KELLAHIN & KELLAEIN
Attorney at Law

W. THOMAS KELLAHIN |
706 GONZALES ROAD TELEPHONE 505-982:.4285

FACSIMILE 505~ o
SANTA FE, NEW MEXICO 87501 TKELLAHIN@CSM?CBA%S'IZ‘ (r)\éz

October 6, 2009
HAND DELIVERED

David Brooks, Esq.

Hearing Examiner

NM QOil Conservation D1v1510n
1220 South St Francis Drive
Santa Fe, NM 87505

Re:  NMOCD Case 14323: Application of Chesapeake Energy Corporation
For Cancellation of a Permit to Drill issued to COG Operating LLC.
Order R-13154-A " [Blackhawk 1-H wellbore]

Dear Mr. Brooks,

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

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

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

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

ery truly yo

omaA.elﬁ' Nt S

45?5‘

,'A

¢ by hand delivery:
J. Scott Hall, Esq.
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STATE OF NEW MEXICO
ENERGY MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE APPLICATION

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

EDDY COUNTY, NEW MEXICO.

CASE NO. 14323
Order R-13154-A

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

Comes now CHESAPEAKE ENERGY CORPORATION (“Chesapeake™) by its -
. attorneys, Kellahin & Kellahin and Modrall, Sperling, Roehl, Harris & ‘Sisk, P.A., and
moves that the New Mexico O1l Conservation Division (“Division”) allow the record in
this case to be supplemented with additional evidence to rebut the issues raised by COG
Operating LLC in its letter, dated September 23, 2009, requesting the reinstatement of the
cancelled permit to drill (“APD") issued to COG Operating LLC (“COG”) for the
Blackhawk “11” Federal Com #1H Well, a horizontal wellbore, with a surface location in
Unit M and a subsurface location in Unit P of Section 11, T16S, R28E, Eddy County and
to be dedicated to a non-standard 160-acre spacing unit consisting of the S/2S/2 of this
section.

In support, Chesapeake states:
The Application:

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

2) In violation of the Division’s Rules and Orders, COG filed an APD using
a falsely certified Division form C-102 for a horizontal wellbore since
COG, at the time of filing, did not have any interest in either (a) the
surface location or (b) the first 1,604 feet of the producing interval of this
wellbore. /( :
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In compliance with Commission Order R-12343-E, dated March 16, 2007,
the Division revised and modified its Form C-102 to require that the
Operator certify that:

“I hereby certify that the information contained herein is
true and complete to the best of my knowledge and belief,
and that this organization either owns a working interest or
unleased mineral interest in the land including the proposed
bottom hole location or has a right to drill this well at this
location pursuant to a contract with an owner of such a
mineral or working interest, or to a voluntary pooling
agreement or -a compulsory pooling order heretofore
entered by the division.” :

COG’s C-102 for this wellbore was improperly certified because COG
Operating LLC had placed the surface location and approximately 1,604
feet of the production interval within two 40-acre tracts of the spacing unit
location in which at the time of filing COG Oil & Gas LP had no interest

~ and had not reached a voluntary agreement with Chesapeake or obtained a

Division compulsory pooling order.

In doing so, COG violated the “operatdr certification” contained in
Division Form C-102 by falsely certifying that it had an interest in each of
the tracts to be penetrated by the wellbore.

This proposed 160-acre non-standard spacing unit consists of four 40-acre

‘tracts with the S/2SE/4 controlled by COG but with the S/2SW/4 subject

to a Joint Operating Agreement (“JOA”), dated January 26, 1998, in which
Chesapeake is the current operator with 56.18% interest and with non-
operators Devon Energy with 43.275% and MacDonald with 0.07%. See
COG Exhibit 4 introduced at August 20, 2009 hearing.

Chesapeake is the current bperator of the SW/4 but COG is not a party to
this JOA. See COG Exhibit 4 introduced at August 20, 20009 hearing
attached herein as Motion Exhibit “A”.

The Hearing on August 20, 2009:

(8)

9) .

There was only one witness at testified at the hearing, Jan Spradlin,

COG’s expert landman. She was first called by Chesapeake as a witness

and then called by COG as its only witness.
For both parties, Ms. Spradlin testified that COG did not have any interest

in the SW/4 of Section 11. See Transcript of August 20, 2009 hearing at
page 11, lines 23-25, page 12, lines 1-10 and page 42, lines 1-11.
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Despite having obtained Mr. MacDonald’s joinder, Ms. Spradlin, an
expert landman, did not express an opinion or reach the conclusion that

‘MacDonald’s joinder granted COG the right to drill or access the minerals

underlying the S/2SW/4 of Section 11. See Transcript of August 20, 2009
hearing at page 43, line 1-18

Subsequent to the Hearing:

n

| (i_z).

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

By letter dated September 23, 2009, COG claimed that it cured the

fraudulent certification by obtaining a signed AFE more than one year

after it had used the C-102 for the APD approval process and that this
should apply retroactively to fix the flawed certification. - However, the

fraudulent certification cannot be cured after the fact by securing the

signing of an AFE for well by a .07% which violated the rights of parties
to the JOA owning 97.3% of the lands at issue.

CHK proposed additional evidence:

(13)

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

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

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

current operator of a contract area including the SW/4 of Section

11 and that COG has no interest therein. See attached as Motion
Exhibit “B”
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* Chesapeake’s Supplemental Argument:

(14) Based upon this additional evidence, Chesapeake will demonstrate that:

a.

MacDonald did not have the right to sign COG’s well proposal
letter because he relinquished his executive rights and operating
rights which are controlled by Chesapeake as the operator under
the JOA.

Article V of the JOA states “A. Designation and Responsibilities
of Operator. Operator “shall conduct and direct and have full

- control of all operations on the Contract Area as permitted....”

(Emphasis added)

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

- MacDonald no longer had the ability .to sign a third-party well

proposal. for a wellbore to be located within the Contract Area of
CHK’s JOA. If MacDonald desired for a well to be drilled in the
S/2SW/4 within the Contract Area, the JOA mandates specific
procedures to be followed by nonoperators for proposing a well,
including: (1) delivering written notice of the well proposal; and
(2) allowing the other parties 30 days to elect to participate or go

‘nonconsent. See JOA Article VI(B)(l)_.

- McDonald’s has committed his 0.07% interest to be operated by

Chesapeake and cannot agree to allow a third-party like COG to be
the operator. Even if Chesapeake had elected to not to participate
in MacDonald’s well proposal, the JOA mandates that Chesapeake

still be allowed to operate the well, stating:

: If no drilling rig or other equipment is on location, and if
Operator is a Non-consenting Party, the Consenting Parties
shall either: (i) request Operator to perform the work required

" such proposed operation for the account of the Consenting
Parties; or (i) designate one the Consenting Parties as
Operator to perform such work.

By executing the JOA, each working interest owner, included
McDonald, commits their interest within the Contract Area to joint
operations to be operated by CHK as the operator unless CHK
relinquished its right to operate the well by electing not to
participate in the well.
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(15)

(16)

(17)

g. McDonald's signéd election to join in the COG wellbore is void
because Chesapeake has exclusive control of these rights.

The Division can take administrative notice of the fact that a joint
operating agreement, or JOA, “is the standard contract used in the oil and
gas industry to govern the rights and duties between the operator and
nonoperator interest owners of oil and gas tracts or leaseholds in the

- development and operation of mineral properties.” Coral Prod. Corp. v.

Cent. Res., Inc., 730 N.W.2d 357, 368 (Neb. 2007). A JOA modifies each
lessee’s right to otherwise “work on the leased property to search,
develop, and produce oil and gas, as well as the obligation to pay all
costs.” Id. at 390, n.1; see e.g., Pasternak v. Lear Petroleumn Exploration,
Inc., 790 F.2d 828, 834 (10th Cir. 1986) (by virtue of JOA, defendants
who individually held rights to work for oil and gas in the area agreed to
participate, according to an agreed ratio of interests and for a specified
period of time, in all oil and gas produced); Cont'l Res., Inc. v. PXP Gulf
Coast, Inc., 2006 U.S. Dist. LEXIS 72870, *55-56 (W.D. Okla. Oct. 5,
2006) (joint operating agreement’s terms were interpreted to provide that
non-acquiring party was entitled to “participation” only with regard to.

- joint ownership, not control or management of the newly leased

properties).

It is well established that a JOA which designates an operator and provides
that the operator shall have “full control of all operations,” prohibits non-
operators with working interests from acting to assert mutual control of

- operations. Stable Energy v. Kachina Qil & Gas, 52 S.W.3d 327, 333

(Tex. App. 2001); see also Ayco Dev. Corp. v. G.E.T. Serv. Co., 616
S.W.2d 184, 185 (Tex. 1981); Hamilton v. Texas Qil & Gas Corp., 648
S.w.2d 316, 321 (Tex. App. 1982). Furthermore, “legitimate
commencement of [an] AFE must be executed by the duly elected
operator. _Only the operator has the power to perform such operations on

- behalf of the owners.” Id.; c.f. Sonat Exploration Company v. Mann, 785

F.2d 1232, 1234 (5th Cir. 1986) (commonly used form designated
Authorization for Expenditure does not, absent a valid operating
agreement, constitute a contractual undertaking which obligates a person
to pay for costs associated with improper AFE).

If parties to a JOA have voluntarily agreed to a term of the JOA that the
operator shall have “full control of all operations,” then parties that are
non-operators with working interests are prohibited from acting to assert
mutual control of operations, including participating in the
commencement of an AFE without the participation of the duly elected
operator, because only the operator has the power to perform such
operations on behalf of the owners. See Stable Energy, 52 S.W.3d at 333
(affirming trial court’s conclusion that, because working interest owner
that was attempting to assert mutual control of operations with the elected
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operator and that was bound by a JOA, was not the lawful operator,
activities performed by the owner did not constitute a legitimate
commencement of the operations proposed by the AFE).

(18)  Under the terms of the JOA, MacDonald had no ability to sign an AFE for
a well being proposed within the Contract Area by a stranger to the
agreement or agree to any form of development by another operator on
acreage committed to the JOA. As operator, Chesapeake has exclusive
right to develop all acreage in the Contract Area and cannot be displaced
as operator for any well proposed within the Contract Area except in’
accordance of the JOA, which procedures were clearly not complied with
here.

(19) The AFE signed by MacDonald is clearly invalid and of no force and
- effect and cannot be relied upon by COG as an ex post facto justification
for its false certification in its form C-102 filed with the Division. In
accordance with the Oil and Gas Act the Division should revoke the APD
and assess appropriate penalties for the false statements made to support it.
See NMSA 1978, §70-2-31(B)(2).

 WHEREFORE, Chesapeake requests that the Division allow it to supplement the
record in Case 14323 for the introduction of additional evidence from Chesapeake and
“then enter a revised order denying COG’s attempt to circumvent the requirements of
Order R#13445-A and Form C-102.

W. Thomas Kellahin
KELLAHIN & KELLAHIN
~ 706 Gonzales Road
Santa Fe, NM 87501
505-982-4285

- Earl E. DeBrine, Jr.

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

P.O.Box 2168

Albuquerque, NM 87103

Attorneys for Chesapeake Energy Corporation
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CERTIFICATION OF SERVICE

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

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

J. Scott Hall, Esq.
Attorney for COG Operating, Inc.

Montgomery & Andrews
325 Paseo de Peralta /
‘Santa Fe, NM 87501 /".“

e
(*W.’Thorg{s Kellahin
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STATE OF NEW MEXICO
ENERGY, MINERALS, AND NATURAL RESOURCES DEPARTMENT
OIL. CONSERVATION DIVISION

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

FOR COMPULSORY POOLING,
EDDY COUNTY; NEW MEXICO.

AFFIDAVIT OF CRAIG B. BARNARD

- STATE OF OKLAHOMA 5
L : ' § ss.
COUNTY OF OKLAHOMA  §

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

A. My name and qualification as expert are as fo._[iows;
Craig B. Barnard

Education: _' BA University of Oklahoma - 1973

Experience: Practicing’ Landman for 30 years in Texas, Oklahoma and
New Mexico, o :
. ‘Certification: Certified Professional Landman #3268
B, | am over the age of majority and competent to maké this Affidavit.

| am responsible for and involved in preparingr the necessary land and vbwnership
“documents for submittal to the New Mexico Oil Conservation Division for this
case.

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

Affidavit of Craig B, Barnard
NMOCD Case 14323
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My e_xpert opinion are based on the following facts and events:
CHRONOLOGICAL SUMMARY OF SIGNIFICANT EVENTS

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

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

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

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

EXPERT OPINIONS

- | have formed the following obi’nionsﬁ based upon my respective: expertise and
upon the foregoing chronology of events:

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

b. Article V of the JOA ‘states “A, Designation and Responsibilities of
Operator, Operator “shall conduct and direct and have full control of all
operahons on the Contract Area as permitted...

" ¢. The JOA's contact area includes this SW/4 of Sec’tion 11 where COG
wants to place the surface location for the Blackhawk 1-H wellbo_re;

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

Affidavit of Craig B. Barnard
NMOCD Case 14323
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e. McDonald’s has committed his 0.070312% interest to be operated by CHK
and cannat commit propetties within the Contract Area to another venture
allow COG to operate within the Contract Area.

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

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

FURTHER AFFIANT SAYETH NOT:

STATE OF OKLAHOMA 8
COUNTY OF OKLAHOMA §

: SUBSCRIBED AND SWORN TO before me this 5 e dayof October 2009, by
‘ Cralg B. Barnard ST

* Notary Public

ACKNOWLEDGMENT

STATE OF OKLAHOMA)

ss:
COUNTY OF OKLAHOMA) -

BEFORE. me, thé undersigned, a Notary Pubhc in and for said County and State, on this ___day of
October, 2009, personally appeared Craig B. Bamard to me known to be the identical person who subscribed
the name of the maker thereof to the foregoing instrument and acknowledged to me that he executed the
same as his free and voluntary act and deed for the uses and purposes therein set forth.

Given under my hand and seal the day and year last aboye written. 7}

Noary Public

My Commlssmn expires:

Lax... ':::I;“.'..__.._,_.__-..A_,,.v, .....
t}INA PETERSDN
S{ t;aatafr;oi’u‘ﬂm '
ato of Oklahoma ffidavit of Craig B. Barnar
995*1@!%-’:*.9*1&9?99??!9-?5_2'5959_3_@112 A ‘?qM(t)CD Cage‘ﬂBZSa °
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MODEL FORM

OPERATING AGREEMENT
DATED
JANUARY 26 19 98 |

OPERATOR . PENWELL ENERCY, INC.

CONTRACT AREA ___TOWNSHIP 16 SOUTH, RANGE 28 FAST, WMPM
SECTION 10: W/2.

SECTION 11: A1}

COUNTY OR PARISHOF __EDDY - - STATE OF _NEW MEXICO

'BLACKBIRD PROSPECT (NM 075)

i eyl
i 3:}‘;&/ . ok
fontg i)

COPYRIGHT 1989 — ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM - X
LANDMEN, 4100 FOSSIL CREEK BLYR, -
FORT WORTH, TEXAS, 76137, APPROVED FORM,
AAPL NO. 610 - 1989

(163[0 ,P ‘ 724/;4.&«\
Q-7
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AAPLFORY ;- MQ._’L FORM OPERATING AGREEMENY vor
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OPERATING AGREEMENT
THIS AGREEMENT, eatered iato by 2ad between enwellmerqv Inc
heselnafter designaced and referred to a5 “Operator,” ;ndchuwpxypsztyorpuduo:hetnhmOpcmm.mcxm
hmdmfvct:efenedwindmduﬂyu'Non-Openwx, and collecrively 83 "Noa-Operstors,”
WITNESSETH:

WHEREAS.d::y:mum(hlsugtecmmucowncnofoﬂmd&suudmd/orOﬂdeulnmmulnthclmd
identified in Exhibit “A" mdthepardcshemxohwc hied an ago to explore and develop these Leases and/or Oil
and Gas Interests for the production of Oil snd (Gas co the extent ind as hercinafecr provided,

NOW, THEREPORE, it is agreed s follows:

B - NV R O PP RN

ARTICLE 1.
DEFINITIONS
As used in this agreement, the following words and terms shall have the meaniags here ascribed to them:
A, The sezm “AFE” shall mesa an Authority for Expenditure prepared by a party 1o this sgreemeat for the purpose of
14 estimacing the costs to be incurred in conducriog an operation hereunder. }
15 B. The term “Completion” or "Complete™ shall mezn » sirigle operation intended 10 complete & well as & producer of Oil
16 and Gss in one or iore Zones, includiag, bus not limited w, the sening of production cusing, perforating, well srmulstion
17  exd production testing conducted in such apesution.
© 18 €. The term "Contract Area™ shall-meza all of che lands, Oil 1n0d Gas Lesses and/or Ol and Gas Interests intended o be
19 developed end operated for Oil and Gas purposcs uader this ugreement, Such lands, Ofl and Gas Leases and Oil and .Gas
20 !ntcmmdesaibedh&dﬁhk‘.&."
D. The tezm “Decpea” shallmcsnnﬂnglcopmdoqwhc:cbynwcﬂbd:ﬂledmwob;mchoncbelowd:cdccpar
22 Zooe In which the well was previously drilled, or below the Decpest Zone proposed da the essoclered AFE, whichever is the
23 lesser. . )
24 E. The terms "Drilling Party” and “Consenting Parcy™ shall mean & party whio agrees & join in‘'sad pey its share of the
25  cost of sny operstion conducted under the provisions of this agreement.
2% B m::m"DrﬂhngUmf':banmnthcuuﬁxedforthedtﬂlipgofonevcﬂbyozderotmlcofwy:meor&dcm!
27 " body having wuthority. If & Dellling Unit Is noc fixed by say such rule or ordes, ¢ Drlling Unic shall Be che drilling anle as
28  established by che patcern of drilling in the Contracr Acea unless fixed by express sgreement of the Drilling Pastles.
29 G. The term “Drillsive” shall mesn the Oil snd Gas Lease or Oil end Gus Iaterest on which 1 proposed well Is w be
- 30 located. ‘ .
31 H. The teem "Taitial Well” shall mean the well requised to be drilled by the parvies hereto as provided in Article VLA,
32 1L The era “Noa-Consenr Well” shall mesn ¢ well ia which less then l!lputiu have conducted an operation &s
33 provided in Anticle VB2
34 J. The terms "Noa-Drilling Party” and "Non&mcnﬂng Paryy” shaﬂmcmspznywhodccunormpamapam ina
35 propased opecztion,
36 K-Tbtmm"OﬂlndGﬂ"lhﬂﬂmcwotLgﬂ.uaashudps,gnsmﬂdeuurqwd/ornﬂo:hcxhqmdorgueous
37 'hydrocerbons sid othes markecable subsunces produced thecewith, unless ‘an inteat. to limie the inclus:vem:so!dm term is
38 specifically staoed.
39 L. The verm “Oil snd Gas Interests™ or “Interests” shall mean unleased fee ®ad mineal fnterests in OZldeum waces
40 ofhndlyxngwuhmthcﬁonmu:&mwh:chmwncdbypmiumthu:gmmm. ‘
41
42

P g s g
W N~

M. The terms "Oil pnd Gas Lease, "Lease” and “Leaschold” shall mean the oll and gas leases or Interests therein
mvmngmofhnd!yiugwuhindz:ConmAxuwh;d:mownedbyd:cpxmum:bktgtcemcnt

43 N.Theeerm"?lug&dc":hs!lmm:dngkopcmtlonwhcrebyndxperhmhlbmdomdmozdcrwmemptt
44 Completion in g shallower Zoge.
45 O. The term “Recompletion” or "Recomplece” shizll mean g opesstion wheseby s Complesion In one Zoncis:bmdoncd
46 in order w amempr s Completion in ¢ diffeceat Zogt within the existing wellbore. .
47 P. The term "Rework" shxllmunmopcudoncoadumdmdxevc&bomn(uweﬂd«tkk&mpltmdmm
48  sestore, or Improve production in a Zone which Is cuzrently open to production im the wellbore. Such operations include, but
49 are not limited ro, well stimolaton operazions but exchide aay routine fepsis or talnte work or drilling, Sidecracking,
* 30 Deepening, Completing, Recompleting, or Plagging Beck of & well. - '
1 Q. The term "Sidetrack”™ shall mesn the directional control and inteationsl deviation of & well from vertica! 30 as w
52 dnngethcbomomholebamnuakudomw;mxghm:hcbakwmddulmndiunkhthchokmmothu
33 wmechsnical difficaldies,
34 R. The teem “Zone™ lh:llmcwlltnmmofmdxmucunmgo:dmughzwmmnlmmmonmcumuhuoaofOll:nd
55 Gust seperately producible from any other comunon soumulsgion of Ol snd Gas, -
6 Unlcud:ccon:aaoche:wxsedudyludlazcs.wo:d.:usedlnthe;lnguh;mdudf:ahephml.dwwmd ‘person” Includes

57 nstunal and eniflcial 3, the plural includés the slngular, ead aay gender Includes the mascallns, feminiae, wad ocuter.
58 . ARTICLE I,
59 EXHIBSES

60 Ihcfoﬂuwmgexhibm.ulnduwdbdawmduudwdm mincn:poruedlawdmade-psnhc:wf
“A,” shall include the following information:

62 (l)DcscnpdopofhadsmbkC!mthl:n@oemcuz, )

63 (2) Restriceons, If any, s to depths, formadons, or sut

64 G)Psduwlgmcmwid:lddtﬂsamdwhphonembmformpm
65 (4) Perceatages or frsctionat luterests of pastics w thls sgreement, .
66 (5) Oil and Gas Leases sad/or Ol xad Gas Interests subject ¢ this ngreement,
67 (6) Burdeas on production.

68 B. Bxhibit “B,” Form of Leasc.

C. Exhibic “C,” Accounting Procedure,

0 x D. Exhibit “D,” Insurance.

E. Exhibit "E," Gas Baluncing Agreemeat,

bl x F. Exhibit “F," Non-Discrimination aad Cesrificarion of Non-Segzcgsw:I Pacilitics.
G. Bxhibic “G," Tax Pumcnhxp

74 X . _ H Other

Information Requirements

x  I. Exhibit "I", Noticé of Joint Operating Agreement, Lien, Security Interests
) and Financing Statement.

‘Revised 3/2/98 °
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If gay provision of uay exhibic, except Exhibies “E,” “F aad “G,” is inconsistent with sny provision contained in
che body of this sgreement, the provisions in the body of this sgreement shall prevail.
ARTICLE 01
S OF PARTIES

A. Oil gnd Gas Incerests:
If any parry owas an Oil snd Gas Interest-in che Coatracy Am. thar Interest shall be treated for all purposes of rhis
agreement =ad during the term hereof as if it were chvered by the form of Oil and Gas Lease sttached hercto as Exhibic “B,”
and the ownet thercof shall be deemed to own both rpyalty interest in such lusc and the interest of che lessee thereunder.
B. Interests of Parties in Costs and Production:
Unless changed by other provisions, all costs and liabilicies incurred in operzrions under this sgrecment shall be borne
and paid, and all equipment and msserials soquired i operstions on she Contract Arca shall be owned, by the parties as cheir
interests are set forch.in Exhibit "A." In the same mgnner, the pacties shall also own all producdon of Ol 2nd Gas from the
Contracx Ares subject, however, to the paymment of m)alncs snd other burdens on production as described heresfrer.
Regardless of which party has contriboted any Qil and Gas Lesse or Oil and Gas Interest oo which royaly or orher
burdens may be payable aod excepe as otherwise expressly provided In this agrecment, esch party shall pay or deliver, or
caise id_or delivered, all burdens pa its share of the production from the Contract’ Area up to, but aot in excess of,
the rwglg?‘!dhégg“s o eg"ﬁ.‘ndf'}ﬁ‘? denpnify, defend and hold the other parties free from any lisbiliy therefor.
Except as otherwise expressly provided in this sgreement, if any party has contributed hereto any Lesse or latesest which is
burdened with any royelty, averriding roysley, production pay or other burden on production in excess of the amounts
stipulated above, such party so burdencd shall assume and alone bear all such excess obligations and shall indemnify, defend
snd hold the other parties heceto harmless from eny|and all claims steributable to such excess burden. However, so long as
the Drilling Unit for the productive Zone(s) is identical with the Contsact Area, esch party shall pay or deliver, or couse
be paid or delivered, all burdens on production fromy the Contreat Area duc under the terms of che Oil and Gas Lease(s)
which such party has contributed to this sgreement, pod shall iadempify, defend and hold the other parties frec from say
fisbility therefor. o

No party shall ever be respoasible, on & pncc balis higher than the price received by such parey, to any other party’s
lessar or rayalty owaer, and if such other parcy's lessor or royalty owaer should demand aad teceive seutlement on 3 higher
price basis, the party contributing the affecred Lease shall bear the sdditional ropsley burden serributable to such higher price.

