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1 OPERATING AGRBEMENT 
2 Txrrg Ar.pppvrPMT, . ^ . r r A ; „ m Ky . . . . . , P e n w e 1 1 Energy* Tnc. , 
3 hereinafter designated and referred to as "Opetator," and the jienatfjf? party, er parties otter than Operator, someusaes 
-4 hereinafter referred to iodividuallY as "Non-Operator,1* and collectively as 1;Ndo-Operators.'' 
5 WITNESSETH: 
6 WHEREAS, toe parries to this agreement are owners of Oil. and Gas Leases and/or Oil and Gas Interests in the land 
7 identified in Exhibit "A," and the parties hereto have reached an agreement td explore and develop these Lc&scs and/or Oil 
8 and Gu Interests for the production of Oil and Gai to che extent and as hereinafter provided, 
9 NOW, THEREFORE, it is .greed as follow,: 

10 ARTICLE !. 
I t DEFTNmONS . . . 
12 As used in this agreement, the following words and terms shall have the meanings here ascribed co them: 
IJ A. The teem "AJPB" shall mean an Authority for Expenditure ptepared by a party to this agreement for the purpose of 
1-4 estimating the costs to be incurred in conducting an operation hereunder. 
15 B. The term "Completion" or "Complete" shall mean a single operation intended to complete a well as a producer of Oil 
16 and Gas in one or more Zones, including, but not limited to, the setting of production casing, perforating, well jcimulacion 
17 and production testing conducted in such operation. 
18 C The term "i^ontracr Area" shall mean all of the lands, Oil and Gas Leases and/or Oil and Gas Interests intended to be 
19 developed and opeJ"ated for Oil and Gas purposes under this agreement. Such lands, OU and Gas . Leases and Oil and-Gas 

. 20 Interests are described fa Exhibit " A " 
21 D. The term "Deepen" shall mean a. single operation, whereby a well is drilled to an objective Zone below the deepest 
22 Zone In which the well was previously drilled, or below the Deepest Zone proposed In the associated AFE, whichevet is the 
23 lesser. 
24 E. The terms "Drilling Party" and "Consenting Party" shall mean a party who agrees to join in and pay its share of che 
25 cost of any operation conducted under the provisions of this agreement. 
26 F. The term "Drilling Unit" shall mean the area fixed for the drilling of one well by order or rule of any stace or federal 
27 body having authority. If a Drilling Unit is not faced by any such rule ot order, > Drilling Unit thall be the drilling unit as 
28 established by the pattern of drilling in the Contract Area unless fixed by express agreement of the Drilling Parties. 
29 G. The term "Drillsite!' shall mean the Oil and Gas Lease or Oil and Gas Interest on which a proposed well is to be 
30 locared-
31 H. The term 'Initial Well" shall mean the well required to be drilled by the parties hereto as provided in Article VLA. 
32 I . The term "Non-Consent Well" shall mean a well in which less than all parties have conducted an operation is 
33 provided in Article VLB.Z 
34 J. The terms "Non-Drilling Party" and "Non-Consenting Parry" shall mean a p̂ ccy who elects not co participate in a 
35 proposed operation. 
3d K. The term Oil and Gas" shall mean oii, gas, casinghead gas, gas condensate, and/or all other liquid or gaseous 
37 hydrocarbons and other marketable substances produced therewith, unless an intent, to limit the melusiveness of this icrm is 
33 specifically stated. 
39 L The term "Oi! and Gas Interests" or "Interests" shall mean unleased fee and mineral interests in Oil and Gas in traces 
40 of land lying within the Contract Area whioh are owned by parties co chis agreement. 
41 M. The terms "Oil and Gas Lease," "Lease" and "Leasehold" shall mean the oii and gas leases or interests therein 
42 covering tracts of land lying within the Contract Area which arc owned, by the parties co chis agreement. 
43 N . Tbe term "Plug Back" shall mean a single operation whereby a deeper Zone is abandoned in order to attempt a 
44 Completion in a shallower Zone. 

45 O. The term "Recompletion" ot "Recomplete" shall mean an operation whereby a Completion in one Zone is abandoned 
46 in order to attempt a Completion in a different Zone within the existing wellbore • 
47 P. Tbe term "Rework" shall mean an operation conducted in che wellbore of a wcD afcer ir is Completed co tecucc, 
48 restore, or improve production in a Zone which is currendy open co producrion in the wellbore. Such operations include, but 
49 are not limited to, well stimulation operations but exclude any routine repair or maintenance work or drilling, Sidetracking, 
50 Deepening, Completing, Recompleting, or Plugging flack of a well 
51 Q. The term "Sidecrack" shall mean che directional contiol and Intentional deviation of a well from vertical so as to 
52 change the bottom boht location unless done to straighten the hole or to drill around junk In the hole to overcome other 
53 irwianical difficulties. 
54 R_ The term "Zone" shall mean a stratum of earth containing or thought to contain a common accumulation of Oil and 
55 Gas separately producible from any other OTtnroon accumcjacion of Oil and Gas. 
56" Unless the cpntexr otherwise clearly indicates, words used in the singular include the plural, the word "person" includes 
57 natural and artificial perrons, tbe plural includes the singular, and any gender includes the masculine, feminine, and neuter. 
58 ARTICLB IL 
59 . EXHIBITS 
60 The following exhibits, as indicated below and attached hereto, a « incorporated io and made a part hereof: 

. 61 ———, A Exhibit "A," •'hall Include the following information: 
62 (1) Description of lands aubject.ro this agreement, 
63 (2) Resrrictioiij, If any, as to depths, forrnations, or substances, 
64 (3) Parties to agreement with addresses arid.telephone numbers for notice purposes, 
6? (4) Percentages or friction*! Interests of parties co this agreement, 
65 (5) Oil and Gas Leases and/or Oil and Gai Interests subject td this agreement, ' 
67 (6) Burdens on produaioo. 
68 B. Bthibjt "B," Form of Lease. 
69 — £ — C Exrubii "C," Accounting Procedure. 
70 5£ D. Exhibit "D," Insurance, 
71 —2? B. nVhihir "B," G u Balaodng Agreement. 
72 —S.— P. Hvhihir T V Ncuj-Drscjirrrirrarion and Cei^a t jpn of Non-Segregated Facilities. 
73 G. Bxfcibir "G," Tax Partnership. 
74 _2£ H.Other: Nenrhur t r K x r t l n r a t f o n Company. 1. .L.C. tyell 

Information Requirements 
x I . Exhibit "I", Notice of• Joint Operating Agreement, Lien, Security Interests 

and Financing Statement. "* " 

Revised 3/2/98 ' . • , 
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If acre provision of any exbibic, except Exhibits "E," "F' and "G," is inconsistent with any provision contained in 
the body of this agreement, the provisions in the body of this agreement shall prevail. 

i ARTICLE LU. 
INTERESTS OF PARTIES 

A. Oii and Gas ^Enreresrs: 
1/ any parry owns 3n Oil and Gas Interest in rhe Contracr Area, that Inceresc shall be treated foe all purposes of this 

agreement and during the term hereof as if ir were covered by the form of Oil and Gas Lease attached hereto as Exhibit "B. 
and che owner thereof shall be deemed to own boch royalty inceresc in such lease and che intcrcsc of che lessee thereunder. 
B. Interests of Parties in Coses and Production: 

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne 
and paid, and ail equipment and materials acquired in operacions on che Concract Area shall be owned, by the parties as their 
inccrescs are set forth.in Exhibit "A." In rhe same manner, the parries shall also own all production of Oil and Gas from the 

.;v:. Concract Area subject, however, to the payment of royalties and other burdens on production as described hereafter. v , ;; r 

• Regardless of which parry has concribured any Oil and Gas Lease or Oil and Gas Interest on which royalty or other 
burdens may be jpayable and except as otherwise expressly provided in this agreement, each parry shall pay or deliver, or 
cause to be paid or delivered, all burdens .on its share of the production from che Concract Area up to, but not in excess of, 

the royalty fcmrdens. on each ^ga f f a^ a n d M i t h e o t h c c p i n i a f m h o m i a J U l b i l i t y t h e r c f o r . 
Except as otherwise expressly provided in this agreement, if any parry has contributed hereto any Lease ot Interest which is 
burdened wich any royalty, overriding royalcy, production payment or other burden on production in excess of the amounts 
stipulated above, j:uch parry so burdened shall assume and alone bear all such excess obligations and shall indemnify, defend 
and hold the other panics hereto harmless from any and all claims attributable co such excess burden. However, so long as 
the Drilling Unit for che productive Zooc(s) is identical with che Contract Area, each party shall pay or deliver, or cause to 
be paid or delivered, all burdens on production from che Contract Area due under the ccrms of che Oil and Gas Lease(s) 
which such parry has concributed to this agreement, ind shall indemnify, defend and hold the other parties free from any 
liabilicy cherefor. 

No parry shall ever be responsible, on a price basis higher chan che price received by such parry, co any ocher parry's 
lessor or royalcy owner, and if such ocher party's lessor or royalry owner should demand and receive settlement on fl higher 
price basis, che party contributing che affected Lease shjall bear che additional, royalty burden attfibutable co such higher price. 

Nothing contained in this Article III.B. shall be deemed an assignment ot cross-assignment of interests covered hereby, 
and in the event rtvo or more parties contribute to cl is agcecrncnt jointly owned Leases, the parties' undivided inceccscs in 
said Leaseholds shall be deemed separace leasehold inccrescs for che purposes of chis agreement, 
C. Subsequently Created Interests: 

If any parry has contributed hcreco a Lease or Inceresc char is burdened wirh an assignment of production given as securicy 
for che payment of money, or if, after the date of this agreement, any parry creaccs ao overriding royalty, produccion 
payment, net profits interest, assignment of production or,other burden payable out of production attributable to its working 
interest hereunder, such burden shail be deemed a "Subsequently Created Inceresr." Further, if any party has contributed 
hereto a Lease or Interest burdened with an overriding royalty, produccion paymenc, nec profits interest, or other burden 
payable out of production created prior to the date of chis agreement, and such burden is not shown on Exhibit "A," such 
burden also shall be deemed a Subsequently Created Inceresc co the extent such burden causes the burdens on such party's 
Lease or Inceresc to exceed the amount stipulated in Arucie LTLB. above. 

The party whoa: interest is burdened with the Subsequently Created Interest (che "Burdened Party") shall assume and 
alone bear, pay and discharge the Subsequently Created Interest and shall indemnify, defend and hold harmless che ocher 
parries from and against any liability therefor. Further, if the Burdened Party fails to pay, when doe, its share of expenses 
chargeable hereunder, all provisions of Article. ViLB. s.iaJl be enforceable against che Subsequently Creaced Interest in the 
same manner as chej are enforceable against the working interest of the Burdened Parry. If the Burdened Party is requited 
under this agreement to assign or relinquish to any othe^ party, or panies, all or a portion of its wotking intctest and/or the 
production attributable thereto, said other parcy, or panies, shall receive said assignment and/or production free and cleat of 
said Suhscquendy Creaced Incerest, and che Burdened Parcy shall indemnify, defend and. hold harmless said ocher party, ot 
panics, from any and all claims and demands for paymenc assened by owners of the Subsequently Created Interest. 

ARTICLE IV. 
TITLES 

A Title Examination: 
Tide examination shall be made on the Drillsite of any proposed well prior to commencement of drilling operacions and, 

if a majoricy in inceresc of che Drilling Panies so requese or Operator so elects, title examination shall be made on che entire 
Drilling Unit, or maximum ahria'pared Drilling Unit, ol the well The opinion will include che ownership of che working 
Incerest, minerals, royalcy, overriding royalcy and production payments under the applicable Leases. Each parry contributing 
Leases and/or Oil and Gas Interests to be included in the Drillsite ot Drilling Unit, if appropriate, shall furnish to Operator 
all abstracts (including federal lease scacus reports), title opinions, tide papers and curative material in its possession free of 
charge. Ail such information not in che possession of or made available co Operacor by the parties, but necessary for the 
examination of the title, shall be obtained by Operator. Operator shall cause title to be examined by attorneys on its staff or 
by outside attorneys. Copies of all title opinions shall be furnished to each Drilling Pany. Costs incurred by Oiifeator in 
procuring abstracts, fees paid outside attorneys for title Examination (including preliminary, supplemental, shui-g| royalty 
opinions and division order tide opinions) and other direct charges as provided in Exhibit "C" shall be borne by i 
Panies in che proportion chat che interest of each Drilling Parry bears to che cocal Incerest of all Drilling Panir? 
interests appear in Exhibit "A." Operator shall make no diarge for services rendered by its staff attorneys or othetjj 
in theDerformance of the above functions. 

CiuJj pan/ shall be responsible for securing curath e marrer and pooling aroendmencs or agreements • "rj* 
connection wich Leases or Oil and Gas Interests contributed by «err parry. Operator shall be responsible f 
and recording of pooling designations or declarations and, commuriitization agreements as well as l 
before governmental agencies for the securing of spacing or pooling orders or any other orders i 
the conduct of operacions hereunder. This shall not prevent any parry from appearing on ia'c 
Costs incurred by. Operator, uscluding fees paid to outside attorneys, which are associated with ncaringi I 
agencies, and which coirs are necessary and proper for the activities contemplated under this ag«Siricir4'<ffl!iJ' lsr>iHre&' 
charges to the joint account and shall not be covered tjy the administrative overhead charges as p r G ^ ^ ^ ^ ^ j j u K ^ f ! 

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

No well shall be drilled on the Contract Area until after (1) the title to the Drillsite ot Dtilling Unit, if appropriate, has 
been r*r»min#^ as above provided, and (2) the title has been approved by tbe examining attorney or title has been accepted by 
all of the Drilling Parties .in such welL 
15. Loss or Failure of Title: 

1. Tailui^ ufr=Kdi.. SliuulJ im; Oil and Gas Intcii • Oil nnd Gaj Lea through failu 
reduction of (merest from that shown on Exhibit "A," the parry credited wich contributing the affected Lease or Interr^c 
{including, if applicable, a successor in interest to such party) shall have ninety (90) days from final dete i mi nation of^itle 
failure CO acquire n new lease or other instrument curing che entirety of che title failure, which acquisition will noc be/ubject 
co Article VULB., and failing co do so, chis agrecmenc, neverrhclcss, shall continue in force as co all remaining OU'and Gas 
Leases and Interesa; and, 

! r); :.^:::;.: (a) The pajrty credited with contfibuting tbe Oil and Gas Lease or Interest affected by the tide failurc/tincluding, if:, 
f applicable, a successor in interest to such party) shall bear alone the entire loss and i l shall not be epeided /o recover from 

'Operator or' the oiher parties any development or operating costs which it may have previously paid or incurred, but there 
/ shall be no additional liability on its part to the ocher parties hereto by reason of such title failure; 

(b) There ihall be no retroactive adjuscmenc of expenses incurred or revenues received Iron/che operation of che 
Lease or Incerest which has failed, but the interests of che parties contained on Exhibit "A" shall pu revised on ao acreage 
basis, as of the time it is determined finally that tide failure has occurred, so that the interest or the parry whose Lease or 
Interest is affected Ir/ che title failure will thereafter be reduced in the Concract Area by che amounoof che Lease or Inceresc failed; 

(c) If the proportionate interest of the ocher parries hereto in any producing well previously drilled on the Contract 
Area is increased by teason of the title failure, tbe party who bore the costs incutred io connection with such well atttibutable 
co che Lease or Interest which has failed shall receive che proceeds atcribucable to che increase in such interest (less costs and 
burdens artributable thereto) until it has been reimbursed for unrecovered coses paid by ic in connection wich such well 
atcribucable to such failed Lease or Inccresr, 

(d) Should any person not a party to chis agrecmenc, who is determined/to be the owner of any Lease or Inccccsc 
which has failed, pay in any. manner any pan of the cost of operation, development, ot equipment, such amount shall be paid 
to the party or panies who bore che coses which are so refunded; 

(c) Any liability to account to a person not a parry co chis agreemen/ror prior production of Oil and Gas which arises 
by reason of ride laiiure shall be- borne severally by each party (induding a predecessor to a cunent party) who received 
production for which such accounting is required based on che amount̂ or such production received, and each such party shall 
severally ihdersioify, defend and hold harmless aU other r^nies heretj/^or any such liabihty to accounr, 

(f) No charge shall be made to the joint account for legal expenses, fees or salaries in connection wich che defense of 
che Lease or Inceresc claimed to have failed, but if the parcy contributing such Lease or Inceresc hereto elects to defend its tide 
it shall bear all expenses in connection therewith; and 

(g) If any ptrty is given credit on Exhibit "A" to A Lease or Inrerest which is limiced solely co ownership of an 
interest in the welliore of axiy well or wells and the ptoduction theteffom, such party's absence of inceresc in che remainder 
of che Concracr Arcsi shall be considered a Failure of TjAc as co such remaining Concracr Area unless char absence of inceresc 
is reflected on Exhibic "A." 

2. Loss by Non-Payment or Erroneous Payment/kf Amounc Due: If, through mistake or oversight, any rental, shut-in-well 
payment, minimum royalty or royalty paymcnc.Xr ocher paymenc necessary to maincain all or a ponion of an Oil and Gas 
Lease or Incerest is not paid or is erroncously^paid, aod as a result a Lease ot Interest terminates, there shall be no monetary 
liability against the party who failed ro make such payment. Unless che parcy who failed co make che ecquired paymenc 
secures a new Lease or Interest covering toe same interest within ninety (90) days from che discovery of che failure co make 
proper payment, which acquisition wilLooc be subject co Article VuTB., cbe inccrescs of che panics reflected on Exhibit "A" 
shall be revised oo an acreage basiSycffective as of the dace of cerminacioo of che Lease or Inceresc involved, and che party 
who failed co make proper payroerir will no longer be credited with an interest in the Contract Area on account of ownership 
of the Lease or Intenrst which ha/ terminated If che pany who failed to make the required payment shall not have been fully 
reimbursed, at che time of cho/loss, from che proceeds of che sale of Oil and Gas accribucable co che lose Lease oc Inceresc, 
calculaced on an acreage bujs, for the devclopmenr and operating coses previously paid on accouur of such Lease or Inceresc, 
ic shall be reimbursed foytinrecovered actual costs previously paid by it (but not for ics share of the cose of any dry hole 
previously drilled or welts previously abandoned) from so much of the following as is necessary to effect reimbursement: 

(a) Proceeds ax Oii and Gas produced prior to termination of the Lease or Inceresc, less operating expenses and lease 
burdens chargeabic/fiercundcr co the person who failed to make payment, previously accrued co che credit of che lost Lease or 
Interest, on an acreage basis, up to the amount of uriretovered costs; 

(b) Proceeds of OU and Gas, less operating expenses and lease burdens chargeable hereunder co chp person who failed 
to make paypnenc, up to the amount of unrecovered costs attributable to thar ponion of Oil and Gas thereafter produced and 
marketed (excluding production from any wells thereafter drilled) which, in the absence of such Lease or Incerest termination, 
would he artributable to che lost Lease or Interest on an acreage basis and which as a result of such Lease or Interest 
etrriisacion is aedited to other parties, the proceeds of said portioo of the Oi l and Gas to be contributed by the other parties 

'portion co cheir respective interests reflected on Exhibit "A"; and, 
(c) Any monieji, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, r£e; owner 

f-ttrtri : ur ' iu i t rui lust; fur die .pii.iUcgi, uf paitiupauugin die COU ; becoming a.paity to thw agraaW 
3. Other Losses: All losses of Leases or Inccrescs commirted co chis agreement, orhar rhnri thara. cut-forth 

IYJ3.1. and IVJ3.2. abunv shall be joint losses and shall be bome by all panics in proportion to their interests JfH&wrj on 
Exhibit "A." This shall include but not be limited to tbe loss of any Lease or Interest through failure to develop Sg&ecause 
express or implied covenants have not been performed (other than performance which requires only the payment efffSoney), 
and the toss of any Lease by expiration ac the end of its primary term if It is not renewed or extended T&SsSeptilbe oo 
readjustment of interests in the remaining ponion of the Contract Area on accounr of any joint loss. 

