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OPERATING AGR.EEMBNT : L

THIS AGREEMENT, eatered into by and between pem"ell Enerqy ., In-c R
hereinafrer deslgnated and referred to s “Operator,” snd the ngnsu:;v pgzsv oy parties othes :.‘:;... O,Mm:, somedmes
hereinafter n:fcm:d o individually a3 "Non-Operator,” and ollectively as 'Noa -O;xnwrs." S R

WITNESSETH: .

WHEREAS, the parties to this sgreement ase owners of Ol.and Gas I.cascs and/or Oil 10d Gas Incesescs in che land
identified in Exhibit “A,” sad the pasties hercto have reached un sgreement 1o cxplore and develop these Leases sad/or Oil
and Gas Interests for the production of Oil and Gas 1o the extent and us hereinafter provided,

NOW, THEREFORE, it i3 agreed as follows:

R B - N R N

ARTICLE L
DEFINITIONS = .
As used in this sgrecment, the xohowms words sad cecms shall have che mcmmgs here ascribed (o (l‘u:m
: | A. The term "AFE” shall mesn an Amhomy for Expendlm:e pr:pucd by 3 psrty'to <his ngrcemcn: fo: thc pu:posc of
) 14'csdmsdngtheccscnwbclncunedmwnduamgmopcmuonhucunder : .
’ B. The term “Completion™ or "Complere™ shall mesn s smglc operstion intended o complcte awell as a pmduc:r of Oil". "~
16 and Gss in oas o¢ more Zones, including, but aot limited to, the scmng of productlou wmg. pcrfonung, well mmu]auon -
17 sad producton testing coaducted in soch operados. - )
C. The term "Contract Area” shall-mesn 2ll of the lands, ol and Gas Lesses and/or Od sad Gas [nrerests mrcndcd to be
19 devcloped snd operated for Oil and Gas pu:pom undcr this ngucmcnt, Sucb lmds Od md Gu L:ucs aad oil and Gns e

" 20 Ioterests are described {n Exhibi "A.” . )
D. The tenn “Deepen” shall mean a. amglc opcrwon whc:cby % wc{l is drilled to 0 ob)ccuvc Zonc bd.ow the dccpcs( :

21

22 Zone in which the well waa previously drilled, or below the Deepest Zone proposed in the essoclated AFE, whichever is the
23 lesser. . ' .

24 B The terms "Drilllng Party” and “Consenting Party” shell meas a pasty who agrees w join in‘snd pay its shase of the

25 cost of any operution conducted under the provisions of this agreement. )
26 F. The term “Drilling Unie” shall mean the ares fixed for the drilling of one well by order or rule of sny stae or feders!

body having suthocity. If & Deflling Unic is noc fixed by say such rele o order, ¢ Drilling Uait shall be the drilling unit a5

27

28 escublished by the pustern of drilling in the Contract Ares unless fixed by express agreement of the Drilling Parties. ’
29 G. The wrm "Drillsite” shall mean the Ol and Gas Lease or Oif 2nd Gas Interest on which 3 proposed well is 10 be
30 Jocted.

31 H. The term “Iaicial Well” shall mesn che well requited o be drilled by the parties herero &5 provided in Arricle VLA,

32 . L The wrm “Noo-Consenr Well” shall mesa & well in which less than sl p-ma have conducted an operation ss
33  provided in Article VLB.2. -

34 J. The teems "Won-Drilling Party” and "Non-Conscnung Psrty" shall mean 2 party who elects not (o0 participate in a
35  proposed opcrwon.

36 K. The term "Oil sad Gas” shall mesn oil, gus, cxsmghc;d ges, gns coridenssce, and/or sll other liquid or gascous

37 hydrocssbons sid other marketable subs:mccs produced therewith, unless an intent. to limit the inclusiveness of xhu erm is

38  specifically amated
39 L. The term “Oii sad Gas Interests” or “Interests” shall meza unleased fee and mincral interests in Oil and Gu in trects

40 of land lying within the Contract Area which are owned by pasties o this wgreement.