Nothing contsined in this Article IILB. shall be deemed an assignment or cross-assig of § s covered hereby,

and in the eveatr two or more parties coatribuce to this agreement jointly owned Leases, the pardes’ aadivided iaterests in
said Lezscholds shall be deemed separate leasehold interests for the purposes of this agreement.
C. Sub ly Creazed I : : .
If any party has aontn‘humd herews 2 Lesse or Interese thac is burdened with en assignmenc of production given gs security
for the payment of money, or I, aficr the dae of this agreemcnt, sny pany creates an overriding royaly, production
payment, aet profits interest, assignment of production) or other burden. paysble out of productivn scributable w its working
interest hercunder, such burden shall be deemed a "Su.bscqucudy Creaved Interest.” Further, if any party has contribueed
bereto & Lesse or Interest burdencd with an cvemdxgg royalty, production payment, net profics interest, or other burden
paysble out of production created prior to the date of [chis ag , and such burden is not shown on Exhibit "A.” such
burden also shall be deemed s Subsequently Created Idterest o the extear such burdea causes the burdens oa-such parry's
Lease or Interest 1o exceed the amount stipalated in Article DIB, above.

The party whose Interest is burdened with the Subsequendy Created Interest (the "Burdened Party™) shall assume aad
alone bezr, pay snd discharge the Subsequently Created Interest sod shall indemnify, defend sad hold harmless the othier
parties from and sgainst eny Lability cherefor. Further,|if the Burdened Party fails to pay, when doe, its share of expenses
chargeable hercunder, all provisions of Article VILB. shall be eaforceable against the Subsequently Created Interest in the
same manoer us they-are enforceable against the working interest of the Burdened Party. If the Burdensd Panty is required

. under this-agreement to assign or relinquish to zoy othef party, or parties; all or & portion of its working interest snd/or the

production suributeble thereto, said other party, or parties, shall receive said assignment and/or_production free and dear of
said Subsequently Created Interest, and the Burdened Party shall indemnify, defend and. hold harmless said other parry, or
partics, from any and sll clsims zod d ds for pay d by owners of the Subscquently Created

ARTICLE IV.
TI'I'LBS

A, Tide Exgmination:

Title examinztion shall be made on the Drillsite-of as
if = majority in interest of the Drilling Partics so request
Drilling Unir, or maximom aacicipared Drilling Unit, of
interest, minerals, royalty, overriding royalty and product
Leases and/ar Oif snd Gas Intezests to be included in the

y proposed well prior ¢ cammencement of drilling operations and,
or Operator 30 clects, title examination shall be made on the entire
the well. The opinion will inclode thic ownership of the working
ion paymeacs under the applicable Leases. Each party contributiag
Drillsice ar Drilling Unly, If appropriate, shall furnish to Operator

all abseraces (including federal lease status reports), title opinions, dtle papers and curative material in ifs possession free of

charge. All such information not in the possession of
examination of the tite, shall be obtained by Operator.

by gurside arrorneys. Copies of all ddle opinions shall be

procuring sbstreces, fees paid ontside sworaeys for tide

opinions and division order title opiniéns) and other direqt charges a5 provided in Exhibic “C" shall be borne by
Parties in the proportion that the interest of each Drillic
iaterests sppear in Exhibit “A." Operecor shall make no charge for services rendered by its $waff aworneys or other e

fgrmaace of the above funcrions.

shall be responsible for securing qurariy
connccrion with Leases or Oil and Gas Interests contributed by

and recording of pooling designacions or declarations snd «

before governmearal ageacics for the securing of spacing

the conducr of operations hereunder. This shall not prevent any party frow sppearing en

Costs incurred by, Operstor, including fees paid o outside
sgeacies, xad which costs acc necessary end’ proper fn:

durgestothe;omamountmdxhallnotbeoavc:cdl;y&acadmmismuvcavethuddmgcsupn

.

gmde ilzble w Op by the p , bat necessary foc the
perator shall ciuse tidde o be examined by artorneys on its scaff or
furnished to each Drilling Perty. Costs incurred by facor in
fon (includiag preliminary, supplemental, shor-li coyaley

Drilling

ng Party beass to the tonal interese of all Drilling Parriéfias such
e o aad poaling d ot Sred in
pany. Operstor shall be :csponsiblc f ; pration

ion ugreem s 23 well as the & tarings
orpoolingord:rsorwyothuordusm oills te w0

attorneys, which are essociaced with mg g <
the acrivities contcmplated ander this agx:ﬂﬂx!‘.&‘,%m 'tmi‘}&‘

mﬂmﬁu

2.
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Operaror shall make no chacge fac services rendered by its staff sworneys ot other personnel in the pecformance of the above
Functions, . ’ :

. No well shall be drilled on the Contract Arca uati] after (1) the title to the Drillsite or Drilling Unit, if appropriate, has
beca cxamined ws-shove pravided, and (2) the title has been approved by the examining attorney or title has been eoocpred by
all of che Drilling Partics ia such well.

B. Loss or Failure of Tide:

Leases and !na:msu, sad,
(s) The party c:uh:ed with contributing the Oil and Gas Lesse or Interest affectcd by the ntle ’ including, if

shall be no addiriona! Lisbility oa its part to the other parties herero by rezson of such tide fallure;
(b) There shall bc no retroacrive adjustment of expenses incurred or revenues recelved

(©) I the proportionste interest of the other parties hereto in any producing well pyfviously drilled on the Contract
Area is Increased by reason of the title failure, the party who bore the costs incurred in cong
v the Lease or [aterest which has failed shall receive the proceeds atteibutable to the ingtease in such lnterest (less coses and
burdens suributsble thereto) uatil it hes been reimbursed for unrecovered costs pajd by it in connection with such well
etrribureble to such failed Lesse or Interest; ‘

(d) Should xay person not & pasty to this sgreement, who is dcne:mmed
which has failed, pay in say. manaer any pare of the cost of operation, ¢
to the party or parties who bore the costs which sre 5o refunded;

(=) Any lisbility to account w a person not a party to this sgrecsneny’
by ressan of title fallure shall be- borae severally by each party (includjdg & predecessor 1o & currenc pacty) who received
production for which such aocounting Is required based on the einount fmdxpmducnonreouvod,mduduuchpmyshzﬂ
severally indemuify, defend und hold harmless all other. parties Keretpfor sny such Hability to sccount;

(f)Nodux;gcshxﬂbcmadctoﬂ}ejolntmuntfor!cgd efpenses, fees or salaries in connection with thedcfenscof
dmlascozln:crcs:daimedubluvehﬂcd.butlfdu;iucymn uangsudalzmorhwhemdmwdc{mdmmlc
it shall bear sl expenses in connection therewith; and /

(g) If any party is given credic on Exhibit “A” w4 Lease or Interest which is limited solely to ownership of en
inzerest in the wellbore of any well or wells and che progbetion cherefrom, such party’s sk of i in'the d
of the Conract Ares shall be considered a Fuilure of Tjd nsmwchmmumag&:nnmmunlwdmubsmofmm:

be the gwner of any Lease or locerest
or equif such emount shall be paid

ér other payment ucocssnry to maintain all or & portion of sn Oil end Gas
Lease or Interest is nor paid or is crroneously £aid, snd as 8 result a Lease or Interese terminates, there shall be ao monetary
Lisbility wgsinst the party who falled w mpke such paymeént. Unless the party who failed to meke the required payment
secures & new Lease or Interest covering plie same intr:resr wi:hx’n nine:y (90) days from the dl'scovery of the failure o mxke
proper paymeat, which scquisition w

#eds of Oil end Gas, hssopcmugapcnusnndkuebudcnschugabkhcmndctmdmpermvhofxﬂcd
mmzkcpa : upmdze:mounxofum:wvmdwsumﬁbmablcm:harpo:ﬁonofoﬂmd&sdmrcv.iterpmduwdmd
i producaonfmm:nywdlsthctu&crdrﬂled)wbxch.mthetbsenocofsuchlweorlnmnermmnmu,
attribotable €0 the losc Lease oc Interest on sn acresge busis snd which s o result of such Lesse or laterest
uonlsaedxted:ootherpama dzeprocccdsofmdponhnohhcoddetscobemnnibuwdbyd‘.codxerpnmes

£ 3. c.
i-drtesscor Au)s,u.uw(.‘. B vt,-— 3 pmws Areaoe-

Ozhctlasswdﬂlossaa{[msuotlnccmstsmmmmdtodm:gmmnx,

Exhﬂ:ix"A."Th&sshxllindudcbutnotbchmxwdtudzclossofanyluseorln:emr&mughﬁdummdevdopusc
express o implied covensats have not been performed (other than performance which requires only the pay
mdthclossofunyLeuscbye:pxmnoauthcmdohspnmaryml“runo:rcncwcdormcndcd.
md;usmcntofmtetuumdmmnumngpamouoftb:(hnmhcnonmumufwylom:bs&

; U BTA eI T
pany whose ipterest has failea or was lost, and the provis ugasﬂ‘am-d-mmhh :

Amesican Asyristes of Peaivuns Livdiona
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.the drilling of wells, but its chugns thcrcfor shall not mneed the prem'lmg rates in the area snd the rave of

ARTICIE V.
) OPERATOR
A. Designation gnd Responsibilities of Operator: .

Ferwell Enérgy, Inc. shall be the Operstor of the Contract Acca, and shall conduct
wad dircct and have full control of all operations oxi the Contrect Arca as permitted and required by, snd within the limits of
this agreemeat. In its performance of services hereunder for the Noo-Operatars, Qperator shall be 2a independens contractor
not subject to the conrol or direction of the Non-Operstars except 85 o the type of operation to be undertaken In accordance
with the election procedures ined in this ags Op shall not be deemed, or hold itself oot as, the agent of che
Noo-Opesators with :n:homy w bind them to nny obligation or lisbilicy usumed or incurred by Operstor as to sy third
parcy. Operator shall conduct its sctiviries under this agrecment as & b , in ¢ good and workmanlile
manaer, with due diligence and dispatch, in sccordance with good oilficld pmmc:. snd f0 comphzncc with gpplicable law and
regulation, but in 00 event shall it have any lisbilicy as Operacor w the other partics for Josses sustained or lisbilities incusred
except such 25 may result from gross acgligence or willful misconduct.”

B, Resignacion or Removal of Operator end Selection of Successos:

1. Resignation or Removal of Operator: Operator rasy resign st sny time by giving written notice thereof 1o Noa-Operators.
If Operutor terminates jts legal existeace, no longer owns sn interest herennder in the Contract Ares, or is 0o longer capable of
scrving es Operatar, Opcum:shzﬂbcdccmedmbavcmggmdwuhauunymubyNon-Opcmmn.ac:p(nhculcalonoh
sucoessor. Operawor may be removed only for good cause by the affirmative vore of Non-Operstors owning & masjority intesest
based oa ownership &s showa on Exhibit "A'umzxmngafwrexdndlmgthevoungmmzofOpmnor;mchvocednﬂ aot be
decmed effective unril a writcen aotice his beea d d w the Op by « Non-Operator decziling the alleged defaule and
Opcnnorhxsfzﬂadwm:ethcddauhwx:hmthlw(EO) days from irs receipt of the notice or, if the default concerns an
aperation then being conducred, within forty-cight (48) hours of its receipt of the notice, For purposes hereof, “good cause™ shall
mean oot oaly grass tegligence or willful misoonduce bue sisa the materisl breach of or lnability o meer the standands of
operation axatsined in Article V.A. or material fallure or insbility to perform its obligations nnder this sgreement.

Subject to Article VILD.1,, such resignation or remaval shall not become effective uatil 7:00 o'clock AM. on the first
day of the calendar maonch following the expleation of nlacty (90) days after the giving of nodce of resignation by Operator
or action by the Non-Operators to remave Operstor, unless a successor Operstor has been selected and essumes the duties of
Opersator st za cerlier date. Operutor, after effective date of resignstion or remova), shall be bound by the terros hereof s &
Noo-Operator. A change of a corparate oame or sccucture of Operator or tsnsfer of Operator’s intetest t say single
subsidiary, parent or successor corporation shall not be the basis for removal of Operazor.

2. Selection of Successor Operator: Upon the resignation or cemoval of Operator under any provision of this agreement, &
successor Operator shall be selected by che partles. The successor Operatac shall be sclected from the partics owning an
interest in the Contract Ares at the time sach successor Operator is selected. The successor Operator shall be selecred by the
affirmative vote of two (2) or more parties owaing.s m}oricy iqtet:s: based on owaership ss shown on Exhibit "A™;
provided, however, if an Operator which has been d or is d d to have resigned fails o vote or votes only
sucoeed itself, the snccessor Op shall be sclecied by the affirmarive vote of the party or parties owning s mzjority
interest based on ownership as shown on Exhibit “A” remaining after excluding the voting intcrest of the Operator that was
removed or resigned. The former Operator shall promptly deliver o the successor Operator all records and data relating co*
the operations conducted by the former Qperarar to the extent such tecasds xnd dats sre not slready in the possession of the
successor operator. Any cost of obraining or copylng the former Operator's records end dats shall be cherged.to the joint
account, :

3. Effect of Bankruptey: If Operator becomes' insolven, bankrupt or s placed in recelvership, it shall be decmed to have
resigned without sny action by Non-Operstors, except the selection of & successor. If 2 petition for relief under the federal
bankruptey laws is filed by or against Operator, end the removal of Operutor is prevented by the federal bankrupey court, sll
Noa-Operators and Operator shall comprise sa interim aperesing committee 1o serve uatil Operator hes eleced oo teject ac
wssume this agreement pursuznt to the Bankruptcy Code, 2od &a election to rejecr chis agreement by Operator as & debtor in

fon, or by a in baokruprcy, shell be deemed a resignation as Operstor without any sction by Non-Opersrors,
em:ptd:enkawnof:amar.Dumgdwpuwdofnmcheopcm{ngmmmkmmmkopeumns;l!mas;hnﬂ
require the spproval of two (2) or more parties owning 4 majority Interest based on ownership as shown oa Exhibic A" Ia
the event there are only ewo (2) parties to this sgreement, during the period of time the operating committee contrals .
operutions, & third party acceptable to Operator, Non-Operacor and the feders! bankrupeey courc shall be seleced az @
member of the operating committes, and ail actions shall require the approval of two (2) members of the operaring
committes without regand for their interest in the Coatracr Area based on Exhibit “A."

C. Employees and Contrectors:
The pumber of employees or contractors used by Operacor in conducring operations hercunder, their selection, and the

- hours of labor and the compensation for services pecformed shall be determined by Operator, and all such employecs or

cantmactors shall be the employees or contzaczars of Operacor,
D. Rights and Duties of Operator:

1. Comperitive Rates and Use of Affiliates: All wells drilled on the Coatract Area shall be dellied on & competitive
contract basis ac the usual tes prevailing in che area. If it sa desires, Operscor msy caploy its owa tools and equipment ia

Shccactors.
who are doing wm-k of a similar nature. All wotk puformed or materials supplicd by sffilistes or relared parties -§° pRrator
shall be performed or supplicd at competitive rates, pursuaar to written agreement, and in sccordunce wich cusiSp
standards prevailing in the indusmry.
2. Discharge of Joint Account Obligations: Except as hetein atherwise specifically provided, Operstor shall prdsiyl
and discharge expenses incurred in the development and operation of the Contracy Ares pursuzant to this agreemids
charge cach of the pacties hereto with their respective propartionate shares upon the expense basis pmv'
Opcmwrshallkecpmmmmrdaf:hc;ommum der, showing exp incurred and|¢
made and received. ' <
3, Pmtccdonfromﬁ:ns: Operator shall pay, or cause to be paid, s and whcn:hqumednemd pp >
of contructars end supplicrs and wages aod salaries for services readered ar performed, and-for marerisft”
mmaf:thonmaMuwmyopcndgmforrhe]o!ntmunzthcreo{ und ghall keep the

. * ‘exclusive of Saturdays, Sundays and legal holidays

-4-
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licos s0d eocumbrances resulting therefrom except for thase resulring from a bana fide dispure a3 to services rendered or
marerials supplied. .

4. Custody of Fands: Operatar shall hold for the sccouar of che NonOpcmm:s aay fonds of the NOD'QPCWF‘ advenced
or paid to the Operutor, either for the conducr of operstions hereunder or s & result of the sale of p:oducuon from the
Coatract Ares, snd soch funauhaummmefund,onhmoao;mmuonwm they sre sdvanced or paid uacil
used for thelr Intended purpose or otherwise delivered so the Non-Operators-or spplicd towasd che payment of debus xs
provided in Article VILB. Nothing In this paragraph shall be constrved to ésublish & fiduclary relationship betwean Opesator
30d Noo-Operators for any purpose other than to account for Noa-Opcratos funds 83 herein specifically provided. Nochiag ia
this parsgraph shall require the mai by ©f ofscpmntcawonnufct:hefmdsofNon-Opermzsualaschc
parties otherwise specifically sgree.

S. Access to Contruct Ares 3nd Records: Operator shall, excepr 85 otherwise provided herein, permic each Non-Operator
or it duly sutharized representstive, st the Noa-Opesetor’s sole risk and cose, fall xad free soccss ax all rensonsble times to
all operations of every kind sad charucter being conduced for che joint sccount oa the Coatract Area and w the records of
operations conducted therean or production therefrom, {acluding Operator’s boaks and records selacin theceso, Such sccess
rights shall not be excrcised in a manner laterfering with Op r's conducr of &a operstion b d md;hal!notobhgnue
Operator w furnish any geologic or geophysical daea of sa lnrerpretive aswure ualess the cost of preparadon of such
interpretive dits was charged to the Joint sccount. Operator will farnish o’ cach Noa-Operaror vpoa sequest copies of sny
and sl repores and information obtined by Operator In connection with production sud celared ltems, Induding, without
limitution, meser and chast coposts, production purchaser statcmeats, run tickers and monthly gauge repors, but excluding
purchase concracts and pricing Informatlon w the extent not spplicsble to the production of. the Noa-Opersror secking the
information. Any audic of Operatar’s records reluting o amounts expended and the approprisceness of such cxpenditores
shsll be conducted in accordance with the audit prowcol specified in Exhibit "€~ -

6. Filing and Furnishing Governmental Reports; Operutor will file, snd upoa written request promprly furnish copics to
each requesting Noa-Operitor not in default of its payment obligations, sl operstional aotices, reports or applications
tequired o be flled by loczl, Stace, Feders! or Indisn sgencies or suthorities having Jurlsdiction over operstions heseunder,
Each Noa-Operator shall provide to Operator on & timely basis all lnformatl sy o Op to make such filings. .

7. Drilling and Testing Operations: The followxng p:ovlslons shall apply to each well dtlllod herennder, including but oot
limired to the Iaidal Well:

(#) Operator will promptly sdvise Non-Operators of the dare on which. zhe well is spudded, or the dase on which
drilling operstioas src commenced.
: (b) Operawr will send to Non-Operstors such reporys, test results and notices regarding the progress of operations on the well -
u&NMmMmbbmehmMn&ﬂydﬂﬁqgmmﬁm&mmwbp :
() Opestor shall adequately test alf Zones encountered which may ressonably be expected to be capable of producing
Oxldeulnpaqugqumdt{esunmultof:nmimuono{d:eclectxiclogo:myoxhcrlox:ormmotmmduacd
hereundee.

8. Cost Escmates. Upon request of say C g Parry, Opesacor shall furnish estimsces of and lacive costs
lnam—cdfardwhmwwummblehwrukdwthcmnd\mofwyn i to this age
Operacor shall not be held lizble for exrors In such estimaces 50 long a3 :be'qdmmammsdelngoodfddn

9.!nsumdtsﬂdmuvhﬂcopenunmm-‘ d h der, Operator shall comply with the workers
compeasation.law of the sawe where the operations are belng coaducced; p:ovlded. however, that Operator may be & sclf-
insuzer for Uability under said compensation laws lnwhxdxcven:d:con!ycbugerhut_hmbcmtdc_m:!m}olmmunc shall
be 23 provided In Exhibit "C.” Opecwcor shell wlso carry or provide insurance for the benef'u of the Joine account of che partics
us outlined in Exhiblc "D artached hereto nd mede 1 past hereof. Of shall fequire all coar: cngeged la work on
or for the Contract Ares o comply wich the warkers compensation hw of the state whcm the opcndons re being conducted
nndmmmumlu&odurlmumqucmmxmymulm. .

Inthccventmmmobﬂcﬂzbﬂuylnsurwo;ucpeaﬁedlnu!d&hbu"!)"orsuk quently ives the spproval of the
parties, no direct chugge shall be made by Operacor for premiums paid for such insurance for Operstar’s wutomotive

_ equipmeat.
ARTICLE VI
DRILLING AND DEVELOPMENT
A, Inidal Well: : .
On or before the day of =, 19 , Op shall ¢ the drilling of the Inicl

Well at the following locztion:

TO BE DETERMINED.