C Curinj; Title) Iti the e»iea> of « Failure of Titia under Aau'clo IViBili m a Ion af lillo uniiai JUtidb 
Lease or Interest acquired by any party hereto (ocher than the party whose interesj 
(90) day period provided by Article IV.B.l. aod Anli Ii TTt~ TT,P iilnuii i nm i nm all or a portion of che ini 
or was lost srJiiU_btnf[iiiiil ul a i i r to tbe party whose ioteresc has failed or was lost, and the provbfiobS^TBrtf^VHfiB: 

unety 
ited 
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1 ARTICLE V. 
2 OPERATOR 
3 A. Design, ri on a.nd Responsibilities of Operator: 
4 Penwel l_ E n e r g y / I r i C . • ^ ^ t h c Operator of the Contract Area, and shall conduct 
5 and direct aod have full control of aii operations oo' the Contract Area as permitted and required by, and within the limits of 
6 this agreement. In its performance of services hereunder for thc Non-Operators, Operator shall be an independent contractor 
7 oot subject to the control or direction of the Non-Operators except as to the type of operation to be undertaken in accordance 
3 with the election procedures contained in thia agreement. Operator shail not be deemed, or hold itself out as, the agent of the 
9 Non-Operators with authority to bind them to any obligation or liability assumed .or incurred by Operator as to any third 

10 .. party. Operator stiall .conduct its activisie* under chis agreement as a reasonable prudent operator, in a good and workmanlike 
11 manner, with due diligence and dispatch, in accordance wich good oilfield practice, and In compliance with applicable Law and 
12 regulation, but in no event shall it have any liability as Operator to the other parties for losses sustained or liabilities incurred. 

•-. 13 . .except such as may result from gross negligence or willful misconduct, . / '/'r'. "•' 
14 B, Resignation or Removal oi Operator and Selection of Successor; 
15 : 1- Resignation or Removal of Operator Operator may resign at any time by grv'ing written notice thereof to Non-Operators. 
16 If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of 
17 serving as Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a 
18 successor. Operator may be removed only for good cause by the affu-rriativc voce of Non-Operators owning a majority interest 
19 based on ownership as shown on rlxhibic "A" remaining after excluding the voting interest of Operator, such voce, shall not be 
20 deemed effective until a written notice has been delivered to the Operator by i Non-Operator detailing the alleged default and 
21 Operator has failed to cure the default within thirrv (30) days from its receipt of rhe notice or, if the default concerns an 
22 operation then be trig conducted, within forty-eight (48) hours of its receipt of the notice, For purposes hereof, "good cause" shail 
23 mean not ooiy gross negligence or willful mis conduct but also the material breach of or inability to meet the standards of 
24- operation contained in Article V.A. or material failure or inability to perform its obligations under this agreement. 
25 Subject to Article VXLD.l., such resignation or removal shall not become effective until 7:00 o'clock AM. on thc first 
26 day of the calendar month following thc expiration of ninety (90) days after che giving of notice of resignation by Operator 
27 or action by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of 
23 Operator at an earlier date. Operator, after effective dace of resignation or removal, shall be bound by the terms hereof as a 
29 Non-Operator. A change of a corporate name or structure of Operator or transfer of Operator's interest to any single 
30 subsidiary, parent or successor corporation shall not be che basis foe removal of Operator. 

• 31 2. Selection of Successor Operator: Upon the resignation or removal of Operator under any provision of this agreement, a 
32 successor Operator shall be selected by the parties. The successor Operator shall be selected from the parties owning an 
33 interest in che Contract Area at the tunc such successor Operator is selected. The successor Operator shall be selected by rhe 
34 affirmative vote of two (2) or more parties Owning a majority interest based on ownership as shown on Exhibit "A"; 
35 provided, however, if an Operator which has been removed or is deemed ro have resigned fail* to vote or votes only to 
36 succeed itself, the successor Operator shall be selected by the affirmative vote of the party or parties owning a majority 
37 interest based on ownership as shown on Exhibit "A" remaining after excluding the voting interest of the Operator that was 
38 removed or resigned The former Operator shall promptly deliver to che successor Operator all records and data telating to' 
39 thc operations conducted by the former Operator to the extent such records and data are not already in the possession of the 
40 successor operator. Any cost of obtaining or copying the former Operator's records and data shall be charged to the joint 
41 account. 
42 3* Hffect of Bankruptcy: If Operator becomes insolvent, bankrupt or is placed in receivership, it shall be deemed to have 
43 resigned without an]' action by Non-Operators, except the selection of a successor. If a petition for relief under the federal 
44 bankruptcy laws is filed by or against Operator, and the removal of Operator is prevented by the federal bankruptcy court, all 
45 Non-Operators and Operator shail comprise an interim operating committee to serve until Operator has elected to reject or 
46 assume this agreement pursuant to the Bankruptcy Code, and an election to reject this agreement by Operator as a debtor in 
47 possession, or by a trustee in bankruptcy, shall be deemed a resignation as Operator without any action by Non-Operators, 
48 except the selection of a successor. During the period of time the operating committee controls operations, all actions shall 
49 require the approval of two (2) or more parties owning a majority interest based on ownership as shown on Exhibit "A." In 
50 the event there are only two (2) parties to this agreement, during the peciod of time che operacing committee controls . 
51 operations, a third party acceptable to Operator, Non-Operator and the federal bankruptcy court shaii be selected a_s a 
52 member of the operating committee, and all actions shall require thc approval of two (2) members of the operating 
53 committee without rejjard for their interest in the Contract Area based on Exhibit "A." 
^4 C. Employees and Contractors: 
55 The number of employees or contractors used by Operator in conducting operations hereunder, their selection, and the 
56 • hours of labor and thc compensation for services performed shall be determined by Operator, and all such employees oc 
57 contractors shall be che employees or contractors of Operator. 
58 D. Rights and Duties of Operator: 
59 1. Competitive Rates and Use of Affiliates: All wells drilled on the Concract Area shall be drilled on * competitive 
60 contract basis at the usual rates prevailing in the area. If it so desires, Operator may employ its own tools and equipment in 
61 the drilling of wells, but its charges therefor shall not exceed the prevailing rate* in the area and rhe rate of sucfeharges 
62 shall be agreed upon by the parties in writing before drilling operations arc commenced, and such work shall be perfittned by 
63 Operator under the same terms and conditions as are customary and usual in the area in contracts of independent c&cractors 
64 who are doing work of a similar nature. All work performed or materials supplied by affUiares or related parties oi 
65 shall be performed or supplied at competitive rates, pursuant to written agreement, and io accordance with 
66 staridards prevailing ia the industry. 

67 2. Discharge of joint Account Obligarioas: Except as herein otherwise specifically provided, Operator shail 
68 and discharge expenses incurred in the development and operadoa of the Contract Area pursuant to this 
69 charge each of che panies hereto with their respective proportionate share* upon thc expense basis proyj 
70 Operator shall keep aci accurate record of the joint account hereunder, showing expenses incurred aod 
71 made and received. 
72 3. Protection from Liens: Operator shall pay, oc cause to be paid, as and when they become due and p.aj 

mm 
73 of contractori and auppliera and wagea aod aalariea fox service* rendered or performed, and for materia i b i t i | ^ ^ g & f ^ d n ^ 
74 reapeet ot thy Contract Area or any opera tio na for the joint account thereof, and ihall Iceep the Cc amtjA^JOW^rsZSsoj. 
* exclusive of Saturdays, Sundays and legal holidays 

-4-
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1 liens and ericurnbrarjces resulting therefrom except for chose resulting from a bona fide dispute as to services tendered or 
2 materials supplied ' 
3 4. Custody of .Funds: Operator shall hold for the account of the Non-Operators any funds of the Non-Operators advanced 
4 or paid to the Operator, either for the conduct of operations hereunder or as 4 result of the sale of production from the 

: ' " 5 Contract Area, am! such funds shall remain the funis of the Non-Operators on wfiose account they ate advanced or paid until 
5 used for their Intended purpose or otherwise delivered to the Non-Operators Or applied toward the payment of debts as 
7 provided in Arridr VILB. Nothing in this paragraph shall be construed to establish a fiduciary relationship, berween Operator 
8 and Non-Operators for sny purpose other than to account for Non-Operator funds as herein specifically provided. Nothing in 
9 this paragraph shall require the maintenance by Operator of separate accounts for the funds of Non-Operators unless the 

10 parries otherwise specifically agree. 
• 11. 5. Access to Contract Area and Records: Operator shaU, accept as otherwise provided herein, permit each Non-Operator 

12 or its duly authoria-sd representative, at thc Non-Operator's sole risk and cost, full and free access ar aii reasonable times to 
.. ;: 13 all operations of every kind and character being conducted for the joint account on the. Contract Area" and to the records of 

1-1 operations conducted thereon or production therefrom. Including Operator's books aod records relating^ thereto. Such access 
v v 15 '^ rights shall not be exercised in a manner interfering with Operator's conduct of ao operation hereunder.and shaii not obligate 

16 Operator to furnish any geologic or geophysical data of an interprerive nature unless the cost of preparation of such 
17 interpretive data was charged to the Joint account. Operator will furnish to'each Non-Operator upon request copies of any 
18 and all reports and information obtained by Operator in connection with production and related items, including, without 
19 limitation, meter and chart reports, production purchaser statements, tun tickets and monthly gauge reports, but excluding 

: 20 purchase contracts and pricing Information to the extent not applicable to the production of-the Non-Operator seeking the 
21 information- Any audit of Operator's records relating to amounts expended and the appropriateness of such expenditures 
22 shall be conducted in accordance with the audit protocol specified in Exhibit "C" 
23 6. Filing and Furnishing Governmental Reports: Operatot will file, and upon written request promptly furnish copies to 
24 each requesting Non-Operator not in default of its payment obligations, all operational notices, reports or applications 
25 required co be filed by local. State, Federal or Indian agencies or authorities having jurisdiction oyer operations hereunder'. 
26 Each Non-Operator shall provide to Operaror on a timely basis all information necessary to Operator to make such filings. 
27 7. Drilling and Testing Operations: The following provisions shall apply to each well drilled hereunder, including but not 
28 limited to tbe Initial Well: 
29 (a) Operator will promptly advise Non-Operators of the dace on which the well is spudded, or the date on which 
30 drilling operations are commenced 
31 (b) Operator will send to Non-Operators such reports, test results and notices regarding the progress 61 operations on the well 
32 as the Non-Operators :chall reasonably request, taduding, but nor limited to, dairy drilling reports, completinn reports, and well togs. 
33 . (c) Opeator shall adequately test all Zones encountered which may reasonably be expected to be capable of producing 
54 Oii and Gas in paying quantirica as a result of examination of the electric log or any other logs or cores or tests conducted 
33 hereunder. 
36 8. COST Estimates. Upon request of any Consenting Parry, Operator shall furnish estimates of current and etimuhcive coses 

, 37. incurred for the joini: account at reasonable intervals during the conduct of any operation, pursuant co this agreement. 
38 Operator shall not be held liable for errors in such estimates so long as the estimates are made in good faith. 
39 9. Insurance: At all times while operations are conducted hereunder, Operator shaU comply with the workers 
40 compensation law of ihe state where thc operacions are being conducted; provided, however, that Operator may be a self-
41 insurer for liability under said compensation laws in which event the only charge chat shall be made to thc joint account shail 
42 be as provided in Exhibit "C." Operator shall also carry ot provide insurance for the benefit of the joint account of the parties 
43 as outlined io Exhibit "D~ attached hereto and made a part hereof. Operaror shall require all contractors engaged in work on 
44 or for the Contract Area to comply wich the worker! compensation law of the state where the operations are being conducted 
45 and to maintain such oidier imuracice as Operator may require. 
46 In the event automobile liability insurance; is specified in said Exhibit or subsequently receives the approval of the 
47 parties, no direct charge shall be made by Operstor for premiums paid for such insurance for Operator's automotive 
48 cquipment-

49 ARTICLE VL 
50 DRILLING AND DEVELOPMENT 
51 A Initial Well: 

32 On or be/ore the day of = . , 19 , Operator shall commence the drilling of che Initial 
53 Well at the following loocioo: 
54 
55 
56 . . . TO BE DETEEHINED. 
57 
58 •, 
59 . 
60 . and shall thereafter continue the drilling of the weii with due diligence to 
61 
62 
63 
64 
65 
66 

67 The drillirig of the Initial Well and the parridpatioa therein by ail parpes is obligatory, subject to Article VLC1. as to pwffi ipaxion 
63 in Ccimr^ction opera tio na and Article VLF. as co termination, of operation* and Articie X I as co occurrence faf tbrrxfjrnljsaS 1 
69 B. Subsequent Operations: / 9 / T i f r a i 
70 1. Proposed Operations: If any party hereto should desire to driB any wfll on the CoritraaArea other tharr ttHKm^rfgW or 
71 If any parry should daslrjl to JUwork, Slda track, Dttpta, }Ucorapl*ta pr Hag Bads • dry halt or • w«U rirrHrBKWaWW* ol 
72 producing in paying quantities in which such party hai-nor otherwise relinquished ia loautH la the proposed ob^^J fmn°TOaer 
73 this agreement, the party desiring to drill. Rework, Sldecraê  Deepen, Recomplete or Plug Back suds a w t S ^ i t ^ ^ p i ^ w ^ M " 
74 notice of the proposed operation to the parties who havtj not otherwise relirscralshed thtiir Interest i THJ^S^L^^HOMIUU. 
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1 under this agr«:ment and to all other parties in the case of a proposal for Sidetracking or Deepening, specifying the work co be 
2 performed, the location, proposed depth, objective Zone and the estimated cose of che operation. The parties to.whom such a 
3 notice is delivered shall have thirty (30) days after receipt.of che notice within which CQ notify thc psrty proposing co do the work 

. 4 whether they elrcr to participate in the cost of che proposed operation. If a^driiling rig is on location, notice of a proposal to 
5 He-work, Sidetrack, Recomplere, Ping Back or Deepen may be given by telephone and the response period shall be limited to forry-
6 eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party to whom such notice is delivered to reply 
7 within thc period above fixed shail constitute an election by that parcy not to participate in the cost of the proposed operation. 
8 Any proposal by a party to conduct an operation conflicting with the operation initially proposed shall be delivered to al! parties 
9 within che time Jind in thc manner provided in Article VLB.6. 

10 If all parties to whom such notice is delivered elect to participate in- such a proposed operation, the parties shall be 
11 contractually committed ro participate therein provided such operations arc commenced within the time period hereafter set 
12 forth, and Operator shall, no later than nincry. (90) days after expiration of the notice period of thirty (30) days, (or as . 
13- . promptly as practicable after thc expiration of the forty-eight (48) hout period when a drilling rig is on location, as the case' 
14:V. may be), actually commence thc proposed operation and thereafter complete it with due diligence at the risk and expense of 
I5 v \ the parties participating therein; provided, however, said commencement date may be extended upon written notice of same 

. : . 16 .': by Operator to the other parties, for a peiiod of up to thirty (30) additional days if, in thc sole opinion of Operator, such 
17 ' additional time is reasonably necessary to obtain permits from governmental authorities, surface rtghr* (including righes-of-
18 way) or appropriate drilling equipment, or to complete title examination or curative matter required for title approval or 
19 acceptance. If thc actual operation has not been commenced within the time provided (including any extension thereof as . 

V 20 specifically permitted herein or in the force majeure provisions of Article XI) and if any party hereto scill desires to conduct 
21 said operation, written notice proposing same must be resubmitted to the othct parties in accordance herewith as if no prior 
22 proposal bad been made. Those parties that did not participate in the drilling of a well for which a proposal to Deepen ot 
23 Sidetrack is made hereunder shall, if such parties desire to participate in the proposed Deepening or Siderradting operation, 
24 reimburse the Drilling Parties in accordance with Article VLB.4. in the event of a Deepening operation and in accordance 
25 with Article VI.B.5. in the event of a Sidetracking operation 
26 2. Operations by Less Than All Parties: 
27 (a) Detcrtrunation of Participation. If any party co whom such notice is delivered as provided in Article VLB. I . or 
28 VI.Cl . (Option No: 2) elects noc to participate in the proposed operation, chen, in order to be entitled to che benefits of this 
29 Article, the party or parties giving the notice and such other parties as shall elea to participate in the operation shall, oo 
30 later than ninety (90) day* after thc expiration of the notice period of thirty (30) day* (or as promptly as practicable aftet the 
31 expiration of the forty-eight (48) hour period when a drilling rig is on location, aa the case may be) actually commence thc 
32 proposed operation and complete ic with due diligence. Operator shall perform all work for the account of the Consenting 
33 Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator Is a Non-Consenting Party, 
34 the Consenting Parries shall either: (i) request Operator to perform che work required by such proposed operation for the 
35 account of the Consenting Parties, or (ii) designate one of the Consenting Parties as Operacor to perform such work. The 
36 rights and duties granted to and imposed upon thc Operator under this agreement are granred to and imposed upon the parry 
37 designated as Operator for an operation in which the original Operator is a Non-Consenting Parcy. Consenting Parties, when 
38 conducting operations on the Contract Area pursuant to this Article VI3.2., shall comply with all terms and conditions of this 
39 agreement. 
40 If less than sll parties approve any proposed operation, che proposing party, immediately after the expiration of che 
41 applicable notice period, shall advise all Parties of the total interest of the panies approving such operation and its 
42 recommendarion as co wherhcr the Consenting Parties should proceed with thc operation as proposed. Each Consenting Party, 
43 within forty-eight (-48). hours (exclusive of Saturday, Sunday and legal holidays) after delivery of such notice, shall advise the 
44 proposing party of its desire co (i) limit participation to such, party's interest as shown on Exhibit "A" or (ii) carry only its 
45 proportionate part (iletermined by dividing such parry's intercsr in che Concract Area by the interests of all Consenting Parties in 
46 the Contract Area) of Non-Consenting Parties' interests, or (iii) carry its proportionate part (determined as provided in (ii)) of 
47 Non-Consenting Parties' incerest* together with all or a ponion of its proportionate part oi any Non-Consenting Parties' 
48 interests that any Consenting Party did noc elea to take. Any interest of Non-Consenting Parties char i* noc carried by a 
49 Consenting Parry sb^ll be deemed to be carried by the party proposing the operation if such parry docs nor withdraw its 
50 proposaL Failure to itdvise the proposing party within the time required shall be deemed an election under (i) . In the event a 
51 drilling rig is on location, notice may be given by telephone, and the time permitted for such a response shall not exceed a 
52 coral of forty-eighr (48) hours (exclusive of Saturday, Sunday and legal holidays). The proposing party, at ics eleaion, may 
53 withdraw such proposal i f there is less than 10096 participation and shalj notify all parties of such decision within ten (10) 

34 days, or wichin twenty-four (24) hours if a drilling rig is on location, following expiration of tbe applicable response period. 
55 If 10096 subscription to the proposed operation is obtained, che proposing party shall promptly notify the Consenting Parties 
56 of their proportionate interests in che operation and thc party serving as Operator shall commence such operation within the 
57 period provided in Article VLB.!., subject to che same extension right as provided therein. 
58 (b) Relinquishment of Interest for Non-Participation. The entire cost and risk of conducting such operation* shall be 
59 borne by the Consenting Parties in the proportions chey have elected to bear same under the terms of the preceding 
60 paragraph. Consenting Parries shall keep the leasehold estates involved in such operations free and dear of all liens and 
61 encumbrances of every kind created by or arising from the operations of che Consenting Patties. If such an < 
62 in a dry hole, chen subject Co Articles VLB.6. and VLB-3.. the Consenting Parties shall plug and abandon the well i 
63 the surface location at their sole cost, risk and expense; provided, however, that those Non-Consenting 
64 participated in the drilling. Deepening or Sidetracking of the well shall teroain liable for, and shall pay, their proi 
65 shares of the cost of plugging and abandoning the well and resroring rhe surface location insofar only as those cose 
66 increased by the subsequent operations of the Consenting Parties. If any well drilled, Reworked, Sidetracked, 
67 Recompleted or Plugged Back under the provisions of this Article results in a well capable of producing Oii i 
68 paying quantities, the Consenting Parries shall Complete and equip the well to produce at their sole cost j 
69 well shall then be turned over co Operaror (if the Operator did noc conduct the operation) and shall be i 
70 expense and for the iccount of tne Consenting Parties. Upon commencement of operations for the 
71 Sidetrsvdcincj, Jcf^cnmplttting, Deepening or Plugging Back of any *uctt well by Consenting Parties in 
72 provtalont of this Afritla, each Non-Co natntlnj Piny shall b« caamed to bavt ralinrjulshad to Conwntte 
73 Cementing PErdes i b t l l own and be entitled to receive, in proportion co their respective incerejSi/'iSF 
74 Consenting Party'* interest in the well aod share of production therefrom or, in the case of a 
* • tjelegram, te lex , telecopier, or other form of facsimile 