41 M, The terms "0il gzad Gas Leese,” "Lease™ and "Lesschold” shall meza the oll and gas leases or mteruu rhcmn

42 covering wacrs of lsnd lying withia the Contract Area which asc owned. by the parties ‘o this agreement.

43 N. The verm "Plug Back” shall mean 2 single operstion’ whcrcby & deeper Zone is ubandoaed in order to wrrempe @
Completion in 8 shallower Zoae,

43 O. The term "Recompletion” or “Recomplete” shall mean sa operatioa whereby o Completion in one Zone is sbandoned
46 in order to strempr & Completion in s differeat Zogt withln the existing wellbore. -
47 P. The term “Rework” shall mesn an operscion conducted in the wellbore .of & well sfter it is Completed to secure,

sescore, or improve production in » Zone which Is currently open 1o producrion in the .wellbore. Such operacions include, but
49 are not limited to, well stimulstion operations but exclude say routine repair or numrcmncc work o¢ drilling, Srdcmckmg‘
- 50 Dccpcumg. Completing, Recompleting, or Plugging Back of & well. -
51 Q The term “Sidetrack™ shall mean che direcriona! conesol sad Insentiona! devisrion of & well from vertical 50 35
52 change the borrom hole loaation unless done to strsighten the hole or to d.rul around junk In the hole to overcome other
53  mechanicl difficulties.
54 R. The term “Zooe™ shall mesn s sustum of earth conmmng or thought to contain 8 common sccumalscion of Od and
5 Gus separacely producible from any other common scrumulation of Oil and Gas.
36 Unless the context otherwise cleacly indicates, words. dsed da the singulay include tlu plusal, the ward “person’ mdudcx
57 natursl end astificial pervoas, the plural includés the slngulas, end any gender includes the masculine, feminine, wod neuter.

38 ) ARTICLE IL.
.39 EXHIBI’ES .
S0 The fol!owmg exhibics, a3 {ndicared below and uuched hezeto, e mcotpontcd in and made ® part hereof:
.61 AT shall include the following m{ormtion.
62 (1) Descriptlon of isnds subject to this egreetiea,
63 © (2) Restricxiods, if any, as o depths, formsdoas, or substances,
4 (3) Partles o ngreemenr with eddresses sad celephone numbecs for bocice pusposes,
65 (4) Percearages. or fractions] Interests of partles to this sgreement, .
& (5) Oil and Gas Leases and/or Oil sad Gas Inzerests subject & this agrecrneat,
- 67 (6) Burdens on production.
68 B. Exfiibiz "B,” Rorm of Lesse.

69 € m’:m: “C," Accouating Procedure.
70 " Insurgnce.
ST "B." Ghus Balanding Agrccmeuz.

2 ¥. Bxbibit “B.* Noa-Discriminarion sad Cervifleation of Non-chrcgnmd Fu:xhua.
B G. Bxhibit “G,” Tax Putneahlp. .

74 _ X H. Other: _Neax
. ) Information Requirements

x  I. Exhibit "I", Notice of Joint Operating Agreement, Lien, Securicy Interests
and Financing Statement. b~

- Revised 3/2/98 -
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If arry provision of any exhibic, excepc Exhibirs “E,” "F" and “G,” is inconsistent with any provision contained in
the body of this agreement, the provisions in the of this agreement shall prevail
' ARTICLE 1Y,
INT'ERES'I‘S OF PARTIES

A. Ol and Gas lnteresa:

If any party owns 3n Oil snd Gas Interest in rthe Contrace Accs, thac Imcrcst shall be treated for sll purposcs of this
agreement and during the term hereof as if it were covered by the form of Oil and Gas Lease attached herero a3 Exhibit | ‘B,"
aad the owner chereof shall be deemed to own both royaley interest in such lensc and the intcrest of the lessee thercunder.