- I “

and shsll thereafrer continuc the drilling of the well with duc dlligence o ’ . E

The drilling of the Initial Well s0d the parcicipstion therein by all partics s cbligatury, subject t0 Ardde VLC.L 25 w0 paifi)
in Completion operations and Artide VLF. 25 t termination of operations sad Anicle X1 o5 w occurvence pf OESRlouELy

L P MOEznongmypmyhm:wxhoulddummdrﬂlmywcllandmﬁoqmdxuodmx .
U any pasty should daalis to Rewoik, Sldstrad, Degpen, Facompl or!’k!abukldthhcrlwu 5
pmdumwmpgyhngummwhid;;uchpmhuwro&mkcmﬁnthedmhmﬂlnthapmyosod _
this agreement, the party desiring to drill, Rework, Sidetrack, Deepen, Recomplete or Plog Back such & -;- B4
norios of the proposed operation t the partcs who have bor ocherwise eelingulshed thelr Interest By i ALIeEn
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-telegram, telex, telecopier, or other form of facsimile

nndcr:hisagrccm_cn:andaanllochexpaniﬁindneascqfxpmpanlforSidm:ckmgo:Doepeniug,spedfyingdmworkmbc
performed, the Iocacion, proposed depth, objective Zane and the estimared cost of the operaion. The parties whom such &
notice is delivered shall bave thirty (30) days sfier receipe.of the notice within which to aorify the party proposiag w de the work

'whcchctducyelcawpar:idpau:indv:cnstofdxepmposedoperszion.!{:*drﬂﬁngrigisouloadpn.nodo:d-pmposal:o

Rework, Siderrack, Recomplete, Plug Back or Deepen may be given by telephone and ‘the res period shall be limited to forty-
cight (48) hours, exclusive of Samrday, Sunday and legal holidays. Failure of & party to whom such potice is delivered t reply
wtthindxcpcnodabcveﬁxedshzﬂoonsntut.cmehamnbydmpaxtymmwudpawmdmmstofdmpmposedom
Any proposal by & party to conduct sn operation conflicting with the operation lnitially proposed shall be delivered w all parties
within the time snd in the manner provided in Article VIB.G

If all parties to whom such notice is-delivered elect to panmicipate in such a proposed operacion, the parties shall be
‘contracrually comimitted to participate therein provided such operstions sre commenced within the time period hereafeer sec
forth, and Operator shall, no later than ninety (90) days after expirution of the otice period of chirty (30) days (or ss
promptly s pracricsble afier the expiration of the forry-cight (48) hour period when » drilling rig is on location, us the case
may be), actually commence the proposed operation and thereafur complese it with due diligence ar the risk and expense of
the parties participating therein; provided, however, said commencement date may be exvended upon written notice of same
by Operator to the ather parties, for 8 period of yp to chirty (30) sddicional days if, In the sole opinion of Operatar, such
additional time is reasonably necessary to obtain permits from governments! suthoritles, surface righss (indluding rights-of-
way) or appropriate drilling equipment, or to complete citle ination or curative matter required for cicle approval or
sceeprance. If the actual operation hes not been commenced within the time provided (including any extension thereof ss
specifically permitted herein or in cthe force. msjeure provisions of Article XI) sad if any party herewo still desires to conduer
said operation, written notice proposing same must be resubmitted to the other parties in accordance herewith s if no prior
proposal hed been made. Those pardies that did not participate i the drifling of & well for which a praposal to Deepen or

" Sidetrack is made hercander shall, if such parties desire to participate In the proposed Decpeaing or Sidetracking operation,

reimburse the Drilling Parties in accordance with Agticle VIBA. fn the eveat of & Deepening operstion gad in sccardance
with Article VLB.S. in the event of & Sidewracking operation.
2. Operations by Less Thao All Parcies:

(a) Determination of Pamagadon. If sny party w0 whom such nodce is délivered as provided In Acticle VLB.1. or
VLC.1. (Option No: 2) elects nos to participate in the proposed operation, then, in order to be entitled to the benefics of chis
Article, the party or parties giving the rotice and such other parties as shall elet o partigipate In the operation shall, ao
farer than ninety (90) days after the explration of the notice period of thirty (30) days (or as promprly as pracricable sftes the
expiratiorr of the. forty-eight (48) hour period when a drilling rig is oo locstion, as the.case may be) sctually commeance the
proposed operation and complete it with due diligence. Qperator shall perform all work for the sccount of the Consenting
Partics; provided, however, if no drilling rig or ather equipmeat: is on location, and If Opeuzor Is & Noa-Consenting Party,
the Consenting Parties shall either: (i) request Operator to perform the work n:qn.imd by such proposed operation for the
account of the Conseating Parties, or (if) designste one of the Consenting and #s Operator to pecformi such work. The
rights snd duties granted w and imposed upon the Operator under this agrecment sre grnnted to end :mposcd upon the party

designated ss Opcrator for gn operation in which the original- Operator is 2 Non-Cy g Pirty. G ing Pactics, when
conducting operations on the Contrace Area pursuznt to this Article VLE.2., shall aolnply with all terms and conditions of dus
sgrecment. -

If less than all parces approve any proposed operation, “the proposing party, lmmediately wfter the expiration of the
spphmhlenonoepenod.shallndmcuﬂ!’udsofdwmulmmlofdxcpamulppmwngmnbopemnonmdlu
xeX dation =s 10 wheths ﬁm&mnng?msmmwwxmdwommnmmw&mmgpm,
within forry-eight (48) hours (exclusive of Saturday, Sunday and legsl bolideys) afier delivery of such notice, shall sdvise the
proposing party of its desire to (i) limit partidpation w such pactys Incerest as shown on Bxhibic “A™ or (i) carry only its
proportionste part (determined by dividing such parey's mnaucmcthonmAzcabydmimcusunhﬂOomungPamcs in
the Contract Area) of Non-Consenting Parties’ lnterests, or (iif) carry its proportionate part {devermined as pmnded in (ii)) of
Neon-Consenting Parties” -interests together with all or & portion of its proparionate past of gny Noa-Casscacing Purtics'
interests thar any Coasenting Party did not elect 1o tike Any intesst of Non-Consenting Purties that Is oot curied by &
Conseating Party shall be deemed to be carried by the party proposing the operation if such pasty does not withdraw its
Pproposal. Failure ro advise the proposing parcy within the time required shall be deemed sn election under (i) . In the evear &
dnlhngngLsoulocmon,muo:maybcgivenbytekphone,mdtheumepermxmdﬁoruchxmponscshsﬂnotmdn
total of forty-cight (48) hours (exclusive of Saturday, Sunday and legal holidays). The proposing party, st its election, may
withdraw such proposa! if there is less than 100% participation and shall notify all pasties of such decision within ten (10)
days, or withio twenty-four (24) hours if & drilling rig is on location, following expiration of the applicsble response period.
I 10096 subscription to the proposed operstion is obtiined, the proposing party shall promptly notify the Consenting Parties
of their proportionate i in the ¢ ion aod the party serving es Operacor shall commence sucb operation within the
persiod provided in Article VIB.1,, sub]ctt to the same extension right 13 provided thercin.

(b) Relinquishment of Interest for Non-Pardcipation, The entire cost and risk of conducting such operations shall be
bomebytthonseutmngmxhcpmpordonsthcthec!ca:d to bear same under the terms of the preceding
paragraph. Consenting Parties shall keep the lesschold estates Involved in such operutions free and dear of nl] hcns and

the surface location ar thelr sole cost, nsk sad expcnsc pmvxdcd, bowever, that those Noa-Consenting P :ﬁi‘ that
participared In the drilling, Deepening or Sidetracking of the well shall remain lisble for, snd shall pay, their profdrtionate
shares of the cost of plogging and sbandoning the well end restoring the surface location insofac only ss those costs} o
increased by ‘the subscquent operatioas of the Consenting Partics. If zay welt drilled, Reworked, Sidetcacked, r.z":
Recomplered ‘or Plugged Back under the provisions of ¢his Arvicle resulis in & well capable of produciag Oil 2od fd5iGs
payiag quantirics, the Conseadng Parxics shall Complete snd equip the well to produce st theic sole cost S ~'°4
well shall thep be turned over to Operator (if the Operator did not conducr the operation) sad shall be o ,
expense sad for che socount of the Consendng Pardes. Upon commencement of operstions for the I
Sidetracking, Recompleting, Deepening or Plugging Back of aay such ‘well by Consenting Parties in &k q
provisions of this Agxlch. asch Non-Conuadna Pasty shsll be ¢ d to huve telinguished w G
Conscating Pirties shell own and be entitled o0 reccive, in propordqn to their' respective iatese,
Consenting Party's intcrest in the well and share of production therefrom -or, In the ase of & R

t6-
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cceminated pussazat to Artlde VLE, stnd-by costs incutred perding response to # pary's notlce py

Deepening, Recomplering oc Plugging Back, or ¢ Corhpletion purmmt coluude VLC.1. Option No. 2, ull of such Non-
Comumg?arxy‘slamtludncpmduwonobuhed&um;heopmwnhwhkh&cNon-Commg?mydﬂno:elccz
to participate. Such relinquish shall be cffectt ua:ildwpm:ndsold;:sdcqfwduhue.u!mhw&u;hewcﬂ.m
mukc:vduuhuvohfmduhmkm:so!d(nherde&umng:pp&mbhndnbmm.pmdwm.mmmdmwx_s.
soyalty, overriding: royaley and other fnterests not excepted by Areice TLC, payable owt of or messured by the prod .
fmmmchwdlwcmmgwxdxmpeawluchlam:undlkmemﬁth(ueqndduwulofdwhﬂwmg

@ —189_ % of cachi such Non-Consearlng Parcy's shere of the cost of say.newly soquired surfuce equip
bepond the wellhezd connections (including but not limiited to srock tacks, s2p t pusplng equif snd
piping), plus 100% ofesdtmd:Non-Consendng Party’s shate of the eoatofopqtmoa of the Weu cmmencing wich firsc
production aod contlnulng uatil esch such Noa-Cc lng Parcy's ecli ished | shall revert to it under other

]
pmvuxomothnArrldc.hbcluglgreed:ha:cuhNou-CoascnungPlny‘uhnuofmchoomwdeqmpmenrmubc:hn :
interest which weuld have becn chargesble to such Non-Consenting l’lny ksd it participsted n the well from the beginning .

oftheopennolb

0 %of(u)thupomonof!hccbmwdexpcmesefdﬂﬁn&&ewo:hng Sudeu‘a.ckin&Decpemng.
PLuggmgB;d:.xadng.GompIedng.wdRemplqungnﬁcr"_' a0y cish Tbutlons received under Ardde VIILC,
and of (b) that portion of che cost of newly sequited equipment in the well (W and Including the wellhead connections),
which would have been chargesble to such Non-Consenting Party if it had participated theceln.

Norwithstanding snything to the coatrary In this Article VLB, if the well does not reach the deepest objective Zone
described in the motice proposing the well for ressons ather than the encouncering of graalte or practically lmpeaccrable
substance or ather condicion in the hale rendering fusther operations impracticsble, Operator shall give notee thereof o each
Noa-Conseating Pary who submiteed o voted for so aliernative proposs! under Asticle VIBSG, to dellf the well w 2
shallower Zone thaa the decpest objective Zone proposed In the aotice under which the well was drllled, sad esch such Noo-
Comcadng?uryslu!lluvetheoptlonnopuddpuctn:helnltulpropo:cd&mpkdonolthevd!byp&ylnglu:hmof:hc
cost of drilling the well w {ts actual depth, calcplated In the mander provided ln Aricde VLBA (a). If sny such Noa-
Coasenting Party does not elesx to participate in the ficss Completion proposed for such wc!l.&wnhnqukhuwnt provisions
of this Astlcle VIB.2 {b) shall spply to such party’s Intesess,

() Reworklap, Recompleting or Plugging Back. An election not fo pecticlpace Ia the d:ﬂlu;g, Sldetrucking or
Deepening of s well shall be deemed an election not to participite io any Reworking or Plugging Back operation proposed in
such a well, or portion thereof, to which the initl) non-consent election applled that is-conducted st any time prior to Full
recovery by the Comcndng Partles of the Non-Consenting Parry's recoupment amount, Similacly, sn election not o
pasticipate in the Completing or R pleting of a well shall be deemed an electlon not to participare in any Reworking
opcnaoapmposedln:uduveu,orpordoaebueofwwhldnhclnkhlm«mntelewlonapplwd&ukmnduaedu

soy dme prior to full recovery by che Conseadng Parties of the Noa-C g Pastys luch
Reworking, Rmmpledagox?hxxsingwop:udou conducred during rhetecoupmcnz period lhdlbedeemod gan
cost of operation of 31id well and there shall be sdded to the sums to be reeouped by the G : 0960(

that pocdoa of the costs of the Rewarking, Recompleting or Plugging Bcckopermoa which would luve beea chergesble to
such Noa-Conseating Party had ic parcicipaced therein, If such a Reworking, Recompledng or Plugging Back operstion is
pmpowddu.dngmchmcoupm:n:penod, the pmvmom ef:his Article VLB, shall bz spplicsble as between 53id Coasenting
Parties {n said well,

(d) Recoupment Mattcrs. Durlng the period of time Consenting Parties are entltled o receive Non-Conscaring Perty's
du:eofpmdncaon.oxtbeproccedstbmfmm.CauscndngPamushﬂlbempamMcfarduptymentof:ﬂldnhm
pmdwxon.scveuncc.aﬂx.guheungmdozhaum.mamwydq.mnwngmydqmambmam.ppmhkw'
Non-Consenting Pasty’s share of production not excepted by Amicle IN.C.

In the ase of any Reworking, Sldetracking, Phogping Back, Recompleting or Decpening operstion, the Conscnung
Puuatha.ﬂbepe:miuthom,fteeofcos:,uﬂu:!ng,mb!ngmdo:hexegqlpmemin:bewe_ll,bu:dwowncnh:po{dl
such equipment shell remain vachaaged; and upon sbaadenment of s well afier such Reworking, Sidersacking, Plugging Beck,
Rccomplcungorneepcalng.m@mgpmmummtbtmquﬂpm:wduwm:hamf with cach
puqmdvmxiupxopomonmpmhldndmhvﬂuc.l«smcohdnge.

Within ninety (90) days afeer the completion of say operstlon under chis Article, dxe party conducring the operations
for the Conscatlng Pastles shall furnish each Non-Consenting Party with an Inveritory of the equipment in and connected to
the well, and an femized stazcment of the cost of drilling, Sidetracking, Decpenlng, Plugging Back, testing, Completing,
Recompleting, and equipplng the well for production; oz, &t lts optien, the operating pacty, In lics of sa lemized statement
of such ‘costs of operation, may submit & detalled stavement of monchly billlngs. Exch moath theceafter, during thie time the
Conseating Pasties are belng relmbursed a3 provided sbove, the party conducing the opérations for the Conseating Parties
shall furnlsh che - Noo-C: ing Parcles with aa kemized statement of sll costs and lisbilities Incurred In the operstion of
the well, togecher with a stazement of the quantity of Oil end Gas produced from i and the amount of proceeds realized from
the sele of the well's working Interest production during the precedidg month. In determining the quantity of Oil and Gas
prodcncoddurmgnnymoud:,Comadungluah:ﬂusclndu:uympccdmechodamdwubuxnmhadcedeomcvcmxgor
peslodic well tescs, Aoy smount realized from the. sale or other disposition of equipmeént newly scqulred In connection with
wyluchopeudnuvhkhwoddbxvebecnowmdbycNonConscnnnmeyh;dkpudcpuedd:creinshxﬂbec:edmd

sgeinst the towl unrerurned costs of the work done sad of the equip dda d inlng whea the latere§rhof such
Non-ComcanngPanyduﬂ:cvertnoi:u;bovcptovided.udl.fthemuucmdkbahaac.klh;nbcpddtol Noan-
Conscnting Pasty,

If and when the Consentlng Pactles secover from s Noa-Consenting Party's relinquished interest the amounts] pvided

for above, the relinquished fnterests of such Noa-Consenting Pty shall sitomarically severt to ic as' of 7:00 . g3
foﬂowmgthedzyonwhldxmchmooupm:ntoccun.wd.&ommdnftumdzmcuha.wﬂlNon-Camewag :1'3!"
own the same Interest In such well, the material and equip in or pertelning therero, and the prod
suchNouCon:cndngPutyww!dhavebecneudﬂedwhadl:panldpuuiioxbcdnmu&.sw
Deepealng, Becampleting or Plugging Back of suld well. Thereafter, such Non-Cansenting Parey shzl!
shall pry los propareionste pacc of the farther coses of che aperedan of said well in sccordance with ~r
lgzecmcntMExh!bk'C'lmdwdhc:cm. d

3. mné-Bzgg thnnw:ﬂvahhaxbnad:dlﬁdorD«pencdhummchglaw:honzeddc
beenwmpl:xedmd:hcmnludzuwffumhbcdmd&eyudu,mwbcnoymdcmoath:w W
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. 0 operstion on @ well where no drilling rig is on locatiog, or twenty-four (24) houss, exclusive of Sarurday, Sunda g

Sidetracking, Deepening, Recompleting, Plugging Back or Completing operation in sucb a well (including the pcnod required
under Article VLBS. 0 resolve compesing proposals) shall be charged sad bacne ss part of che drilling or Dncpcmng
operation just completed. Stand-by costs subsequent to al] parvies responding, or expmuon of the resp tme p
whichever first occurs, and prior o agreement gs to che participadng intecests of all Cc g Partics p at to the terms
of the second grammstical parsgraph of Asticle VLB.Z. (a), shall be charged to and borne ss pact of che proposed operation,
bur if the proposal is subsequently withdrawa becanse of insufficient participacion, such stard-by costs shall be allacated
berween the Conseating Parties in the proportion each Coasenting Purty's interest as shown on Exhibit "A" bears to the total
interest s5 shown on Exhibit "A" of all Coussrnnng Parties.
In the cvene that notce for & Sidearcking operation is given while the drilling tig to be utilized is on location, say party
may request and reccive up o five (5) additional days after expiration of the farty-sight haur response period specifi Ted in
Articte VLB.1. within which to respond by paying for all stand-by costs and other costs incorred during such extended
response period; Operator may require such party 1o pay the estimaced scand-by time in sdvence a5 & condition extending
the response period. If more thmoucpgnyelcocs ta take such sdditional time to respend to the notice, staadby costs shall be
slioceted between the parties taking sdditional time to respond on & day-to-day basis in the proportion each electing party's
interest ns shown on Exhibit “A” bears to the tor] interest as shown on Exhibic "A” of all the electing parrics.
tiKbs&mﬂ&epmdmmmpsmm:dnﬂmg.&&m&m&mP i d
pursvant to Article VIB.1., the interest relinquished by the Non-Conscating Parties to the Consenxmg Pames undcr Amde
V1.B.2. shall relate only and be limited to the lesser of (1) the tots! depth acrually deilled or (ii) the objective depth or Zone
of which the parties were given notice under Article VLB.1, ("Initial Objective™). Such well shall not be Deepened beyond the
Initial Objecdve wichour first complying with this Article to afford the Non-Consenting Parties the gpportuaity to participate

in the Deepening operation. . _
In the event any Consearing Perty desires to drill or Decpen 3 Non-Consent Well to a depth below the Initial Objective,
such party shall give notice thereof, complying - with the requiremenss of Aricle VLB.1, to all parties (indading Noa-

Consenting Parties). Thereupon, Articles VLB.L aad 2. shall apply and all pasties receiving such notice shall have the nght o
participate or ot participate in the Deapening of such well pursuzat oo said Articles VLB.1. snd 2, If 2 Decpening operation
is approved pursuant to such poovisions, and if any Nan-Conseating Party elects to participace in the Deepening operation,
such Noo-Consenting party shall pay or make reimbursement (s the case may be) of the following costs and expenses:

(a) If the proposal to Decpen is made prior to the Completion of such well as & well capable of producing in paying
quaatities, such Non-Consenting Pasty shall pay (or relmburse Consenting Parcies for, s the case may be) that shace of costs
and expenses incurred In connacrion with the drilling of said well from the surface to the Initial Objective which Non-
Conscating Party would have paid had sach Non-Consenting Party agreed o participate therein, plus the Noa-Consenting
Party's share of the cost of Deepening and of participating in any farther operations on the well in sccordance with the other
provisions of this Agreement; provided, however, all costs for testing and Completion or sttempred Completion of the well
incurced by Consenting Parties prior to the point of actual operatians Deepen beyond the Inicial Objective shall be for the
sale sccount of Consenting Pasties.

(b) If the proposal is made for a Noa-Consent Well char has been previously Completed os a well capable of producing
in paying quantities, buc is n6 longer capable of producing in paying quantities, soch Non-C: g Pacty shall pay (or
reimburse Conscating Parties for, as the casc may be) its proportionate share of afl costs of dnlhng. Completing, and
equipping said well from the sucface to the Inirial Objective, calculared in the meaner provided in persgraph (a) sbove, less

“those costs recouped by the Consenting Parties from the sale of praduction from the well. The Non-Consenting Party shall
slso pay its proportionace share of all costs of re-entering said well. The Non-Consenting Parties’ proportionate part (based
oo the perceatage of such wel] Non-Consenting Party would have owned bad it previously participated in such Nos-Cossent
Well) of the costs of salvable materials and equipment ccmaining in the hole end salvable surface equipment used*in
connection with such well shall be determined in accordance with Exhibit "C* If the Consenting Parties have recouped the

- cost of drilling, Completing, and equipping the well a¢ the cime such Deepening operation Is conducted, then s Non-

Consenting Party may participate in the Decpeniag of the well with no payment for costs incurred prior o re-entesing the
well for Decpening.

The foregoing shall not imply & nght of sny Consenting Party to propose any Deepening for a Non-Consent Well prior
to the drilling of such well co irs Initial Objective withput the consent of the other Consenting Partles as provided in Article
VLF. :

5. Sidetracking: Any party heviag the cght to pacticipete in & proposed Sidetracking operetion chac does not awa g
interest in the effected wellbore at the time of the notice shall, upon electing to participate, tender to the wellbore owners its
proportionare share (equal to its interest in the Sidetracking operation) of the value of thar portion of the existing wellbore
to be utilized es follows:

() If the proposal is for Sidetracking an existing dry hole, reimburseaient shail be on- the basis of the acrual costs
incurred in the injtial drilling of the well down to the depth at which the Sidetracking operation is initiared,

(b) If the proposal is for Sidetracking a well which has previossly produced, reimbursement shall be on the basis of
such party's proporticnate share of drilling sad equipping costs Incurred in the iaitia! drilling of the well down to the depth
st which the Sidetracking opesation is conducted, caleulated in the meaner described In Artice VLB.4(b) shove. Such party's
proportionste share of the cost of the well's satvable materials and equipment dowa to the depth st which the Sxd:trxdnng
operution. is initiated shall be determined in accordance with che provisions of Exhibit "C."

6. Order of Preference of Operations. Except a5 atherwise specifically provided ia this sgrecment, i any pacty ~ w
proposc the conduct of an operation that conflicts with & proposal thar has been made by & parry under chis Arciciery
pa.nyshaﬂlmveﬁfueen(lS)dzysfromdchveryof:hcmiudpmpouLmthc ¢ase of a proposal to drill a well or hy

'hohdays,&omdcllvcryoithemmalpmposal.lfadrillmgnglsonlouuonfouhcweﬂonwmdxsucho gt
condiicred, to deliver wo all parties eatitled t0 participate in the proposed operation such party's alternative p:o 1
alt:rna:cpmposn!mmnuintheumclnformuiouthnimdwbeindudcdmdzcinmalpmpoulﬂuhpu
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. been drilled or Decpened under the terms of chis sg and is proposed o be completed a3 2

initial proposa} shall prevail, Operator shall deliver notice of such result w all parcies eatitled to participate in the operstian
within five (5) days safter expiration of the election period (or within rweaty-four (24) hours, exclusive of Sswurdsy, Sunday
and legal holidays, if s drilling rig is on location). Bach party shall then hgve two (2) days (or twenty-four (24) bours if o rig
is on location) from receipt of such notice to clect by delivery of notice to Operator to ps_midbacc in such operstion or to
relinguish interest in the affected well pursuant 1o the provisions of Article VLB.2,; failuce by s party oo deliver natice within
such period shall be decned sa election got oo participace in the prevailing proposal.

7. Conformity to Spaciag Pattern. Notwithscanding che provisions of this Artide VLB.2, it is sgreed that no wells shall be
praposed ta be drilled o or Completed in or produced from & Zone from which & well lacated elsewhere on the Conerace
Area is producing, unless such well conforzas to the thea-existing well spacing pactern for such Zooe. *

8, Paying Wells. No parry shall conduct any Reworking, Decpening, Plugging Back, Compledon, Recomplcuon. or
Sidetracking operation under dhiis agreement with tespect o sny well then capsble of producing in paying quantiries excepc
with the consent of s}l parties that have not relinguished incerests in the well ac the time of such operution,

C. Complction of Wells; Reworking and Plogging Back:

t. Completion: Without the consenr of all parties, no well shall be drilled, Decpened or Sidetracked, except aay well
drilled, Decpened or Siderracked pursuant to che provisions of Article VLB.2. of this agrecment. Conseat to the dtllhnx.
Deepeaing or Sidecracking shall include:

{1 Option No. 1: All necessary expenditures for the drilling, Deepening or Sidetracking, testing, Completing xnd

equipping of the well, including necessary tankage snd/or surface faclities.

8 Option No. 2: All necessary expenditures for the drilling, Decpening or Sidetracking and testing of the well When
such well has reached lts suthorized depth, sad all logs, cores and other tests have becn completed, and the resules
thereof furnished to the parties, Operator shall give immediate notice to the Non-Operarors having the right o
participate in 2 Completion awempt whether or nor Operator recommends attempring to Complete the. well,
wogether with Operator's AFE for Completion coses if oot previously provided The pacdies recciving such notice
shall have forty-eight (48) bours (exclusive of Samsday, Suaé&ay snd jegal hohday:) in whu:h w elect by delivery of

notice to Operator to participace in 2 recom ded Completic Gomp proposel-with-ser
memw%Opcmmr shall deliver wy such Complalon pmposa!. rsayp-Gompletionproport-toafictng
#h-Op possl; 10 the other parties entitled w particip h~Ganpletion— é ~with—the

4 iied~in-drticl—4EI6r Election tw participste in & Completion am:mpt shall Inctude consent 5o alf
nmsaq exp:ndhum for the Completing and equipping of such well, incloding necessary tankage and/or susface
facilities but excluding any stimuladon operstion not conmined on- the Completion Failure of sny. party
receiving such notice to reply within che period above fixed shall consdirace s election by thee party got to
participate in the cost of the Completion saempr; provided, that Article VIB.6, shall conwol in the case of
conflicting Completion prapasals, If dne or more, but less than all of the partics, elect co arcempt & Completloq, the
provisions of Article VIB.2. hereof (the phrase "Rewnrking, Sidetracking, Decpening, Recompleting ac Plugging
Back™ as conmined ia Aicide VIB2. shall be decmed w inchude “Camplecing™ shall apply to the operstions
thereafrer conducxed by less than alf pardies; provided, however, that Arricle' VLB.2 shall apply separately v each
scparate Completion or Recomplecion ateempt undertaken hereunder, sod an election w become s Nan-Consenting
Pmy &5 to one Completion or Recompletion atcemipt shall aot preveat & party from becoming & Conseating Parcy

in subsequent Completion or Reoompkdon pts regardl hether the Consenting Parties ss wo earlier
Completions or Recompletions have xecoupcd their costs puzsuznt w0 Article VLB.2Z; provided further, thac sny
) mwupmcntofmmbyaConsenunngnyshallbcmde:olelyfmmthcpmdmn seeribatable t che Zone in
which the Completion attempt is made. Election by & previous Non-Consenting Party to participate iu a subsequeat
Completion or Recompletion attempr shall require such paryy to pay Its proportionace share of the cost of salvable
materials snd equipment inscalled in the well pursuant to the previons Completion or Recompletion stempt,
lnsofur and only insolar as such materials and equipment beacfit the Zoae ln which such pacty participates in 2
Completion attenpt.