, 6 -
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1 Deefxtw'ng, Rectjmpleting ot Plugging Back, or i Completion pursuant to Article VLG1. Option Na 2, all of auch Noo-
2 Consenting Part/» interesc Ip the production obtained from the operation in which the N^n-Consenting Party did not elect 
3 to participate. Snch relinquishment ahall be effective until the proceeds of the sale of sueh share, calculated i t the well, or 
4 market value thereof if such share la not sold (after deducting applicable ad valorem, production, severance, and excise taxes, 
5 royalty, overriding royalty and other interests not excepted by Article IQ.C payable out of or measured by the production 
6 from such well, accruing with respect to such Interest, until it reverts), shall equal thc total of the following*. 
7 (i) 122— % of each such Non-Consenting Party's share of the cost of any . newly acquired surface equipment 
8 beyond rhe wellhead connections (including but not limited to stock tanks, separators, cr eaters, pumping equipment and 
9 piping), plus 100% of each auch Non-Consenting Party's share of the cost of operation of tbe well commencing wich first 

10 production and continuing until each such Non-Consenting Parry'i relinquished Interest *h&ll revert to it under other 
11 provisions of this Article, it being agreed thar each Non-Consenting Party's share of such costs and equipment will be that 
12 interest which would have been chargeable to auch Non-Consenting Party had it participated in the well from the beginning 

13 of-the.operations: and • ':".<;^/;y;;:S^ : : t f f - = v * - - 5 V 
14 (ii) _ t ~ 5 96 of (a) that portion of the costs and expenses of drilling. Reworking. Sidetracking, Deepening,'.; 
15 Plugging Back, testing. Completing^ and Recompleting, after deducting any cash contributions received under Article VULC", 
16 and of (b) that partlon of the cost of newly acquired equipment in the well (to and Including che wellhead connections), 
17 which would have been chargeable to such Non-Consenting Party if it had participated therein, 
18 Notwithstanding anything to the contrary in this Article VLB., if che well does not reach the deepest objective Zone 
19 described In the notice proposing cbe well for reasons ocher chan che encountering of granite or practically impenetrable , 
20 substance or ocher condition ln the hole rendering further operations Impracticable, Operator shall give nodes thereof to each 
21 Non-Consenting Party who rtibmirced or voted for an alternative proposal under Article VLB.cS, to drill the well to a 
22 shallower Zone tfuio che deepesc objective Zone proposed la the notice under which the well was drilled, aod each such Non-
23 Consenting Party ahall have the option to participate In the Initial proposed Completion of the well by paying Its share of che 
24 cose of drilling th; well CO lu actual depth, calculated ln the manner provided In Arucie VLB.4. (a). If any such Non-
25 Consenting Party does not elect to participate in the first Completion proposed for such well, che relinquishmenc provisions 
26 of this Article VLB2. (b) shall apply to such party's Interest. 
27 (c) Reworking, Recompleting or Plugging Back. An election not to participate in the drilling. Sidetracking or 
28 Deepening of a well shall be deemed an election not to participate in any Reworking or Plugging Back operation proposed in 
29 such a well, or ponion thereof, to which the initial non-consent election applied that Is conducted at any time prior to full 
30 recovery by the Consenting Parties of the Non-Consenting Party's recoupment amount. Similarly, an election not to 
31 participate In the Completing or Recompleting of a -well shall be deemed an election nor to participate in any Reworking . 
32 operation proposed in auch a well, or portion thereof, to which the initial non-consent election applied thar is comlucted at 
33 any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment amount. Any such 
34 Reworking, Recompleting or Plugging Back operation cooductcd during the recoupment period shail be deemed part of the 
35 cost of operation of said well and there shall be added to the sums to be recouped by the Consenting Parties - " 0 f 
36 that portion of che <»sts of che Reworking, Recompleting or Plugging Back operation which would have been chargeable to 
37 such Non-Consenting Party had it participated therein. If such a Reworking, Recompleting or Plugging Back operation is , 
38 proposed during such recoupment period, the provisions of this Article VLB. shall be applicable as between said Consenting 
39 Parties in said well 
40 (d) Recoupment Matters. During the period of time Consenting Parties are entitled to receive Non-Consenting Party's 

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

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

43 Non-Consenting Party's share of production noc excepted by Article ULC 

In the case of any Reworking, Sidetracking, Plugging Back, Recompleting or Deepening operation, the Consenting 
45 Parties shall be penxiltxed to use, free of cost, all casing, tubing and other equipment In the well, hue the ownership of all 
46 such equipment shall remain unchanged; and upon.abandonment of a well after such Reworking, Sldetraeicing, Plugging Back, 
47 Recompleting or Deepening, the Consenting Parties shall account for all such equipment to the owners thereof, with each 
48 party receiving its proportionate part in kind or In value, less cost of salvage. 

.49 Within ninety (SO) days .after the completion of any operation under this Article, the party rotiducting tbe operations 
50 for che Consenting Patties shall furnish each Non-Comeuting Party with an inventory of the equipment in and connected to 
31 che well and an itemixed statement of the cost of drilling. Sidetracking, Deepening, Plugging Bade, tearing. Completing, 
52 Recompleting, and eqtipplng the well for prodrrction; or, sc Its option, the operating party, in lieu of an itemized statement 
53 of such coses of operation, rosy submit a derailed statement of monthly billings. Each month thereafter, during che time che 
54 Consenting Parties are being rctirnbursed aj provided above, the party conducting the operations for the Consenting Parties 
55 shall furnish the Non-Consenting Parties with an Itemized statement of all costs and liabiiltles incurred In the operation of 
56 the well, together with a statement of the quantity of Oil and Gas produced from Ir and the amount of proceeds realized from 
57 the sale of the weil'a working Interest production during the preceding month.. La determining the quantity of Oil and Gas 
58 produced during any mooch. Consenting Parties shall use industry accepted methods such as but not limited to metering or 
59 periodic well tests. Any amount tealixed from the sale or other disposition bf equipment newly acquired lo connection with 
60 any such operation which would have been owned by a Non-Consenting Party had It partidpaced therein shall be credited 
61 against the coca! unrerurned costs of the work done and of the equipment purchased In determining when the IocereS5S>f such 
62 Non-Consenting Party shall revert to le as above provided; and If there is a credit M s n ^ . ft shall be paid co sttjfh Non-
63 Consenting Party. 
64 If and when the Consenting Parties recover from a Non-Consenting Party's relinquished Interest the amouni 
6} for above, che relinquished inccrescs of such Notv-Cooscatic3 Parry shall auK>matically revert to it as of 7:00 um. 
66 following che day on which such recoupment occurs, and, from and after such reversion, such Non-Cqnseocing 
67 own che same Inceresc in such well, the material and equipment ia or pertaining thereto, and the production 
68 such Non-Consenting Party would have been entitled to had ic partidpaced In the drilling, £Idci 
69 Deepening, Recx^pledng or Plugglog Bade of laid well Thereafter, stich NM-Ccwseodng Party shall 
70 shall pay Its proportionate part of the further costs of the operation of said well in accordance vi i 
71 agreement acx) Exhibit ~C" attached hereto. 
7 2 5- Stand-By Costs: When a well which has been drilled or Deepened has reached its aurioriied cfcpthj 

41 

44 

73 been completed and the results thereof furnished to tlie parties, or when operations on the well 'rtstW' 
74 cermiaated fpurxtszne co Artide VLP., scarutby costs Iticuried pending response to » party's notice pi ajjeafag 
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1 Sidetracking, Decl in ing , Recom piecing. Plugging Back or Completing operation in such a well (including che period required 

2 under Article VLB.6. to resolve competing proposals) shall be charged and borne as part of che dri l l ing or Deepening 

3 operation just completed. Stand-by costs subsequent co all parries icspouding, or expii^tioa of the response time permitted, 

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

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

6 bat i f the propositi is subsequently withdrawn because of insufficient participation, such stand-by costs shall be allocated 

7 between the Consenting Parties io the proportion each Consenting Party's interest as shown on Exhibit " A " bears to the total 

8 inceresc as shown on Exhibit " A " of ail Consenting Parties. 

9 In che event that notice for a Sidetracking operacion is given white che drilling t ig to be utilized is on location, any party 

10 may request and receive up co five (5) additional days after expiracion of che forty-eight hour response period specified i n ' 

11 Article V L B . l . wi thin which to respond-by paying for sll stand-by coses and other coses incurred during such extended 

12 response period; Operator may require such parry to pay the escimated scand-by time in advance as a condicion to extending .. 
: 15 '.- the response period I f more than one party elects ro take such additional time to respond to the notice, standby costs shall be . 

14 allocated between rhe panic* taking additional time to respond on a day-to-day basts in the proportion each electing parry's'' 

v 15. . interest as shown on Exhibit " A " bears to the total incerest as shown on Exhibic " A " of all the electing parties. ; . " :, ' ; ;'' 

' 16 4, Deepening If less than all thc parties elect to participate in a dri l l ing. Sidetracking, or Deepening operation proposed .'• 

17 pursuant to Article V L B . l . , che inceresc relinquished by the Non-Consenting Parties to the Consenting Parties under Article 

18 VI.B.2. shall relate only and be limited to the lesser of (i) thc'totaJ depth actually drilled pr ( i i ) the objective depth or Zone 

151 . . of which the parties were given notice under Article V L B . l . ("Initial Objective")- Such well shall not be.Deepened beyond the : 

20 Init ial Objective wiidiout first complying wi th this Article co afford the Non-Consenting Parties the opportunity to participate 

21 in the Deepening operation. 

22 In the event any Consenting Party desires to dri l l or Deepen a Non-Consent Well to a depth below che Initial Objective, 

23 such parry shall give nouce thereof, complying. wich che requirements of Article V L B . l . , to all panics (including Non-

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

25 participate or not participate in the Deepening of such well pursuant to said Articles V L B . l . and Z I f a Deepening operation 

26 is approved pursuant to such provisions, and i f any Non-Consenting Party elects to participate in the Deepening operation, 

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

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

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

30 and expenses incurred in connection wich che drilling of said well f rom the surface to che Initial Objective which Non-

31 Consenting Parry would have paid had such Non-Consenting Party agreed to partidpace chcrcin, plus the Non-Consenting 

32 Party's share of the cost of Deepening and of participating in any further operacions oo thc well in accordance wich the other 

33 provisions of chis Agreement; provided, however, all costs for tescing and Completion or attempted Completion of che well 

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

35 sole account of Consenting Panies. 

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

37 in paying quantities, but is no longer capable of producing in paying quancicies, such Non-Conscncing Parry ihall pay (or 

38 reimburse Consenting Parries for, as the case may oc) its proportionate share of all costs of drill ing, Completing, and 

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

40 chose costs recouped by the Consencing Parties from thc sale of production from che weJL The Non-Consenting Party shall 

41 also pay its proponionare share of all coses of re-entering said wel l Thc Non-Conscncing Panies' proportionate part (based 

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

43 Well) of the costs of saJvable materials and equipment remaining tn the hole and solvable surface equipment used'in 

44 connection with such well shall be determined in accordance with Exhibic " C M I f the Consenting Panics have recouped che 

•45 cost of drilling, Completing, and equipping the well at che time such Deepening operacion is conducted, chen a Non-

46 Consencing Party may panicipace in the Deepening of che well with no paymenc for costs incurred prior co re-entering che 

47 well for Deepening. 

48 The foregoing shjill nor imply a right of any Consenting Party to propose any Deepening for a Non-Consent Well prior 

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

50 VLF. 

51 5. Sidetracking; Any party having thc right to panicipace in a proposed Sidecracking operation chat does not own an 

52 interest in che affected wcilbote at che time of the notice shall, upon electing to panicipace, tender to the wellbore owners its 

53 proportionate share (i?qual to ics interest in che Sidetracking operation) of thc value of that portion of the existing wellbore 

54 to be utilized as follows: 

. 55 (a) I f the proposal is for Sidetracking an existing dry hole, reimburserDent shall be on the basis of the actual costs 

56 incurred in che initial drilling of che well down co che depth at which the Sidetracking operation is initiated, 

57 (b) I f the proposal is for Sidecracking a well which has previously produced, reimbursement shall be on the basis of 

58 such party's proportioaace share of dril l ing and equipping coses incurred in che initial dri l l ing of the well down to thc depth 

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

60 proportionate share o f the cost of che well's saivable materials and equipment down co the depth at which the Sidetracking 

61 or^rarion is initiated shall be deterauied in acixrdaoce wi th the provisions of. Exhibit " C " 

62 6, Order of Preference of Operations. Except as otherwise specifically provided i n this agreement, i f 

63 propose che conduct QJ: an operation that conflicts with a proposal that has been made by a party under i 

64 party shall have fifteen (15) days f r o m delivery of the initial proposal, in the case, o f a proposal to d i i l l a 

65 an operacion oo a well where no dri l l ing rig is on location, or twenty-four (24) hours, exclusive of Saturday, Sunday) 

66 holidays, f rom delivery of che initiaJ proposal if a drilling r ig Is on location for the well, on which such ope. 

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

68 alternate proposal to contain the same Information required to be included in the initial proposal. Each j 

69 _ proposals shall elea by delivery of notice to Operator within five (5) d»yi after expiration of the prop 

70 twenty-four (24) hours (exclusive of Saturday, Sunday and legal holidays) if a drilling tig is on location { 

71 subject of the proposals, to participate in one of the co rn i c ing proposals, Any party not electing wic 

72 shall be deemed not to have voted. The proposal receiving the voce of parties owning tbe laxgesr ; 

73 interest of thc parties voting shall have priority over all other competing proposals; io the a{&^f*i!™i$er*
t^E,'^&' 

or deepening 
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1 initial proposal shaU prevail Operator shall deliver notice of such result ro all panics entitled co participate in thc operation 
2 within five (5) days after expiration of che election period (or within twenty-four (24) hours, exclusive of Saturday, Sunday 
3 and legal holidays, if a drilling rig Is on location). Each parry shall chen have two (2) days (or rwertty-fouc (24) hours if a tig 
4 is on location) from receipt of such notice to elect by •delivery of notice cb Operator to participate in such operation or to 
5 relinquish interest In che affected well pursuant tc thc provisions of Article VLB.Z; failure by a party to deliver notice wichin 
6 such period shall be deemed an election not to participate in che prevailing proposal. 
7 7. Conformi'ry to Spacing Pattern. Notwithstanding the provisions of this Article VI.B.2., it is agreed that no wells shall be 
8 proposed to be drilled to oc Completed in or produced from a Zone from which a well located elsewhere on che Contract 
9 Area is producing, unless such well conforms to the then-existing well spacing pattern for such Zone. 

10 S. Paying Weils. No party shall conduct any Reworking, Deepening, Plugging Back, Completion, Recompletion, or 
11 Sidetracking operation under this agreement wich respect co any well then capable of producing in paying quantities except 
12 with the consent of all parties that have not relinquished interests in the well at the time of such operation. .., 

• • 13 . .C, Completion of Wells; Reworking and Plugging Back; 
. ^ .14 . I . Completion: Without the consent of all panics, co well shall be drilled. Deepened or Sidetracked, except any well, 

. 15 drilled. Deepened or Sidetracked pursuant to che provisions of Article VLB.2. of chis agreement. Co as c in to che drilling. 
• 16 Deepening or Sidecracking shall include: 

... 17 Q Option No. I : Alt necessary expenditures foe the drilling, Deepening or Sidetracking, cestiug, Completing and 
18 equipping of thc well, including necessary tankage and/or surface facilities. 
19 . . 0 Option No. 2: All necessary expenditures for thc drilling, Deepening or Sidetracking and testing of thc well. When 
20 such well has reached its authorized depth, and all logs, cores "and ocher cests have been compleced, and che results 
21 thereof furnished co the parties, Operator shall give immediaec. notice co che Non-Operators having the right to 
22 partidpati: in a Completion attempt whether or noc Operator recommends attempting co Complete the we!!, 
23 together with Operator's APE for Completion costs if not previously provided. The parties: receiving such notice 
24 shzll have forty-eight (48) hours (cxdusive of Saturday, Sunday and legal holidays) io which co elect by delivery of 
25 QOtice CO Operator to partidpate in a recommended Completion mamBt ew <a-n>oUo-«-Go«p4et»o^opotfuJ with an-
26 ataompanying-. AaFSr Operator shall deliver any such Completion proposal, o* •wy Gompiccixm propmal ujufliuing1 

27 with-Qpgi;a*ag.'»-p(opaaa^ to the other parties entided to partidpate ia awfch- G»mp»<rtk>t*-»a' <xoo«iit<we <vi«f» th« 
28 pro<ê Bges' Bpeeii"ie<I itr Ajttiek-VfcBt6r Election to partidpate in a Completion attempt shall Indude consent to all 
29 necessary expenditures for the Completing and equipping of such well, tnduding necessary tankage and/or surface 
30 faaiities bat cxduding any stimulation operation not contained on-che Completion APE. Failure of any parry 
31 receiving ;;uch notice to teply within thc period above fixed shall constitute an election by that party not to 
32. partidpace in the cost of the Completion attempq provided, chat Anlde VLB-6, shall control io the case of 
33 conflicting Completion proposals. If one or more, but less than all of che parties, elect co attempt a Completion, the 
34 provisions of Arn'de VLB3. hereof (the phrase "Reworking, Sidetracking, Deepening, Recomplecing or Plugging 
35 Back" as contained in Article VLB.2. shall be deemed to include "Completing") shall apply co che operacions 
36 thereafter conducted by less than all parties; provided, however, chat Article VLB-2 shall apply separately to each 
37 separate Completion or Recompletion attempt undertake a hereunder, and an election ro become a Non-Consenting 
38 Party as to one Completion or Recompletion attempt shall not prevent a party from becoming a Consenting Party 
39 in subsequent Completion or Recompletion attempts tcgardless whether the Consenting Parties as to earlier 
40 Completion.! or Recompletions have recouped their coses pursuant to Artidc VLB.2.; provided further, chat any 
41 recoupment of costs by a Consenting Party shall be made solely from the production attributable to che Zone in 
42 which che Completion attempt is made. Election by a previous Non-Consenting Party to partidpate in a subsequent 
43 Completion or Recompletion attempt shall require such party to pay its proportionate share of the cose of saivable 
44 materials arid equipment installed in the weU pursuant to thc previous Completion or Recompiecion atccmpc, 
45 insofar and only insofar as such materials and equipmene benefit the Zone in which such parry participaces in a 
46 Completion iircempt, 
47 2, Rework, Recomplete or Plug Back: No well shall be Reworked, Recompleted or Plugged Back except a well Reworked, 
48 Recompleted, or Plugged Back pursuant co che provisions of An icie VLB.2. of this agrecmenc. Consent ro the Reworking, 
49 Recompleting or Proving Back of a well shall include all necessary expenditures io conducting such operations and 
50 Completing and equipping of said well, induding necessary tankage and/or surface fadlities. 
51 D. Other Operations: 
52 Opera^or_s^haUr^^^^^^-* *'°sle project reasonably estimated cp require an expenditure in excess of , . 
53 T u i x x y • —— Dollars ($ — 3 0 , 0 0 0 . 0 0 j except in connection with the 
54 drilling, Sidetracking, Reworking, Deepening, Completing, Recomplecing or Plugging Back of a well tbac has been previously 
55 authorized by oc pursuant to this agreement; provided, however, that, in case of explosion, tire, flood or other sudden 
56 emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as ia its opinion 
57 are required co deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the 
58 emergency to the other parties. If Operator prepares an APE for its own use, Operator shall furnish anv Non-Operator so 
59 requesting an information copy thereof for any single project costing In excess 

„f Twenty f i v e Thousand n„„,,„ 
60 ( I 2 % 0,(10. 00 ). Any party who has nor relinquished its interest in i well s t i l l have the righc to propose char 
61 Operator perforin repair work or underrate the installation of artificial lift equipment or ancillary production fsciliril 
62 salt water disposal wcllic or to conduct additional work with respect to i well drilled hereunder or other similar pi 
63 not including the installation Q i gathering lines or other transportation1 or marketing facilities, thc installation of 
64 be governed by separate agreement between the parties) reasonably estimated co require an expenditure in 
65 amount first set forth ibove io this Article VLD; (except in connection with an operation required to be proj 
66 Articles VLB^l. or VLCI. Option Na 2, which shall be governed exclusively by those Articles). Operator shall 
67 proposal «5 ajl parties eocided to participate therein. I f within thirty (30) days thereof Operator secures tbe 
68 of any party pr parties owning ar least .. 69, % of the interests of the parries entitled to partidpace 
69 each party having the riflht to partidpace in such project shall be bound by tbe terms of such proposal 
70 to pay its proportionate uhare of the oasts of tbe proposed project as if it had consented co such project 
71 of the proposal 
72 E. Abandonment of Wells: 
73 1. Abandonment of Dry Holes: Except for any well drilled or Deepened pursuant to Article VLB. Set? Sffl! 
74 been drilled or Deepened under the terms of this agreement and is proposed to be completed as a 2cxJ>Sls.i 
* car such well has been approved as an reception to the ejeisting spacing 

pattern for such zone by the appropriate regulatory agency. 
-9-
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1 plugged aod abandoned without tbe consent of all parties. Should Operator, after diligent effort, be unable to contact, aoy 
2 party, or should any party fail to reply within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after 
3 deliver/ of notice of she proposal EO plug and abandon such well, such party shaii be deemed to have consented to the 
4 proposed abaodooment. AU such wells shail be ptegged sod abandoned in accordance with applicable regulations and at thc 
5 cost, risk and expense of the parties who participated in the cost of drilling or Deepening such well Any party who objects to 
6 plugging and abandoning such well by notice delivered to Operator within forty-eight (48) hours (exclusive of Saturday, 
7 Sunday and legal holidays) after delivery of notice of the proposed plugging shall cake over the well as of the end of such 