B. laterests of Parties in Cosos and Productioa: .
Ualess changad by other provisioas, all costs 2nd lizbiliries incurred in operations under this agreement shall be borne

and paid, and all equipment and marerials acquired in operstions oa the Contract Area shall be owned, by the parties ss their
incerescs are set forth.in Bxhibit “A.” In the same maaner, the partics shall also own all production of Oil and Gss from the
Coneract Area subject, however, to the payment of royalties and ather burd:ns oa production s described heseafer. :
- Regardless of which party has contributed any Qil and Gas Lease or Qil snd Gas Interest on which royxlry or ocher™’
" burdens may be paysble and except as otherwise expressly provided in this agreemeant, cach psrry shall Pay or deliver, or -
| _catise © aid or delivered, all burdens on its share of the production from the Contract’ Ares up to, but not in excess of,
the rOyglEy tugggns' on eag%’ndf;%gnify, dcf}::nd and hold the other pinid free from any Habilicy therefor.
Excepc as otherwise expressly provided in this agreement, if any party has contribuced hercto any Lease or lantesest which is
burdened with aoy royalty, overriding royalty, production paymeac or other burden on production in excess Qf_ the amouncs
“stipulated above, such party so burdened shall assume and slone bear all such excess obligations and shall indemnify, defend
and hold the other parties hereto harmless from aayjend sll claims actributsble o such excess burden’ However, 30 long as
the Drilling Unit for the productive Zooe(s) is identical with the Contract Area, each party shall pay or deliver, or cause to
be paid or delivered, all burdens on production from the Contract Arca due under the terms of the Oil and Gas Lease(s)
which such party has contribured to this agreement, and shall indemnify, defend and hold :b: other parties free from any
{iability therefor.
No party shall ever be responsible, on a price basis higher than the price received by such party, to sny other parcy's
lessor or royalty owner, and if such other party’s lessor or royalty owner should demand and receive settlement on s higher

VRN NV DN e

Nothing conuined in this Armicle 11.B. shall be deemed s assignment os cross-assignment of interests covered hereby,
and in the event rwo or more parties contribute to this agreernent jointly owned Leascs, the puncs undivided mrcrcsts in
said Lesseholds shall be deemed separste leasehold intepeses for the purposes of this agrccmcuL v )
C. Subscqucndy Created Interests: : R

If any party has contributed hereto a Lease or Inu:mz thar is burdened with an usxgnmcut of producuon glvcn as sequrity .
for the payment of money, or if, after the date of this sgreemenr, any party creates sn overriding royalty, production
paymen, net profics incerese, sssignment of productian) pr other busden. paysble ous of production awtributable to its working
intesest hereunder, such burden shall be deemed a “Subsequently Creared Interest.” Fusther, if any party has contributed
hereto 3 Lease or laterest burdeaed with an ovcrridin,g royalty, production payment, act profits interest, or other burden
payable out of production created prior (o the date of {this agreement, and such burden is oot shown on Exhibit “A,” such
burden also shall be deczbed a Subsequently Created Idterest to the extenr such burden causes the burdens on such party's
Lease or Interest to exceed the amouny stipulated in Article ITLB, above,

The party whose interest is bucdened with the Suﬂscqucnxly Created laterese (the "Burdened Party™) shall assume aand
alone bear, pay and discharge the Subsequently Created Interest and shall indemaify, defend and hold hacrmless the other
parties from and against any liability therefor. Further,|if the Burdened Pacty fails wo pay, when due, its shace of expenses
chargeable bereunder, all provisions of Arcicle. VILB. shall be enforceable against the Subsequeatly Created Interest in the
same manner as thej are enforceable against the working interest of the Burdencd Parry. If the Burdeasd Party is required
snder this agreement to assign or relinquish to any other parry, or parties, alf or s portion of its working interest and/or the
production attributable theceto, said ather parry, or parties, shall ceceive said assignment and/or production free snd clear of
said Subsequently Created Interest, and the Burdened Party shall indemnify, defend and. hold hacmless said other party, or
partics, from any and all claims and demands for paymedt asserted by owners of the Subsequently Crested Interesc,