2. Rework, Recomplete or Plug Back: No well shall be Reworked, Recompleted or Plugged Back excepe 8 well Reworked,
Recomplered, or Plugged Back pursusar to the provisions of Article VLB.2. of chis agrecment. Conseat to the Reworking,
Recompléting or Plugging Back of & well shall include all mecessary expenditures in conducting such operations and
Completing and equipping of said well, Induding necessary tankage 2adfor surfuce facilicies.

- D, Other Operations:

Opérgtor ¢ unde any single project reasonzbly escimated to fequi icure in excess of -
iy dhotserd - Dollass (3 ..30,000.00 060: ) except in conpecion with the

drilling, Siderracking, Reworking, Deepening, Completing, Recompleting or Plogging Back of a well thar has been previously
authorized by or pusrsusnt 1o this sgreement; provided, however, that, in tsse of explosion, fire, flood or other sodden
emergency, whether of the same or different narure, Operator may teke such steps snd Incur such expenses ss in its opinion
ase required o deal with the emergency to safeguard life snd property but Operator, a5 promptly as possible. shall repost vhc
esmesgency to the other pardes. If Operator prepares an AFE for its own use, Operator shall furpis Non-Operatos

requesting an informarion copy thereof for say single project costing in excess of __ TWeRLY five %‘D
(8.25.,..0.0.(1...(10_..) Anypattywhobasnot:ehnqmshedlumccmtxnxwel!shzﬂbav:thcngh:mpmyosechn

amount first sct forch sbove in this Aricle VID. (cxa:plinconueaionwi:ﬁslnopcndm; required to be pro)
Acticles VIBL or VLCL, Option Na. 2, which shall be governed exclusively by those Articles). Operator shal] 488

ofmypmyp:pa;cicsowninguksst.ﬁﬂ__%oftheimemsuof:hcpuﬁeswdﬂedmpuﬁdpue'
of the proposal.

E. Abandotireat of Wells:
1. Abandonment of Dry Holes: Except for any well drilled or Dcepcm:d pumuanx 0 Arude ViB

o
crsuchwellhasbeenapprovedasanexcephmbathee:astlngspacmg
pattern for such zaone by the approprlagte regulatory agency.
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plugged and abandoned ‘withour the consent of all. parties. Should Operator, sfter diligent effort, be vnable w contact sy
party, or should any party fail to reply withio forty-cight (48) hours (exclusive of Saturdsy, Sundsy end legal holidays) sfter
delivery of natice of the proposal w plug sod shandon such well, such parey shall be deemed o have ¢ d to the
proposcd shandonsment. Alf such wells shall be plugged snd sbandened in eccordance with spplicable regulstions and at the
cost, risk and expense of the partes who pardcipated in the cost of drilling or Decpening such well. Any party who objects to
plugging 10d abandoning such well by notice delivered to Operstor within forsy-eighe (48) hours (exclusive of Samrdey,
Sunday sad legal holidays) after delivery of notice of the proposed phugging shall take over the well as of che end of such
forty-cight (48) hour notice period and coaduoct furcher ions in search of Oil and/or Gas subject to the provisions of
Article VLB,; failure of such party to provide proof msonnbly satlsfactory to Qperator of its financial capability to conduce
such operations or to wke over the well within such period or theresfier t conduct operations on such well or plug sad

‘sbandon such well shall encitle Operncor to retain or take possession of the well xnd plug snd sbandon the well. The party

taking over the well shall Indemnify Op (if Op is ‘an abandoning party) and the other sbandoning partics ugainst
liability for any further operations mnducted oa such well except for che costs of plugging end Mdonmg the well and
restoring the surface, for which the abandoning parties shall remain proportionately liable.

2, Abendonment_of Wells That Have Produced: Bxcept for any well in which a Non-Consent operacion hes been
conducred hiereunder for which the Cousenting Parties have pot been fully reimbursed as herein provided, any well which has
been complered us & producer shall not be plugged aad sbandoned wichout the consent of &ll pardes, If ell pastics consent o
such sbandonmen, the well shall be plugged u.nd ebandoned in sccordaace with sppliceble regulations vad at the cost, risk
and expense of all the parties hereto. Fallure of & party to reply within sixty (60) days of delivery of notice of proposed
sbandonment shell be deemed an election to consent to the proposal. If, within sixry (60) days sfter delivery of notice of the
proposed abandonment of say well, all partics do not sgeee to thé shandanment of such well, those wishing co continue its
operztion from the Zone then open o production shall be obligared o mke over the well as of the expirsdon of the
spplicable notice period aad shall {ademnify Operstor (if Operator is un sbandoaing party) and the other shandoning partics
sgainst lishilicy for any furcher operatians on the well conducred by such parties. Failure of such party or parties to provide
proof reasonsbly sarisfactory vo Operator of their financla) capability to conduct such operations or 0 tske over the well
within the required period or thereafter w conduct operations on such well shall entitle Operator to retain or teke possession
of such well and plog xod abandoa the well.

Partics taking over 8 well as provided hc:cmshzll :em:: to cach of the other parties ks proportionste share of the value of
the well's salvable rial and equip incd in sccordance with the provisions of Exhibit “C" less the estimated cost
of salvaging snd the estimated cost of plugging end :bandonmg and restoring che surface; provided, however, that in the event
the estimsted plugging snd sbandoning and surface rescoration costs and the estimated cost of salvaging are higher than the
value of the well’s salvabl rial and equipmens, cach of the sbandoning partics shall tender to the parties continuing
operations their proportionate shares of the estimated excess cost. Esch abandoning pacty shall essign o the non-sbandoning
parties, without warraaty, express or implicd, as to title or as quaaticy, or firness for use of the equipment and matersial, ali
of is interesc in the wellbore of the well and related gether with its & in the Leasehold insofar and only
insofar 85 such Lesschold covers the right to obeain producdoa tmmrhu welibore in the Zone thea open nopmduououlfthc
lnterest of the abandoning pany Is or includes an Oil and Gas Interest, such party shall execute and deliver to the non-
shandoning party or pattics an ofl and gas lease, Jimited to the wellbore and the Zone thea open to produgtion, for a term of
one (1) year sad 50 long theceafter a5 Oil and/or Gas is produced from the Zone covered thereby, such lease to be on the form
arrached as Exhibic “B." The assignments or leases so Umited shall eammpass the Drilling Uhit upon which the well Is loceted.
The payments by, and the assignments or leases to, the ssignces shall be in a retio based upon the relacionship of cheir
tapeatvcpemcnmgcofpampamnmdxeCoumAmzcothenggmpneofdwpemcnmgcsofpampummdw(bmm
Area of all assignzees, There shall be no readj of I s in the ining portions of the Coatract Arca.

Theresfter, abandonlng parties shall have no furcher responsibilicy, Hubﬂlty, or interest in the operation of or production
from the well lntthoncthcnopcnod’u:rdunthemydciesrcuinedinmylusemd:undct(hctermsofthisAt:ide.Upon
sequest, Operator shall continue w0 op the assigned well for the socount of the non-shandoning pacties st the rtes and

.charges conemplated by this agreement, plus any additional cose and chasges which may arise as the result of the scparate

ownership of the assigned well. Upon proposed abendonment of the producing Zope assigned ot leased, the assignor or lessor
shall thea have the option o repuschase its prior interest in the well (using the same vahustion formuls) and participate in
further operations therein subject wo the provisions hereof.

3. Abandonment of Noa-Consent Operstions: The provisions. of Acticle VIE.L or VLE2. sbove shall be sppliczble as
bctwecn(.‘omnqu?aniumd:ecvcutofnbcpmmednbmdonmmtnfmyweﬂemcpmdfmmmdAmdcs provided,
howeve:,noweﬂshaﬂbcpcrmmendyphxggedmdnbandpnodnplmmdm:dullpamcshxvmgdunghrwooudnafurdwr
operations therein have beea notified of the proposed sbandonment ead afforded the opportunity to elect tw teke over the well
in accord with the provisions of this Artide VLE; and provided further, that Non-Conseating Peccies who own s facerest
in & portion of the well shall pay their proportionate shares of abandonment and surface zestoration costs for such well as
provided in Artide VIB2.(b).

F. Terminstion of Operurions:

Upoan the commencement of an operadioa for the drilling, szorklng Sidetracking, Phugging Bad, Decpcmng, testing,
Completion or plugging of a well, inclading bot not limited to the Initial Well, such operstion shall not be terminated without
consent of pmicsbaﬁng._ié___% of the costs of such operation; provided, hawever, that-in the event grani 45
practically impencerable substance or condition in the hole is cocuntered which readers further operutions idigs
Opesrator may discontinue operations and give notlee of such condition in the manner provided in Articke VLB
provisions of Article VLB, or VLE. shall thereafrer apply to such operation, s sppropeiate,

G. Taking Producton in Kind: .

X1 Qption No. 1: Gas Balencing Agreement Atrached

Each party shall take inkind or separatcly disposc of irs proporrionate share of all Oil and Ges
Coatracx Ares, excusive of production which may be used in developmeat and producing operadions §
tresting Ol end Gas for merdeting purposes and production unavoidably fost. Any exera expenditare §
hﬁndmupammduposinonbymypanyofnpmpomommshmddwpmdumondmﬂbe
mkmgxs:lumolp:oducuanmhadsbdlbezequndmpayfo:on!ympmpmwm 5
Opcumtssudszadhuawhtd:uus& S
shnﬂamncmchdxvsmnord;pmdmamcuumybenmaqfurdm%ﬁ&‘ﬁ

e ‘nld\kmdn-mnqhk
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with respect to activities ba:undcr.

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

If zay party fails w make the srrangemeants nccessary to mkcmhndo:scpuaudydxsposcohu proportionate
share of ‘the Oil produced from the Contrucr Ares, @persror shall have the right, subject 1o che revocation st will by
the party owning it, bur not the obligation, to purchase such il or self it w0 others st any time and foom time o
time, for the acconnt of the ‘non-caking party. Any sach pucchase or ssle by Operator may be terminated by
Operztor upoa at least ten (10) days written noice to the owner of said production sad shall be subjéct always to
the right of the owner of the production upon st least ten (10) diys wrirten notice to Operator exercise at any
time its right to ke in kind, or separstcly dispose of, its share of all Oil not previously delivered o & purchaser.
Any purchnse or sele by Operator of say other party's share of Qil shill be only for such reasanable periods of rime

2s are consi with the mini aeeds of the industry under the particalar circumstances, but In oo event for s
pcnodinexocssof ooe (1) yca.r .
Anymch;alcbyOpcrawtlhaﬂbemammn:rnommcmsﬂyrmombkundcrthc but Op

shall have oo dwty: w0 share sny existing marker or t ohain 8 price equal to that received under aay existing
market, The sule or delivery by Operator of a non-teking perty’s share of Oil under the terms of any existing
contract of Operator shall not give the non-teking party any Interest in or make the non-teking party & parcy to said
contract, No pirchase shall be made by Operstor without first giving the non-taking parcy ac feast ten (10) days
written notice of such intended purchase and the price w be pzid or the pricing basis w be used.

All parties shall give timely wrinen otice to Operator of cheir Gas marketing acraagements for the fullowing'
month, excluding price, and shall notify Operator immediately in the evcnt of « change in such srrangements.
Operator shall maintsin records of. all marketing arrang , eid of v Hly sold or transported, which
sccords shall be made avitable to Non-Operators upon msonahlc request,

In the cvent one of more parties’ zpam:dupcsmoqofusdmofd:c&sunscsaplmmddmmsmscpamc
p-pclmwd/orddxvcxmwhldzonlday-mdaybassfnrmymsaau:mtauaiyeqmlmnpmy‘smpcmvepmpomom
mdmedmd&snbw&aﬂmwdmh&muhwummmmndwmmxbmbcmmwm
2oy Gas balancing agreement between the parties hereto, whetdher such an agreement i5 antached ss Exhibic “E" or &5
Op dmﬂgwcmuamnﬂpumddmtuscnlsof&sfmmmywﬂunda:huw

{3

.Q _(_)_gnon Ne. 2: No Gas Balancing Agreement:
Each party shall take in kind or separately dispose of its proportionste share of all 011 and Gas produced from

the Contracs Ares, exclusive of production which may be used in development and producing operstions and in
preparing and teating Oil sod Gas fos macketing purposes and production unavoidably lost. Aay excrs expendicare
incurred in the taking in kind or scparate disposicion by say party of its proportionate shase of the production shall
be borne by such party. Any party eeking its share of production in kind shall be: rcquucd o pay for only its
proportionate share of such part of Operator's surface faclities which it uses.

Each party shall execute such division orders and conmsces 8s may be necessary for the: sale of its interesc in
production from the Contract Ares, and, except as provided in Accicle VILE., shall be eatitled ta ive pay
directly from che purchaser thercof for its share of s}l production. o

If any party fails w0 make the srrangements necessary w take in kind or scpararely dispose of lts proportionate
share of the Oil snd/er Gas produced. fidm the Contrax Area, Operator shall have the right, subject 1o the
revocation at will by the party owning it, but cac the obligation, t purchase such Oil and/oc Ges o sell it others
& any time and.from time to time, for the scoount of the noo-raking party. Any such purchase or sale by Opcmmt
may be terminated by Operator upon at least ten (10) days written natice to the owaer of suid production and shali
be subjece elways tw the right of the owner of the production upon ar least ten (10) days written notice t© Operstor
to exercise its right to take in kind, or separstely dispase of, ics shase of all Oil sad/or Gas not previously deliveced
to 8 purchaser; provided, however, that the effective date of any such revocation may be deferred at Operator's
election for a period nor to exceed ainery (90) days if Operator has commicted such production to a puschase
contract having a.term extending beyond such tea (10) -day period. Aay purchase or sale by Operator of any echer
party's share of Oil andfor Gas shall be only for such reasonable periods of time o5 are consistent with the
minimum needs of the industey under the particalar circumstaces, but in no event for s period in excess of oae (1)
year.

" Any such sale by Operator shall be in & jally ble under the o £ but Opers
shall have no dury to share any existing marke: or wansporstion arrangement or t obtain # price or weasporation
fee equal to chat reccived under aay existing market or transportstion srrangement. The sale ‘or delivery by
Operztor of s non-taking party’s share of productien under the cerms of any existing contruct of Operecor shall aot
give the non-uking party soy interest in or make the noo-taking party a party to said contracr. No purchase of Oil
and Gas and no sale of Gas shall be mede by Operator without firse giving the non-tiking parry ten days written
notlce of such inteaded purchase or sale and the price w be paid or the pricing basis 10 be used. Operetor ahall xrvc
uotu:eml.llpamcsofr.hcﬁrsxulcofGas&ommyvellundur.hLAgmcmcm.

Al partles shall give timely wrirten potice o Operator of their Gas marketiog mmgemenu far the fo!lawmg
month, excloding price, and-shall notify Operator immediately in che event of & \ge in such 8! it
Opesztor shalf malntsin records of all marketing arrang , and of vol scrually s0ld-or wrensported, which
records shall be made available o Noa-Op s upon ble teg >

ARTICLE VII.
EXPENDITURES AND LIABILITY OF PARTIES

A. Lisbility of Parties: -

Thcﬁabﬂizyofd«:pudcsshaﬂbescveml,m:}oin(oreoﬂeaivc.&dxpaxtysh:ﬂbcr;ﬁponsiblem!yforiu
and shall be lisble only for itx proportionate share of the costs of developing and operating the Contrace Arew. Ao
licns granted among the partics in Artice VILB. mngcnmsem:eonlythcdtbcsofndzmﬂy.mduapaﬂy
nnyhabihtytadmdpamcshczcundc:mmufydxedcfmkofmyodwpmymdmpﬂym:mofmy‘\
bmundmkunotthcinmdonofthepamesmmue.nouhauthnngrncmcmbeoonsuucdnsuem‘ y
pumnmhp.pmzvcnmzqagcmymhmmhpe:usocamn.umnndcxthcpumsmbku
principals. In dhcir relations with each ather under this ggreement, the parcids shall pot be considered
established a confidengis! reladioaship but rather shall be free w ax on &n arm's-length basis in sco
respective self-interest, subject, howcvc:,rothe cbligation of the partics to sict in good faith in their dd
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. remedics specified below shall be applicable. Bor purposes of this Arcide VILD., sl sorices aad elocr

B. hcnsnndScamtyln:ems:s
F.ad:parrygmnuwdwotbetpmmhcrm:hcnnponmy mtemtunowownsorhuu.fwwqmmOddeas

Leases and Oil and Gas Interests in the Contract Area, aod s socurity intercsc apd/or purchase money security interest in wny
interest it now owans or hereafter aoquires in the personal property snd fixrures on ar nsed or cbrained for use in conaccrion
therewith, to scoure performance of &l of its obligations under chis. agreement incloding but not limired w pay of exp
interest and fees, the proper disbussemens of all monies paid der, the essi or relinquish of & in Oil
and Gas Leascs ss required berender, and the proper performance of opcmnans hercunder. Such lien and security interese
granted by cach parry hereto shall indlude such pacry's leasehold interests, working interests, operating rights, snd royelyy sad
ovesriding royalty Interests in the Contract Arca now owned or heseafter sequired and in lands pooled ot unitized thecewith oc
otherwise becoming subject to this agreement, the Oil aad Gas when extrsced thercfrom and cquipment situated thereon or
used or obtained for use in connection therewith (lncluding, wichout limitation, all wells, tools, énd tabular goods), sad scoounts
(including, without limitation, acconnts arising from gas imbalinces or from the sale of Ol andfor Gas a1 dhie welthead),
contracx rights, inventory and general inmangibles relating th or arising therefrom, and sll proceeds and produces of the
foregoing. : ’

To perfect the lien end security agreement provided herein, each. parry herero shall execure and scknowledge the recording
supplement and/or say finaocing statemnent prepared and submitced by sy party hercto in conjuncrion herewith or st sny vime
following execution hereof, and Operator is suthorized to file chis agreement of the di ppl cxecated herewith as
2 lien or marcgage ia the applicable :ellcstlu:rmdsnnduﬁfmmuxgmmcmwwhdlepmpuofﬁcetundatheUmfcm
Commercial Code In the state in which the Contract Area is situated nnd such other states as Operator shall decm sppropcisce
to perfect the seaurity interest granted hereunder. Aay pacty may file this sgrecment, the recording supplement exccuted
herewith, or such other documents s it deéms necessary as & Lien or mortgage in the applicable real estste records snd/or %
financing statement with the proper officer under the Uniform Commexcial Code. .

Each party represents and warrsnts to the ather parcies berewo thar the lisn sad sequrity interest granted by such party to
the other parties shall be & first snd prior lien, #od each party htreby sgrees to maintain the priotity of said icn eod security
interest against all persons acquiring sn interest in Off and Gas Leases and Interests covered by this sgreement by, through or
under such party. All partics soquiting sn interest in Oif and Gas Lesses and Oil sod Geas Interests covered by chis agreement,
whether by assignment, merger, morigege, operation of law, or otherwise, shall bé to have taken subjecr
w the llen end security interest granted by thls Ardde VIIB. ss to all cbligadons aterib to such interest herenader
wb::hcrn:notmchobhgauonsmscbefo:eorafmmchhmxqunhd

To the exteat that partics have s security Iatezest under the Uniform Comxnercnl Code of the state in which che
Coarrace Arca is situated, they shall be cocitled o exercise the cights and remedies of & secured parcy under the Code.
The bringiag of a suit and the obmining of judgment by & party for the secured indebtedness shall not be deemed an

‘election of remedies or otherwise affect the lien rights er sccarity tnterest as security for the payment thereof. In

addition, upon defsule by any pacry in the payment of {ts share of expenses, interests or fees, or upon the impraper ‘use
of funds by the Operator, the ocher parties shall have the right, wichiour prejudice to other rights or remedies, to collect
from the purchaser the proceeds from the sale of such defiulting party's share of Oil and Ges until the samount owed by
such party, plus fatecest us provided in “Exhibit C,” has been received, und shall have the right to offset the smouns
owed agzinst the proceeds from the sale of such defaulding party's shace of Oil and Gas. All purchasers of production
may rely on 2 notification of default from the non-defanlting party or parties stating the amouat duc &s s resalk of the
default, and alf parries waive any recourse available against purchasers for relessing production proceeds as provided in
this paragreph,

If say parcy fails to pay its share of cost within one hundred tweary (120) days sfter rendition of @ statement therefor by
Opezator, the non-defalting paities, including Operaror, shall, upon request by Operator, pay the unpeld amount in the
proportion that the interest of each such parry bears w the mmxofﬁﬂmchpmm The amount paid by each party 50
paying usxha.rcot’dteunpudtmounnhdlbcscwmdbythc fiens and seauuynghsdac:ibedma&mckvn.n snd esch
paying party. may independently pursue say remedy available hereunder ot otherwise, .

If any party does not pecform all of ies obligations hereunder, and the failure to pecform subjects such party to foreclosure
oz excoution proceedings pursusnt to the provisions of this agreement, to the extent allowed by governing law, the defanlring
party waives any svailable right of redemption from and after the date of judgment, any sequited valuation or sppraisement
of the mortgaged or secared property prior to sale, say available right o stay exccution or o tequire & marshelling of essees
and eny required bond In che evenr a receiver is sppointed. In sddicion, t the extent permitted by spplicable law, each party
hereby grencs to the other parties a power of sale 15 to gny property that is subject w the lien and secarity rights granted
hereunder, such power o be exerclsed in the meaner provided by epplicible law of otherwise in ¢ commercislly reasonable
manner and upoa reasonable notice.

Each parry agrees that the other parties shall be entitled ro utilize the provisions of Od and Gas lica law or other lica
law of any swte in which the Contrect Arca is sitnared to enforce the obligations of each party hereunder, Without limiting
the generalicy of the foregoing, to the exteat permitted by applicable law, Noa-Opera, lgreedmOpenmmyicvokzor
utilize che med'uanu: or materialmen’s lien law of the state in which the Contract Arca Is sitaated i order to sercure the

paymicnt to Operator of any sum due hercunder for servu:cs performed or cnaterials supplicd by Operator.
C. Advances:

Operasor, at its election, shall have the right from time w time w demend snd seceive from one or more of
pactics payment in advance of their respective shares of the estimated smouar of the expense o be incurred in ¢ '
hereundc: during the pext ;ucoeedmg moath, which right may be exercised oply by submission.to each such pigr3

e 1 of sach estimated expense, tagether wich aa iavoice for its share chereof, Each such stasement 3§itipvoice
for the paymeat in advance of estimated expense shall be submitted on or before the 20th- day of the next precefli s
Bach party shall pay to Operstor its proportionate share of such cstimate wichin fifcen (15) days after such es .”'c
mvowcistec:lved.Ifu:ypanyfu.ﬂswpaymdmeofmdestxmatcwithmuxdnmc.the;moumducshallbeu frest as
pmxdedexhibxt“Cundlpmd.Pmpcxtd;umncm:haﬂbemndemond:lybetwmndmccuudncmxl A
chauchpugyshzﬂbaxmdpaykspmponmmeshmohcmdcxpcw incurred, and no more.