8 forty-eight (48) hour notice period and conduct further operations in search of Oil and/or Gas subject to the provisions of 
9 Article VLB,; failure of such party to provide proof reasonably satisfactory to Operator of its financial capability co conduct 

10 such operations or to take over the weil within such period or thereafter to conduct operations oh such well ot plug and 
11 abandon such well shall entitle Operator co retain or cake possession of thc well and plug and abandon the well. Thc parry 
12 taking over the well shall indemnify Operator (if Operator is an abandoning party) and the ocher abandoning parties against 
13"̂V«'; liability for any further operacions conducted on such well excepe for the coses of plugging and abandoning che well and ' 

• . 14 • ;' restoring the surfac:, for which thc abandoning parties shall remain proportionately liable. m\'.--. 
15. y. • 2." Abandonment of Wells That Have Produced- Except for any, well in which a Non-Consent operation has been r 

V 16 . conducted hereunder for which thc Consenting Parries have not been fully reimbursed as rierein provided, any well which has 
17 V.' been completed as i; producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to 
18 such abandonment, thc well shall be plugged and abandoned in accordance with applicable regulations and at the cost, risk 
19 . and expense of all che parries hereto. Failure of a party to reply wichin sixey. (60) days of delivery of notice of proposed /• 
20 abandonment shall he deemed an election to consent to che proposal. If, within sixty (60) days after delivery of notice of che 
21 proposed abandonment of any well, all parties do not agree to the abandonment of such well, those wishing to continue its 
22 operation from che Zone then open to production shaU be obligaccd co cake ovec che well as of the expiration of the 
23 applicable nocice period aod shall indemnify Operator (if Operator is an abandoning parry) and che other abandoning panies 
24 against liability fot my further operacions on che well conducted by such parties. Failure of such party or parties co provide 
25 proof reasonably satisfactory to Operator of their financial capability to conduct such operations or to take over che well 
26 wichin che required period or thereafter to conduct operacions on such well shall entitle Opcracor to retain or cake possession 
27 of such well and plug and abandon the well. 
28 Parties taking over a well as provided herein shall tender to each of che other parties its proportionate share of the value of 
29 che well's solvable raacerial and equipment, determined in accordance wich che provisions of Exhibit "C," less the estimated cost 
30 of salvaging and the estimated cose of plugging and abandoning and restoring che surface, provided, however, chat in thc event 
31 the estimated plugging and abandoning and surface restoration coses and the estimated cost of salvaging are higher than che 
32 '. value of the well's waivable material and equipment, each of the abandoning parties shall tender co the parties continuing . 
33 operations their proportionate shares of the estimated excess cost. Each abandoning party shall assign to the non-abandoning 
34 parties, without warranty, express or implied, as to title or as co quantity, or fitness for use of the equipment aod material, all 
35 of tcs incerest in the wellbore of che well and related equipment, together with its interest io che Leasehold insofar and only 
36 insofar as such Leasehold covers the right to obtain production from thac wellbore in the Zone then open to production. If the 
37 interest of the abandoning party ts or includes an Oil and Gas Inceresc, such party shall execute and deliver to the non-
33 abandoning party or parties an oil and gas lease, limited co the wellbore and the Zone then open eo production, for a term of -
39 one (1) year and so long thereafter as Oil and/or Gas is produced from thc Zone covered thereby, such lease to be on the form 
40 attached as Exhibit "B." The assignments or leases so limiced shall encompass the Drilling Unit upon which the well is located. 
41 The payments by, and che assignments or leases co, thc assignees shall be in a ratio based upon che relationship of their 
42 respective percentage of participation in thc Contract Area co che aggregate of che percentages of participation in the Contract 
43 Area of all assignees. There shall be no readjustment of interests in the remaining portions of the Contract Area. 
44 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production 
45 * from the well in the Zone then open other than the royalties retained in any lease made under the terms of this Article. Upon 
46 request, Operator shall continue to operate the assigned well for thc account of the non* abandoning parties at the rates and 
47 charges contemplated by this agreement, plus any additional cose and charges which may arise as che result of che separate 
48 ownership of thc assigned well Upop proposed abandonment of che prochiang Zone assigned or leased, che assignor or lessor 
49 shall then have the option to repurchase its prior inceresc io che well (using the same valuation formula) and participate in 
50 further operations cheerio subject co che provisions hereof. 
51 3- Abandonmenc of Non-Consenc Operations: Thc provisions-of Article VLE.1. or VLB.2. above shall be applicable as 
52 between Consenting Parties in che event of the proposed abandonment of any well excepted from said Articles; provided, 
53 however, no well shall be permanently plugged and abandoned unless and until all parties having che right to conduct further 
54 operations therein havi: been notified of the proposed abandonmenc and afforded che opportunity co elect to take over che well 
55 in accordance with the provisions of this Article VLB.; and provided further, chat Non-Consenting Parties who own an interest 
56 In a portion of the well shall pay their proportionate shares of abandonment aod surface restoration costs for such well as 
57 provided in Article VUL2.(b). 
58 F. Termination of Otxratious: 
59 Upon the commeaxmenc of an operacion for che drilling. Reworking, Sidetracking, Plugging Back, Deepening, testing, 
60 Completion or plugging of a well, including but not limited to the Initial Well, such operation shall not be terminated without 
61 consent of parties bearing—E§ % of che costs of such operation; provided, however, that in the event graniedjfer other 
62 practically impenetrable substance or rendition in che bole is encountered which renders further operations uri&racrical, 
63 Operator may discontinue operations and-give notice of such condition in the manner provided in Article VT3,l|j&nd the 
64 provisions of Article VLB. or VLB. shall thereafter apply to such operation, as appropriate. 
65 G. Taking Production in Kind; tifT 
66 £ J Option No. h Gas Balancing Agreement Attached 

• .67 Each party shall take in kind pr separately dispose of its proportionate share of all Oil and Gas proiuce<|S5Jm che 
63 Contract Area, exclusive of production which may be used lo development and producing operacions and^^^p^ffi ig and 
69 treating Oil and Gas for marketing purposes aod production umvoidahly lose Aoy extra expenditure i r i ^ ^ M Lrjffi^taking 
70 in kind oc separate deposition by any party of its proportionate share of the producooo shall be j>oW b y ^ M ^ ^ i . Any 
71 party taking fc[ share of production ia kind shdfl be required to pay for only its proportionate s o a % ^ ^ ^ ^ ^ r t of 
72 Operator's surfixe facilities which it uses. J ^ j ^ ^ ^ ^ ^ f . 
73 Each party shall execute such division orders aod contracts as may be necessary for the MeW'Bts r f f i t^^ 
74 production fro.cn che Contract Area, and, excep| as provided in Article VILB., shall be entitl ^^^KJ^S^t^^tP^Act! 

-TO -
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1 directly from che purchaser thereof for its share of all production. 
2 If nny party fails co make the arrangements necessary to take in kind or separately dispose of ics proportionate 
3 share of the Oil produced from tbe Concract Area. Operator shall have the right, subject ts che revocation ac well by 
4 che party owning it, but noc che obligation, co purchase such Oil or sell it to others at any cimc and from time ro 

"5 time, for che account of che non-caking parry. Any such purchase or sale by Operator may be terminated by 
6 Operator upon 8C lease cen (10) days wriccen nocice co che owner of said produccion and shall be subject always to 
7 the right of che owner of che production upon ac least cen (10) days written nocice co Operacoc to exercise at any 
8 cime ici righc co cake in kind, or separately dispose of, ics share of all Oil noc previously delivered co, a purchaser. 
9 Any purchase or sale by Operacor of any other parry's share of Oil shall be only for such reasonable periods of rime 

10 as are consiscenc wich che minimum needs of the industry under che particular areomscances, bur in no evenc tor a 
11 period in excess of one (1) year.. 
12 Any such sale by Operator shall be in a manner commercially reasonable under che circumscances but Operacor 

: 13 . ;., shall huve no duty'to share any existing markee or co obcain a price equal to tha c received "under any cxiscing' 
.14 ' . marker' The sale or delivery by Operacor of a non-caking party's share of Oil under che. cerrrts of any existing 
. 15 ' contract of Operator shall noc give che non-caking party any interest in or make che non-caking party a party to said 
~ 16 . concract. No purchase shall be made by Operacor wichouc firsc giving che non-caking party ac lease cen (10) days 

i 17 ' . wrirten nocice of such incended purchase and the price co be paid or che pricing basis co be used. 
18 All parties shall give timely wriccen nocice co Operacoc of their Gas markecing arrangements for che following 
19 monch, excluding price, and shall oocify Operacor immediately in the event of a change in such arrangemencs. 

: .Z0 ... Operacoc shall maintain records of.all markecing arrangemencs, and of volumes actually sold or cransporeed, which 
21 records :ihall be made available to Non-Operators upon reasonable request. 
22 In che event one or more parries' separate disposiebn of ics share of che Gas causes splic-scream deliveries co separate 
23 pipelines and/or deliveries which on a day-co-day basis for any reason are not exactly equal co a pan/s respective proporoon-
24 ace share of cecal Gas sales co be allocated to ic, che balancing or accounting becween the parties shall be in accordance wich 
25 any Gas balancing agreement between che parries hereto, whether such an agrecmenc is attached as Exhibit "rT or is a 
26 separate agreement. Operacor shall give notice to all parties of che firsc sales of Gas from any well under this agreement. 
27 - D Option No. 2: No Gas Balancing Agreement: 
28 Each parry shall cake in kind or separacely dispose of ics proportionate share of all Oil and Gas produced from 
29 che Concract Area, exclusive of producuon which may be used in dcveloprnenc and producing operacions and in 
30 preparing and creating Oil and Gas for markecing purposes and produccion unavoidably lose Any extra expenditure 
31 incurred in thc caking in kind or separate disposicion by any party of ics proportionate share of che production shall 
32 be borne by such party. Any party caking ics shace of produccion in kind shall be • required co pay for only ics 
33 proporcio'ruce share of such part of Operaror's surface facilities which ic uses. 
34 Each parry shall cxccucc such division orders and eoncracts as may be necessary for che sale of ics incerest in 
35 produccion from che Concracr Area, and, excepc as provided in Article VII.B., shall be entitled co receive payment 
36 directly from che purchaser thereof for its share of a|l production. 
37 If any parcy fails CO make che acrangemencs necessary CO cake in kind oc separately dispose of ics proportionate 
38 share of the Oil and/or Gas produced from che Contract Area, Operacor shall have che righc, subject to the 
39 revocation ac will by che parry owning ir, but noc thc obligation, to putchase such Oil and/or Gas or sell ic co others 
40 ac any cime and.from cime co rime, for che accounc of che non-caking parry. Any such purchase or sale by Operator 
41 may be cetminaccd by Operator upon ac lease ceo (10) days wriccen nocice co che owner of said produccion and shall 
42 be subject always co che cighc of che owner of che produccion upon ac [case cen (10) days wcicccn nocice co Operacoc 
43 co exercise ics righc co cake in kind, or -separacely dispose of, ics share of i l l Oil and/or Gas not previously delivered 
44 co a purchaser; provided, however, cbac che effective dace of any such rcvocacion may be deferred at Operacor's 
"*5 election foe a period nor co exceed njneey (90) days if Operacoc has commicced such production eo < purchase 

46 contract having a cerm extending beyond such cen (10) -day period Any purchase or sale by Operacor of any oehec 
47 party's share of Oil and/or Gas shall be only for such reasonable periods of cime as are consistent with the 
48 rninimum needs of che industry under che parricular circumscances, buc in no evenc foe a peciod in excess of one (1) 
49 year. 

50 Any such sale by Operacor shall be in a manner commercially reasonable under che circumsfancei, but Operacor 
51 shall have no ducy eo share any existing markee or transportation arrangement or co obcain > price or transportation 
' 2 fee equal co chac received under any existing markee or cransportacion arrangement. The sale or delivery by 
53 Operacor of a non-caking party's shace of production under the terms of any existing contract of Operacoc shall noc 
54 give che noti-eaking party any inceresc in or make che non-caking party a party co said concract No purchase of Oil 
55 and Gas and no sale of Gas shall be crude by Operacor wirhout firsc giving che non-caking parry ten days wrircen 
56 nocice of such incended purchase or sale and rhe price eo be paid or che pricing basis eo be used. Operacor shall give 
57 nocice eo ail parties of che first sale of Gas from any well under chis Agceeroenc. 
5 8 All parties shall give timely wriccen nocice co Operator of cheir Gas markecing arrangements for che following 
59 monch, excluding price, and shall nocify Operaror immediately in rhe event of a change in such arrangements. 

Operator shail maintain records of all marketing arrangemencs, and of volumes actually sold or transported, which 
61 records shall be made available co Non-Operators upon reasonable request. 
6 * ARTICLE VH. 
63 EXPrH>TDrrURBS AND LIABILITY OF PARTIES 
64 A. Liability of Parties: 
65 The liabiUcy of the parcies shail be several not jpiat or collective. Each party shall be responsible only for ics 
66 and shall be liable only for its proportionate share of che costs of developing and operating the Concract Area. 
67 liens granced among che parties in Article VILB. are given co secure only che debts of each severally, and no party 
68 any Liability co chird parties hereunder co satisfy the default of any ocher party in the paymenc of any 
69 hereunder. It is noc the incencion of the parries co create, nor shall this agrecmenc be construed as creati 
70 partnership, joint veanire, agency relationihip or nrsoq'ation, or to render che parties liable as 
71 principals. In their celadons wich each ocher under chis agreement, the parries' shall not be considered fi)jpfoffit-pR<j& have 
72 escablished a corurdenjiJ relationship but rather shall be free co aa on an arm's-length basis in acrordaq&^ffijrj^cjE^^bwn 
73 respective self-interesc, subject, however, to che obligation of che parties co act in good faich in their dijallrfgj* wtttrrJ&^Wttftr*'' 
74 wich respect eo activities hereunder. 

60 
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1 B, Liens and Security Interests: 

2 Each parry grants to the other parties hereto a Hen upon any interest it now owns or hereafter acquires in OU and Gas 

3 Leases and Oil and Gas Interests io the Contract Area, and a security inceresc and/or purchase money security interest in any 

.. . 4 interest i t now owns or hereafter acquires in the persona] property and fixtures on or used or obtained for use in connection 

5 therewith, to secure performance of all of its obligations under this, agreement iruluding but not Limited to paymeac of expense, 

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

7 and Gas Leases as required hereunder, and thc proper performance of operacions hereunder. Such lien and security interest 

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

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

10 otherwise becorriir.g subject to this agreement, the OU and Gas when extracted therefrom and equipment situated chereoo or 

11 used or obtained for use in connection therewith (including, without limitation, all wells, toots, and tubular goods), and accounts 

12 (including, without Urnication, accounts arising from gas. imbalances or from, the sale of . Oi l and/or Gas ac the wellhead), 

13 ; contract rights,'inventory and general intangibles relating thereto or arising therefrom, and all proceeds and products of the 

''• •'/•]'• 14 ;\C foregoing... . - v . . • . ••.>•';." • • ''>'-:v :-V'' ; ,:'''' :\:C- '•" • ' ' - _ : ', 

^f;-,.15.•••']&£:• To perfect che lien and security agreement provided herein, each party hereto'shall execute and acknowledge che recording., 

v. 16 : : ' supplement and/of arty financing statement prepared and submitted by any party hereto in conjunction herewith or at any time 

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

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

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

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

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

22 financing statement with the proper officer under che^Uniform Commercial Code. 

23 Each parry represents and warrants to the other parties hereto that the Uen and security incerest granted by such parry to 

24 che ocher parties shall be a first and prior lien, and each party hereby agrees to maintain che priority of said lien and security 

25 inceresc against aJJ persons acquiring an interest in Oi l and Gas Leases and Interests covered by chis agreement by, through or 

26 under such party. A l l parties accruiring an interest in Oil and Gas Leases and Oil and Gas Incerests covered by chis agreement, 

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

28 co thc Uen and security interest granted by this Article V H B . as to ail obligations artributable to such incerest hereunder 

29 whether or noc such obligations arise before or after such interest is acquired. 

30 To the extern: that parties have a security interest under che Un i fo rm Commercial Code o f che stacc in which the 

31 Contract Area is situated, they shall be entitled to exeicise the tights and remedies of a secured parry under the Code. 

,32 Thc bringing of i suit and che obtaining of judgment by a parcy for thc secured indebecdness shall noc be deemed an 

33 election of remedies or otherwise affect the lien righes oc security incerest as securiry for che payment thereof. In 

34 addition, upon default by. any party in che paymenc of its share of expenses, interests or fees, or upon che improper use 

35 of funds by thc Operator, che other parties shall have the righc, wichouc prejudice CQ other rights or remedies, to collect 

36 f r o m che purchaser the proceeds f rom the sale o f such defaulting party's share of Oi l and Gos until the amount owed by 

37 such parry, plus inceresc as provided in "Exhibit C," has been received, and shall have the right to offset the amount 

38 owed against the proceeds f rom thc sale of such defaulting party's share of Oi l and Gas. A l l purchasers of production 

39 may rely on a notification of default f rom the non-defaulting parry or parties staring the amount due as a result of thc 

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

41 this paragraph, 

42 I f any party fails to pay its share of cos; wi th in one hundred twenty (120) days after rendition of a statement therefor by ' 

43 Operator, the non-defaulcing parties, induding Operator, shall, upon request by Operacor, pay the unpaid amount in che 

44 proportion that thc interest of each such party bears to che inceresc of all such parties. Thc amount paid by each party so 

45 paying its share of che unpaid amount shall be secured by the Hens and security rights described in Article VILB., and. each 

46 paying party may independently pursue any remedy available hereunder Of otherwise, 

47 I f any party docs not perform all of its obligations hereunder, and che failure Co perform subjects such parry co foreclosure 

48 or execution proceedings pursuant to the provisions of this agreement, to che extent allowed by governing law, che defaulring 

49 parry waives any available righc of redemption f rom and after the date of judgment, any required valuation or appraisement 

50 of the mortgaged o t secured pcoperty prior to sale, any available right co stay execution or to require a marshalling of assets 

51 and any required bond in che cvene a receiver is appointed. To addition, to che extent pcrmicted by applicable law, each party 

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

53 hereunder, such power co be exercised in the manner provided by applicable law or otherwise in a commercially reasonable 

54 manner and upon reLSOruble nocice. 

55 Each party agreci that che other parties sht l l be entitled to utilize the provisions of Oi l and Gas lien law or other lien 

56 law of aoy scace in which the Contract Area is situated co enforce che obligations of each party hereunder. Wichout limiting 

57 thc general icy of the foregoing, co the extent pcrmicted by applicable law, Non-Operators agree that Operator may invoke or 

58 utilize the mechanics' or macerialmen's lien law of thc scatc in which che Contract Area is situated in order to scrcurc the 

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

60 C, AoVahces; 

61 Operacor, ac its c'ection, shall have the righc f rom time to time co demand aod receive f rom one ot more of \ 

62 parties payment io advance of cheir respective shares of che estimated amount of the expense co be incurred in • 

63 hereunder duxlog che next succeeding month, which righc may be exercised only by submissioo to each such pa§ 

64 itemized statement of-such estimated expense, together with an Invoice for its share thereof. Each such statement .'a. 