ARTICLE IV.
TITLES

A. Tide Bxamination:
Tide examination shall be made on the Drillsitz of say proposed well prior to commencement of drilling operatioas and, )
if 2 majority in iaterest of the Drilling Partics so request|or Operator so eleess, ritle examination shall be made on thé entire

lnterest, mincrals, royalty, overriding royalty and production paymenrs under the applicable Leases. Each parcy contribucing
Leases end/or Oif and Gas Intereses to be included in thd Drillsite or Drilling Unit, if sppropriste, shall furnish o Operator
all abseraces (including federul lease status reports), title opinions, citle papers and curative material in ifs possession free of
. charge. All such informacion not in the possession of of made available to Operator by the parties, but necessary for the
examinadon of the title, shall be obtained by Operator. Jpentoz shall cause title to be examined by attorneys on its saff or
by ourside sttorneys. Copies of all citde opinigas’ shall ft.u'nubcd 74 elcb Drdhng Pﬁrty Costs incurred by -‘.,
procuring sbstruces, fees paid outside atcormeys for cicle § :
opxmous and division ordcr cicle opxmon:) and other dxrc g rilling

dnterests appear in Bxhibit "A.” Operator shall make noc%

in the rmance of the sbove funcrions. . .
x shell be responsible for securing curative m and pooling amendments or agreements: i f'i‘

cononection with Leases or Qil and Gas Tntecests contributed by party, Operator shall be responsible forsh
snd recording of pooling designations or declarstions 2ad communitization agreements 23 well a3 the & 4"‘-1-',-‘-.
- before governmentse] agendes for the sccuring of spacing or pooling orders or aay othes orders neces
the conduct of opesations hercunder. This shall not prc’vcru say party from appearing on it7 Y ;
Costs incurred by, Operutor, Including fees peld to outside atrorneys, which ere associated wich Beacingy
agencies, and which costs are nccessary and proper fu: the activitics contemplared under this' agrafin¥d
charges to the joinr sccount sad shall not be covered to the admmlsmuve avechesd charged as p ,f;,,

]

¢2-

price basis, the party contributing the affected Lease shall bear che additional royalsy busden steributable co such higher price.

Drilling Unlt, or maximum sacicipated Drilling Unit, of the well. The opinion will include the ownership of the wquing S
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70

71

73

74

Operstor shall make no charge fo: services readercd by its sraff atcocneys or other persosnel in the pcrformance of the above

functions,

No well shall be drilled on the Conrract Area uncil after (1) che citle o the Drillsite or Drilling Unit, if appropriace, has
been examined 2s above provided, and (2) the ditle has been approved by the examining artorney or title has been’ wecepted by
all of the Drilling Partics in such well
B. Loss or Pauurl' of Tide:

to Article VHI.B., and failing to do so, chis agreement, nevertheless, shall continue in forcc as to all remaining Ox aud
- Leases and Inrecests; and,

L (8) 'I'hc pasty credkcd with conmbuung the Oil md Gas Leue or Interest affected by che itle failure mdudmg. |f
pplicable, a successor in interest to such parry) shal] bear alone the eatire loss end it shall nor be eatitled 0 recover from
Operacor or the other parties any dcv:lopm:m or operating costs which it may have previously paid or jdaurred, bu: there
shall bc 10 additional liability o its part to the other partics hereto by reason of such title failure; .
(b) There shall be no retroactive adjustment of expenses incurred or revenues received frogy che opcrwon of thc
Lesse or Interest which has failed, but the interests of the parties contained on Exhibit "A" shall ¥e revised on 2a acreage
basis, as of the cime it is determined finally that title failuce has eccurred, so chat the interest of the party whose Lease or

... Interest is affecred by che title failure will therafter be reduced in the Contract Ares by the amouat/6f the Lease or Interest failed;