D. Defanles and Remedies: ) 3

Hmypagtyfxﬂsgodischugcmyﬁmndalobﬁgadoaundzrdisnpeuncm,hdudiugwithouxﬁmi
dake any ad under the preceding Article VILC. or sy other provision of this agrecment, wichin the
such payment hereunder, thea in sddition w the remedies provided in Agrice VILB. or clsewhere ¥ehH
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d defantring Nonbpmnr,
caly by Operator, excepe that Operacor shall deliver any such notice end elecdon req by a no
mdwbenOpenxnrur.bcpartymdefauk,dmnpplmbbmwnndelecuonsanbedehvcmdbymyNon—OpgumL

.Ehcuoaofmyoneormo:cofdxfoﬂowmgmmedu:xbaﬂnotpmdudctbcmbqucmuuofmyoﬂ:ummcdytpeu&d

below or otherwise availeble to & pop-defunlting party,
LSu.sggn__smnofR.tgbts'Anyputymxyddxvcrmth:panymdefananouccoch&nk,whmhshaﬂspccfyth:dcfmk,

specify the action 1o be taken 1o cure the defunls, snd specfy ther failure to take such action will result in the excrcise of one
crmnmofrhcmmedmpmvdodm:h:sdmdc.lf:hcdcfnultunmoumdwsthmthmy(m)dnysofthcdchvcryof:uch
Notice of Default, ell of the rights of the defaulting party graated by this sg may upoa notice be suspended uacl che
defanle is cured, without prejudice to the cight of the non-defanlting party or pacties-to continue to eaforer the obligatioas of
the defanlting party previously sccrued or thereafrer accruing vnder this sgreement. If Operator is the parey in defaul, che
Noa-Opetators shall have in addition the right, by vote of Non-Operstors owning & majority in interest in the Contract Area

‘after excluding the voting 1 of Op © int & new Op effective immediately. The rights of s defsulcing

’ (1

party that may be suspended hereunder st the elecrion of the non-defanluing partics shall include, without Emitaclon, the right
mmxvcmformazwnummyopqudonmndnc:cdhemmdadumxgthepeaodof:ud:defuﬂz.:hcn,ghtmelecrm
pasticipate in sa operetion proposed under Article VIB. of this sgrecmeat, the right w pasticipace in an opemtion being
mnduaednndudm;greemcmumfthcpanyhapmwmlydemdwpuudpamhwchcpemdommdthcnzh&m
receive proceeds of productian from any well subject to this agreement.

2. Suit for Damages: Noo-defunlting parties ot Operator fac the .bcm:f' t of non-defeulting pardes may sve (st joiar
secount expense) to collecr the s in defaols, plos § scauing oo the amounts recovered from the date of defaule
antil the date of collection ac the rete specified in Exhibit “C" attached hereto. Nothing berein shall prevent any panty from
mingmydefmltmgpertywmlbummqmuddsmagcsmﬂngwsuchpanyu:usnl:ofdwdcfmk.

3. Deemed Nono-Consent: The non-defaulting party may deliver n written Notice of Non-Consent Election o the
defauldugpmyumydmctfmr&capmuanofthedurry-daycu:epcnodfoﬂawmgd:lxvcryoftthouocofDdault.ln
wbxd:cventifd:ebillmglsforthedrﬂhngct’uncwweuordxcPluggkngangchtﬂdnng,RcworhngorDecpcmngoh
wellwhu:hkmbcorlmbccnp!uggcduldxyhole,o:forrthomplcuonotRewmplcmnofmydethcddsulang
pacty will be conclusively deemed to heve elected Got to participate ia the operstion 20d to be « Noa-Conseating Party with
tespecx:hcretoundcrArudcVLB.otVLC.ud:ecucmaybe.mthcex:emnfdmmmnnpudbysuchpany
ootwithstending any election to participate theretofore made. If election is made to proceed under this provision, then the
-aon-defenleing parties msy not clect to suc for the unpaid amouar pusuzat to Asticle VILD2,

Uagtil the delivery of such Notice of Non-Coascat Elecrion to the defaulting party, wd:parry:hnﬂbaved:enghtmaue
usdc&ukbypaymgmunpudxhxteofaw.spln.smmmcudwmeutﬁarthlu!xhﬂm'c.'pmxdod.howcvu,mdu

payment shall not prejudice the rights of the non-defanlring p 0 dics for damages inourred by the non-
defanlting parties us s resalt of the defanlt, Any | relinquished p £ to this Article VILD.3, shall be offeccd to the
Mn-dcfnulungpuwlnpmporﬂonmdlex and the non-defeulring parties electing 6 participaze in the ownesship
of such i shall be requi nomnm’bu:edmdrlbuesoithedcﬁulwdmountupondaeudcctwuwpamapmdmmn.

4.Advanc:Pameanfudcfmltunotmmdmdamd:my(SO)d:ysddmdchveryofuNomochfmk.Opcmm: or .

Noo-Operators if Operitor is the defaulting party, mey fu c pay from the defaulting
panyo(suchdcfzu!ungpm{smnnpmddmeohnymmofc:pcnscforwhzdzOp:nmt.oxNon-Opmmts.nsm:mscmay
be, wonld be entitled to relmbursement under sy provision of this agreement, whether or not such expense was the subject of
dxcp:cviousdcfuulcSud:nghtindndcs,huunothmmdm,(henghzwtequimndeccpaymcmfutdwcsnmswdcwsof
driﬂmgnweHorComplcuonofnwdllsmwh:chmchcuonmpuudpuwhdrﬂhngo:&mplcmnhubecnmndr.If:hc
defgulting panty fadls to pay the required payment, the non-defaulting pardes may pursue aay of the remedies provided
mth:sAmdeVILDmmyo:hudcﬁmkmmdypmﬁedekewbaemdxhngxum&@mdhndudvmwdmﬂnmg
when the operation is completed and all costs have been peid shall be promptly returned w the sdvansing pacty.

5. Costs_sod_Attorneys” P«ahd&cmntwypa:qhmqukedwbmlegdpme&npmenfmwyﬁmmﬂ _
obhgzuonof:panyhereundcqtbcprmﬂmgpanymwd:aaionlhdlbeennﬂedwmvetlﬂmnnthx.mscsof
collecrion, snd & reasonsble acworney’s fee, which the lea provided far herela shall also secure,

E. Reatsls, Shut-in Well Paymeats and Minimom Royalies:

Rmuls,nhn:—lnwdlymcnsmdmhlmumwyalaawhuhmaybcmq:ﬂmdnqdetdmmofmyhucdnnbepd
by VREXALOL 8D GhR * 2l ! 2 he oase. In the eveat two or more partics
awnmdhavcoont:rﬂmuedimemhdzcmkascm:hswugaxcbpamumydcsngmwouofwd:pamsm
make said payments for and oo behelf of all such parties.'Any party may request,:and shall be catitled to teccive, proper
evidence of ell such payments. Ia-the event of failare to make proper paymear of say reaw!, shutdn well payment or
minimum royalty through mistake or oversight where such pay I3 required o contipue the kease in force, say loss which
ncsullsfrommd:non-pnym:nnhaﬂbcbomcmmdmaewuhtbcpmkkmsofAmch.BZ3

Operator shall norify Non-Operstors of the anticipated completipn of & shut-in well, or the shotdng in or rerurn to
production of & prodocing well, at'least five (5) days (excluding Sarurdsy, Sundsy and legal holidays) prior to taking such
ection, ar at the earliest apportunity permitted by cio , but _ao Lisbility for faflure o do so. In the event of
faitare by Operator to so notify Noa-Operators, the loss of any lease contzibuted heréto by Non-Operstors for feilure to make
dmely payments of soy shur-in well payment shall be borne jolndly by the parrics hereto uader the pmvulons of Article
VB3, o
F. Tuxes: Bt

Bcpnnlngwxd:thcﬁrsrul:ndzzyeuafmctheeﬁemveduchumfOpmw:xhnuundzrfurudvdmtm i
property subject o this sgreement which by law should be rendered for such taxes, and it-shall pay all such raxe}
thereon before they become delinquent. Prior to the readition dite, each Noo-Operator shall farnish Operstor info
mbn:dcns(mlndude.butwtbehmwdm,myﬂnﬁ.wurdmgmyakumdpmduampnm)onm Al 20d
GulmwuwnuibuwdbymdeoaOpcmmKtbcsmwdvdmmnofmngxumdumdbym
subject- @ ousstanding excess royelties, overriding royalties of production payments, the reducrion in pITY
mulungthudmmshaﬂmmmthcbcn:ﬁtoftheuwworawnmuf:uchlusc,mepeawrshaﬂ
such owner or owners 50 as to reflect the benefir of such: reduction, If the ed valocem taxes arc based
uponxpamcvahauomofnd:puqsworhugmwsgtﬁcnwwltbmndmgmydquw :beca' y

'wod:wgmmcucOpcmmzsbxﬂbxﬂtbeochetpam&r:hwpmpomommshuuoflﬂm

provided in Exhibic "C."
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KOpmmtmnsxdmmymxnssssm:mmpmper,Opmmzy azusdxscrcnoa.pmmwmnthcnmcmdmm
prescribed by kaw, and prosccute the protest o a final determinition, nnless all partics sgree to sbandon the prowst prior to final
detecmination. During the pendency of sdministrative or jndicia) proceedings, Operawmr may elece o pay, under prosest, all such mues
and any interest sad pensky. When gay such protested essessment shall have been finally deterrnined, Operator shall pay the tax for
thc;omrsanouat,wgedmwn:hmymccmstzndpmzkymod,nnd&wmulaoscshaﬂdxcnbenss&ed@mdﬂcpﬂmwdbc
paid by them, as providad in Exhibir "C”

Mpar:yshallpayoranscmbcwxdaﬂpmducnon.scveunu:,unusc.gubcnngwdoduuxslmposeduponorwﬁunspec:
to the production or hendling of such pary’s shase of Oif and Gas produced under the terms of this sgreement,

ARTICLE Vi1,
ACQUISITION, MAINTENANCE OR TRANSFER OFINTERESI'
A. Surrender of Leases: -

‘The Leascs covered by this agrecment, insofar as they embrace screage in the Contract Area, shall not be surrendered in whok
or in part unless all parties consent thereto,

Hnwcva.shouldmypunydsuewmnmdcrismmmmylascummypomnd\awfsudxpanysha.ﬂngewnucn
notice of the proposed sarreader to alf parties, and the parties . whom such notice is delivered shall have thiny (30) deys sfrer
delivery of the notiae within' which w notify the party proposing the surcender whether they elect to consent thereto. Faifure of »
pary w whom such notice is delivered to reply within said 30-day period shall constitute 1 consent to dhe surrender of the Leases
dzaﬂ)odincbenodcz.lflﬂj:arﬁss-douotngzuorconscn:dwmno.d:epanydsiﬁngcosmmader-:hsﬂtsign.wmwapmot
implicd wasranty of «ide, ol of its loterest in such Lease, or portion theveof, and any well, material and equipraent which may be
loazmdd':creonsndmnghtslnpmdumondwfmrmued,wdwpmabnmwmnungwsud:mmdmﬂdumwddm
lssxgnmgpanyxsormdudsanOda.ndGasInn:mc.d:cm;gnmgpmyﬂuﬂmanddchmmdzepmyorparmsmr

. cnns:nungmsudlnmtade:moilmdgzsleasemvenngwd\Oi!dexslnmzhtnmofoue(l)yarmdwhng

thereafrer as Ol and/for Gas is prodnced from the land covered thereby, such lease © be on the form artached heretn as Exhibit "B
Upon such sssigament or lease, the assigning party shall be relieved from ell obligations thereafter accruing, but sot theretofore
accrued, with respect to the interest assigned ar leased god the opemtion of any well atributsble thereto, end the ussigaing party
shall have no further interest in the assigned or leased premises and its equipment end production other than the royaldes retsined
in any lease made under the terms of this Artide. The pary sssignee or lessee shall pay to the party assignor or lessor the
reasonable salvage value of the latcec’s interest in any well's salvable macerials and equipment arcributable to the assigned or leased
acvenge. The value of all salvable muterials and equipment shall be ditesmined in accordance with the provisions of Exhibic *C." less
the estimated cost of sslvaging and the estimated cost of plugging and sbandoning and restoring the surface. ¥f such value is less
than such costs, then the party assignor or kessor shall pay o the parry assignee or Jessce the amount of such deficit. I dhe
sssignment or Jease Is dn favor of mare than one party, the intercst shall be shared by such parvics in the proportions that the
incerest of each bears w the weal interest of oll such parties. If the interest of the partics © whom the sssignment is w be made
varies sccording to depth, then the interest assigned shall simitarly refiecx such variances, o .
Any sssigarment, lease or surender made under this provision shall ror reduce or change the assignor’s, lessor's or sutrendering

pacty's interest us it was immediacely before the assig e, lease or surrender in the balance of the Contract Arez; and the acreage
assigned, leased or surrendered, snd sabsequent aperations chereon, shall not thercafrer be subject to the terms and peovisions of chis

but shall be d ‘mb;eamepuuungAgremummdrcformofdusaganenL
B.Rmewn!orl’i:m:nsmuoileass.

If any party scoures @ renewal or replacement of sn Oil and Gas Lese or lnserest sabject e this sgreement, then sll other parties
shall be notified prompely upon such soquisision of, in the ase of 2 replacement Lease raken before. expiration of an existing Lease,
pmmpdyupouaphxﬁanofdxuivﬁng'lwqmmmdfwdshaﬂhucdzqright'forapcdodof&zinyemdaysfoﬂowing
delivery of such nodee in which @ elect w participate in the awoership of the renewal or replscement Lesse, insofar as such Lease
affects lands within the Contsce Arez, by paying to the pany who soquired it their proportionate shares of the aoquisition cost
allocsted o that parr of such Lease within the Coatract Arca, which shull be in proportion to the interests held at that, time by the
parties in the Contract Aree. Bach party who participates in the purchase of & renewal or replscement Lease shall be given za
assignmeant of its propordonate interest therein by the aoquiring pacxy.

Hsomc.buthssd\maﬂ.ofdmpamclcampuwpamm&:cpuzdmcofnmcwdormphmmlwc.ushaﬂbeowned

- by the parties who elea w partidpate therein, in & ratio based upon the relationship of their respactive percentage of participation in

the Contrat Asea to the aggregate of the peroentages of participation In the Contract Arex of all pardes participasing in the
purchascofsuchmwdmmphmm:nﬁlmsam:qtmmnofnnmwﬂmrmphmzm!mxbynnymnﬂddtmm

shall not cause & readj of the i of the parties stated in Exhibir A" but any rescwal or replscement Lease in which
lastlmnnllpame_sebawpamapazexhallno:bembjectmchxsayummzbuzslmﬂbcdecmedsub;eamascpnanpunmg
Agreement in the form of chis agreement.

demmofmcpummthe&nmmnqmdmgndcpdumthurrlghrmpzmapw:pmpomomndym
senewal or replacement Leases and their right o reocive an assignméne of inperest shall also reflecr such depth variznoss.
The provisions of this Article shall apply w0 1 or pepl Leases whether they sre for the entive interest covered by

the expiring Lease or cover only a portion of i area or an inwrest therein, Any renowal or replacement Lease tken before the

. expiradon of Is predecessar Lease, or taken or contracted for or becoming effective within six (6) months after the expiration of the

aasqulasc.stul!bcmb]aamduspmmoa:olonglsdusagzumcm!smeffec:udxcumeofmduqukmonctudmnmc
the tenewal or tepl Lease b effective; but say Lease tsken or contructed for more than six (6) ‘mo

expiration of an existing Lease shall not be deemed & reacwal or replacement Lease vad shall not be subject m the provisigh
sgreement. :

The provisions in this Article shall also be applicsble 0 exvensions of Oil end Gas Leases.
C. Acreage or Cash Coneributions:

While this agreement i in foree, if any paryy contescrs for s contritution of cash towacds the drilling of s well
opcmdonontthoanmA:a,md:wncﬂmdoanepaidmdmpmywhncnnduaeddmdﬂliugoto:hcro;unﬁo |
be applied by i sgainst the cost of such drilling or other operatipn. If the contriburion be in the form of sorcage, .}"
hmaﬁmumﬂcdﬂpmpﬂymdamm@qmmddxmwtmquudqwdr D
pmpomnnsmanﬂmgPamsxbamdthcmofdxﬂhngdmwcﬂ.&xdxmg shall become ¢ separate Congpbe
extear possible, be governed by provisions identical to this agreement. Bach party shall prompdy notify sll @)
acreage or cash cqnuibutions it may obwin in support of ady well or any cther operetion on the Contrs
provisions shall also be applicable to optional rights t eamn acreage outside the Contract Arca which are i
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If any party conwacts for any consideration relating to dispesition of such pary’s sharc of substances produced hercunder,
:udzoonsidcxtdon:haﬂno:bedbemcdamnuﬂsuﬁonasmntcmphmdi.n:hisAnicIcVHlC

D. Assignment; Maintensace of Uniform Ineerest:

PorxhepuxposcofmnnmmngnmfnrmnyofownmhxpmdanwmAmmdwOﬂdeachasd.Oﬂde%s
Interests, wells, equipment and production covered by this agreement 0o party shall sell, encamber, tansfer o make other
d:sposmon of its intcrest in che Oil aod Gas Leases and Qil aad Gas [aterests embreced wu:hm the Contracr Area or in wells,

and production unless such disposition covers either:
1. the eatire incecest of the party in all Oil snd Gas Leases, Oil sad Gas Interests, wells, equipment and production; or
2. an equs] undivided perccat of the panty’s present interest in alf Oil snd Gas Leases, Oil and Gas Interests, wells,

snd production in the Contract Area.
Every sale, encumbrance, transfer or other dlspnsmon made by any party shall be made expressly subject tw this sgreement
and shall be made without prejudice to the sight of the other partics, and sny transferee of an dwnership interest in soy Off asd
GasLascorIn:cmts}ul!bc&cmedapatcywdxssgmemcn:um:hcm:mstmvcycdkommdafuuthccfimvedzeof
the cunsfer of ownership; provided, however, that the -other pardes shall ot be required o .recognize soy sach sale,
cnﬂmbrmu.musfcroco:hczdxsposmonformypmposchc:cuadcrunnltbkwao)d:ysdmdleyhsvewcdnwpyofdx
inscrument of transfer or other satisfactory evidenice :huwfmwnhngfmmd\c ferar or Neo ar other
d:sposxuouoflmcxs:bylp.myshdlrdwvcmchpanyofobhgwompmwuslymmdbymdzpanyhmundcrmzhmpea
to the interest transferred, including withour Limitation the obligation of & party 1o pay ell costs attribuwable 0 sn operation
oonducred hercunder in which such party bas agreed to participate prior fo making such assigament, and sthe lien and socurity
interest granmed by Artide VILE, shﬂlmudnucmbudcn:bzmmtmnsfenedmmpaymmzofmymdlobbgmcm

Iftunytuncthcmnczestofmypmyisdxvtdedamnngmdawmdbyfouxormm,Opcm uz ity discredon,
may require such co-owners to eppoint # single trustee or egent with full zuthority to receive otices, approve expendirures,
seceive billings for and approve and pay such party's shere of the joint expenses, and 1o deal generally with, snd with. power to
bind, the co-owners of such party's Interest within the goape of the operarions embraced in this sgrecment; however, all such co-
owners shall have the right to enter Into snd execute alf contracts or sgreements for the disposition of their respective shares of
derﬂlndGaspzoducvdfmmtthonmAmawdtlwy:haﬂhwcdwnghtoorcocwc,scpamtcly,paynwntofd\csdc
proceeds thereof.
E. Waiver of Riglits to Parddon: .

I[pcrmmedbythclawsohhcsmcorsmcsmwhxchdncpmpcrrycovetcdhcxbyklomted each party hereto owning zn
undwdedlaccm:mdu&mumwammymdmnghuu:myh-vempammnmdhxvcmuxdcwummculqm
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FoPreferemdat-RighrtoParchas::
(0 (Opcionaf; Chedk if spplicsble) :
Shouldmypanyduneuotcﬂnﬂormypmofmuucmstsuudgr:huag:::ment,ormnghtsmd eeesEs in the Contract
Arca.ushaﬂpmrnpdy give written notiee w the other parties, with full information mnccrmn es-Proposed disposition, which
shall incdlude the name and address of the prospective transferee (who must be ready, wilking and sble o puschase), the purchase
prwc,alcp!dcsmptxonmfﬁacmmtdenufyd\:pmpcny and all-other termps-o coffer The other parties shall then have an
optionz! prior right, for & period of ten (10) days after the notice jerd vered.mpurdnsefot the stated consideration on the
same terms sod conditions the interest which the oth 7 proposes to scll; and, If this options! right is exercised, the
ineeestin the proportions that the interest of each bears to the total interest of all
-2 no preferential right to purchase in those cases where eay party wishes to mortgage
eaLusmongagochhmdocpuwmtmfomdmof:mgagcofmmm
’"'bym:.rg:t,tcorganuzuon,cumohdauun,orb;salcofnﬂormbsmnmﬂyaﬂofusoﬂdeas:sscts
of its i to ¢ subsidiary or parent company or to & sobsidiary of & parent compauny, or to sny

2 Lol 1 s FaN (1
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ARTICLE IX.
) INTERNAL REVENUE CODE ELECTION

K, for federal inoome tax purposes, chis sgreetnent and the operations hereunder are regarded s 3 partmership, and if the
parties have oot otherwise agreed o form a tax partoceship pursuan: to Exhibit "G™ or other agrecment berween them, euch
parcyd;ccebynffccceddcmmbeududcd&omthc:ppﬂadohohﬂof‘:hcpmkiomof&bd\aptcr"K."Ciupcc:l.Subdde
"A.'chbhlnuzndkvmeCodcof1986,asamcndcd("Cod:“),upcmumd:ndmﬂmmdbySccdon761oftthbdcmd
the fati dgated th Operator is suthorized ‘snd directed to execure on behalf of each party hereby affected
mchmdcnccofﬂmdemonnsmaybemqmedbynhc&aemyoftbcimauyofdxcUnmdSmesmderdcmllm:md
Revemue Service, inclnding specifically, but not by way of limiwtion, sll of the remns, stasements, and the dws required by
Treasury Reguladons §1761. Should there be uny requirement that each patry hereby affected give farther evidenoe of this
election, each such party shall execute such documnents and furnish such other evidence as may be required by the Federa! Internal
Revenue Service or s may be necessary to evidence this electipn. No such pary shall give sny notices or ke uny other action
intoasisteat wich the election made hereby. If any present or future income tax laws of the staee or states in which the Coatrac
Arca is located or sny furure income tax laws of the United Sraves contala provisioos sicailsr w those in Sabchaprer “K," Chaprer
1, Subtitle "A," ofdmCodc.undcrwh:chmelemonumduwthnpxondadhyScman%lofd:cCodcupcmltmd.uchpany
hereby affecred shall make such election as. may be permiteed or required by such laws. In making the foregoing eledf
such party states that the income derived by such party from opersticns heccunder can be adequatcely decermined wi
computation of parcnership txeble income. .

ARTICLE-X.
CLAIMSANDLAWSUH‘S 3
Opcnmtmzysmk single uninsured third party demage daim o:smuuumg&cmopczwonsbemmd:ufdn -
doces not exceed ‘%msand Doﬂnzs(l__lg_ogg.._(.)o )lmilfd:cpaymcmumcomplcmw a

dmchddmumﬁdw&mmmqumdﬁarwdcmcmmdsdnsbwcmmmbcpuwhaemdﬂﬂ
mmwdwmmm;mmmquwwommem i
mo&um&s&ar@qgmwnmmmhudxmapwcddwmmmmﬂno
claim or suit urises. If & claim is made sgainse say party or if any party & soed on acoount of any maner ari

" hereundor over whidy such individua) bas oo coatvol becsuse of the dghes given Operator. by this agream:

immediacely nocify all other partics, and the dsim ot suite shall be treated s5 sy ather daifn or suit Invale
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'B. Governing Law:

_ righes, privileges, or obligations which Non-Operators may bzve under federal ar stace laws or Mcm I"'

ARTICLE XL, -
FORCE MAJEURE _
If any. pacty is readered uuxblc, wholly or ln part, by force majeure to carry ouf its obligarions under this sgreement, other

‘thaa the obligation to ind:mmfy or moke money payments or furaish security, thac party shall give to all other partics

prompt writtea notice of the fosce majeure with reasonably full particulars conceraing it; thercopon, the obligations of the
party giving the notice, so fac as they ase affected by che foree majeure, shafl be suspeaded during, but ro longer than, the
continuance of the force majeure. The rerm “force majeure,” xs here employed, shall mesn an act of God, surike, lockout, or
other industrial discarbance, acx of the public enemy, war, blockade, public riot, lightaing, fire, storm, flood or other sx of
nature, explosion, governmental action, gover 1 delsy, int or inaction, unavailability of equipment, and any other
cause, whether of the kind specifically enumerated abave or atherwise, which is not cexsonsbly within the control of the party
daiming suspension.

Thgafx’mdpmyshsllus:aﬂmsoazhlcdxhgcn«mmethcfomcmxicmdmmuqmddyupmble The
requirement that any force ma} shall be died with all reasonuble dispacch ghall nor require the sertlemenr of strikes,
lockouts, or ather lsbor difficuley by the party involved, coatrary to ics wishes; how afl such difficulties shall be handled shall
be enrisely within the discretion of the party concerned.