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

66 Each parry shaU pay to Operator its proportionate share of such estimate wichin fifteen (15) days after such esrj 

67 invoice i i received. I f any party fails to pay its share of said estimate within said ame, the amount due shall bear j 

63 provided in Exhibit " C unti l paid. Proper adjustment shall be made monthly between advances and actual e 

69 that each partv shall bear and pay ics proportionate share of actual expenses incurred, and no more, ffi 

70 D . Defaults and Remedies; 

71 I f any party fails to discharge any financial obligztioQ under this agreement, including wichout l imit! 

72 make any advance under the preceding Article V I L C or any other provision of this agrecmenc, wichin chej 

73 such paymenc' hereunder, then In addition to the remedies provided la Article VILB. or elsewhere 

74 remedies specified below shall be applicable. For purposes of this Article VILD. , all norices and elcctjs 
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1 only by Operacor, .jxcepr char Operator shall deliver any .such nocice and eleaion requesced by a non-defaulcing Non-Opcratoc, 
2 aad when Operaror U the party in default, she applicable aoeJcs» »sd eieetkiaa caa be delivered by any Noo-Cpersror, 
3 Blecrion of any one or more of che following remedies ahall not preclude che subsequent use of any other remedy specified 
4 below or otherwise available co a r^o-defauicing parry, 
5 1. Suspension of Righcs: Any parcy may deliver co che party in default a Notice of Default, which shall specify che defaulc, 
6 specify che action co be eaten co cure che defaulc, and specify chac failure co cake such action will result in che exercise of one 
7 or more of che remedies provided in chis Article. If che defaulc is noc cured wichin thirty (30) days of the delivery of such 
8 Notice of Default, itll of the rights of che defaulting parcy granted by chis agreement may upon nocice be suspended uncil che 
9 defaulc is cured, wiihouc prejudice co che righc of the non-defaulcing party or parties to continue co enforce the obligations of 

10 the defaulting parry previously accrued or theteafcer accruing under chis agreement If Operator is che party in defaulc, che 
11 . Noo-Operacorj shall have in addition che righc, by voce of Non-Opecacors owning a majoricy. in inceresc in che Contract Area.-, 
12 after excluding che vocing inceresc of Operacor, co appoinc a new Operacor effective uxtmediacefy- The tights of a defaulcing " 
13 parcy chac may be suspended hereunder at the election of cbe non-defaulcing parties shall include, without limicaclon, che righc; 
14 co receive Informaitioo as co any operacion conducted hereunder during che period of such default, che righc co elea co 
15 partidpace in an o.peracion proposed under Article. VLB. of chis agrecmenc, che right co partidpace in ah operation being 
16 conducted under chis agrecmenc even if che party has previously elected co participate in such operation, and che righc co 
17 receive proceeds of production from any well subject co chis agreement 
18 2. Suit for Daraagey. Noo-defaulting parties or Operator for che benefit of noo-defauicing parties may sue (at joint 
19 accounc expense) co collecc che amouncs in defaulc, plus inceresc acouing oh che amouncs recovered from che dace of defaulc 
20 uncil cbe dace of collection ac che race specified in Exhibic " C attached hereco. Noching herein shall prevenc any party from 
21 ' suing any defaulcing party co collect consequential damages accruing to such party as a result of thc default. 
22 3. Deemed Noo-Conscnc: The non-defauicing party may deliver a written Nocice of Non-Consenc Eieccion co che 
23 defaulcing party ac uny time after che expirarion of the chirty-day cure period following delivery of che Nocice of Defaulc, in 
24 which eveoc if che billing is for che drilling of a new weil or che Plugging Back, Sidecracking, Reworking or Deepening of a 
25 well which is co be or has been plugged as a dry hole, or for che Completion or Recompletion of any well, che defaulcing 
26 party will be conclusively deemed co have elected noc co participate in che operation and co be a Non-Consenting Party with 
27 respect chereco under Article VLB.' or VLC, as che case may be, co che excent of che coses unpaid by such party, 
28 norwichscanding any election Co partidpace chcrccoforc made. I i election is made co proceed under chis provision, chen che 
29 non-defaulcing parties may noc elect co sue for che unpaid amount pursuanc co Article VILD.2. 
30 . Until che delivety of such Notice of Non-Consenc Election co che defaulcing party, such party shall have che righc co cure 
31 - ics default by paying ics unpaid share of costs phis- inceresc at che race sec forth in Exhibit "C," provided, however, such 
32 paymenc shall noc prejudice che righes of che non-defaulting parties co pursue remedies for damages incurred by che non-
33 defaulcing parties as a result of che default. Any inceresc relinquished pursuanc co chis Article VHJD.3. shall be offered to che 
34 non-defaulcing parties in proportion co ehcir inccrescs, and che non-defaulting parties electing co partidpace in che ownership 
35 of such inceresc shall be required co coucribuce cheir shares of the defauiccd amouur upon cheir election, co partidpace therein. 
36 4. Advance Paymenc: If a defaulc is noc cured wichin thirty (30) days of cbe delivery of a Notice of Default, Operacor, or 
37 Noo-Operacors if Operator is che defaulcing party, may chereafter require advance payment from che defaulting 
38 party of such defaulting parry*s ancidpaced share of any Ecem of expense for which Operator, or Noo-Operacors, as che case may 
39 be, would be enticled co rcirnburscmenr under any provision of chis agrecmenc, whecher or noc such expense was che subjece of 
40 che pcevious default. Such righc induces, buc is noc limiced Co, cbe righc co require advance paytnenc for the estimated costs of 
41 drilling a well or Completion of a weil as co which an election co partidpate in drilling or Completion has been made. If che 
42 defaulting party fails co pay che required advance paymenc, che non-defaulting partief may pursue any of che remedies provided 
43 in chis Article VILD. or any ocher defanlr remedy provided elsewhere in chis agreement. Any excess of funds advanced remaining 
44 when che operacion hi complcced and all costs have been paid shall be promptly returned co the advaoring party. 
45 5. Coses and Actorneya' Fees. In cbe event any. party is required co bring legal proceedings co enforce any firm nasi 
46 obligation of a parr]' hereunder, the prevailing party in such actioo shaU be entitled to recover all court coses, coses of 
47 collection, and a reasonable attorney's fee, which the lien provided for herein snail also secure. 
48 E. Rentals, Shut-in Well Payments and Minimum Royalties: 
49 Brnnt'i, shut-in well payments and minimim royalties which may be required tender che cerms of any lease shall be paid 

ire or rhnfr eypflrira, In che evene cwo or more parties 
51 own and have concribuced tDterescj in che same lease co chis agrecmenc, such parties may designace one of such parries eo 
52 make said payments for and on behalf of all such parties. Any party may request, :and shall be entitled to receive, proper 
53 evidence of all such payments. In che event of failure Co make proper paymenc of any rencai, shuc-in well paymenc or 
54 minimum royalcy chrough mlscake or ovcrsighc where such payment is required co continue che lease in force, aoy loss which 
55 results from such noo-paymenc shall be borne in accordance with che provisions of Article IVJL2?3 
56 Operacor shall notify Non-Operacors of che anricipaced completion of a shur-in well, or che shutting in or rerurn co 
57 production of a producing well, at least five (5) days (excluding Saturday, Sunday and legal holidays) prior co caking such 
58 action, or at che earliest opponunicy permitted by circumscancel, but assumes no liability for failure co do so. Io che event of 
59 failure by Operator co so notify Non-Operators, che loss of any lease concribuced hereto by Non-Opecacors for failure co make 
60 timely paymencs of aay shut-in well payment ahall be borne joincly by che partiea hereco under cbe provisions of Article 
61 IV.B.3. • " 
62 F. Taxes: 

63 Beginning wich cb: firsc calendar year after che effective dace hereof, Operacor shall render for ad valorem 
64 property subject eo chis agreement which by law should be rendered for such and ic shall pay all such i 
65 thereon before chey become dflinquenc. Prior, co che rendition dice, each Non-Operator shall furnish Operator infos] 
66 co burdens (co Include, buc not be limiced to, royalties, cjverxiclirig royalties and prodnctioa payments) on Leases i 
67 Gas Interests concribuced by such Non-Operator. If the assessed valuation of any Lease is reduced by reason < 
68 subject co outstanding; excess royalties, overriding royalties or production payments, the reduction 
69 resulting therefrom shall inure co the benefit of the owner or owners of such Lease, and Operacor shall i 
70 such owner or owner* so as to reflect che benefit of such- reduction. If thc ad valorem taxes are based i 
71 upon separace valuations of each party's working Inceresc, then notwithscanding anything to che conei 
72 che joinr accounc shall be made and paid by che parties hereto ia accordance with che tax value genemj 
73 working inceresc Operacor shall bill che ocher parties for cheir proportionate shares of all cax pay cnetifjj^tfl 
74 provided in Exhibic "G" ' ** 
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1 If Operator considers any tax assessment improper, Operator may, at its' discretion, protest within the time and manner 

2 prescribed by law, and prosecute the protest to a final derrrmmariot^ uniess ail parties agree to abandon thc protest prior to final 

3 dcteniunation. Enuring the tendency of administrative pr judicial pxoccecLings. Operator may elect to pay, under psoccst, all such taxes 

4 and any interest and penalty. When any such protested assessment shall have been finally decerrrnncd. Operator shall pay the tax for 

5 the joint accO"nrt together wi th any incerest and penalty accrued, and thc total cost shail then be assessed against the parties, and be 

6 paid by them, as provided in Exhibit "C" 

7 Each party shall pay or cause ro be paid all production, severance, excise, gathering and other taxes Imposed upon or with respect 

8 K> thc production or handling of such parry's share of Oil and Gas produced under the terms of this agreement. 

9 ARTICLE V U L 

10 A C Q U I S I T I O N , M A I N T E N A N C E OR TRANSFER O? INTEREST 

. 11 A. Surrender of Leases: 

.12 .- . The Leases covered by this agreement, insofar as they embrace acreage in thc Contract Area, shall not be surrendered in .whole 

V 13. 'v or in part unless il l parties consent thereto. . v . . " •. 

14 However, should any party desire to surrender its interest in any Lease or in any portion thereof, such party shsll give wrirtcn 

15 notice of the proposed surrender to aU parties, and the parries.to whom such notice is delivered shall have thirty (30) days after 

16 ; delivery of the notice wichin which to notify'the party proposing the surrender whether they elect to consent thereto. Failure of a 

17 party to whom such notice is delivered ro reply within said 30-day period shall constitute a consent to the surrender of the Leases 

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

1° implied warranty of tide, all of its interest in such Lease, or portion thereof, and any well, material and eaulr^rnenc which may be 

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

21 assigning party is or includes an Oil and Gas Interest, the assigning party shall execute and deliver ro the party or panics noc 

22 consenting to such surrender an oil and gas lease covering such Oil and Gas Interest for a term of one (1) year and so long 

23 thereafter as Oil and/or Gas is produced from the land covered thereby, such lease to be on thc form attached hereto as Exhibit "B." 

24 Upon such assignment or lease, the assigning party shall be relieved from ail obligations thereafter accruing, but not theretofore 

25 accrued, with respect to the interest assigned or leased and che operation of aoy well araibucahlc thereto, and the assigning party 

26 shall have no fitrthcr incerest in the assigned or leased premises and its equipment and production other chan che royalties retained 

27 in any lease made under che terms of this Artidc. The party assignee or lessee shall pay to thc parry assignor or lessor thc 

28 reasonable salvage value of thc latter "j incerest in any well's solvable materials and equipment attributable to che assigned or leased 

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

30 che estimated cost of salvaging and che estimated cost of plugging and abandortirtg and restoring che surface. If such value is less 

31 chan such costs, then che party assignor or lessor shall pay co the party assignee or lessee the amount of such deftac. If che 

32 . assignment or lease is in favor of more chan one parry, the incerest shall be shared by such parties in the proportions that che 

33 incerest of each bears to the total interest of all such parties. If the interest of the parties co whom che assignment is co be made 

34 varies aaDrcLing co depth, then the interest assigned shall similarly reflect such variances. 

35 Any assignment, lease or surrender made under this provision shall noc reduce or change che assignor's, lessor's or surrendering 

36 parry's interesr as it was irrurjediarcly before the assignment, lease or surrender in che balance of the Contract Area; and thc acreage 

37 assigned, leased or rurrendered, and subsequent operations thereon, shall noc thereafter be subject co the terms and provisions of chis 

38 agreement but shall be deemed subject to an Operating Agreement in thc form of this agreement. 

39 B. Renewal or Extimsioo of Leases: 

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

41 shall be notified promptly upon such acquisition or, in thc case of a rcplacemcnc Lease taken before expiration of an existing Lease. 

42 prompdy upon expiration of che existing Lease. The parties notified shall have thc right for a period of thirty (30) days following 

43 delivery of such notice io which to elect to partidpace in thc ownership of the renewal or replacement Lease, insofar as such Lease 

44 affects lands within the Contract Area, by paying co the party who acquired ic their proportionate shares of the acquisition cost 

45 allocated co chat part of such Lease wichin the Contract Area, which shall be in proportion co the interests held at t i m time by the 

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

47 . assignment of its proportionate interest therein by the acquiring party. 

48 I f some, bur less chan all, of thc parties elea to participate in che purchase of a renewal or replacement Lease, it shall be owned 

49 - by the parties who elea to participate therein, in a ratio based upon che relationship of their respective percentage of partidparioo in 

50 che Contract Area io the aggregate of the percentages of partidparioo in the Concract Area of all parties paxtidpacing in thc 

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

52 shall not cause a readjustment of che inccrescs of che parties seated in Exhibit "A," but any renewal or replacement Lease in which 

53 less than all parties elect to partidpace shail not be subject to chis agreement buc shall be deemed subject co a separate Operating 

54 - Agreement in the form of this agreement. 

55 If the interests cf the parties in the Contract Area vary according co depth, then their right to partidpate proportionately in 

56 renewal or replacement Leases and their right co receive an assignment of interest shall also reflect such depth variances, 

57 The provisions of this Article shall apply co renewal or replacement Leases whether they arc for che entire interest covered by 

58 the expiring Lease ar cover only a portion of its area or an incerest therein. Any renewal or replacement taken before thc 

59 ^ cxrwratioo of its predecessor. lease, or taken or contracted for or becoming effective wichin six (6) months after the expiration of thc 

60 existing Lease, shall be subject co th i i provision so long as tha agreement is in effect tu the time of such a^oisirion or at the time 

61 the renewal or replacement Lease become* effective; bur any Lease taken or contracted for more chan six (6) mon) 

62 expiration of an existing Lease shall noc be deemed a renewal or replacement Lease and shall not be subject to the provi 

63 agreement 

64 The provisions in this Arucie shall also be applicable to extensions of OH and Gas Leases. 

65 C Acreage or Cash C^onrxibutions: 

66 While this agreement is in force, i f any parry contracts for a contribution of. cash towards the drilling of a well 

67 operation on the Coniract Area, such contribution shall be paid co the party who conducted che drilling or other oj 

68 be applied by It agaioj* che cost of such drilling c t other operation. If che contribution be in che form of acreage, 

65 the corrmbnrion is made shall prompdy tender an assignment of the acreage, without warranty of tide, to the 

70. proc«rtions said Drilling Parties shared the cost of drilling the well Such acreage shall become a separate Coot 

, 71 extent possible, be governed by provisions identical to this agreement. Each party shall promptly notify all 

72 acreage or cash contributions it may obtain in support of any well or any other operation oo the Contract; 

73 provisions shall also b : apphcahle to optional rights to earn acreage outside the Contract Area which are ir l Mfx!i#*8r*wc^ 

74 inside the Contract Ana. 
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I i any party contracts for any consideration relating to disposition of such parry's share of suhsranccs produced hereunder, 
such consideration shall nor be deemed a contribution as contemplated in this Article VI1LC 
D. Assignment; Maintenance of Uniform Interest: 

For the purpose of maintaining uniformity of ownership in the Contract Area in che Oil and Gas Leases, Oil and Gas 
Inccrescs, wells, equipment and produccion covered by chis agrecmenc no party shall sell, encumber, transfer or make ocher 
disposition of ics inceresc in the Oil and Gas Leases and Oii and Gas Interests embraced wichin the Contract Area oc in wells, 
equipment and production unless such disposition covers cicher: 

1. che entice' inceresc of che party in all Oii and Gas Leases, Oil and Gas Interescs, wells, equipmenc and production; or 
2. an equal undivided peccenc of che parry's present inceresc in all Oil and Gas Leases, Oil and Gas Inccrescs, wells, 

equipment and production in the Concract Area. 
Evecy sale,'encumbrance, cransfer or ocher disposition made by any parcy shall be made expressly subject co this agreement 

and shall be made without prejudice co che righc of cbe ocher parties, and any cransferee of an ownership inceresc in any Oil and 
, Gas Lease or Interest shall be deemed a parry co chis agrecmenc as cb che inceresc conveyed from and after che effective dace of 

: che cransfer of ownership; provided, - however, chac che other parties shall noc be- required co •'recognize any such sale, 
• ericumbrance, tnutcfer or other disposition for any purpose herirander until chircy (30) days afcer chey have received a copy of che 

instrumenc of cransfer or ocher satisfactory evidence chereof in writing from che cransferor or cransferee. No assignmenc or ocher 
disposition of interest by a party shall relieve such party of obligations previously incurred by such party hereunder wich respect 
co che inceresc transferred, including without limication che obligation of a parcy co pay all coses accribocablc co an operation 
conducted hereunder in which such party has agreed co partidpace prior to making such assignment, and che lien and security' 
inceresc granced by Article VILB. shall continue co burden che inceresc transferred to secure payment of any such obligations. 

If, ac any time che intcresc of any party is divided among and owned by four or more co-owners, Operator, ac ics discretion, 
may require such co-owners co appoinc a single cmscee or agenr wich full auchoricy co receive notices, approve expenditures, 
receive billings for and approve ind pay such parr/'s share of che joinc expenses, and co deal generally wich, and with, power co 
bind, che co-owner:! of such party's inceresc wichin che scope of che operations embraced in chis agrecmenc; however, all such co-
owners shall have che righc co encer inco and execuce all contracts oc agceemenrs foe cbe disposition of cheir respective shares of 
che OO and Gas produced from che Concracr Area and they shall have che righc co receive, separately, paymenc of che sale 
pcocceds thereof, 

E. Waiver of Rights co Partition: . 
If permicced by che laws of che scace or scaccs in which che property covered hereby is iocaced, each party hereco owning an 

undivided inceresc in che Contract Area waives any and all rights ic may have co partition and have set aside to ic in seVetaity its 
undivided inceresc therein. 
P. FinieiemM Rhjii tu Puiiime. —: : —' 1 -
D (Optional; Check: if applicable.) 

Should any party desire co sell all or any pan of ics inccrescs under chis agrecmenc, or ics righes and inra«Scs~iu the Contract 
Area, ic shall prompdy give written nocice co thc other parties, wich full information conccrnirigjtj'p'roposcd disposition, which 
shall include che name and address of che prospective cransferee (who muse be ready ĵ̂ IWrrTgand able to purchase), the purchase 
price, a legal description sufficienc co identify che property, and all ochec cermŝ sTche offer. The ocher parries shall chen have an 
optional prior right, for a peciod of cen (10) days afcer the cuscicc l̂a^ctrvered, to purchase for che scaced consideration on the 
same cecms and conditions the inceresc which che ochc^party proposes to sell; and, if chis optional right is exercised, the 
purchasing parties shall share che purchasedJntp*eSfui che pcoporcions chac the intccesc of each bears co che tocal intcresc of aU 
purchasing parties. However, chereshalH^no preferential righc co purchase in those cases where any parcy wishes co mortgage 
ics inccrescs, or co cr̂ insferrielerTcMCs interests co ics mortgagee in lieu' of or pursuanc co foreclosure of fl mortgage of its incecescs, 
or co dispose ofjr^iterests by merger, reorgariixation, consolidation, or by sale of all or substantially all of ics OQ and Gas assecs 
co anyjja«y7or by tcansfer of ics inccrescs co a subsidiary oc paretic company or Co a subsidiary of a paretic company, or co my 

nptmr- of tilL' Jt&iJc.'-r msjvrttj-Qt-
ARTICLE DC. 

INTERNAL REVENUE CODE ELECTION 
If, for federal income rax purposes, this agrecmenc and the operations hereunder are regarded as a partnership, and if the 

parties have not otherwise agreed co form a rax partnership pursuanc to Exhibic "G" or other agreement between them, each 
party thereby affected elects co be excluded from the application of ail of the provisions of Subchapcer "K," Chapter 1, Subtitle 
"A," of the Internal Revenue Code of 1°86, as amended ("Code"), as permitted and authorised by Section 761 of the Code and 
che regulations promulgated thereunder. Operacor is authorized and directed to execute on behalf of each party hereby affected 
such evidence of this election as may be required by the Secretary of che Treasury of the United States or the Federal Internal 
Revenue Service, Including specifically, but not by way of limitation, all of the returns, statements, and the data required by 
Treasury Regulations §L76L Should there be any requirement chac each party hereby affected give further evidence of chis 
election, each such party shall execute such documents and furnish such other evidence as may be required by thc Federal Internal 
Revenue Service or as may be necessary to evidence chis election. No such party shall give any notices or cake any ocher action 
mconsistent wich che election made hereby. If any present or future income tax laws of the state or states in which the Contract 
Area is located or any future Income tax laws of the United Sutes contain provisions similar to those in Subchapter "K," Chapter 
1, Subtitle "A," of the Code, under which an election similar to that provided by Section 761 of the Code is penru'ttcd, each party 
hereby affected shall make such election as may be perrnlcted or required by such laws. In making the foregoing elcCnpn, each 
such party states that rhe income derived by such party from operations hereunder can be adequately determined wjHiput thc 
computation of partnership taxable income. 