{c) If the proportionate interest of the other parties hereto in any producing well prgbiously drilled oo che Contract
Arca is increased by reason of the title failure, the party who bore the costs incurred in congection with such well anributable
to the Lease or Interest which has failed shall receive the proceeds artributable 1o the incftase in such interese (less costs and
burdens artriburable thereto) until it has been reimbursed for unrecovered costs pajd by it in connection with such well
artribucable o such failed Lease or Interess

(d) Should any persan not 2 party 1o chis agreement, who is determined Ao be the owner of any Lease or Interest
which has failed, pay in any. manner any part of the cost of operation, developmént, or equipment, such amount shall be paid
10 the party or parties who bore the costs which are so refunded; / ]

() Any liability 10 account to a persoa not & pasty to this sgreemeny/for prior production of Oil and Gas which arises
by reason of tide failure shall be borne severally by each party (includjg a predecessor to s current party) who received
production for which such accounting is required based on the afnount Sf such production received, sad esch such pacty shall

* severally iodemnify, defend and bold harmless all other parties heresyfor any such lisbiliry to accouar;

(f) No charge shall be made to the joint m:ounr for lcga! ofpenses, fees or salaries in connection with the defcusc of
the Lease or Interest claimed to have failed, but if the parcy contdbuting such Lease or laterest herero elects to defend ies title

it shall bear all expenses in connection cherewith; snd /
(8) If any panty is given credit oa Bxhibit "A" to A Lease or Interest which is limited solely to ownership of en

" interest in the wellbore of any well o¢ wells snd the proglerion therefrom, such party's absence of incerest in the remainder

of the Contract Arcs shall be considered a Failure of Tjde 35 o such remaining Contract Area unless chac absence of incerest
is reflected on Exhibic "A."

2. Loss by Noo-Fayment or Brroneous Paymenyof Amount Due: If, rhrough mistake or ov:rSLght any rencal, shur-in-well
payment, minimum royalty or royalty payment, br other payment necessary to mzineain all oc 8 portion of 20 Oil and Gas
Lease or Interest is not paid or is erroncously gaid, aad as a result a Lease or Interest cerminates, there shall be no monesary
liability agsinst che party who friled ro such payment. Ualess the party who failed 1o make che required payment
secures & new Lease or Interest covering plie same interest within ninety (90) days from the discovery of the failure to make
proper payment, which acquisition will ot be subject to Article VIILB., che interests of the parties reflected on Exhibic AN
shall be tevised oo a0 acreage basis, £ffective ss of the date of terminatioa of the Lease or laterest involved, and the party
who failed t0 make proper paymery? will no longer be credited wich an incezest in the Contract Area on acoount of ownership’
of the Lease or Interest which had terminated. If che party who failed to make the required payment shall not have been fully
reimbursed, at che time of ¢th , from the procceds of the sale of Qil and Gas euributable to the lost Lease or [arerese,
calculated on an acrenge basé, for the development 4nd operating costs previously paid on account of such Ledse or Interes,
it shall be reimbursed fog/unrecovered actual costs previously paid by it (but not for its share of the cost of any dry hole

of Oil aad Gas, less operating :x:pensu and lease burdens chugcable hereunder to rhp persoa who fuled
ar, Gp to the amount of unrccovered coses srcributable o thar portion of Ot and Gas thereafter produced and
ing production from any wells thereafter drilled) which, in the sbseace of such Lease or Interest cermination,
utrﬂ:utablc to che lost Lcase or Inzcmt on 2a acresge basis uzd which 23 s result of such Lease or Iuccrest

vt traseor-tmerar mr, forte yalvuc‘s\. of P‘u 39 xl.rm\.:'c x‘.u. o Pty ')

3. Other Losses: All losses of Lcasc: or Iutcrcs:s committed to this agreement, oshosshagsh

Exhibk “A." This shall include but oot be limited to the loss of any Lease or Imcmt th:ough failuse to develop pEbecause
express or implied covenzars have not been performed (ocher thaa performance which requires only the payment oney),

partywﬁoummcs(hu&iledorwubﬂ.mdth:pmvtﬁ‘b

nuilﬂduﬂwwummww
Aascrcam Assecigires of Peiuins Landiars
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. party. Operator shsll conducr jrs scrivities under chis 237

- except such 25 may resule from gross negligence or willful rmsoonducg
"B, Resignation or Removel of Operator and Selecuon of Successor; :

ARTICLE V.