. ARTICLE X1
NOTICES

M!r notices authorized or sequired berween the parties by wny of the provisions of this agreement, onless otherwise.
specifically provided, shall be in writing and delivered in persos or by United Stetes mwil, coarier service, telegram, telex,
telecopier or uny other form of fucsimile, postege or charges prepaid, xnd sddressed to such parties at the sddresses listed on
Exhibic "A.” All telephonc or oral notices permitied by this egreement shall be confirmed immediately thereafter by written
potice, The originating notice given under any provision hereof shall be deemed delivered only when received by the party
whom such notice is directed, ead the time for such parry o deliver sny nortice in response thereto shall run from the dare
the originating notice Is recéived. “Recelpt” for purposes of this sgreemenc with respect to written notice delivered hereunder

shall be ectual delivery of the notice o the address of the party-to be natified specified in socordance wich this agr , or
to thie telecopy, facsimilé or telex machine of such party, The second or any responsive notice shall be deemed delivered when
deposived in che Uaited States mail or at the office of the coutier ot telegraph service, or upon iccal by celex, telecopy

or facsimile, or when personslly defivered to the party ¢o be norlfied, provided, that when response s required within 24 or
48 hours, such respansc shall be given orally or by telephone, telex, welecopy or ather facsimlle within such period. Each pasty .
shall have the right to change its address ar sny time, 20d from dme to time, by giving written notice thereof o &l pther
partics. If a parey is not availsble to receive notice orally or by celephone when a parcy attempes o deliver & notice required
to be delivered within 24 or 48 hours, the notice may be delivered in wnungbylnyocbermcthodspeafwdhcmmmdshnll
be deemed delivered ia the same manner provided sbave for eny responsive notice, .
. ARTICLE X111
TERM OF AGREEMENT
This sgreemeat shall remain in full force and effect as w the Oif and Gas Leases end/or Oil and Gas Interests subject
hereto for the period of time selecred below; provided, however, o party heceto shall ever be construed as having say righe, cide
or interest in or to gay Lease or Qil and Gas Interest coatributed by sny other party beyond the term of this agreemeat.
Oprion No. 1: So long 2s any of the Qil ead Gas Lesses subject w0 this agreement remain or arc contiaued in
force as to any part of the Contrace Arca, whether by production, extension, rencwal or otherwise.

O  Qption Ne. 2: In the ¢veac the well described in Article VLA, or sy subsequent well drilled under say pmv:slon
of this egreement, results in che Completion of a well &s 3 well capable of production of Oil aad/or Gas in paying
quaatitics, this sgrecment shall coatinne in force so long 33 2ny such well is capable of production, and for an
sdditional period of days chereafter; provided, however, if, prior t the expiration of such
wddicional period, one o more of the parties herero are engeged in drilling, Reworking, Decpening, Sidetrscking,
Plugging Back, ing or peing to Comp lete or Re< plete & well or wells b der, chis sgr shall
continue in force until such operstions have been complered snd if production results therefrom, this agreement
shall continue in force as provided berein. In the event the well described in Ardicle VLA, or aay subsequent well
drilled hereunder, results in & dry hole, and nb other well is capsble of producing Oil and/er Gas frem the
Contract Arca, this sgre shall cermi unless drilliug, Deepening, Sidetracking, Completing, Re-
completing, Plugging Badt or Reworking operstions are ¢ ed within days from the
date of sbandonment of ssid well. "Abandoament™ for such purposes shall mean either (i) » decision by all parties
not to conduct sny further operations oo the well or (li) the clapse of 180 days from the conduct of any
apcm:ions on the well, whichever first occors.

The termination of this sg shall not relieve any party hercto from ray expense, lisbility or other obhgatxon or any
remedy cherefor which hes mcrucd or artached prior to the date of such terminarion,
Upon terminztion of this sgr and the satisfection of slf obligations hereunder, in the event a memompdum of lhxs

Qperuting Agrecment has beea flled of record, Operutor is authorized to file of record in all accessary recording affices s
notice of termination, sad cach party hereto agrees to execute such s notice of termination as to Operator's intcrest, upon
sequest of Operator, If Operacor has sacisfied all ies financial abligations.
ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS
A. Lews, Regulations and Orders: )
This agreement shall be subjoct to the applicable tows of the state-in which the Contract Ares is located, oo the va! Horules,
regulations, end orders of eny duly constituted regulatory body of said state; and o all other epplicable A
and loca! laws, ordinances, rules, regulstions and orders.

This sgreement and all matters pertsining hereto, indudingmno:umiwdmmof‘ fpreiey -.-‘{
performance, breach, remedies, procedures, righes, duties, and interpretation of coustraction, shs 5
dmxmmedbydmlawofdxemtemwhxdnthonmctArustoqwd.KdmConmanenum ; f' Brf gres,
the law of the stare of ——— shell gavem. LB
C. Regulatory Agencies: ' !m. C ~»

Nothing hereia watingd shall grant, or be construed tg grane, Operator the 'tight or suchority o SAliR
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producxion of wells, oo tracts offsetting or adjaceat ta the Contracs Ares.

With respect to the operations b der, Non-Of -ng;u-mtduseopmmfmmmymdaulos%.damga.
ln;mia,dam::ndmsuofmpmslngmof,lnadmtwoncs:ﬂangdxmcdyorlndlmcdy&omepmmfslnmpmmn
ouppxwmonofrulu.mhngx,mguhmmuodmdﬁcmpmmdﬂumorwnnuymquamhn
or predecessor of successor sgencics to the extent such interpretétion or spplicstion wes fade In good fich and does mot
consticute gross negligence. Bach Noa-Opesator further sgrees w reimburse Operitor for suth Non-Operator's share of
productlon or any refund, fine, levy or ocher governmental sanctlon that Operstor may be required to pay as & result of such
an Incorrect interpretation or application, wgesher wich faterest aod penalties thereon owing by Operator as & resals of such
incorrect inurpzeunonoupphmuon.

ARTICLE XV.
MISCELLANEQUS
A. Exeoldon'
This ‘sgreement shall be binding upon esch Noa-Operavor when this agn or s thereof has been

:xccuudbymchNon-OpenwtmdOpeuwxnorwithsmndmg:!mthulgmcmcarumtdueno:chuufcxazwwdby-uof
the pardes t which ic is tendered or which sre listed on Exhibit "A™ ss owanlng sn Inerest in the Contrect Area or which
own, in fact, sn interest lo the Contract Arcs. Operator may, however, by wrircen notice to all Non-Operators who have
become bound by ¢his sgreement as aforessid, given st any time prior to the scrual spud date of the Initial Well but in no
eveot later than five days prior o the date specified in Arcicle VLA, for commencement of the laldal Well, terminste this
sgreement if Operator in Its sole discretion determines that there is insufficient parricipation to justify commencement of
drilling operations. Xndzccven:ofwch-uermlnxuonbyOpenmr:ufunbcrobhgxuomof&hepamuhc:cuudctduuwse
as of such terminstion. In the event any Non-Operator has sdvanced or prepaid say share of drilling or other costs
hereunder, 8 sams 50 advanced shall be rerarned w such Not-Operutor withaut incerest. In the event Operator proceeds

'wid:dn’lhqgopenmnsfotdu(-_lmdxlWellwithou:d:ecxecudonhereafbylﬂpeaomlxnedanxhlbu'A"uhawngn

current working interest ln such well, Operator shafl ind y Non-Of with respect wo &l costs lncurred for the

!niﬁdWcﬂwhid:wouldhxvcbecadnrgedmmd:peuenunderdﬁs1, if sach p had d the same and

Operator shall receive all revenues which would have been received by such pemnunde:thls agrecment if such person had

executed the same.

B. Successors end Assigns:
’I'hls:memcntshdlbeblndlngupoumdshﬂllnuxcm:hebwfuofthcpumahcmmmddnumpccuvehcu-s.

devisees, legal representatives, mmdmigm,md:hcmmhcmohbnﬂbedeemedwmmdnhebuaor

- Inverests incloded within the Contract Ares.

C. Counterparss:
'Dzislnsuumcntmybeexem:cdlnwynumbe:ofmumcrpam elchofwhxchshnﬂbcoonsldercdmongmxlfornu
purposes,
D, Seversbilicy: ) : :
For the purposes of assuming or rejecting this agre &S 20 excourory contract p to federsl baakruprcy laws,”

thunxmemcnubdlnotbescvcnblc.butmhcrmnstbeusumodouqemdlnlueumy sad che failure of any parey to

.dns:gteezun:mcomplywkhdlofm(‘mnuﬂobllgmoupzoﬂdedhemathﬂlb:amﬂddeﬁuk _

ARTICLE XVL -
OTHER PROVISIONS

heoula-tha-Oparaloror-MNon-Onoratorc-haraunde dtechdo-pronss - oReralicons

on the joint property. the party proposing the operation shall contact the other pa es-urdar this
Agreement In wiiling. The proposing party shall provide each party with thelecalion and estimated
cost of the selsmic line or lines, and shall request an election by-sactiparty elther for of against the
- opsration.” Should two or more parlles to this Agresmentwhich own a mgjority Interest, based upon
ownershlp as set out ln Exhiblt "A>herald, and lnduslve of the proposing party, elect “for the

proposed selsmic opeation: =t parﬁas shall be ebiigated to bear thelr proportionate share of the cost
_of the selsmie—Failure of any party fo respond toa sersmic proposal within 15 days from receipt
hergol-challbe-constrlad-asavala ot tha nranacad anarafinng

B. mﬂﬁummmmmwmwmm

If any party hereto herglnafter should create an overrding royalty, production paymant or
other burdens agalnst its working interest producilon and If any other party or parties should conduct
non-consent operations pursuant to any provislans of this agreement, arid, as a result, become
enfitled to recslve the working Interest praduction otherwise belonging to the non-parudpaﬂng party,
the party or parties entited {o receive the working interest praduction of the non-participating party
shall recelve such production free and clear of gurdens agalnst such production which may have
been treated subsequent fo this agreement, and the non-parficipating party creafing such
subsequent burdens shall save the participating party or parties hammless thh respect to this recsipt
of such working-interest production.

-17-



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

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

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

E. INSURANCE ELECTION
Non-Operator may be excluided from Operator's coverage described in
Exhibit ‘D" only after furnishing:

A. Express written election to be excludled; and

B. Insurance certificate reflecting current and adequate
coverage for its participation interest or notice of its
self-insurance program for those portions of the
coverages not reflected on the Certificate of Insurance.

~1l7a-
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IN WITNESS WHEREOF, this sgreement shall be effective as of the 26th _ day of January .,

1998 .

ATTEST OR WITINESS: OPERATOR

_Steven R. Foy

Type ot print name

Tide Vice President
Dare February. 16, 1998

Tax ID or §8. No. . 75-2223190

NON-OPERATORS

NEARBURG EXPLORATION COMPANY, L.L.C.
d
By /é%[,%

Robert G. Shelton
Type or print pame Q‘f

Tide _Attorney—in~Fact

Date

Tex ID or §5. No, -13-2626152

By

Type or print name

Title

Darte

Tax ID or 55, No.

By

Type ot print name

Tide

Tex ID oz $5. No. .

Use of this Weandying mack ix prebibived
excest whon doticrized ia wiitky by tha
{Anavicoa Assocktom of Peiruese Lancioen

.-18 -
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ACKNOWLEDGMENTS

THE STATE OF TEXAS §
§
COUNTY OF MIDLAND §

The foregoing instrument was acknowledged
by __Steven R. Foy , 8s Vice Presiden

corporation, on behalf of said corporation. \ /
\.

Notary Public%tatc of Texas
My Commission Expires:
2/23/01 TAMMY BAIMBRIDGE
Notary Public

STATE OF TEXAS

ity Ceam. Exp. 09/23/701
THE STATE OF TEXAS g
§
COUNTY OF MIDLAND §

._ﬁcfomgdnginsﬂnmgntwas&ckmwledged.bcfommomthis&c%&dayaf]mmx 1998, by
Rabert G. Shelton, as Aftomey-in-Fact of Nearburg Exploration Company, L. L. C., a Texas Lmited liability
company, on behalf of said company.

iKY

Natary Publi¢/State of Texas
My Commission Expires: ’ i

CEE Uy Coos, Exp. 11/06/2001

RN
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EXHIBIT *A"

-ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING

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

Identification of Lands Subject to this Agreement:
'W/2 of Section 10 and all of Section 11, T-16-S, R-28-E, Eddy Connty, New Mexico

the Moow formation.

‘Restrictions as to Depths or Formations;
'mwmsmuhmwdmdepmﬁommemofmwnhmmemof

Percentages of Parties to this Agreement:

Penwell Energy, Inc. 43.75%
Nearburg Exploration Company, LL.C. 56.25%
100.00%
Qil and Gas Leases Subject to this Agreement:
1) Lease Name: NM 97128 )
Lessor: United States of America
Original Lessee: Penwell Energy, Inc.
Lease Date: 09/01/96
Description: Insofar and enly insofar as lease covers
the SW/4 of Section 10 and NE/4NE/4, W/2NE/4,
and NW/4 of Section 11, T-16-5, R-28-E,
Eddy County, New Mexico
2) Lease Name: VO-5148
Lessor: . The State of New Mexico
. Original Lessee: Penwell Energy, Inc
Lease Date: 09/01/97
Description: - SE/4NE/4 and SE/4 of Section 11, -
- T-16-S, R-28-E, Eddy County, New Mexico
3) Lease Name: - NM 95630
Lessor: . United States of Amcum
Original Lessee: Doug Schutz
Lease Date: 08/01/95
- Description: Insofar and anly insofar as lease covers

the N/2SW/4 and SE/4SW/4 of Section 11,
and the NW/4 of Section 10, T-16-5,
R-28-E, Eddy County, New Mexico

Addresses of Parties to this Agreement:
Penwell Energy, Inc.

600 North Marienfeld, Suite 1100

Midland, Texas 79701

Nearburg Producing Company

Nearburg Exploration Company, L.L.C.
3300 North "A" Street, Bldg. 2, Suite 120
Midland, Texas 79705
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EXHIBIT “. g
ttach d of that certain Joimt Operating Agreement dated Januaxy 26 1998, by
Aandegemt;zenm?m ENERGY,  INC., es Operator. and NEARﬁURG EKPLORA’L’ION COMPANY y L L [P
_.as Non-Qperator = e e ] . .

to

bl

¥

ACCOUNTING PROCEDURE
JOINT OPERATIONS
1L GENERAL PROVISIONS
Deﬁﬁiﬁons .

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

*Joint Operations” shall mean all operatxans necegsaty or praper for the development. operation, pmtectwn and
maintenance of the Jeint Property.

“Joint Account” shall mean the aoummt showing the charges paid- a.nd credits received in the conduct.of the Joint
Operations and which are to be shared by the Parties. = .

“Operator” shall meéan the party designated to-conduct the Joint Gper&mms.

“Non-Operators” ghall mean the Parﬁmtoﬂmagreementoﬂxerthan the Operator.

“Parties” shall mean Operator and Non-Operators,
“FlrstI.eveISupervzsarx"ahallmennthoaeemployeeswhnaepnmmﬁxncnaninJamtOperahonsisﬂwdwect

-gupervision of other employees and/or contract labor directly employed on the Joint Property in & field operating

capsacity.
“Technical Employees® ghall mean those employees having special end apedﬁc engineering, geologwa.l or other

. professional gkills, and whose primary function in Joint Operauons is the handling. of specific operating eondlhons and

problems for the benefit of the Joint Property.
“Personal Expenses” shell mean travel and other reasansble rexmbm-sahle expenses of Operator’s employe%.
“Material” ghall mean personsl property, equipment or suppliés acquired or held for use on the Joint Property.

- “Controllable Materisl” shallmeanMatermlwbichattbetmeissoc!asszﬁedinﬂxeMatenalCLassiﬁcsuoanualas-

most recently recommended by the Council of Petroleum Amm’(antx Socleties,
Statement and Billings .

Operator ghall bill Non-Operatm-s on "or before the last day of each montb for their proportionate share of the Joint
Account for the preceding month. Such bills will. be accompanied by statements which identify the authority for
expenditure, lease or facility, and all charges and credits summarized by appropriate- classifications of investment and
expense except that.items of Controllable Material and unusual cha.mes end eredits shall be separately ldentzﬁed and
fully described in detail.

Advances and Payments by Non-Operators

A, Unless otherwise provided for in the azreement.theOperatarmawrequimtheNon-Operaxorsmadvameﬂxeu
shdre of estimated cash cutlay for the suceeeding morith’s operation within fifteen (15) days after teqeipt of the
bﬂhngorbyﬂmﬁmtdsyufthemonthforwh:chﬂleadvancemmquued.whicheverlshter Operator ghall edjust
each monthly billing to reflect advanges reoexvedtmmthe Non—Opemtora.

B, Ethon—Opemtoxslmﬂpayitspmporhonohﬂ bills within fifteen (15) days after receipt. If payment is not made
thhinsuchtme.theunpmdbslameshal]bearmterestmonﬂzb*n.ttheprmmratzineﬂectat_______z.g___
_Mﬂaﬂﬂnka_&;&___mﬁeﬁmdwd&»mmﬂ:hwhmhdeﬁwmwmphm%aﬂle

. miaximum contract rate permitted by the apphca.bléuwthaiuthest&tainwhwhﬂmJolntPropertyismted.
whichever s the lesser, plus attomey‘s foes, court costs, gnd eﬂmr costs in cannection with the. collction of unpaid
amounts,

Adjustments

. Payment of any such bills shall not prejudice the right of any Non-Operetor to pmtest or question thé correctness thereaf;

provided, howaever, ull bills and statements reridered to Non-Operators by Operat.or during any calendar year shall
conclusively be presumed to be true and correct after twenty-four (24) months fol!owmztherend of any such calendar
year, unless within the ssid twenty-four (24) month period a Non-Operator takes written e:‘:cephon thereto.and makes

. claim on Operator for sdjustment. Nosd:usanentfxvora.blewOperatnraha!lbemadeunleasitismademﬁlmthesame

prescribedpenodmmuvmomotthmparagraphshanmtpmvmtadsushnants resulting from a physical wventaryofv
CautmllablelhterlalaspmvtdedﬁormSecbonV
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A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Opera-
tor’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such cglendar year; provided, however, the making of an audit shall not extenq the time
for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this Section
1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a
joint audit int a manner which will result in 2 minimum of inconvenience to the Operator, Operator shall bear no por-
tion of the Non-Operators' audit cost incurred under this paragraph uniess 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 shall be made at the expense of those Non-Operators &pproving such audit.

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

Approval By Non-Operators

Where an approval or ather agreement of the Parties or Non-Operators is expressly required under other sections of this

- Accounting Procedure and if the agreement to which this Accounting Procedure is attached: contains no contrary provisions

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

II. DIRECT CHARGES

\ dpers.tor shall charge the Joint Account with the following items:

\

2.

3.

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

‘ Rentals and Royalties

\\‘ Lease rentals_aﬁd royalties paid by Operator for the Joint Operations.

\
‘Labor

A. , [¢) galari? and wages of Qperator's field employees dirwﬁy emplayed on the Joint Property in the conduct of Joint
)perations. -

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

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

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

B. Operator’s cost of haliday, vacation, sickness and disability benefits and other customary allowanees paid to employees
whos salaries and wages are chargeable to the Joint Account under Paragraph 8A of this Section II. Such costs under
this F'aragraph 8B may be charged on a “when and as paid basis” or by “percentage assessment” on the amount of
salaries and wages chargeable to the Joint Account under Paragraph SA of this Section Il If percentage assessment
is used.“ the rate shall be based on the Operator's cost experience. .

C. ’ Expendiiaures or contributions made pursuant to assessments imposed by governmental authority which are applicable
to Operator’s costs chargezble to the Joint Account under Paragraphs 8A and 8B of\this Secdtion I1. '

D.- Persona.l Expenses of those employees whose salaries and wﬁges_ are chargeable to t_}xe Joint Account under Paragraph

SA of this Section II. , extluding moving or relocaticn expenses.

3
Employee Benelits

- Operator’s current «cosm of established plans for employees’ group life insurance, hospitalization, pension, retirement, stock

purchase, thrift, bonus,.and cther benefit plans of = like nature, applicable to Operator's labor cast chargeable to the Joint
Aciount under Paragraphs 3A and 3B of this Section IT shall be Operator’s actua] cost not tolexceed the percent most recent-
ly recommended by the Council of Petroleum Accountants Societies.

Material "\ )

Material purchased or fumLhed by Operator for use on the Joint Property &s provided under|Section IV. Only such Material
shall be purchased for or tran;sferred to the Joint Property a3 may be required for immediate|use and is reasonably practical
and consistent with efficient a}nd economical operations. The accumulation of surplus stocks shall be avoided.

- Al

Transportation . \
Transportation of employees artid M_a.ferial necessary for the.Jojnt Operations but subject to the following limitations:

: A, U Mateérial is moved to the Nint Property from the Qperator's warehouse or other pmpi‘rtias. no charge shall be made
. " - 1o the Joint-Account for 2 disiarice greater than-the distance from the nearest reliable supply store-where like material.
-is normally available or railway x:ga\ceiving point nearest the Joint Property unless agreed to by the Parties.

,
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10.

1L

18.

14,

158,

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

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

Bervices

The.cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section IT and Paragraph i, ii, and iii, of Section IIl. The cost of professional consultant services and econtract ser-
vices of technical personnel directly engaged on the Joint Property if such charges ere excluded fram the overhead rates.
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint
Property shall not be charged to the Joint Account unless previously agreed to by the Parties. :

Equipment and Facilities Furnished By Operator

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

- insgqaegxie, taxes, depreciaiign, and interest on gross investment, less accumulated depreciation not to exceed
—SWe.Ve  percent (L4 %) per aunum. Such rates shall not exceed average commercial rates currently pre-

vailing in the immediate area of the Joint Property.

B. In lieu of charges.in pavagraph BA above, Operator may elect to use average commereial rates prevailing in the immedi-
‘ate area of the Joint Property less 20%. For autometive equipment, Operator may-elect to use rates published by the
Petroleurn Motor Transport Association. ) .

. Damages and Losses to Joint Property

All costs or expenses necessary for the repair or mpWh of Jaint Prbperty made necessary because of damages or losses-

incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Opersator'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.

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

‘gmounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect

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

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 to the contrary herein, charges to the Joint Account shall be made and paid by the Parties hereto in accordance
with the tax value generated by each party’s working interest.

Insurance v
Net premiums paig for insurance required to be carried for the Joint Operations for the protection of the Parties‘. In the
event Joint Qperations are conducted in & state in which Operator may act gs self-insurer for Worker'’s Compensation and/
or Employers Liability under the respective state’s laws, Operator may, at its election, include the risk under its self-
insurance program and in that event, Operator shall include & charge at Operator’s cost not to exceed manua! retes.
Abandonment and Reclamation

Cos;.s incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory
authority. .

Communications

Cost of acquiring, leasing, installing, operating, repairing and maintaining comraunication systems, including radio and
microwave facilities directly serving the Joint Property. In the event cormmunication faci)ities/systems serving the Joint
Property ate Operator-awned; charges to the Joint Account shall be ma.dg a8 provided in Paragraph 8 of this Section IL
Other Expenditures

Any other expenditure nat covered ar dealt with in the {foregoing provisions of this Section. II, or in Section III-and which

- s 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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III. OVERHEAD

Overhead - Drilling end Producing Operations

i. Aa compensation for administrative, supervision, office sarvices and werehousing costs, Operator shall charge drilling
and producing operations on either:

#X) Fixed Rate Basis, Paragraph 14, or.

( ) Percentage Basis, Paragraph 1B . .
Unless otherwise agreed to by thé Parties; such charge shall be in lleu of costs and expenses-of all offices and salaries
or wages plus applicable burdens and expenses.of sli personnel, except those directly chargeable under Paregraph
34, Section I1. The cost and expense nf services from outside sources in connectlon with matters of taxation, traffic,
accounting or matters befare-or involving governmental agencies shall be corisidered as included Ini the overhead rates
provided for in the ebove selected Paragraph of this Section II unleas such cost and expensa are agreed to by the
Parties as & direct charge to.the Joint Account.

1{. The salaries, wages and Persons! Expenses of Technica! Employees and/or the cost of professional consultant services
end contract services of technical personnel directly employed on the Joint Property: - :

s(x) shall be covered by the overhead rates, or
} shall not be covered by the overhead rates,

fil. The salaries, wages and Personal Expenses of Technical Efnployees end/or cdsts of professional eansultant services
and contract servites of technical personnel éfther tamporarily or permanently assigned to and dirvectly employed in
the oparation of the Joint Property: _ ) .