ARTICLE X. 
CLAIMS AND LAWSUITS 

Operator may settle any single uninsured third party damage daim or suit arising from opera dona hereunder if the < 
rWc ^ Ten Thousand rv^r* ft 10 / 000 - 00 ) m n* if ̂  pymmf i* -m <T-mP̂  j 
of such daim or suit. If the amount required tor settlement; exceeds the above amount, the parties hereto Thall 
the further handling of tbe daim or suit, unless such authority is delegated to Operator. AH costs and expenses 
or otherwise discharging such daim or suit shtll he at the joint expense of the parries paxridpatirtg in the b] 
daim or suit arises. If n daim is made against any party or if any parry is sued on accounc of any matter 
hercursder over whicrj .such individual has no control because of the rights given Operaror. by this 
immediately notify all CM her parties, and the daim or suite shall be created as any other daf*rn or suit involving f|&f£r&6* 
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t ARTICLE X I . 
2 FORCE MAJEURE 
3 If any. party j i rendered unable, wholly or in part, by force majeure to carry ou; its obligations under chis agrccrrten:, ocher 
4 chan the obligation to indemnify or make money payments or furnish securiry, true party shall give to all other parues 
5- prompt written notice of che force maieure wich reasonably full particulars concerning ir; thereupon, che obligations of the 
6 parry giving che notice, so far as they are affected by the force majeure, shall be suspended during, but no longer chan. thc 
7 continuance of che force majeure. The term "force majeure," as here employed, shall mean an act of God, strike, lockout, or 
8 other industrial disturbance, aa of the public enemy, war, blockade, public riot, lightning, fire, storm, flood or ocher act of 
9 nacure, explosion, governmental action, governmental delay, restraint or inaction, unavailability of equipmenc, and any other 

10 cause, whether of the kind specifically enumerated above or otherwise, which is noc reasonably within che concro! of che party 
11 claiming suspension. 

.12 .. , The affected, party shall use all reasonable diligence co remove che force majeure situation as quickly as practicable. The . 
13 if* requirement that any force majeure shiil be remedied! with all reasonable dispatch shall not require the settlement of strikes, . 

•vl 14 ' lockouts, or ocher labor difficulty by the party involved, contrary to its wishes; how all such cUfficuIries shall be handled shall ; 

J;';.i; be entirely wichin the discretion of the party c o n c e r n e d . r \ [ r \ ' V' • ," •:". 
i 6 V ^ : y : . • - • .. ; ARTICLE X I I . : 

17 NOTICES 
18 All notices authorized or required between the parties by any of the provisions of this agreement, unless otherwise 

.. 19. specifically provided, shall be in writing and delivered in person or by United States mail, courier service, telegram, telex, 

20 telecopier or aoy other form of facsimile, postage or charges prepaid, and addressed to such parties at the addresses listed on 
21 Exhibit "A." All telephone or oral noeices permitted by chis agrecmenc shall be confirmed immediately thereafter by written 
22 notice. The originating notice given under any provision hereof shall be deemed delivered only when received by the parcy to 
23 whom such nozict: is directed, and che cime for such party to deliver any notice in response thereto shall run from the date 
24 the originating notice is received. "Receipt" for purposes of-chis agreement wich respect to wriccen notice delivered hereunder 
25 shall be actual delivery of the notice co thc address of the parry to be notified specified in accordance wich this agreement, or 
26 to the telecopy, facsimile or telex machine of such party. The second or any responsive notice shall bo deemed delivered when 
27 deposired in the United Scaces mail or at che office of the courier or telegraph service, or upon transmittal by telex, telecopy 
28 or facsimile, or when personalty delivered to the party co be notified, provided, chat when response is required within 24 or 
29 48 hours, such response shall be given orally or by telephone, telex, celecopy or other facsimile within such period. Each parry 
30 shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all ocher 
31 parties. If a parry is noc available to receive notice orally or by telephone when a parry attempts to deliver a nocice required 
32 to be delivered within 24 or 48 hours, che notice may be delivered io writing by any other method specified herein and shall' 
33 be deemed delivered in thc same manner provided above for any responsive notice. 
34 ARTICLE X I I I . 
35 TERM OF AGREEMENT 
36 This agreement: shall remain in full focce aod effect as to the Oil and Gas Leases and/or Oil and Gas Incercsts subject 
37 hereto for the period of time selected below^ provided, however, no parry hereto shall ever be construed as having any right, title 
38 or intcresc in or co any Lease or Oil and Gas Interest concribuced by any ocher party beyond the term of this agreement. 
39 S Option No. t: So long as any of the Oil and Gas Leases subject to this agreement remain or are continued in 
40 force as co any part of the Contract Area, whether by production, extension, renewal or otherwise. 
41 D Option No. 2; In the event thc well described in Article VIA., or any subsequent well drilled under any provision 
42 of this agreement, results in che Completion of a well as a well capable of production of OU and/or Gas in paying 
43 quantities, chis agreement shall concinue In force so long as any such well is capable of production, and for an 
44 additional period of days chcceatcer; provided, however, if, prior co the expiration of such 
45 additional period, one or more of the parties hereto are engaged in drilling, Reworking, Deepening, Sidetracking, 
46 Plugging Back, testing or attempting co Complete or Rc-complcce a well or wells hereunder, this agreement shall 
47 continue in force until such operations have been completed and if production resuJcs therefrom, this agreement 
48 shall continue in force as provided heccin. In the event the well described in Article VI.A-, or any subsequenc well 
.49 drilled hereunder, results in s dry hole, and oO other well is capable of producing OU and/or Gas from che 
50 Contract Area, chis agreement shall ccrrainacc unless drilling. Deepening, Sidetracking, Completing, Rc-
51 completing, Plugging Back or Reworking operations are commenced wichin days from the 
52 dace of alwndonmcnt of said well "Abandonment" for such purposes shall mean either (0 a decision by all parties 
53 noc co conduct any furchcr operacions on che well or (li) the elapse of 180 days from che conduct of any 
54 operations on the well, whichever first occurs. 
•55 The cerminarion of this agreemenr shall not relieve any party hereco from any expense, liability or ocher obligacion or any 
56 remedy chcrefor which has accrued or attached prior to the date of such cerminarion. 
57 Upon cerminarion of this agreement and the satisfaction of aU obligations hereunder, in the event a memorandum of chis 
58 Operating Agreement has been filed of record. Operator is authorized to file of record in all necessary recording offices a 
59 notice of termination, and each parry hereto agrees co execute such a nocice of cerminarion as to Operator* interest, upon 
60 request of Operator, if Operator has satisfied all ics financial obligations, 
6*1 ARTICLE XIV. 
62 COMPLIANCE WITH LAWS AND REGULATIONS 
63 A, Laws, Regulation;* and Orders; 
64 This agreement shall be subject to the applicable laws of che state in which the Concract Area is located, to the ' 
65 regulations, and orders of any duly constiruced regulatory body of said state; and to all other applicable fet 
66 and local laws, ordinances, rules, regulations and orders. 
67 B. Governing Law: 

68 This agreement .and all matters pertaining hereto* iriduding but not limited to matters 
. 69 performance, breach, remedies, procedures, rights, duties, and interpretation or construction, 

70 dete rm In i*d by the law of cbe state in which the Contract Area is located. If the Contract Area is ia < 
71 the law of che state of '. i shall govern, 
72 C, Regulatory Agencies" 
73 Noching herein contained shall grant, or be construed to grant, Operator che right or authority n 
74 rights, privileges, or obligations which Noo-Operacors may have under federal or state laws or undc i u S ^ ^ 
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1 orders promulgated under such laws in reference to oiL gas and mineral operations, induding the location, operation, or 

2 production o i veils, on tracts offsetting or adjacent to the Cootracr Area. 
3 Wich respect to the operarionj herenndrr, Norwpperatorj agree to release Operator from any and all losses, damages, 
4' injuries, claims and causes of action arising out of, incident to or resulting directly or Indirectly from Operators interpretation 
5 or application of rules, rulings, regulations or orders of the Department of Energy or Federal Energy Regulatory Commission 
6 or predecessor or successor agencies to the extent such Interpretation or application was made in good faith aod does not 
7 constitute gross negligence. Bach Non-Opera cor further agrees to reimburse Operacor for such Noo-Operator^s share of 
8 production or any refund, fine, levy or ocher governmencal sanction chat Operacor may be required co pay as > result of such 
9 ao Incorrect incecprecadon or application, cogefher wich inceresc and penalcies chcreon owing by Operacor as a resuic of such 

10 incorrect interpretation or application. 
11 ARTICLE XV. 
12 MISCELLANEOUS, 

./.;. 13 A. Execution: 
14 X": '- ' This agrecmenc ahall be binding upon , each Non-Operacor when this agreement or a councerpart chereof has. been 

~ 15-; y cheated by such Non-Operacor and Operator nocwichscanding chat chis agrecmenc is noc chen or thereafter execuced by all of 
'-. 16 ,; che parties co which it is tendered or. which are listed on Exhibit "A" as owning an incerest in che Concract Area or which 

17 own, io fact, an inceresc in che Concracc Area. Operacor may, however, by wriccen nocice co all Non-Opecacors who have 
18 become bound by chis agrccmcne as aforesaid, given at any cime prior co che actual spud dace of che Inicial Well buc in no 

••. 19 .-V: event later chan five days prior to the dace specified in Article VLA,.for commenccrnenc of the Initial Well, ecrmirvacc chis 
20 agrecmenc if Operacor in its sole discrccion dccermincs chac there is insufficient partidpacion co juscify commenceroenc of 
21 drilling operacion.1. In che event of such a ccccnination by Operacoc, ail further obligations of che parties hereunder shail cease 
22 as of such cerminacion. In che event any Non-Operacor has advanced or prepaid any share of drilling or other coses 
23 hereunder, ail soxos so advanced shail be returned co such Nbh-Opecacor wichout inceresc- In che evenc Operacor proceeds 
24 wich drilling operacions for chê  Inicial Well wichouc che execution hereof by all persons listed on Exhibic "A*1 as having a 
25 currenc working ioccresi in such welL Operacor shall irtdernnify Non-Operators wich respea co ail coses incurred for che 
26 Inicial Well which would have been charged co such person under chis agrecmenc if such person had execuced che same and 
27 Operacor shall receive all revenues which would have been received by such person under chis agreement if such person had 
28 execuced cbe same. 
29 B. Successors and Assigns: 
30 This agreement shall be binding upon and shall inure co cbe benefit of che parties hereco and cheir cespeccrve heirs, 
31 devisees, legal representatives, successors and assigns, and che cerms hereof shall be deemed co run wich che Leases or 
32 Icceresca Induded wichin the Contraa Area. 
33 C. Counterparts: 
34 This instrumenc may be execuced in any number of couurerparts, each of which shall be considered an original for all 
35 purposes. 
36 D. Severability-. 
37 For che purposes of assuming or rejealog chis agrecmenc is an executory concract pursuanc co federal bankrupecy laws, 
38 chis agreement shall noc be severable, buc cacher muse be assumed oc cejected io ics cncirecy, and che failure of any party co 
39 chis agreement co comply with all of ics finandal obligacions provided herein shaU be a macecial default 
40 ARTICLE XVL 
41 CITHER. PROVISIONS 
42 -

4? . • A,—ga^ic orcnAf̂ Hg 
44 
43 • Should tho Oporolor or Mori Oporatoro horoundorwicn-to prepoco caismlc opsraijorjs 
46 on tha Joint property, tho party proposing the operation shall contact the other par t̂as-widSfffils 
47 Agreement In Meriting. The proposing party shaU provide each party wlthJb̂ JecauoTTand estimated 
48 cost of the seisimic line or lines, and shall request ah eleeUojLity-eaWparty either for or against the 
49 operation. Should two or more parties to thisAojja>m«7Trw1û n own a majority Interest, based upon 
50 ownership as set out In ExhibjTiii4wflteTiand Inclusive of the proposing party, elect "for* the 
>i proposed seterrdcopejsitiewr̂ ^ shall be obligated to bear their proportionate share of the cost 
52 of thesejsja^'FaTIure of any party to respond to a seismic proposal within 15 days from receipt 

. 33 XYm̂ SfehaW bo gonctruod aG-a-votofori'-thB propocod operation. 
34... 
55 B. DESIGNATION OF BURDENS AGAINST WORKING INTEREST 
.'<> 
5 7 If any party hereto hereinafter should create an overriding royalty, production payment, or 
58 other burdens against its working Interest production and if any other party or parties should conduct 
59 non-consent operations pursuant to any provisions of this agreement, arid, as a result, become 
6 0 entitled to racsivethe working Interest production otherwise belonging to the non-parlldpating party, 
6 1 the party or parties entitled to receive the working Interest production of the non-participating party 
6 2 shall receive such production free and clear of burdens against such production which may have 
6 5 been created subsequent to this agreement, and the noh-parfJclpatlng party creating such 
6 4 subsequent burdens shall save the participating party or parties harmless with respect to this receipt 
^ of such working Interest production. 
67 
68 

© 
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G. PBTOBT17Y QP. AND LTMTTATIOMS ON OPERATIONS 

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

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

D. SUBSEQUENTLY CREATED INTEREST* 

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

E. INSURANCE.ELECTION. 

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

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

B. Insurance C e r t i f i c a t e r e f l e c t i n g current and adequate 
coverage f o r i t s participation i n t e r e s t or notice of i t s 
self-insurance program f o r those portions of the 
coverages not reflected on the C e r t i f i c a t e of Insurance. 
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IN WTTIMESS WHEREOF, chis agreement shaU be effective as. of the _2fi£ll— day .of January-

19-23 ' : ;' 

ATrEST OR WITNESS: 

Srpvpn R. Foy 
; Type or princ name • 

9 

10 

11 

12 

13 

14 

15 

16 
17 

Tir l . V-Irp P rps -Mpnr 

. r w F e b r u a r y . 16 , 1998 

Tax ID or S.S. No. 7V222319Q 

NON-OPERATORS 

HEARBURG EXPLORATION COMPAMY, L . L . C . 

By 

R o b e r t G. S h e l t o n " 
Type or print name 

18 

19 

20 

21 

22 

23 

24 
25 

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

Dace 

Tax ID oc S.S. No. 75-2626152 

By-

Type or princ name 

26 

. 27 

28 

29 

30 

31 
32 

33 

34 

35 

36 

37 

Tuie. 

Date. 

Tax ID or S5. Na . 

By. 

Dace 

Tax ID or S.S. No. 

»rrj*t Mttcn tttbwvtd i* *>it»g h tt* 
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ACKNOWLEDGMENTS 

THE STATE OF TEXAS § 
§ 

COUNTY OF MIDLAND § 

The foregoing instrument was acknowledged before me on this 16 t h day of 
by ' Steven R. Foy , as Vice Presi^fenj: of Penwell Energy, Inc.," 

"corporation, on txAalf of said corporation. 

My Commission Expires: 
9/23/01 : 

• 199H . 
ebruary 1997, 

Texas 

TAMMY BAIMBRIDGE 
Notary PIJDSC 

STATE OF TEXAS 

Of Cam. Em. 09/23/01 

THE STATE OF TEXAS 

COUNTY OF MIDLAND 

The foregoing instrument was acknowledged before me on this the 26th day of January 1998 by 
Robert G. Shelton, as Attorney-in-Fact of Nearburg Exploration Company, L. L. C, a Texas lmiited liability 
company, on behalf of taif) company. 

My Commission Expires: 
Notary! 

KAYE H. GASSIE 
Notary Public 

ST ATE OF TEXAS 
M) Comm. lup. H/Q6/20O1 



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, L L 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 County, New Mexico 

Restriction;; as to Depths or Formations: i' .: , '. .. . . .. 

This Agreement is limited in depth from the surface of the earth to the base of 
the Morrow formation. 

• Percentages; of Parties to this Agreement: - • •• • • 

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

100.00% 

Oil 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 only insofar as lease covers 

: the SW/4 of Section 10 andNE/4NE/4, W/2NE/4, 
and NW/4 of Section 11, T-16-S, R-28-E, 
Eddy County, New Mexico 

2) Lease Name: VO-5148 
Lessor: The State of New Mexico 
Original Lessee: Penwell Energy, Inc. 
Leâ e 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 America 
Original Lessee: Doug Schucz 
Lease Date: 08/01/95 
Description: Insolar and only insofar as lease covers 

the N/2SW/4 and SE/4SW/4 of Section 11, 
and the NW/4 of Section 10, T-I6-S, 
R-28-E, Eddy County, New Mexico 

Addresses of Parties to this Agreement: 

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

Nearburg Producing Company 
Nearburg Exploration Company, L.L.C. 
3300 North "A" Street, Bldg. 2, Suite 120 
Midland, Texas 79705 
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EXHIBIT 
Attached to and made a oart nf tha t cer ta in . J o i n t Operating. Agreement: dated January 26, 199a, by 

^ b e t ^ t r . P E m r e - L L ENERGY,. INC • , as Operator, and NEARBURG EXPLORATION COMPANY, L . L . c T . 
as Non-Opp.raror • . . ^ i ^ : ^ — ^—— — 

ACCOUNTING P R O C E D U R E 

JOINT OPERATIONS 
9 

.io.^:-:v''v^'-'V. • 
i i . . 
12 -V' I . GENERAL PROVISIONS 
13 
14 1. Definitions- ' :':"- :'>v 
15 
16 • "Joint Property* shall mean the real and personal property subject to the agreement to which this Accounting Procedure 
17 is attached. 
18 "Joint Operations" shall mean all operations necessary or proper for the- development, operation, protection and 
19 maintenance of the Joint Property. 
20 . "Joint Account* shall mean the account showing the charges paid'and credits received in the conduct.of the Joint 
21 Operations and which are to be shared by the Parties. 
22 "Operator" ahall mean the party designated to conduct the Joint Operations. 
23 . "Non-Operators" shall mean the Parties to this agreement other than the Operator.-
24 "Parties" shall mean Operator and Non-Operatora. 
25- "First Level Supervisors" shall mean those employees whose primary function in Joint Operations- is the direct 
26 supervision of other employees and/or contract labor directly employed on the Joint Property in a field operating 
27 -. \[, capacity. 
28 "Technical Employises" shall mean those employees having special and specific engineering, geological or- other 

. 29 professional skills, and whose primary function in Joint Operations is the handling.of specific operating conditions and 
SO problems for the benefit of the Joint Property. 
31 "Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 
32 "Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 
S3 "Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual as 
34 most recently recommended by the Council of Petroleum Accountants Societies. 

' 36 
S6 2. Statement and Billings 
37 
S8 Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint 
39 Account for the preceding month. Such bills will. be accompanied by statements which identify the- authority for 

• 40 expenditure, lease or facility, and all charges and credits summarized by appropriate- classifications of investment and 
41 expense except that- items of Controllable Material and unusual charges and credits shall be separately identified and 
42 fully described in detaiL 
43 ' 
44 3. Advances and Payments by Non-Operators 
45 

- -4B . A Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 
47 share of estimated cash outlay for the succeeding months operation within fifteen (15) days after receipt of the 
48 billing or by tho first day of the month for which the advance is required, whichever is later; Operator shall adjust 
.49 each monthly billing to reflect advances received from the Non-Operators. 
50 
51 B. Each Non-Operitor shall pay its proportion oi all bills within fifteen (15) days after receipt If payment is not made 
52 within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at 2Z ' 
53 MoTffegtfiBanki. NIAT cn the first day of the month to which delinquency occurs plus -Hf or the 
54 . maximum contract rate permitted by the applicable usury laws in the state In which tie Joint Property is located, 
55 whichever is the lesser, plus attorneys tees, court costs, and other costs In connection with the - collection of unpaid 
58 amounts. 
57 
68 4. Adjustments 
59 
60 Payment of any such bills ahall not prejudice the right of any Non-Operator to protest or question the correctness thereof; 
61 provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall 
62 conclusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar 
63 year, unless within ths said twenty-four (24) month period a Non-Operator takes written exception thereto and makes 
64 claim on Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same 
65 presa-ibed period. Tne provisions of this paragraph shall not prevent adjustments resulting: from a physical inventory of 
66 Controllable Material its provided for in Section V, 
67 ' -
63 
69 COPYRIGHT® 1985 by the Couneil of Petroleum Accountants Societies. 
70 

r l -
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5. Audits 

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

: B. The Operator shall reply in writing to an audit report within 180 days after receipt of such report1 '•'"-";'"*•} 

6. Approval By Non-Operators 

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

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

I I . DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Ecological and Environmental 

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

2. Rentals and Royalties 

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

3. Labor 

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

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

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

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

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to employees 
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section II . Such costs under 
this Paragraph 3B may be charged on a ."when and as paid basis" or by "percentage assessment" on the amount of 
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section I I . If percentage assessment 
is used, the rate shall be based on the Operator's cost experience. 

