000 pop-no carload 
weij^ht basis to the railway receiving point nearest the Joint Property for which published/fail rates for 
lubulars^wds exist. If the 80.000 pound rail rate is not offered, the 70,000 pound or 90,001/pound rail rate 
may be used. Freight charges for tubing will be calculated from Lorain. Ohio and casinjf^from Youngstown, 
Ohio. \ S 

(b) For grades which «e special to one mill only, prices shall be computed at the miU'oase of that mill plus trans­
portation cost from th^t mill to the railway receiving point nearest the JoiirjVrroperty as provided above in 
Paragraph 2,A.(lXa). FoNtransportation cost from points other than EasterXmills, the 30.000 pound Oil Field 
Haulers Association interstate truck rate shall be used. / 

(c) Special end finish tubular goooSNshall be priced at the lowest published out-of-stock price, f.o.b. Houston, 
Texas, plus transportation cost, usfng Oil Field Haulers Assojrfation interstate 30.000 pound truck rate, to 
the railway receiving point nearest tnesJoint Property. / 

(d) Macaroni tubing (size less than 2% inch OD>shall be.priced at the lowest published out-of-stock prices f.o.b 
the supplier plus transportation costs, using the'Oiipfeld Haulers Association interstate truck rate per weight 
of tubing transferred, to the railway receiving r^qt nearest the Joint Property. 

(2) Line Pipe / \ . 

(a) Line pipe movements (except size24inch OD and larger with walls V, inch and over) 30,000 pounds or more 
shall be priced under provisions^of tubular goods pricing in Paragraph A.(l)(a) as provided above. Freight 
charges shall be calculated fpdm Lorain, Ohio. N. 

(b) Line pipe movements (except size 24 inch OD and larger with walls '/ inchNtnd over) less than 30.000 pounds 
shall be priced at Eastern mil! published carload base prices effective as of dab^of shipment, plus 20 percent, 
plus transportatiwfcosts based on freight rates as set forth under provisions of tubular goods pricing in Para­
graph A.UXaLjts provided above. Freight charges shall be calculated from I^rainNQhio. 

(c) Line pip>^24 inch OD and over and V, inch wall and larger shall be priced f.o.b, the povqt of manufacture 
at current new published prices plus transportation cost to the railway receiving point rarest the Joint 
Property. N. 

(dr Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price listsNhall be 
S priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices 

agread to by tha Parties . 

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

(4) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current new 
price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or point of 
manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint Property 
Unused new iubulara will be priced aa provided obovc in Paragraph 3 A (1) and (£). 

B Good Used Material (Condition B) 

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

11) Material moved to the Joint Property . 

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

(2) Material used on and moved from the Joint Property 

(a) At seventy-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 from the Joint Property 

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

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

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 recon­
ditioning shall be priced at fifty 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
parable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line 
pipe prices. 

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

(3) Condition 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 
equivalent to that which would justify a price as provided above may be specially priced as agreed to by the Parties 
Such price should result in the Joint Account being charged with the value of the service rendered by such Material 

E. Pricing Conditions 

(1) Loading or unloading costs may be charged to the Joint Account at ^ o ^ ^ o ^ ' o n f y - f i v o oonif [So )̂ poi" 
weight on all tubular goods movements, in lieu of actual loading or »pinariinr^n«it,! »'iMi»iiM'v^*aTTfrr̂ rnririn|T 
point. The above rate shall be adjusted as of the f i rstdaĵ >f_AjiEALaaeh-yeTrHOT January 1, 1985 by the same 
percentage increase or decreajiejj^ejiao-od^trsrr/^ in Section I I I , Paragraph l.A(3). Each year, the 
rate "?l"'j]nlffl sh"!!-1- i • H'i7T^H~'""'rr° nearest cent and shall be the rate in effect until the first day of April next 

rate oholl be publiohed each ycaf by tho Counoil of Polroloum Aoooununtc-Sooiotioc. 

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

3 Premium Prices 

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other 
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required 
Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving 
it to the Joint Property: provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing 
Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator within 
ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use 
and acceptable to Operator. 

4 Warranty of Material Furnished By Operator 

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

V. INVENTORIES 

The Ooerator shall maintain detailed records of Controllable Material. 

1 Periodic Inventories, Notice and Representation 

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

2 Reconciliation and Adjustment of Inventories 

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

3. Special Inventories i 

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

4 Expense of Conducting Inventories 

A. The expense of conducting periodic inventories shall not be charged to the Joint 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. 
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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 O i l & Gas Company, as Non-
Operator . 