&X) shell be covered by the overhead rates, or
) shall not be covered by the overhead rates.

A. Overhesd ~ Fixed Rate Basis : .
(1) Opersator shall charge the Joint Account at the following rates per well per month:

o
Drilling Wefl Rate § * ;536.: 00
(Prorated for less than & full month)

Producing Well Rate § M___.
(2) Application of Overhead - Fixed Rate Besia shali be 15 followi:
(e) Drilling .Weu_ Rate . _
(1) Charges for drilling wells aﬁall begin on the date the well is spudded und terminate on the date the drill-

ing rig, completion rig, or other units used in complation of the well ia releassd, whichever {8 later, except
that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or

more consecutive caleridar dsys.

(2) Charges for wells undergoing any type of workover or redpmpletion for a period of five (5) consecutive
work days or more shall be made at the drilling well rate.Such charges shall be spplied for the period
trom date wotkover operations, with rig or ether unita uséd-in workaver, commence through date of rig
or other unit release, except that no charge shall be made during suspension of operations for fifteen -
(16) or imore consecutive calendar days. ’

(b) Producing Well Rates

(1) ‘An active well either produced or injected into for eny portion of the month shall be considered as a one-
well charge for the entire month, -~ . '

- et ey = .

(2) Each zetive completion in e multi—coinple’t,éd well in which bm&xfgdon is not commingled down hale shall
be considered a3 a one-well charge providing each completion is considered 2 separate well by the govern-
ing regulatory sutharity. ' . _

(3) An inactive gas well shut In becauss of overproduction or w}u.re of purchaser to take the production shall
bet;wéwidered s u ane-well charge providing the gus well. is directly ¢onnected to 3 permanent sales
outlef

(4) A one-well charge shall be made for the month in which pl ) ing and gbandonment operations are com-
. pletad on any well. This one-well charge shall be made whaetlier or not the well has produced except when
drilling well rate applies. [

(6) All other Inactive wells (including but not limited to inactive wells covered by.unit allowsble, lease allow-
sble, transferred allowable, ete.) shall hot qualify for an overhézd charge, - .

(8) The well rates shall be adjusted as of the first day of Aprileach year;following the effactive data of the egreement
to which this chounﬁ:?‘f?mcedure {s httached, The adjy tmezitjghﬂl.be"epnr%phi_ad by multiplying-the rate cur-
rently in use by the percentage increase or decrease lir-the average weekly earnings of Crude Petroleum and Gas
Production Warkers for the last calendar year compared to thé calendar year preceding 53 shown by the index
of average wegkly earnings of Crude Petroleum and Gas Productior] Workers a3 published by the United States
Department of Labor, Bureau of Labor Statistics, ar-the-equivalent Canadian index as published by Statistics
pax;da,tns.apphcabla The sdjusted rates shall be the rates currently in vse, plus or minus the computed 2d-
Justmen ¢ ‘ ' .
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under Paragrs

(b) Operating -

he cost of operating the Joint P r
e-67 injected substances purchased for secondary
essed and paid upon the mineral interest in and

| __ Percent( %) o
Paragraphs|2 and 10 of Section II, all salvipe,
recovery and all taxes and assessments which g
to the Joint Property. - .

Application of Overhead ~ Percentage Ba

For the purpose of determining chefges on 8 percentage basis under Paragraph
ghall include all costs in cgmréction with drilling, redrilling, deepening, or any remedfa=d.gperations on any or all
26l drilling rig and crew capable ef drilling to the producing inteyvahg the Join
erty; alao, prelipérry expenditures necessary in preparation for drilling and expenditures incurredhin gba
when the yetlis not completed as & producer, and criginal cost of construction or installation of fixed Bxee
apattn of fixed essets and any ather project clearly discernible as a fixed asset, except Mejor Constructio
Fred-in-Paragraph-d-of-thirSeetion At othercosta-shel-becomidered-aoperating

2 shall be as follows:

-~

Aef this Section III, development

2. Qverhead - Major Construction
Tq compensate Operstar for overhead costs incurred in the construction and {nstallation of fixed sssets, the expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the
Joint Praperty, Operator shall either negotiate g 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 $23.000.Q0 _:
A5 ____%of first $100,000 or tota} cost if less, plus
B.—3 % of costs in excess of 3100,000 but less than $1,000,000, plus
C.——2____%of costs in excess of $1,000,000. _
Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single

proi'egt a:;hall not be treated separately and the cost of drilling and workover wells and artificial lift equipment ghall be
excluded.

3. Catastrophe Qverhead

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

to restore tha 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 w&aﬂ-eha—rge—tba}em-bﬁeewﬁ—fm—cmhmﬁme&w

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

4. Amendment of Rates

.The overhead rafes 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 eredits for all Material move-
‘ments affecting the,' Joint Property. Qperator shall provide all Material for use on the Joint Property; however, at Operator’s
option, such Material may be supplied by the Non-Operator. Operator shall meke timely disposition of idle and/or surplus
Material, such disposa! being made either through sale to Operator or Non-Operator, division in kind, or sale to cutsiders.
Operator may purchase, but shall be under no obligation to purchase, interest of Nan-Operatars in surplus condition A or B
Material, The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties.

1. Purchases however Qperator shall not be
. . . xeq pired to take discounts
ﬁ:ttzggi ?tzncgatzeg sl&:{ll htg chargetz at ghde £rxw gaxd{ by Opez;aixtor gfter deduction of all discounts received! In case of
| foun e defective or return vendor for any other reasons, credit shall be passed to the Joint Account
when adjustment has been received by the Operator. F the Jol °

2.  Transfers and Dispositions
Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator,
‘unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts:

5
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(2)ubuler goods, aized 2% inches OD and larger, except lne pige, ghall be priced at Eastern mill pp¥lished
atoad base prices effective 23 of date of friovement plus transportution cost using thé 80,000 poyrd carload
wefght basis to the rallway receiving paint heavest the Joint Properly for which published gil rates for
tubular qods exist. If the 80,000 poungo r&il rate is not offered, the 70,000 pound or $0,000-pound rail rate
ax‘\y be used, Freight charges for tubing will be caleulated from, Lorain, Ohlo and casingAfom Youngstown,

io. 4

{b) For grades which ads,gpecial to one mill-only, prices shall be computed at the mill Hase of that mjll plus trans-
ortation cost from thet mill to the raflway recelving point nearest the Joint Pfoperty as provided ebove in
gnmzra@h 2.A(1Xe). Fortcansportation cost from points other than Eeste fila, the 80,008 pound Oil Field

Haulers Association nterstate truck rate ahall be used. -

(¢) Specizal end finish tubular goods all be priced at-the lowest puldished out-of-stock price, f.0.b. Houston.
* Texas, plus transportation cost, usinp\Ofl Field Haulers Assocjafion Interstate 80,000 pound truck rate, to
the raflway recelving point nearest tha Yqint Property.

(d) Macaroni tubing (size less than 2} inch OD)la' all be prited at the lowest published out-of-stock prices fa.b.
the supplier plus transportation costs, using the Ofl Fjefd Haulers Assoclation interstate truck rate per weight
of tubing transferred, to the rallway receiving pginbearest the Joint Property. :

(2) Line Pipe

(a) Line pipe movements (except size 24/ifich QD and larger with wally ¥ fnch and over) 80,000 pounds or mare
shall be priced under provisions pt’tubular goods pricing in Paragragh A.(1)(s) as provided above. Freight
charges shall be ¢calculated fronf Loraln, Ohlo. :

(b) Line giepe movements (expeht size 24 inch OD and larger with walls ¥ Inch and over) less than 30,000 pounds
ghall-be priced et Eastath mill published carload base prices effective as of date b{ghipment, plus 20 percent,
plus transportation pdsts based on {reight rates as set forth under provisions.of tubutey goods pricing in Para-

graph A{1}a) agfrovided above. Freight charges shall be calculated from Lorain, Ohio.

{c) Line pipe 24/inch OD and over and ¥ inch wall and larger shall be priced f.0.b. the polntxf manufacture
;t ent new published prices plus transpartation cost to the railway receiving polnt nedxqst the Joint
roperty. - ' :

(d) Mdne pipe, Including tabricated line pipe, drive plpe and conduit not listed on published price Hsts sha{ be
./ priced at quoted prices plus freight to the raflway recsiving point nearest the Joint Property or at pride

r

(8) Other Material shall be priced at the current nev} price, in effect at date of movement, as listed by & reliable supply
store neerest the Joint Property, or point of manufacture, plus transportation costs, if applicable; to the railway
receiving point nearest the Joint Property. . B . o :

) . 1 ©o .
-(4) Unused new Materisl, g&ﬁ%ﬁ&u goods, mavéd from the Joint Property shall be priced at the current new
price, in effect on date of movement, as lsted by 2 reliable supply store nesrest the Joint Property. or point of
mra.‘pus transportation costs, if applicable, ta the railway receiving point nearest the Joint Property.

B. Good Used Material {(Conditicn B)

Material in sound snd serviceable condition end suitable for reuse Withouk reconditioning:
(1) Material moved to the Joint Property :

At seventy-five pereent (75%) of current new price, as determined by Paragraph A.
(2) Materisl used on and moved from the Joint, Froperty.

(a) At seventy-five parcent (76%) of current new price, as determined by Paragraph A, if Material was originally
charged to the .?:hit Account as new l&af.erlg! %r Y . e

(b) At sixty-five percent (65%) of current new price, as determined by Paragraph A, If Matarial was originally
charged to the Jolht Account es used Mu.w?lal. g mon &

{8) Material not used on and moved from the Joint Property
At seventy-five parcent (75%) of current new price &s détermlned by Puragraph A.
The gost of reconditianing, if any, shall be ahporhed by the tragsferking property:
C. Other Used Materia!
(1) Condition C : .
ity sl s i 1 prr 351 S P Gt . e e T o

reconditioning shall be charged to the recelving property, provided Conditlon C value jplus cost of reconditioning
daes not exceed Condition B value. : . T

A -

. - .
i -
E ’ ' ' T /
- .
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(2) Condition D

Material, excluding junk, no longer suitable for its original purpose, but u§a{)le for some ot}her purbose shall be

priced on a basis commensurate with its nse. Operator meay dispose of Condition D-Material under procedures

normally used by Operator without prior approvel of Non-Operators. = .| =~ _ .

(2) 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 us line pipe shall be priced at used line
pipe prices. : : ) : _ R

{b) Gasing, tubing or drill pipe used 2s higher pressure service lines than standard line pipe, e.g. power oil lines,
shall be priced under normasl pricing procedures for casing, tubing, or drill pipe. Upset tubular goods shall
be priced on & non upset basis. . ! . - .

(8) Condition E

Junk shall be priced at prevailing prices, Operator may dispose of Conditién.E Material under procedures nor-
mally utilized by Operator without prior epproval of Non-Operators. ] o '

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 & price as provided above may be specially priced as agreed to by the Parties.
Such price should result in the Joint Account being ¢harged with the value of the service rendered by such Material.

) - .
-(1) Loading or unloading costs may be charged to the Joint Account ‘%g,_‘_s:‘;'_‘ $ e =»;=‘L 264 -pephunared
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained =t the stocking
point. The above rate shall he adjusted as of the first day of Aprileachyem o owing January 1, 1985 by the same

percentage increase or decrease used fn-adjust-overhesd rates in Section I11, Paragraph 1.A(3). Each year, the
rate calculated shall be-rourted to the nearest cent snd shall be the rate in effect until the first day of April next

E. Pricing Conditions L i

..-'.‘!':‘- ate-eha ) . oot
(2) Material involving erection costs shall be charged at applicable percentage '(J:t'l the current knocked-dows price of

new Material, -
3. Premium Prices . _ S : | L o
Whenever Material is not readily obtajnébie at publisﬁed or listed prices because of national ‘emérgencies, strikes or other
unusval causes gver 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-Operatars 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 .
fen days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use
and acceptable {0 Operator. ’ S i | : ) -
4. Warranty of Material Furnished By Operator '

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

V. INVENTORIES
The Operator shall maintain detziled records of Controllable Material,
1. Periodic Inventories, Notice and Representation
At reasoneble intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice
of intention to take inventory shall be givén by Operator at least thirty (30) days before any inventory is to begin so that
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented zt an inven-
tory shall bind Nan-Operatars to accept the inventory taken by Operator. o T

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. Inventary adjustments shall be made by Operator to the Joint Account for
overages and shortages. but, Operator shall be helql accountable only for shortages due to lack of reasonable diligence.

3. Special Inventories
Spegial 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 es quickly o3 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 2 change
of Operator, all Parties shall be governed by such inventory. .

4. Expense of Conducting Inventories ' : : _ \

A. 'ghe expense of conducting periodic inventories shall not be charged to the Jpint ﬁi‘ccout'xt' unless egreed to by the
arties. o ‘

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

|
1 ‘\

)
|
1
|
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N’ Exhibit *E* “";’

ATTACHED TO THAT CERTAIN OPERATING AGREEMENT
DATED . JANUARY 26, ‘1998 BY AND BETWEEN '
PENWELL ENERGY, INC., AS OPERATOR, AND |
NEARBURG EXPLORATION COMPANY, L.L.C., AS NQN-OPERATOR

e e e - e e R

BALAN AGREEMENT

Oy y of Gis Production

. (x) Ituﬁwmxm!ofﬂwpuhuthateuhpmylhznhvcthenghtwnkcmhndmdwpm:dy
dupouofmympoxtomwlhmofgn(includmgmmzhcadw)pmduaed&nmuchfammoninuchwcﬂ
locetedonlmage('Connw(Am')covqedbythoOpanmgAgxmwatwwhlcht!mExhilﬁthlmched
("Operating Agrecment”). l’
. . |

®) wrlhs.ﬂeonkd(hcgupmduwmmdbc ponsible for administering the proviziens of

this Agrecment and shall make 1 ble efforts to deli wuuewbcdehvnedwhthcpumugu
pumhumnmybcmqukedinordawbahncsthcmnnuof&wpampmlccuxdanwwnhmcpmvmom
hercin conteined. Formmmof&uwmmepmﬂunmmmmmmofmcpuwbued
‘upon the number of MMBta's actuglly contained in the gas produced from & particul r forgiation in a well and
delivercd at the outlet of lease, equipment for cichi party’s t dl ot‘ hether sales of such gas are made
cmlwutordrybam All references in this Agr ‘mquanmyorwmlhnnfcﬁu'wthcnunibaofMMBun

tained in the gas stream. Toward this ead, Opmtorlhxupawdmﬂyddammeoruuembeddmmdlho
Bu\eonmntofgupmduccdﬁomuchﬁ:mhnnmmhwcﬂonleamuwntbuumdundauxndudmndmnm
P wmy thod ily-used in the industry.

Balancing of Production Accounts
@) Anyumenputy orlnchpmylpurdmmumthhngornmkchnzmﬁmmdw .
duced from & p 15 mlwdl('non—mnhhnx'pany),&nmdnmxpuhu('muk&nz puw)

lhallhzvo&wnght hmnotmnobhganon,mproduec,uhc scll and deliver for such marketing partics’ accounts, in
addition to the full share of gas to which tho marketing parties arc otherwisc catitled, n!lounypomouofﬂwm
attributsble o a non-marketing party. (Gas attributsble to #.non-marketing party, mbubynmrhungpuly is
referred to in thiv Agrecment as “overproduction®). lfmcroumomtbmmmrhumzpmyuhngm :

. atributeble to a non-markcting party, uchmutwngputylhdlbcmuﬂedbuhunc-nmﬂwdngpany'lguin
ﬂwuho!hauuchmubdmgpxnylmmmmpmdumnmmmemmhmm;mdchonoflnuu&n&nz

!

®) Apanyduthlnotmhnmpmpommm:hnmofgupmduwdﬁummyformmmmnwcu
('Undqpmdmedl’lny')lhnﬂbecmdmdvmhguhmmgcequdmlulhaxcofgnpmducadbutmtukm.bl
mlhamofwnwdmhseupanhom,vmtedorbn('undupmduchm'). Such Undesproduced Pasty, upon
giving timely written notice to Operator, shall be entitled, on:monﬁﬂybnmbepnmlthemonthfonnwmgmpt
of notice, W produce, take, scll and deliver. lnuddmouwt}wﬂm-hueofgumwhwhmdlpmyhothawue
catitled, aquanntyorgu(‘mbupgu")equaltoﬁ&ypqvmt(ﬁ%)ofﬁwto&llhamofgaumﬂwubhmnl]
partics having cumulative over production (individually called *Overproduced Party”). Suchmnko-upgulhn.llbe
ued:wdlpmnluchUndcxpmdueedPutylwuuedundupmducuonmmdaofmuxL Notwithstanding the
foregoing xnd subjoct to subsection (¢} below; (i) an Overprod Puty:h:llncvcrbeobhgatedmreducewmhu
tnlultimnﬁ&ypumt(ﬁ%)of!hcqu&nﬁtymwhwhxuchpaxtyuothammﬂﬂndmd(ii)mUndcrproduoed
WWuummmmmWMMndmgmmmuufw] , Janugry, February, and

© If there-is more than one Upderproduced Party deairing make-up gas, each such Underproduced
Party shall be catified to make-up gas in the ratio that such party's interest in production bears fo the tota] interest in
production of all partics then desiring mako-up. gas. Auypomaof&emb—upwbwhwhmllndapmduoed
Putyheunﬂedmdwhdlunoﬂah:ubywchndcrpmduoodPutymxybchkmbyanyoﬂmrUndapmduwd

Party(ics).

()] If there is more than oac Overproduced Party required to fumish malie-up gas, cach such
Overproduced Party shall fumish. make-up gas in the nitio that auch party’s interest in production bears to the total
intereat in production of all parties then required to furnizh mako-up gas. Except as provided in (c) below, each
Overproduced Party in any formation in o well shall be catitled, on a monthly basis, to take its fult share of gas lex
mdm:i::mﬂm—upv:dmbmm&wdﬁom&wwmwhrhmmnmhwdlmwmhtu i
overprod

{©) HOpemtormgoodhxﬂlbch:vuﬂzumOqumducchmyhumomdonchmdmd

(100%)ofnuchOvapmdmedPnﬂyllhmofthewvaablexuuvufmma.puhoulufomﬂhunmc
well, such Overproduced Party, \xponbangmuﬁadmmgofmhﬁabyepaﬂor.mﬂouwuhngwfmm
luchﬁ)rmaﬁonmluchwd.hnd&crmanmgpuﬁulhlnbcnmﬂcdmmkconehundmdpacmam%)ohuch
production until the sccounts-of the-partics arc balaiced. Thercafler, xisch Ovezproduced(Pasty shall again have the
nghttoukcmlhmuf!hcmmmngpmducuan.xfmy.mmrdmc&wnhthcpmvmmmwmnwd
Notwithstanding anything to the contrary herein, after an Overproduced Party has i ‘om:L t
{100%) of its full share of the roccoverable rescrves as 50.d incd by Operat fmmu ieul tunmbnnmn
"wen,ldchOvapmducedeymywn&nudmpmduceihuchconﬁnucd.prbdummu(i)ncouuzyﬁurlcu_e
majutenance purposes, or () permitted by & mijority of fnterest of the partics who hive not produced one hundred
pereent (100%) of their recoverable reserves from such formation in such well aficr written ballot-conducted by
Operator.




6.

Sl
TLF

Cash Balancing Upon Interim Imbalaz orUpon'“ 3 }

(8) - OnpJanuary 15th and July 15th of each Calendar Year Underproduced Pasty may give notwethnt
he desires cash balancing for any Underproduced volumu ‘This notice and request to cash balance ahall commms
an "Interim Accounting®.

®) Ifgupmducuonﬁomapumoulufurmmonmlwdloammdm‘umptumdcwm
production (or substituto therefor) within sixty (60) days, Opmtorlhllldis&ibutt;.vathmmnd)’(%) dnyl of the
date the well 1ast produccd gax from such formation, a st t of net
cvapmducuonmdthemonthlmdyammwh:duuch umupedprudwed:ocnmd('FuulAnoouunng)

() demtlnﬁy@ﬂ)day:ofmqptnfuﬂm-FmﬂAccoumgormlmnmAcwunnng each
Overproduced Party shall remit to OF for disb ¢ to the Underproduced Pastics, a sum of moncy (which
sum shall not include interest) ‘equal to the amount actually received or camuuchvcly reeavcd under subparagraph
(c) below, by Overpraduced Party for sales during the month(s) of overp Iated in order of acorual
buthunpphmbbum,my-lhumdmmmbhcomofmub&ngmdhmpmﬂngwcbguuct:uallypaidby
such Overproduced Pasty, Such romittance shall be based on number of MMBu's of overproduction end shall be
accompanied by a staterent showing vol mdynwkruchmﬁhwﬂhmnmdmmupedcverpmduchon

@ Wxthinthirty(w)daylufmcciptofmy;uchxunl&mpobyOpcuhurfmmanvapmducad
Party, Opmhouhllldubmuluchﬁmdlmtthndapmdtwchuty(m)inmxdnmwnhlhcﬁnnmumg
Opcrator assumes no lisblity with respect o sny such payment (unless such payment is attributible to Operator's
ovupmducuon).ﬁbungthemwntofthcpamu!hnaahmapmduwdpuqlbxnbemldympomibhﬁw
reimbursing cach Underproduced Pasty for auch Underproduced Party's respective share of overproducti
by such Overpraduced Party in.accordance with the provisions hercin contained. If any party fails to pay any sum
duc under the teams hereof after d d therefor by the Operstar, the Op may tumn responsibility for the
collection of such sum to the pasty ar partics to whom it is owed, mepnamrlhxllhnv:nu further responsibility
for collection.

© In ddmmninzthnlmmm of overproduction for which settlement is due, production taken
during any month by an Uaderproduced Party in excess of such Underproduced Party's share shall be treated as
mxho-upnndlhxnbelyplwdlomdneepmrdeﬁcmintheordcrofmmdohmhdcﬁm

o AnOvetpmducodPlnythanookgumhndfarmmuu.wldguwmaIﬁlmqor
otherwisc disposed of ges in other than & eash salc shall pay for such ges at market value at the time it was
p:odueed,wm:f&eOva-pmducedPartywldluchgutom;tﬁhmnlpmegxutcrorlumthnnmdmtvduc.

[¢4] Hm&mdumhrzrmqmmdhymygovuummmlumhnmy.mhpmymnbcmumbhmr
n!mpedxvclhueofmchmﬁmdsuﬁmllyhahmedtmda

Deliverability Tests = -

At the request of any party, Opmmmypmducothcmumwd]mumfnudchvmbﬂnymtmtm
exceed seventy-two (72) hours in duration (or such longer period of time a3 may be mutually agreed upon by the
parties) if required under such requesting party's gas ulucrmmpqmﬁnnconnwt.

Nominations

-Each party shall, cnumonﬂ;lyba.m g:chpaumluﬁczmtumcmddmumatonnmmmwch
party's respective share of gas to the transporting pipeline(s) or, if Operstor is not nominating such party's gas, to
inform Operator of the manner in which to dispatch such party's gas. Except as sad to the extent cauied by
Operator's gross negligence or willful misconduct, Operstor shall not be respoasible for any fecs and/or penaltics
azsociated with imbalances charged by eny pipeline to aay Underproduced or Overproduced Party(ics).

Statements

On or before the tweaty-fifth (25&h)dnyofthcmon!hfoﬂowinz&cmomhofpmducbon,ewhputymbng
gas shall furnish or cause to be furnished to Operator a statcment of gas taken expressed in terms of MMBUs's. If
wmdvohmcmfoxmnnanlufﬁumztop:q»mmchlwrmmtunotmndcw:ihhlcwdwnhngputymmfﬁaan
time to prepare it, such taking party shll hel h & stat: t of its good fuith estimate of volumes
taken, Within tweaty (20) days of the reccipt of all such statements, Opezator shall furmnish to each party & statcment
of the gas balance among the partics, including the total quantity of gas produced from cach formation in cach well,
the portion thereof uied in operations, veated-or lost, and the total quantity delivered for each pasty's account. Any
exror or discrepancy in Operator’s monthly statement shall be promptly reported to Op and Operator shall
m-h::pmpeud_)umnmtdmeofwhhhthmy@O)dnys;ﬂerﬁmlddmmonoﬂbcoanwtqmmmwlqu.
provided, however, that if oo errors or discrepancics arc reparted to Operator within two (2) years from the datc of
any statement, such tatement thall be conclutively deeraed to be correct. Additiopally, within thirty (30) days from
themdofuchu!mduyw,mpaamumﬁnm;hmom iortheml:pmpouofmhluhmgmrds

sufficicat to verify cash balancing valucs, a sotoally received or constructively received
wnder paragraph 3(c), on & momhly basis for the calcadar ywpwccdmg the imrediately concluded calendar year.