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

D. ' Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph 
3A of this Section IL , exc lud ing moving o r r e l o c a t i o n expenses. 

4. Employee Benefits 

Operator's current coste of established plans for employees' group life insurance,.hospitalization, pension, retirement, stock 
purchase, thrift, bonus,.and other benefit plans of a likenature, applicable to Operator's labor cost chargeable to the Joint 
Account under Paragraphs 3A and.SB of this Section I I shall be Operator's actual cost notto exceed the percent most recent
ly recommended by the Council of Petroleum Accountants Societies. 

5. Material 

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

6. Transportation 

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

• r A. If Material is moved to the Joint Property from the Operator's warehouse pr other properties, no charge shall be made 
to the Joint Account tor a distance greater than the distance from the nearest reh'able supply store where like material 
is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties. 

-2-
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B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the Joint Ac- • 
count for a distance greater than the distance to the nearest reliable supply store where like material is normally 
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be 
made to the Joint Account for moving- Material to other properties belonging to Operator, unless agreed to by the 
Parties. 

C. In the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is available 
when the actual charge is $400 or less excluding accessorial charges. The S400 will be adjusted to the amount most 
recently recommended by the Council of Petroleum Accountants Societies. 

7. Services . • • 

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

8. Equipment and Facilities Furnished By Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate 
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense, 
insurance, taxes, depreciation, and interest on gross investment less accumulated.depreciation not to exceed . 

twelve percent ( 12 %) per annum. Such rates shall not exceed average commercial rates currently pre
vailing in the immediate area of the Joint Property. 

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

9. Damages and Losses to Joint Property 

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

10. Legal Expense 

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

11. Taxes 

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof, 
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad valo
rem taxes are based in whole or 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 

12. Insurance 

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

13. Abandonment and Reclamation 

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

14. Communications 

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

15. Other Expenditures 

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

Operations. 
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I I I . OVERHEAD 

1. Overhead - Drilling and Producing Operations 

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

{<X) Fixed Rite Basis, Paragraph IA, or 
( ) Percentage Basis, Paragraph IB 
Unless otherwise agreed to by the Parties; such charge shall be in lieu of costs and expenses of all offices and salarre: 
or wages plus applicable burdens and expenses/of all personnel, except those directly chargeable under Paragraph 
3A, Section I I . The cost and expense of services from outside sources in connection witir matters of taxation, traffic. 

. . . . . . . accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates 
. provided for in the above selected Paragraph of this Section I I I uniess such cost and expense are agreed to by the 

Parties as a direct charge to the Joint Account . 

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

•• :••-'••?/::• L J shal! be covered by the overhead rates, or 
".'.-.' fX) shall not be covered by the overhead rates. 

iii. The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services 
and contract services of technical personnel'either temporarily pr permanently assigned to and directly employed in 
the operation of the Joint Property: 

( ) shall be covered by the overhead rates, or 
3hall not be covered by the overhead.rates. 

A.. Overhead - Fixed Rate Basis 

. (1) Operator shall charge the. Joint Account at the following rates per wel! per month: 

DriHing Wen Sate $ i L t l H l 2 2 _ _ _ _ 
(Prorated for Ies3 than a full month) 

Producing Wall Rate ? 430.00 

(2) Application of Overhead - Fixed Rata Basis shall be a3 follows: 

(a) Drilling Well Rate 

(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill
ing rig, completion rig, or other units used in completion of the well is released, whichever is later, except 
that no charge shall ba made during suspension of drilling or completion operations for fifteen (15) or 
more consecutive, calendar days! 

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

(b) Producing Well Bates 

(1) An active well either produced or injected Into for any portion of the month shail be considered as a one-
well charge for the entire month. 

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

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

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

(5) All other Inactive wells (including but not limited to inactive walls covered by. unit allowable, lease allow
able, transferred allowable, etc.) shall not qualify for an overhead charge. 

(3) The well rates shall be adjusted as of the first day of April each yearifollpwing the effective date of the agreement 
to which this Accounting Procedure Is attached. The a$uatment shajl be computed by multiplying the rate cur
rently In use by the percentage increase or decrease in the, average weekly- earnings ot Crude Petroleum and Gas 
Production Workers for the last calendar year compared to the calendar year preceding as shown by the index 
of average weekly earnings of Crude Petroleum and Qas Production; Workers, as published by the United States 
Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian, index as published by Statistics 
Canada, as. applicable. The adjusted rates shall be. the rates purreitly in use, plus or minus the computed ad-

. Justment • 

. BT—Overhead—Pamitmu Daji j , ' ; ' " . ' 
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Percent ( _ %) of the cost of development of the Joint Property exclusive of 
10 of Section I I and all salvage credits. 

(b) Operating : 

\ Percent ( %Tor-tti£icost of operating the Joint JSrfperty exclusive of costs provided under 
Pars.graphs|2 and 10 of Section I I , all saJvag^credits, the vajua<sfmjected substances purchased for secondary 

idee 

recovery and all taxes and assessments which ar> 
to the Joint Property. 

sessed and paid upon the mineral interest in and 

(2) Application of Overhead - Percentage Ba hall be as follows: 

For the purpose of determiningchafges on a percentage basis under Paragraph IB-sf jhis Section I I I , development 
shall include all costs in conBection with drilling, redrilling, deepening, or any remedTakoperations on any or all 
wells involving tbeiye-otdr i l l ing r ig and crew capable of dri l l ing to the producing intervaS^^nthe Joint Prop
erty; also, preliminary expenditures necessary in preparation for drilling and expenditures incurreoSajbandoning 
when the^euis not completed as a producer, and original cost of construction or installation of fixedsssejs, the 
expapattfri of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction 
drtTnod in Paragraph 3 of thia Section I I I . A l l other costs ahall. bt eonaidcred-aj operating. 

2. Overhead - Majo r Construction 

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of 
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the 
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint 
Account for overhead based on the following rates for any Major Construction project in excess of $?*? • 000 ."00— : 

A. . 

B. . 

C. . 

. % of f i rs t $100,000 or total cost if less, plus 

. % of costs in excess of $100,000 but less than $1,000,000, plus 

.% of costs in excess of $1,000,000. 

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

3. Catastrophe Overhead 

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

. % qfJctal-cCStTm excess of $100,000 but less than $1,000,000; plus 

. % ol total LOJU inxAcejj'uf.91,000,0001 

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

Amendment of Rates 

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

IV. PRICING OF JOINT ACCOUNT M A T E R I A L PURCHASES, TRANSFERS A N D DISPOSITIONS 

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

1. Purchases however Operator shall not be 
required to take discounts 

Material purchased shall be charged at the price paid by Operator after deduction of ail discounts received.'In case of 
Materia! found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account 
when adjustment his been received by the Operator. 

2. Transfers and Dispositions 

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator, 
unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts: 
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. A. New Materia! (Condition A) 

fluuds Other Uian Line Pipa 

bular goods, sired 2ft Inches OD and larger, except ifne pipe, shall be priced at Eastern mill published 
• ,d base prices affective as of date of movement plus transportation cost using the 80,000 pound carload 

basis to the railway receiving point nearest the Joint Property for which publlshedxail rates for 
tubuUtr̂ goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound or $0.000/pou?>d rail rat* 
may be useH^Frelght charges for tubing will be calculated from, Lorain, Ohio and casing^rrom Youngstown, 
Ohio. 

weigh 

(b) For grades which arajpecial to one mill only, prices shall be computed at the miipjlse of that mill plus trans
portation cost from thftOnlll to the railway receiving point neatest the JofntPfoperty as provided above in 
Paragraph 2^A.(lXa). Forttsnaportation cost from points other than Eastarn^rnills, the 30,000 pound Oil Field . 
Haulers Association Interstate truek rate shall be used. 

(c) Special end finish tubular goods^hall be priced atthe lowest pubtfahed out-of-stock price, f.o.b. Houston. 
Texas, plus transportation cost, usiivfcvOil Field Haulers Association interstate 80,000 pound truck rate, to 
the railway receiving point nearest the Jojrit Property... 

(d) Macaroni tubing (sire Ies3 than 2% inch OD) shall be pciced at the lowest published out-of-stock prices f.o.b. 
the supplier plus transportation costs, using the OHJ^eld Haulers Association interstate truck rate per weight 
of tubing transferred, to the railway receiving poJnVnearest the Joint Property. 

(2) Line Pipe 

(a) Line pipe movements (except sire 24/inch QD and larger with waKsM inch and over) 30.000 pounds or more 
shall ba priced under provisions oftubuiar goods pricing tn Paragrt^jh A.(l)(a) as provided above. Freight 
charges shall be calculated Cram Lorain, Ohio. 

(b) Line pipe movements (except sire 24 inch OD and larger with walls '/( inch arhsU'ver) less than 30,000 pounds 
shaU be priced at Eastern mill published carload base prices effective as of date ofshipment, plus 20 percent,, 
plus tronsportetionoostj based on freight rates as set forth under provisions of tubuht£ goods pricing in Para
graph .A(lX») aa-jJrovided above. Freight charges shall be calculated from Lorain, 

(c) Line pipe Scinch OD and over and '/, inch wgtl and larger shall be priced f.o.b. the poinNjf manufacture 
at eurrext new published prices plus transportation cost to the railway receiving point neatest the Joint 
Prope ' ' 

(d) Lrfne pipe, Including fabricated line pipe, drive pipe and conduit not listed on published price lists slia^be 
/p r iced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at pri< 
—agmod U.by .tho Pa>Uoo, 

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

(4) Unused new Material, eacepH^B^Iar goods, moved from the Joint Property shall be priced at the current new 
price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or point of 
manufacture, plus transportation costs. If applicable, to the railway receiving point nearest the Joint Property. 

-Unuood new tubuioro will bo pn'ood oo prpvidod above in Pprogfa-ph 3 A (I) and (3)i 

B. Good Used Materia) (Condition B) 

Material In sound and serviceable condition and suitable for reuse Without reconditioning: 

(1) Material moved to the Joint Property 

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

(2) Material used on and moved from tha Joinf Property 

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

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

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

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

The cost of reconditioning, If any, shall ba absorbed by tha transferring property; 

C. Other Used Material 

(1) Condition C 

Material which is not in sound and serviceable condition and not suitable for its original function until after recon
ditioning shall ba priced at fifty'percent (60S) of current new price as determined by Paragraph A. The cost of 
reconditioning shall be charged to the recelyfng property, provided Coh'dltiqn C value-plus cost of reconditioning 
does not exceed Condition B value. 

-6-
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(2) Condition D - . ' 

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

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

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

'• •••l:'4r^ (3) Condition E ':f--;.--W^ d ' / : : ; < - U r ^ ; : ; :'-

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

•' D. Obsolete.Material : -y 

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

E. Pricing Conditions 

(1) Loading or unloading costs may be charged to the Joint Account a/^Sil^^to^Yfv.'cm^ir.r'c e^to^2j>?)pcrjiiu^rc^ 
weight on, ail tubular goods movements, in lieu of actual loading or unloading rnsta-jaatgjTretTaTthestockinir 
point. The above rate shall be adjusted as of the fint dny nf April anrh—rrTr"fnllirvin]r January 1, 1985 by the same 

. percentage increase or rfgi-rga«oiiag^ tn vi^t-rnmrK'SaA >.«*•«« in Section I I I , Paragraph l.A(3). Each year, the 
rate rnlrulntrr] rihnll hr rmrwlrrf Th thr nearest cent and shall be the rate in effect until the first day of April next 
ycarrfflj&ii rate ohall bo publiohod each ycaf by tho Council of Petroleum Aeeountonto Soeietico, 

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

3. Premium Prices 

Whenever Materia! is not readily obtainable at published or listed prices because of national emergencies, strikes or other 
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required 
Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving 
it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing 
Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator within 
ten days after recei ving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use 
and acceptable to Operator. 

4. Warranty of Material Furnished By Operator 

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

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

At reasonable intervals, inventories shall.be taken by Operator of the Joint Account Controllable Material. Written notice 
of intention to take inventory shall be given by Operator at least thirty (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 at an inven
tory shall bind Non-Operators to accept the inventory taken by Operator. 

2. Reconciliation and Adjustment of Inventories 

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

3. Special Inventories 

Special inventories may be taken whenever thereMs any sale, change of interest, or change of Operator in the Joint Property. 
It shall be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes 
place. In such case3, both the seller and the purchaser shail be governed by such inventory. In cases involving a change 
of Operator, all Parties shall be governed by such inventory. 

4. Expense of Conducting Inventories 

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

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

-7-



^ EXHIBIT "D" ^ 

ATTACHED TO AND MADZ X PARI OT 0PERATIN3 AGBZJWEllT 
DATED -.JANUARY 26, 1998,;. Br AND BETWEEN PENWELL ENERGY, INC. , AS OPERATOR, 

NEAKBURG EXPLORATION COMPANY,.. L..L.G. ,AS NON-OPERATOR;. V 

at a l l times during tho conduct of operations hereunder, Operator 
ah a l l maintain i n force the following insurance at tha expense of and fo r tho 
benefit of, the j o i n t accounti 

(a) Worker's Compensation Insurance with l i m i t s of $500,000 for 
Bodily I n j u r y by Accident and Bodily I n j u r y by Disease, 
covering Operator's employees and employees of Operator's 
contractors and subcontractors engaged i n operations, under, 
t h i s Agreement," i n compliance with the laws of the State where 
the work i s t o bo performed. 

(b) Commercial General L i a b i l i t y Insurance covering the parties 
hereto in.connection with a l l operations conducted by Operator 
or Operator's contractors ' and subcontractors with tha 
following l i m i t s i 

General Aggregate Limit • $2,COO,000 
Products-Completed Oper. Aggregate L t . 1,000,000 
Personal I n j u r y L i m i t 1,000,000 
Each Occurrence. Limit 1,000,000 
Fir e Damage Lim i t 100,000 
Medical Expense Limit 5,000 
Underground Equipment 1,000,000 

(c) Ombrella L i a b i l i t y with policy aggregate l i m i t $10,000,000 

(d) O i l Lease Equipment Coverage 

(a) Business Auto L i a b i l i t y including hired 
and non-owned coverage (Combined Single Limit) 1,000,000 

I f Operator i s audited by i t ' s insurance c a r r i e r and determined t o owe additional 
workers compensation over and above what has been charged t o the w e l l , auch 
additional amounts w i l l be proportionately charged t o the j o i n t account. 

The Operator also carries w e l l c o n t r o l insurance. BACH PARTICIPANT WrtL 
AUTOMATICALLY BB .INCLUDED As A NAMED INSURED UNDER THE COVERAGE PROVIDED BY 
OPERATOR'S -POLICY UNLESS WITHIN MOj DAYS OP THE "SPUD PATH OF* A WELL UNDER THIS 
AGREEMENT, OPERATOR HAS RECEIVED- WRITTEN .REFUSAL .OP THE COVERAGE PROVIDED BY 
OPERATOR AND PROOF OF PARTICIPANT-'3 EQUIVALENT OR BETTER COVERAGE', Joint 
p a r t i c i p a n t s afforded coverage under Operator's po l i c y w i l l be b i l l e d f o r t h e i r 
proportionate Bhare of insurance costs. 

Operator's current p o l i c y i s described a followsi 

COVERAGE; (1) D r i l l i n g , completion and production of a we l l ; 

(2) Reworking, reconditioning, rocomplation/ and 
workover of a we l l ; and 

(3) Deepening of a w e l l . 

ENDORSEMENTS; (1) Coat of Well Control; 

(2) Deliberate Well F i r i n g ; 

(3) Underground Blow-out; 

(4) Contingent Joint Venture Coverage; 

(5) Evacuation Expense Endorsement; 

(6) Seepage 6 Pollu t i o n , Clean-up 6 Contamination; 

(7) Unlimited R e d r i l l ; 

(8) Care, Custody and Control; and, 

(9) Making a Well Safe. 

PURPOSE OF COVSRAGE; 

This p o l i c y protects from loss incurred from a well f i r e , c r a t e r i n g (including 
the expanse oS clean-up or containment), seepage, p o l l u t i o n or contamination, 
expense : of r e - d r i l l i n g the hole l o s t from f i r e , e t c ; and affords 
caxe/custody/control l e g a l l i a b i l i t y . 

LIMITSt Control of Well, etc. - $5,000,000 scaled t o interest 
Care, Custody & Control - $500,000 

Ab^oa.exd 



Exhibit "E1 

ATTACHED TO THAT CERTAIN OPERATING AGREEMENT 
DATED . JANUARY 26, 1998 3 Y AND BETWEEN 

PENWELL ENERGY, INC., AS OPERATOR, AND 
NEARBDRG EXPLORATION COMPANY, L.L.C., AS NQN-OPERATOR 

GAS BALANCING AGREEMENT 

1. Ownership of Gaa Production 
• ( a ) ft is the intent of me partiea tliai each party shaU 

dispose of its proportionate share of gai (including casinghead gas) produced from each formation in each well 
: located cn acreage ("Contract Area") covered by the Operating Agreement to which this Exhibit is attached 

("Operating Agreement"). 

(b) Operator ahall control the gaa .production and be responsible for ndminiiitrring the provisions of 
thii Agreement and ahall make reasonable efforts to deliver or came to be delivered gas to thc parties' gas 
purchasers as may be required ia order to balance the accounts pf the parties in accordance with, the provisions ., 
herein contained. For proposes of this Agreement, Operator shaU maintain production accounts of the.partic* based 
upon the number of MMBtu's actually contained in.the-gas produced from a particular formation in a well and 
delivered at tho outlet of lease equipment for each party's account regardless of whether sales of such gas are made 
on a wet or dry basis. All references in this Agreement to quantity or volume shall-rcfer to tbe number of MMBtu's 
contained in the gas stream. Toward this end, Operator shall periodically determine or cause to be determined thc 
Btu content of gas produced from each fonnation in each well on a consistent basis and under standard conditions 
pursuant to any method customarily used in the industry. 

2. Balancing of Production Accounts 
(a) Any time a party, or such party's purchaser is npt talcing or markctmg its full share of gas 

produced from a particular formation in a well ("non-marketing" party), tho remaining parties ("marketing" parties) 
shall h»v» the right, but not the obligation, to produce, take, sell and deliver for such marketing parties' accounts, in 
addition to tho full share of gas to which the marketmg parties are otherwise erititW 
attributable to * aorwnarketing party. (Gas attributable to a non-marketing party, taken by a maiiccting party, is 
referred to in this Agreement aa "overproduction"). If there is more than one marketing party taking gas 
attributable to a non-marketing party, each marketing party shall be entitled to take a non-marketing party's gas in 
the ratio that such marketing party's interest in production bears to the total interest in production of all marketing 
parties. 

(b) A party that has not taken its proportionate share of gas produced from any formation in a well 
("Uno^^xxiuced Party") shall be credited with gas in storage equal to its share of gas produced but not taken, less 
its share of gas used in lease operations, vented or lost ("underproduction"). Such Underproduced Party, upon 
giving timely written notice to Operator, shall be entitled, on a monthly basis beginning the month following receipt 
of notice, to produce, take, sell and deliver. In addition to the full share of gas to which such party is otherwise 
entitled, a quantity of gas ("raake-up gas") equal to fifty percent (50%) ofthe total share of gas attributable to all 
parties haying cumulative over production (individually called "Overproduced Party"). Such make-up gas shall be 
credited against such Underproduced Party's accrued underproduction in order of accrual. Ncttwithstandlng the 
foregoing and subject to subsection (e) below; (i) an Overproduced Party shall never bo obligated to reduce Us takes 
to less than fifty percent (50%) ofthe quantity to which such party is otherwise entitled and (ii) an Underproduced 
Party shall never be allowed to make up underproduction during the months of December, January, February, and 
March. 

(c) I f there is more than one Underproduced Party desiring make-up gas, each such Underproduced 
Party shaU be entitled to make-up gas in thc ratio that such party's interest in production bears to thc total interest in 
production of all parties then desiring make-up. gas. Any portion of the make-up gas to which an Underproduced 
Party is entitled and which is not taken by such Underproduced Party may be taken by any other Underproduced 
Partyfics). 

(d) If there is more than one Overproduced Party required to furnish make-up gas, each such 
Overproduced Party shall furnish make-up gas in the ratio that such party's interest in production bears to the total 
interest in rjroduction of all-parties then required to furniih make-up gas. Except as provided in (e) below, each-
Overproduced Party in any formation in a well shall be entitled, on a monthly basis, to take its full share of gas less 
its share of the make-up gas then being produx^ from the particular formation b 
overproduced. 