At a l l times during the conduct of operations hereunder, Operator 
s h a l l maintain i n force the f o l l o w i n g insurance at the expense of and f o r the 
be n e f i t o f , the j o i n t account: 

(a) Worker's Compensation Insurance w i t h l i m i t s of $500,000 f o r 
Bodily I n j u r y by Accident and Bodily I n j u r y by Disease, 
covering Operator's employees and employees of Operator's 
contractors and subcontractors engaged i n operations under 
t h i s Agreement, i n compliance w i t h the laws of the State where 
the work i s t o be performed. 

(b) Commercial General L i a b i l i t y Insurance covering the p a r t i e s 
hereto i n connection w i t h a l l operations conducted by Operator 
or Operator's contractors and subcontractors w i t h the 
f o l l o w i n g l i m i t s : 

General Aggregate L i m i t $2,000,000 
Products-Completed Oper. Aggregate L t . 1,000,000 
Personal I n j u r y L i m i t 1,000,000 
Each Occurrence L i m i t 1,000,000 
F i r e Damage L i m i t 50,000 
Medical Expense L i m i t 5,000 
Underground Equipment 100,000 

(c) Umbrella L i a b i l i t y w i t h p o l i c y aggregate l i m i t of $5,000,000. 

I f Operator i s audited by i t ' s insurance c a r r i e r and determined t o owe a d d i t i o n a l 
workers compensation over and above what has been charged t o the w e l l , such 
a d d i t i o n a l amounts w i l l be 
pr o p o r t i o n a t e l y charged t o the j o i n t account. 

The Operator also c a r r i e s w e l l c o n t r o l insurance. EACH PARTICIPANT WILL 
AUTOMATICALLY BE INCLUDED AS A NAMED INSURED UNDER THE COVERAGE PROVIDED BY 
OPERATOR'S POLICY UNLESS WITHIN (10) DAYS OF THE SPUD DATE OF A WELL UNDER THIS 
AGREEMENT, OPERATOR HAS RECEIVED WRITTEN REFUSAL OF THE COVERAGE PROVIDED BY 
OPERATOR AND PROOF OF PARTICIPANT'S EQUIVALENT OR BETTER COVERAGE. J o i n t 
p a r t i c i p a n t s afforded coverage under Operator's p o l i c y w i l l be b i l l e d f o r t h e i r 
proportionate share of insurance costs. 

Operator's current p o l i c y i s described a fo l l o w s : 

COVERAGE: (1) D r i l l i n g , completion and production of a w e l l ; 

(2) Reworking, r e c o n d i t i o n i n g , recompletion, and 
workover of a w e l l ; and 

(3) Deepening of a w e l l . 

ENDORSEMENTS: (1) Cost of Well Control; 

(2) Deliberate Well F i r i n g ; 

(3) Underground Blow-out; 

(4) Contingent J o i n t Venture Coverage; 

(5) Evacuation Expense Endorsement; 

(6) Seepage & P o l l u t i o n , Clean-up & Contamination; 

(7) Unlimited R e d r i l l ; 

(8) Care, Custody and Control; and, 

(9) Making a Well Safe. 

PURPOSE OF COVERAGE: 

This p o l i c y p r o t e c t s from loss incurred from a w e l l f i r e , c r a t e r i n g ( i n c l u d i n g 
the expense of clean-up or containment), seepage, p o l l u t i o n or contamination, 
expense of r e - d r i l l i n g the hole l o s t from f i r e , e t c . ; and affo r d s 
care/custody/control l e g a l l i a b i l i t y . 

LIMITS: Control of Well, etc. - $5,000,000 scaled t o i n t e r e s t 
Care, Custody & Control - $500,000 
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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 

G A S B A L A N C I N G A G R E E M E N T 

1. 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"). 

(b) 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. 

2. 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. 

(b) 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. 

(c) I f 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) I f 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 



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 ofthe 
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"). 

(c) 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. 

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

(g) 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 
Each 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 furnish 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(e), 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 



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 i f 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 period 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 shaE 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 (c) 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. 



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 

A. Equal Opportunity 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 ofthe 
Operator, state that all qualified applicants will receive consideration for employment without regard 
to race, color, religion, sex, or national origin. 

(3) The Operator will send to each labor union or representative of workers with which it has a collective 
bargaining agreement or other contract or understanding, a notice to be provided by the agency 
contracting officer, advising the labor union or workers' representative ofthe 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 ofthe 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 ofthe 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 ofthe 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 ofthe 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. 

B. Certification of Nonseqreaated Facilities (41 CFR 60-1.8.) (Applicable only to contracts or purchase 
orders which are not exempt from the provisions ofthe 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 ofthe 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 ofthe Equal Opportunity Clause; that it 
will retain such certifications in its files; and that it will forward the following notice to such proposed 
subcontractors. 



NOTICE TO 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). 

C. 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. 

D. Employer 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. 

E. 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. 

F. 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 ofthe 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. 

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

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