Opcrator shall not allow & party to produce gas for its t during any moath whed such party is delinquent in s0
furnishing the monthly or annual stetements. .

Payments of Taxcs

Eachpaxtytahngmﬂuﬂpayorcauacbbepmdmywdaﬂpmdnbunn,lmncc,uﬁlny sales,
excise, or other taxes duc on such gas,

Opamngﬁtpamu

: Mopmwmmwmupmudmmcwmmmgummofwhdhaaﬂ
pamumldﬁnzorumgzumwbahuthenlumduwufuchmmmpommwﬂmmpmmmmwxm
such ges.
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12,

13.

14,

16.

17.

18,

. gross neglig or willful

¥
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Overproducing Allowablc
EwhpaﬁynhaﬂngcOpmmnufﬁmumcmddammwubbomwmabappmpmﬁc
nominations, forccasts-and/or filings with the regulatory bodies having jurisdiction to establish gllowances. Each
putylhl.lluallhmuxczuhrcxtshhsmddchvmﬁumtbcConmdAmmﬂutdwwdl(l)macdhaeby
shall not be curtziled end/or ghut-ia for overproducing the sliowablc prod asaigned th by the regulatory

‘body having jurisdiction.

Payment of Leaschold Burdeas )

At a1l times while gas is produced from the Coutract Ares, eachi party agrees to make appropriste
actticment of all spyaltics, overmiding royaltica and other payments owt of or in lics of production for which such
party is reiponsiblc just as if such party were taking or delivering to a purchaser such party's full sharc, and such
party's full share only,-of such gas production exclusive of gas uscd in operations, veated or lost, and cach party
agrecs to indemnify and bold each other party harmless from any and all claims relating thereto,

Application of Agreement
The provisions of this Agreement shall be separately applicable and shell constitute 8 separate egreement

- with respect to gas produce form cach formation in each well located on the Contract Arcs.

Texm
‘This Agreement shall terminate whea gas production under the Opcrefing Agreement permanently ceascs
snd the accounts of the partics are finally settled in accordance with the provisions herein contained.

Operator's Liability

Except as otherwise provided herein, Operator is anthorized to.administer the provisions of this
Agreement, but shall suffer no liability to the other parties for losscs sustained or Hability inourred which arise out
of orin {on with the perf of Op 's dutics b der except such ax may result from Operatar's

3 4

Andits
AnyUnderpmducchnxty:ballhavethoxightfor:pcﬁodpftwoa)ycan:ﬁcrmdptofpgymcnt
to & final ting and after giving written notice to all partics, to audit aa Overproduced Party's
accounts and records rclating to.such payment. Any Overproduced Party shall have the right for a period of two (2)
yun:ﬁutmda-ofpxymanformmupcdwhmmduponﬁvinxwdmmbxwmpmﬂ to audit sn
Undexp d Party's records &s to volunes. Tho party conducting such audit shall bear its coats of the audit,
Addltmmﬂy.Opmtarlhﬂlhxvctbenglmﬁ:rapmndo(nva(l)yunnﬂamaptofmmnudtum‘:u:fmmn
nmmrmmwsmMmmmmmmermmmMmmn
relating to such paymeat. Costs of such audit shall be borue by the joint scconnt.

SucoeuonnndAuxyu
'I’hctcmu.covcnmumdcundmnmofumwmwntxbaubobmdmguponmds}mnmumw!hcbmcﬁt
of the parties and to their respects and anigns, and may be assigned in whole or in part from time to

time; provided, howover, ﬂm(z)myxuchudgnmmndunbemdcmbjeamthuw;ndumngﬂw
paruulhzllnotbevdidvnthomtheapmnmﬂenwccpmnuofﬂwmofﬂmwwnmbymcm(b) )

the Assignee shall sequire such interest xubject to any overproduction and/or uaderproduction imbalances existing at
md:muwnﬂumyushbdmcugthgmonmtzﬂhuebymd(o)mwehunxnmnshallrd,xwedw

Assignor from any obligation to the other partics Wwith respect o any overproduction teken by Assignor prier to such e

Liquefiable Hydrocarbons Not Covered Under Agr
‘The partics shall share proportionately in and.own all liquid hydrocarbons recovered with the gas by lease

" equipment in accordinoc with their respoctivé interesta,

Conflict
If!hacunconﬁwtbd.wemdwmoﬁhummlnd&wwmofmyzuukaeaumueovmng
the Contract Arca entered into by any party, the terms of this Agreement shall govern. .

Arbitration
Auny contraversy or claim arising out of or relating. to this Agr , or the breach thereof, sball be

“settled by binding asbitration in accordance with the Commercial Arbitration Rules of the American Arbitrtion

Association, and judgmeat upen the award may be eatered ia any Coust having  Jurisdiction-thercof. The arbitrator
lhannouwudpnnmwdaxmgahwmmxofmyeomvmyorm
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<t EXHIBIT “F” -7

ATTACHED TO AND MADE A PART OF THE OPERATING AGREEMENT DATED .JANUARY 26, 1998,
BY AND BETWEEN PENWELL ENERGY, INC., AS OPERATOR, AND
NEARBURG EXPLORATION COMPANY, L.L.C., AS NON-OPERATOR .

NONDISCRIMINATION AND CERTIFICATION OF NONSEGREGATED FACILITIES

A. Equatl Qpportunity Clause (41 CER 60-1.4). (Applicable only to contracis 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 arigin. The Operator will take affinnative action to ensure that
applicants are employed, and that employées are treated during employment, without regard to their
race, color, religion, sex, or national origin, Such action shall include, but not be fimited 1o the
following: Employment, upgrading, demotion, or transfer, recruitment or recruitment adverlising,
layoff or terminations, Including apprenticeship. The Operator agrees to post In consplcuous places,
avallable to employees-and applicants for employment, notices to be provided by the contracting
officer setting forth the provislons of this nondiscrimination clause.

2) The Operator will, In all solicitations or advertisements for employees placed by or on behalf of the
Operator, state that all qualified applicants wiil recelve conslderation for employment without regard
to race, color, religlon, sex, or nationgl origin.

(3) The Operator will send to each labor unlon or represertative of workers with which it has a collective
bargaining agreement or other contract or understanding, a notice to be provided by the agency
contracting officor, advising the labor union or workers representstive of the -Operator s
commitments under section 202 of Executive Order 11248 of September 24, 1885, and shall post
copies of the notics In eonsplcuous ‘placss available to employeas and applicants for employment.

(4) The Operator will comply with all provisions of Executive Order 11246 of September 24, 1965 and of
the mles. regulations, and relevant orders of the Secretary of Labor.

(5) The Operator will fumish all Information and reports required by Executive Order 11248 of September
24, 1965, and by the rules, regulations, and orders of the Secretary of Labor, or pursuant thereto,
and will permit acgess to its books, records, and accounts by the contracting agency and the
Secretary of Labor for purposes of investigation to ascartain compliance with such rules, regulations,
-and orders, .

{6) in the event of the Operator & noncompliance with the nondiscrimination clauses of this contract or

with any of such rules, regulations, or orders, this coniract may be canceled, terminated, or

. suspended In whole or in part and the Operator may be declared Ingligible for further Govemment

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

1865, and such other sanctions may be Imposed and remedies invoked as provided in Executive

Order 11248 of September 24, 1965, or by rule, regulation, or order of the Secretary of Labor, or as
atherwise provided by law.

(7) The Operator will include the provisions of paragraph (1) through.(7) In.every subcontract or purchase
order unless exempted by rules, regulations, or orders of the Secretary of Labor Issued pursuant to
section 204 of the Executive Order-11248 of September 24, 1085, sb that such provisions will be

* binding upon each subcontractor or vendor. The Operator will take such action with respect to any
subcontract or purchase order as the contracting agency may direct as & means of enforcing such
provisions Including sanctions for noncompliance: Provided, however, that in the event the Operator
becomes involved in, or Is threatened with, ltigation with & subcontractor or vendor as a result of
such direction by the contracling agency, the Operator may request the United States to enter into
such litigation to prolect the Interests of the Unned States.

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

The Operator certifies that it does not, and will not, maintain or provide for its employees any segregated
facllities at any of its establishments, and that it does not, and will inot, permit its employees to perform
their services at any location, under its control, where segregated facllities are maintained, The Operator
agrees that a breach of this cetification Is a viclation of the Equal Opportunity Clause. In thls cantract or
purchase order. As used In this certification, the temm segregated facllitles means any walting rooms,
work areas, rest rooms and wash rooms, restaurants and offier eating areas, time clocks, locker roomis
and other storage or dressing areas, parking lots, drinking fountains, recreation or enterfainment areas,
transportation, and housing facllities provided for emiployees which are segregated by explicit directive or
are in fact segregated on the basis of rate, -creed, color, or national- origln, because of habi, local
custom, or ctherwise. The Operator further agrees that (except where It has cobiained Identical
certifications from proposed subcontractors for specifictime periods) it will obtaln identical certifications
from propgsed subcontractors prior 1o the award of subcontracts exceeding $106,0600 which are not
exemnpt from the provisions of the. Equal Opportunity- Clause; that -it-will retain such certifications In its
" files; and that it will forward the following notice to such proposed suboontmclors



CE -
NOTICE TO PROSPEC’?E‘&’ : SUBCONTRACTORS OF REQUIREMEwT FOR CERTIFIGAT!ON§ OF
NONSEGREGATED FACILITIES. A Certificate of Nonsegregated Facilities must be submitted prier to -
the award of a subcontract exceeding $10,000 which is not exempt from the pravisions of the Equal
Opportunity Clause. . The certification may be submitted either for each subcontract ¢r for all
subcontracts during a period (l.e., quarterly, semiannually, or annually).

. Affinnative Action Compliance Program (41 CFR §0-1.40) (Applicable only if (g) the Operator has 50 or
maore employees and (b) the contract er 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 maintaln & copy of separate
pragrams for each establishmant, including evaluations of utilization of minority group personnel and the
job classification tables, at each local office responsible for the personnel matiers of such establishment.

. Employer |nformation Report (41 CER- 60-1.7) (Applicable only if (a) the Operator has 50 or more
employees, and (b) the Operator is nol exempt (pursuant to section 60-1.5 of Title 41 of the Code of
‘Federal Regulations) from the requirement for filing Employer Information Report EEO-1, and () the
contract or purchase order {s for $50,000 or mare,)

The Operator agrees 1o 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 Equat Employment Opportunity Commission and Plans for Progress
or such form as may hereafter be promulgated In its place. i

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

only to contracts or purchase orders far $10,000 or more.) -

“The affirmalive action clause prescribed In section 80-250.4 of Title 41 of the Code of Federal
‘Regulations Is incorporated hereln by refersnce (as permitted by section 80-250.22 of said Regulstions)
as If set out in full at this point. If the Operator (2) has 50 or more employees and (b) this contract ar
purchase order is for $50,000 or more, theh within 120 days from the effectiveness of this contract or
purchase order, the Operator shall prepare and malntain an affirmative action program at each -
establishment which shall set forth the' Opéerator s policies, practices and procedures In accordance with -
section 60-250.8 of sald Regulations. ) o -

. Affimmative Action dica 1
. purchase orders for $2,500 or more.)

(Applicable only to contracts or

The Affimnative Actlon Clause prescribed In section 60-741.4 of Title 41 of the Code of Federal
Regulations Is Incorporated hereln by reference (as permitied by section 60-741.22 of said Regulations)
-as if set out In full at this point. If the Operator (a) has 50 or mors employees and (b) this contract or
purchase order is for $50,000 or more, then, within 120 days of the effectiveness of this contract or
purchase order, the Operater shall prepare and malntaln an affirnative actlon program at each
establishment, which program shall set forth the Opsrator s policles, praclices and procedures In
accordance with section 60-741.6 of sald Regulations. ' o :

. Utllization of Minority Business Enterprises (Fedsral Procurement Regulafions 1-1.13) (Applicable only
to contracts or purchase orders which may exceed $10,000)

N{)) It is the palicy of the Govemment that minority business enterprises shall have the maximum
practicable opportunity to participate In the performance of Government contracts.

@ 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 efficlent performance of this contract. As used in
this contract, the term minority business enterprise means a business, at least 50 percent of which Is
owned by minority group members of, In case of publicly owned businesses, at least 51 percent of the

. stock of which Is owned by minarity group members. For the purpeses 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
‘SUb:s?m:ﬁdms regarding thelr status as minority business enterprises In lieu of an Independent
nvestigation.

Rojosasd(iw)



EXHIBIT "H"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING
AGREEMENT DATED THE 26TH DAY OF JANUARY, 1998, BY AND BETWEEN
PENWELL ENERGY, INC,, AS OPERATOR, AND NEARBURG EXPLORATION

COMPANY, L.L.C., AS NON-OPERATOR

NEARBURG EXPLORATION COMPANY, L.L.C.

EXPLORATION AND PRODUCTION

Well:
Location:
Operator:

WELL INFORMATION REQUIREMENTS

Spacing Unit:

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

A. DRILLING AND MUDLOGGER REPORTS:

Daily drilling- and mudlogger reports containing current depth and status, general summary, deviation
surveys, mud properties, daily and cumulative costs, background gas and drilling break intervals in which -
a show s present with a description of show and the lithology contalning the show. Daily well and

" mudlogger reports should be faxed daily by 9:00 a.m. CST and a weekly recap mali

following:

‘NEARBURG EXPLORATION COMPANY, L.L.C.

(Driliing and Mudlogger Reports)
3300 N. A" Street, Building 2, Suite 120

- Midland, Texas 79705

Attn.: Jerry Elger

" FAX: (915)-686-7806

B. WELL DATA

The fdllowing listed data should be mailed as follows:

NEARBURG EXPLORATION COMPANY, L.L.C,

3300 N. "A" Street, Building 2, Suite 120
Midland, Texas 79705
Atin.: Ken Billings

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

completion procedures 48 hours
prior to commencement of operation.

Copy of dally mud logs. 1
Caopies of the final mud log. 3
Capies of the field prints 3
of all logs run in the well.

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

Copy of film of the final 1
composite prints of ali logs

run in well.

Copy well log customer disketie 1

3%" LAS format.

iled/faxed to the

NEARBURG PRODUCING COMPANY
P.O. Box 823085

Dallas, Texas 75382-3085

Altn.: Production Secretary

DALLAS
1



Page -2-
Well information Requirements ) ]
_ MIDLAND DALLAS
9. One initial and final copy 2 1
: of any DST, caring, sample
analysis, formation fluid
 analysts, or test reports
on the well.
10. Well history at 1 1
completion of the well.
11. Copy of the bit record and - 1
mud recap.
12. One copy of Operator's 1 1
State Production Report (montmy_)
13. One sample cut of all samples 1

collected by mudfog crew.

14. One (1) complete slabbed seaction of whole core ("chips” from those pomons removed for special
analysis)

15. One (1) copy of ali title opinions and curatxve instruments covering the pmrahon OF spacing unit
for the well should be sent to:

NEARBURG EXPLORATION COMPANY, L.L.C. NEARBURG PRODUCIN_G COMPANY

© 3300 N, "A", Building 2, Suite 120 P. Q. Box 823085
-Midiand, Texas 78705 . Dallas, Texas 75382-3085

Atin.: Bob Shelton ) Attn.: Kathle Craft

. C. " NOTIFICATION:

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

NAME - OFFICE © HOME , PAGE

Jerry Elger (Geology) ' (915) 686-8235 (915) 687-0344 (600) 405-5160
Cap Horning (Geology) (915) 686-8235 (915) 6994131 (800) 585-4543
Scott Kimbrough (Drilling) (915) 686-8235 (915) 687-4279 ~ (800) 405-5173
Tim MacDonald (Engineering) (214) 739-1778 (972) 390-8106 (838) 357-1884
2. B If you anticipate a major decision (plugging, casing point, etc.) that lnvoh)es Nearburg

Exploration Company over a weekend or haliday, please notify Jemy Elger by phone (or one of
-the above in the order listed) during regular working hours so that arrangements can be made.

D. ACCESS TO LOCATION

Nearburg Producing Company and Nearburg Explaration Cormpany, LL.C., its employees, consultants,
or agenis, shall have full and free access to the drilling location to include the demick floor AND
mudlogging unit at ali times, without notice, and all well operation and information obtained or conducted
during the drilling, completing or producing life of any well to which Nearburg is entitied to receive such
well nformation.

CE. SPECIAL REQUIREMENTS FOR ADDITIONAL WELL INFORMATION

Nearburg Producing Company and Nearburg Exploration Company, L.L.C. reserve the right to run a
velacity survey, acoustic surveys, or other well bore logs or tests including the Schiumberger hises
density and FMI for spot ELAN analysis and DST(s) to its satisfaction if not run by the operator, or in the-
case where operator runs same, operator shall fumish to Nearburg all such information or surveys. In
addition, Nearburg Explaration Company, L.L..C. may require operator to run a two-man mudlegging unit.

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

Cap Homing 4 Bob Shelton
Exploration Manager ) Land Manager

Date; — Date:
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Blackbird Prospect -
EXHIBIT “1”

To that certain Operating Agreement dated January 26, 1998,
by and between PENWELL ENERGY, INC., as Operator, and
NEARBURG EXPLORATION COMPANY, L.L.C., ET AL, as Non-Operators.

NOTICE OF >J OINT OPERATING AGREEMENT, LIEN,
SECURITY INTERESTS AND FINANCING STATEMENT

STATE OF NEW MEXICO §
§
COUNTY OF EDDY §

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

~ W/2 of Section 10, and All of Section 11,
Township 16 South, Range 28 East, NMPM,
Eddy County, New Mexico, being limited
in depth from the surface of the earth to the
base of the Morrow Formation,

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

“Lien and Payment Defaults:

Each Non-Operator grants to Operator & lien upon its oil and gas rights in
the Contract Area, and a security interest in its share of oil and/or gas when
.. extracted and its interest in all equipment, to secure payment of its share of
expense, together with interest thereon at a rate provided in Exhibit “C” to
the above referenced Operating Agreement. To the extent that Operator -
has a security interest under the Uniform Commercial Code of the state,
Operator shall be entitled to exercise the rights and remedies of a secured
party under the Code. The bringing of & suit and the obtaining of
Jjudgement by Opérator for the secured indebtedness shall not be deemed as
election of remedies or otherwise affect the lien rights or security interest
as security for the payment thereof In Addition, upon default by any Non-
Operator in the payment of its share of expense, Operator shall have the
right, without prejudice to other rights or remedies, to collect from the
- purchaser the proceeds from the sale of such Non-Operator’s share of oil
and/or gas until the amount owed by such Non-Operator, plus interest, has
been paid. Each purchaser shall be entitled to rely upon Operator’s written
statement concerning the amount of any default. Operator grants a like lien
. and security interest to the Non-Operators to secure payment of Operator’s
propomonate share of expense.”

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

ATTENTION QF RECORDING QOFFICE: This instrument gives notice of and
grants liens and security interésts to botli QOperator and Nori-Operators. Operator
is_both a secured party and a debtor. Non-operators are both a secured party and
debtor. r'I'his Notice, as a financing statement, should be indexed accordingly.

Tammy Balimbeidge
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EXHIRIT “T" :

NOTICE OF JOINT OPERATING AGREEMENT LIEN,
SECURITY INTERESTS AND FINANCING STATEMENT
PAGE -2-

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

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

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

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

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

This Agreemient shall be effective as of the 26® day of January, 1998.

OPERATOR:

600 North Marienfeld, Steven R_ Foy, Vice p
Suite 1100 Tax ID#75-2223190
Midland, Texas 79701

NON-OPERATOR:

NEARBURG EXPLORATION COMPANY, L.L.C.

By_/?///«/@

o ’ : Printed Name; Robert’ G. Shelton
3300 North “A” Street Title;  Attofney-in-Fart
Building 2, Suite 120" Tax ID#:__"75-3626152
_ Midland, Texas 79705 Date: March 5, 1998
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EXHIBIT “T"
NOTICE OF JOINT OPERATING AGREEMENT LIEN,

.SECURITY INTERESTS AND FINANCING STATEMENT

PAGE -3-

ACKNOWLEDGMENTS

STATE OF TEXAS g
COUNTY OF MIDLAND §

day of March 1998, by Steven R.

This instrument was acknowledged before me this 2™
hs corporation, on behalf of said

Foy, as Vice President of PENWELL ENERGY, INC., a Te
corporation. ’ ]

My Commission Expires:
9/23/01

STATE OF TEXAS 0§
v ‘ §
COUNTY OF MIDLAND §

S
This instrument was acknowledged before me on this 5 day of March, 1998, by
Robert G. Shelton ag Attorpey-in-Fact of NEARBURG

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

company. ,
Nomry/bubuc in and for the State of Texas
My Commission Expires: I B AP
5-25-30%0 S leelle

D, WALTON |
Notary Public
STATE OF TEXAS [

STATEOFNEWMEXICO 5
Countyof Eddy ?

FILED MARI.#B% '

at ~35.3i..o’clock P. s
recorded In BagK P
of the Records of Eeg
oo

By &
¥ Deputy

Ho-merncjoablackbird (1w)
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> &ANDREWS Email:  shall@montand.com

Reply To: Santa Fe Office
www.montand.com

October 2, 2009

David Brooks, Esq. Hand Delivered
New Mexico Oil Conservation Division

1220 S. St. Francis Drive

Santa Fe, NM 87505

Re: NMOCD Case No. 14323: Application of Chesapeake Energy
Corporation for Cancellation of a Permit to Drill Issued to COG Operating LLC, Eddy.

County, New Mexico

Dear Mr. Brooks:

On Tuesday, September 29, 2009, Mr. Kellahin and | attended a conference
convened by you pursuant to my letter dated September 23, 2009 requesting
reinstatement of COG Operating LLC's APD and issuance of a corrected order. The
request was made in view of uncontested evidence in the hearing record
establishing COG's working interest control in each of the 40-acre tracts
comprising the 160-acre special project area for COG's Blackhawk 11 Federal Well
No. 1-H. Mr. Kellahin, on behalf of Chesapeake, objected to reinstatement of the
APD, challenging the authority of one of the interest owners election to participate
in COG's well when that owner is allegedly a party to an operating agreement.
Chesapeake did not introduce the operating agreement into evidence at the hearing.
Counsel were then asked to brief this issue by next week. In an e-mail to me, Mr.
Kellahin framed the issue as follows:

"Does the joinder of a non-operator working interest owner to a Joint
Operating Agreement ("JOA") preclude that non-operator working
interest owner from signing an AFE presented by a third-party who has
no interest in the JOA contract area?”

| believe this is a fair statement of the issue. However, as | indicated, it will
not be possible to properly analyze this issue without a review of the terms of the

REPLY TO:

325 Paseo de Peralta 6301 Indian School Road NE, Suite 400

Santa Fe, New Mexico 87501 Albuquerque, New Mexico 87110

Telephone (505) 982-3873 - Fax (505) 982-4289 Telephone (505) 884-4200 * Fax (505) 888-8929
Post Office Box 2307 _ Post Office Box 36210 '

Santa Fe, New Mexico 87504-2307 Albuquerque, New Mexico 87176-6210  EXHIBIT D



David Brooks, Esq.
October 2, 2009
Page 2

operating agreement Chesapeake relies on. This is confirmed by my initial
research. Through Mr. Kellahin, Chesapeake has been requested to provide a copy
of the operating agreement. However, | have received no response to the request.
Consequently, it will not be possible to provide you with briefing on this issue by
next week, so an extension is requested. The lack of any evidence in the record
regarding the operating agreement is another matter that will have to be addressed. .

In addition to the operating agreement issue, we also discussed on
September 23rd the possibility than an application for a rulemaking proceeding to
address horizontal well permitting issues might be forthcoming. You indicated that
because there was no rulemaking application pending, the Division would attempt
to establish policy regarding applications for permits to drill horizontal wells by way
of an order in this proceeding. |f my understanding in this regard is not accurate,

please advise.
Very truly yours,
: —
T Y e RARQ

J. Scott Hall
JSH:kw

cc:  W. Thomas Kellahin, Esq.