(es) If Operator in good faith believes that an Overproduced Parry has recovered one hundred 
percent (100%) of such Overproduced Party's share ofthe recoverable reserves from a particular formation in a 
well, such Overproduced Party, upon being notified in writing of suoh fact by Operator, shall oease taking gas from 
such fbnnaidori in such well and the remaining parties shaU be entitled to take one hundred percent (100%) of sucb 
production until the accounts of the parties are balanced. Thereafter, such Overproduced Party shall again have the 
right to taki: iti share of the remaining production, if any, ia accordance with the provisions herein contained. 
Notwithstarding anything to the contrary herein, after an Overproduced Party has recovered one hundred percent 
(100%) of its full share of the- recoverable reserves as so determined by Operstor from a particular formation in a 
well, such Overproduced Party may continiie to produce i f such continued production is (i) nccriniry for lease 
maintenance purposes, or (u) permitted by a majority of interest o f the parties who have not produced one hundred 
percent (100%) of their recoverable reserves fromsuch formation ia such weQ after written ballot conducted by 
Operator. 



Cash Balancing Upon Interim Imbalance* or Upon Deletion 
(a) On January 15th and July 15th of each Calendar Year Underproduced Party may give nonce that 

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

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

(c) 'Mthin thirty (30) days of receipt of either Final Accounting or an Interim Accounting, each 
Overproduced Party shall remit to Operator for disbursement to thc Underproduced Parties, a sum of money (which 
sum shall not include interest) equal to the amount actually received or constructively received under subparagraph 

. (c) below, by Overproduced Party for sales during the monthfs) of overproduction, calculated in order of accrual 
but less applicable taxes, royalties and reasonable costs of rruuketing and trarisporting such gas actually paid by 
such Overproduced Party. Such remittance shall bo based On number of MMBtu's of overproduction and shall be 

' * accompstnied by a statement showing volumes and prices for each month with accrued unrecouped overproduction. 

(d) Within thirty (30) days of receipt of any such remittance by Operator from an Overproduced 
Party, Operator shall disburse such funds to the Underproduced Partyfies) in accordance with the final accounting. 

: Operator assumes no liability with respect to any such payment (unless such payment is attributable to Operator's 
overproduction), it being the intent of the parues that each Overproduced Party shall be solely responsible for 
reimbursing each Underproduced Party for such Underproduced Party's respective share of overproduction taken 
by auch Overproduced Party in .accordance with the provisions herein contained. If any party fails to pay any sum 
due under the terms hereof after demand therefor by thc Operator, the Operator may turn responsibility for the 
collection of auch sum to the party or parties to whom it ia owed, and Operator shall have no further responsibility 
for collection. 

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

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

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

Deliverability Tests 
Ai the request of any party, Operator may produce thc entire well stream for a deliverability test not to 

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

Nominations 
lEach psrty shall, on a monthly basis, give Operator sufficient time and data either to nominate such 

party's respective share of gas to the transporting pipclinefs) or, i f Operator is not nominating such party's gas, to 
inform Operator of the manner in which to dispatch such party's gas. Except as and to thc extent caused by 
Opcrator'n gross negligence or willful misconduct. Operator shall not be responsible for any fees and/or penalties 
associated with imbalances charged by any pipeline to any Underproduced or Overproduced Party(ics). 

Statements 

On or before thc twenty-fifth (25th) day of the month following the month of production, each party taking 
gas shall furnish or cause to be furnished to Operator a statement of gas taken expressed in terms of MMBtu's. If 
actual volume information sufficient to prepare such statement is not made available to the taking party in sufficient 
time to prepare it, such taking party ahall iiervertheless furnish » statement of its good faith estimate of volumes 
taken. Wiliin twenty (20) days ofthe receipt of all such statements, Operator shall furnish to each party a statement 
of tbe gas balance among the parties, including the total quantity of gas produced from each fonnation in each well, 
the portion thereof used in operations, vented'or lost, and the total.quantity delivered for each party's account. Any 
error or dutcrcpancy in Operator's monthly statement shaU be promptly reported to Operator and Operator shaU 
mske a proper adjustment thereof within thirty (30) days after final ctetcrniiriatiba of the correct quantities involved; 
provided, however, that i f no errors or discrepancies are reported to Operator within two (2) years from the date of 
any statement, such ttstcmrnt ahall be conclusively deemed to be correct Additipnally, within thirty (30) days from 
the end of each calendar year, norhoperatprs shall furnish to Operator, for the sole'purpose of-estabUshing records 
sufficient toi verify cash 'balancing values, a statement reflecting amounts actually received or constructively received 
under paragraph 3(e), oh a.monthly basis for.the calendar year preceding the immediately concluded calendar year. 
Operator shaU not allow a party to produce gas for its account during any month when such party is delinquent in so 
forrushing tbe monthly or annual statements. 

Payments ofTaxcs 
Each party taking gas shaU pay or cause to be paid any and all production, severance, utility, sales, 

excise, or other taxes due on such gas. 

Operating Expenses 
Tlie operating expenses are to be borne a» r«ovicW in the Operating Agrcemcr^ 

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



Overproducing Allowable 
Each party ahall give Operator sufficient tirao and data to enable Operator to make appropriate 

noKiinsikinSj forecasts and/or filings with the regulatory "bodies having jurisdiction to establish allowances. Each 
: party shajfl at all times regulate its takes- and deliveries from the Contract Area so that tbe wcll(s) covered hereby 

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

Payment of Leasehold Burdens 
At all times while gas is produced from the Contract Area, each party agreea to make appropriate 

settlement, of all royalties, overriding royalties and other payments out of or in Hsu of production for which such 
party is responsible just as if such party were taking or delivering to a purchaser auch party's full share, and such 
party's lull share only, of such gas production exclusive of gas used in operation*, vented or lost, and each party 

.- agrees to mdernnify and hold each other party harmless from any and all claims relating thereto. • 

Application of Agrcerncnt' .' '. ., •/- 'y,-:- '^-r- • 
The provisions of this Agreement shall be separately applicable and shall constitute a separate agreement 

with respect to gas produce form each formation in each well located on the Contract Area. • 

Term 
This Agreement shall terminate when gas production under the Operating Agreement permanently ceases 

and thc accounts of the parties are finally settled in accordance with the pro vis io ofl herein contained. 

Opcrator'ii liability 
lircept aa otherwise provided herein, Operator is authorized to.administer thc pro vii ions of this 

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

Audits 
Any Underproduced Party shall have thc right for a period of two (2) years after receipt of payment 

pursuant to a final accounting and after giving written notice to all partiea, to audit an Overproduced Party's 
accounts and records relating to such payment Any Overproduced Party shall have thc right for a period of two (2) 
years after tender of payment for unrecouped volumes and upon giving written notice to all partiea, to audit an 
Underproduced Party's records aa to volumes. Tho party conducting such audit shall bear its costs of the audit. 
Additionally, Operator shaU have thc right for a period of two (2) years after receipt of an annual statement from a 
non-operatDr under paragraph 6 after giving written notice to the aflccted norM)pcrator to audit such non-operators 
accounts and records relating to such payment. Coats of such audit ahall be borne by the joint account. 

Successors and Assigns 
Ttio terms, covenants and conditions of this Agreement shall be binding upon and shaU inure to the benefit 

of thc parties and to their respective successors and &»tlgflat and may be assigned in whole or in part from time to 
time; provided, however, that (a) any such assignments shall be made subject to this Agreement and a* among tho 
parties shall not be valid without the express written acceptance of the. terms of this Agreement by the Assignee, (b) 
thc Assignee shall acquire such interest subject to any overproduction and/or umJcrproduction imbalances existing at 
such time as well as any cash balancing obligation created" thereby and (c) no auch assignments ahall relieve the 
Assignor from any obligation to the other parties with respect to any overproduction taken by Assignor prior to such 
assignment.. 

Liquefiable Hydrocarbons Not Covered Under Agreement 
Titie parties shall share proportionately in and own all liquid hydrocarbons recovered with thc gas by lease 

equipment in axxordance with their respective interests. 

Conflict 
I f there is a conflict between thc terms of this Agreement and the terms of any gas sales contract covering 

the Contract: Area entered into by any party, the terms of this Agreement shall govern. 

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

settled by binding arbitration in accordance with the Commercial Arbitration Rules ofthe American Arbitration 
Association, and judgment upon tho award may be entered in any Court liaykg jurisdiction thereof. The arbitrator 
shaU not award punitive damages in settlement of any controversy or claim. 



EXHIBIT "F" ^ 

ATTACHED TO AND MADE A PART OF THE OPERATING AGREEMENT DATED :;JAITOARY 26, 1998,. 
BY AND BETWEEN PENWEU, ENERGY; INC, A3 OPERATOR, AND 

NEARBURG EXPLORATION COMPANY, LL_C.; AS NON-OI'EKA IOH 

NONDISCRIMINATION AND CERTIFICATION OF NONSEGREGATED FACILITIES 

A. Equal Opportunity Clause(41 CFR 60-1 A). (Applicable only to contracts or purchase orders for 
more than $10,000.) 

During 1ho performance of this contract, the Operator agrees as follows: 

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

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

(3) The Operator will send to each labor union or representative of workers with which it has a collective 
bargaining agreement or other contract or understanding, a notice to be provided by the agency 
contracting officer, advising the labor union or workers representative of the Operator s 
commitments under section 202 of Executive Order 11246 of September 24, 1965, and shall post 
copies of thei notice in conspicuous places available to employees and applicants for employment. 

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

(5) The Operator will furnish all information and reports required by Executive Order 11248 of September 
24, 1965, ard by the rules, regulations, and orders of the Secretary of Labor, or pursuant thereto, 
and will permit access to its books, records, and accounts by tha contracting agency and the 
Secretary of Labor for purposes of investigation to ascertain compliance with such rules, regulations, 
and orders. 

(6) In the event of the Operator s noncompliance with the nondiscrimination clauses of this contract or 
with any of such rules, regulations, or orders, this contract may be canceled, terminated, or 
suspended In whole or in part and the Operator may be declared ineligible for further Government 
contracts in accordance with procedures authorized in Executive Order 11248 of September 24, 
1965, and such other sanctions may be imposed and remedies Invoked as provided In Executive 
Order 11246 of September 24, 1965, or by rule, regulation, or order of the Secretary of Labor, or as 
otherwise provided by law. 

(7) The Operator will Include the provisions of paragraph (1) through (7) in every subcontract or purchase 
order unless exempted by rules, regulations, or orders of the Secretary of Labor Issued pursuant to 
section 204 of the Executive Order 11246 of September 24, 1965, so that such provisions will be 
binding upon each subcontractor or vendor. The Operator will take such action with respect to any 
subcontract or purchase order as the contracting agency may direct as a means of enforcing such 
provisions including sanctions for noncompliance: Provided, however, that In the event the Operator 
becomes Involved In, or Is threatened with, litigation with a subcontractor or vendor as a result of 
such direction by the contracting agency, the Operator may request the United States to enter Into 
such litigation to protect the interests of the United States. 

Certification of Nonseoregated Facilities (41 CFR 60-1.8.') (Applicable only to contracts or purchase 
orders which are riot exempt from the provisions ofthe Equal Opportunity Clause set out above.) 

The Operator certifies that it does not, and will not, maintain or provide for its employees any segregated 
facilities at any of Its establishments, and that It does not, and will hot, permit Its employees to perform 
their services at any location, under Its control, where segregated facilities are maintained. The Operator 
agrees that a breach of this certification Is a violation of the Equal Opportunity Clause In this contract or 
purchase order. As used In this certification, the term segregated facilities means any waiting rooms, 
work areas, rest rooms and wash rooms, restaurants and other eating areas, time clocks, locker rooms 
and other storage or dressing areas, parking lots, drinking fountains, recreation or entertainment areas, 
transportation, ancl housing facilities provided for erhployees which are segregated by explicit directive or 
are in fact segrefiated on the basis of race, creed, color, or national origin, because of habit, local 
custom, OF otherwise. The Operator further agrees that (except where it has obtained identical 
certifications from proposed subcontractors for spedffettme periods) It will obtain Identical certifications 
from proposed subcontractors prior to the award of subcontracts exceeding $10,000 which are not 
exempt frdrrvthe provisions of the Equal Opportunity Clause; that it will retain such certifications In its 
files; and tfiat it will forward the following notice to such proposed subcontractors. 



NOTICE TO PROSPECtVvc SUBCONTRACTORS OF REQUIREMh.Vf FOR CERTIFICATIONS OF 
NONSEGREGATED FACILITIES. A Certificata of Nonsegregated Facilities must be submitted prior to 
the award of a subcontract exceeding $10,000 which is not exempt from the provisions of the Equal 
Opportunity Clause. The certification may be submitted either for each subcontract Or for all 
subcontracts during a period (I.e., quarterly, semiannually, or annually). 

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

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

D. Employer Information Report (41 CFR 60-1.7.) (Applicable only If (a) the Operator has 50 or more 
employees, and (b) the Operator is not exempt (pursuant to section 60-1.5 of Title 41 of the Code of 
Federal Regulations) from the requirement for filing Employer Information Report EEO-1, and (c) the 
contract or purchase order Is for $50,0C0 or more.) 

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

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

The affirmative action clause prescribed in section 60-250.4 of Title 41 of the Code of Federal 
Regulations Is Incorporated herein by reference (as permitted by section 60-250.22 of said Regulations) 
as if set out in full at this point. If the Operator (a) has 50 or more employees and (b) this contract or 
purchase order Is for $50,000 or more, then within 120 days from the effectiveness of this contract or 
purchase order, the Operator shall prepare and maintain an affirmative action program at each 
establishment which shall set forth the Operator s policies, practices and procedures in accordance with 
section 60-250.(1 of said Regulations. 

F. Affirmative Action for Handicapped Workers (41 CFR 60-741.4.) (Applicable only to contracts or 
purchase orders for $2,500 or more.) 

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

G. Utilization of Minority Business Enterprises (Federal Procurement Regulations 1-1.13.) (Applicable only 
to contracts or purchase orders which may exceed $10,006.) 

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

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

Ab:)0Mxf(1"$ 



EXHIBIT "H" 

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING 
AGREEMENT DATED TKE 26TH DAY OF JANUARY, 1998, BY AND BETWEEN 
PENWELL ENERGY, INC., AS OPERATOR, AND NEARBURG EXPLORATION 
COMP ANY, LX.C, AS NON-OPERATOR 

NEARBURG EXPLORATION COMPANY, LLC. 
EXPLORATION AND PRODUCTION 

WELL INFORMATION REQUIREMENTS 

Well: • 
Location: 
Operator: • 
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 is present with a description of show and the lithology containing the show. Daily well and 
mudlogger reports should be faxed daily by 9:00 a.m. CST and a weekly recap mailed/faxed to the 
following: 

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

8. WELL DATA 

The following listed data should be mailed as follows: 

NEARBURG EXPLORATION COMPANY, L L C . 
3300 N. "A" Street, Building 2, Suite 120 
Midland, Texas 79705 
Attn.: Ken Billings 

MIDLAND 

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

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

3. Copy of daily mud logs. 

4. Copies of the final mud log. 

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

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

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

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

DALLAS 

1 

Copy well log customer diskette 
3%" LAS format. 
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Well Information Requirements 

MIDLAND DALLAS 

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

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

11 . Copy of the bit record and 1 
mud recap. 

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

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

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

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

NEARBURG EXPLORATION COMPANY, L.L.C. 
3300 M. "A", Building 2, Suite 120 
Midland, Texas79705 
Attn.: Bob Shelton 

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

C. NOTIFICATION: 

Nearburg Producing Company should receive 24-hour notice o f the following 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 

Jerry Elger (Geology) 
Cap Homing (Geology) 
Scott Kimbrough (Drilling) 
Tim MacDonald (Engineering) 

OFFICE 

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

HOME 

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

PAGE 

(800) 405-5160 
(800) 585-4543 
(800) 405-5173 
(888) 357-1884 

If you anticipate a major decision (plugging, casing point, etc.) that involves Nearburg 
Exploration Company over a weekend or holiday, please notify Jerry Elger by phone (or one of 
the above in the order listed) during regular working hours so that arrangements can be made. 

D. ACCESS TO LOCATION 

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

E. S P E C I A L REQUIREMENTS FOR ADDITIONAL W E L L INFORMATION 

Nearburg Producing Company and Nearburg Exploration Company, L.L.C. reserve the right to run a 
velocity survey, acoustic surveys, or other well bore logs or tests including the Schlumberger hi-res 
density and FMl 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 furnish to Nearburg all such information or surveys. In 
addition, Nearburg Exploration Company, L.L.C. may require operatorto run a two-man mudlogging 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, Midland. 

Cap Horning 
Exploration Manager 
Date: 

Bob Shelton 
Land Manager 
Date: 
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Blackbird Prospect 

EXHIBIT " I " 

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

NEAUBluRG EXPLORATION COtvIFANY, L.L.C, ET AL, as Non-Operators. 

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

STATE OF NEW MEXICO § 
§ 

COUNTY OF EDDY § 

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

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

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

base of the Morrow Formation. 

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

"Lien and Payment Defaults: 

Each Non-Operator grants to Operator a lien upon its oil and gas rights in 
the Contract Area, and a security interest in its share of oil and/or gas when 
extracted and its interest in all equipment, to secure payment of its share of 
expense, together with interest thereon at a rate provided in Exhibit "C" to 
the above referenced Operating Agreement To the extent that Operator 
has a security interest under the Uniform Commercial Code of the state, 
Operator shall be entitled to exercise the rights and remedies of a secured 
party under the Code. The bringing of a suit and the obtaining of 
judgement by Operator for the secured indebtedness shall not be deemed as 
election of remedies or otherwise affect the lien rights or security interest 
as security for the payment thereof. In Addition, upon default by any Non-
Operator in the payment of its share of expense, Operator shall have the 
right, without prejudice to other rights or remedies, to collect from the 
purchaser the proceeds from the sale of such Non-Operator's share of oil 
and/or gas until the amount owed by such Non-Operator, 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 
proportionate 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 OF RECORDING OFFICE: This instrument gives notice of and 
grants liens and security interests to both Operator and Non-Operators. Operator 
is both a secured party and a debtor. Non-operators are both a secured party and 
debtor. This Notice, as a financing statement, should be indexed accordingly. 

RECEPTION ^ r r Y r O T w 

983379 w ».: -
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EXHIBIT T 
NOTICE OF J OINT OPERATING AGREEMENT LIEN, 
SECURITY INTERESTS AND FINANCING STATEMENT 
PAGE —2-

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

'\" :: :^\.^ Operator and Non-Operator agree that a carbon, photograph or other reproduction 
of this Notice shall be sufficient as a financing statement. 

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

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

This Agreement shall be effective as ofthe 26th day of January, 1998. 

OPERATOR: 

600 North Man.enfeld, 
Suite 1100 
Midland, Texas 79701 

NON-OPERATOR: 

NEARBURG EXPLORATION COMPANY, L.L.C. 

PrintedName: Robert'G. Shelton 
3300 North "A" Street 
Building 2, Suite 120 
Midland, Texas 79705 

Title: Attorney-in-Fact 

TaxJJD#: ITYeUl 5 T" 
Date: March 5, 1998 
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EXHIBIT T ' 
NOTICE OF JOINT OPERATING AGREEMENT LIEN, 
SECURITY INTERESTS AND FTNANCTNG STATEMENT 
PAGE-3-

A C K N O W I E D G M E N T S 

STATE OF TEXAS § 
§ 

COUNTY OF MIDLAND . § 

This instrument was acknowledged before me this 2 n d day of March 1998 bySteven R_ 
Foy, as Vice President of PENWELL ENERGY, INC., a T ^ s corporation, on behalf of said 
corporation. ' ' '"^ 

My Commission Expires: 
9/23/01 

Texas 

TAMMY BAIMBRIDGE 
Notary Public 

STATE OF TEXAS 
U)f Coma. Elp. 09/23/01 

STATE OF TEXAS 

COUNTY OF MIDLAND 

This instrument was acknowledged before me on this 5 
<U— 

, o h p r f r l H „ - j m e o n t h i s J day of March, 1998, by 
Robert G. Shelton M At torney- in-Fact . of NEARBURG 

EXPLORATION COMPANY, LX.C. fa Texas limited Lability company, on behalf of sa,d 
comp 2n y. 

My Commission Expires: 
5 T - ^ S - - ^ 0 ti O 

Notary/Public in and for the State of Texas 

STATE OF HEN MEXICO ' (\ 
CountyofEddy . > r \ s s . 

recorded In WOK ~ . a n d W a s _ d u l y 

?Deputy 

/tb:mmrojo»hlacfcbird ( lw) 