’ . ' OPERATOR
A. Daigmu’on s0d Responsibilities of Operxnor:
1 Enerqy, Inc. U shall be the Operntor of the Contract Ares, and shall conduct

‘ «nd direct and have full control of aii operations on' the Contract Ares as permirred and cequired by, and within the limits of

this agreement. In its performance of services hereunder for the Woa-Operators, Operator shall be an independent contrsctor
not subject to the control or direction of the Noa-Operators except as to the type of operstion 1o be undertaken in accordsnce
with the clection procedures contained in this agreement. Opcntot shail not be deemed, or hold itsclf out a3, the agent of the
Noa-Operators with :.ur_honty w bind them to eny obligation or liability assumed or iocurred by Operator as to any third
nt 25 2 ressonzble prudent operstor, in & good and workmanlike

cnt a5

manner, with due diligeace and dispatch, in sccordance with good oilficld practice, #nd In compliance with applicable law 2ad
regulasion, but in no event shall it have any lisbilicy as Operator to the ochcr pmlcs foc losscs suscnnod ot lm.bdxua mcu.rrcd. -

1. Resignation or Removal of Ojn:or Opemror migy resign sc any time by ngmg written notice thereof 1© NomOpcrntons _

K Operator tecminates its legal existence, no longer owns an interest hereunder in che Contrat Ares, or is no longer capable of

serving as Operator, Operator shall be deemed to have resigned without oy action by Noa-Operators, excepe the sclection of a
successor. Operator may be temoved only for good csuse by the affirmative vote of Non-Operatars owning & mazjority interest

based on ownership as shown on ‘Exhibit "A” remaining after excluding the voting interest of Operator; such voce. shall not be -~

deemed effective waril a written notice has becn delivéred to the Operator by 3 Noa-Operstor deailing the alleged default and
Operztor has failed w0 cure the defaule within thitgy (30) days from irs receipt of the sotice or, if the default concerns an
operation then being conducted, within forty-cight (48) hours of irs receipt of the notice. For purposes hereof, "good cause™ shall
mean- not only gross negligence or willful misconducr but alse the material breach of or insbility to meer the sundards of
opesation contained in Article V.A. of marerial failure or inability to pesform its obligations under this agreement.

Subject to Aricle VILD.1,, such resignation or removal shall not become effective uatil 7:00 o'clock A.M. on the first
day of the calendar monch following the expiraticn of alnety (90) days after che giving of cotice of resignation by Operitor
or action by the Noa-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of
Operator ac wa carlier date. Operator, after effective date of resignation oc removal, shall be bound by the terms heceaf o3 2
Non-Operator. A change of 8 corporate name or scrocture of Operator or transfer of Operator’s interest to any single
subsidiary, parenc or successot corporation shall aot be the basis for removul of Operstor.

2. Selection of Successor Operator: Upon the resignation or removal of Operaror nader eny provision of chis sgreement, a
successor Operator shall be selected by the parties. The suaessor Operstor shall be sclected from the pasties owning an
interest in che Contract Ares at the time such successor Operator is selected. The successor Operator shall be sclected by rthe
affirmative vote of two (2) or more parties owning s majority interesc based on owaership s showa oo Exhibit "A™
provided, however, if an Operator which has been removed or is decmed o have resigned fails to vote or votes only to
succeed itself, the successor Operator shall be selected by the affirmacive vote of the party or parties owning e majoricy
interest based on owacrship as shown on Exhibit “A” remaining sfter excluding the voting interest of the Operator thar was
removed of resigned. The former Operator shall promptly deliver to the successor Operator all records and data relating o'
the operations conducted by the former Operator to the exteat such records and dats are not already in the possessioa of the
successor operator. Any cost of obraining or copylng che former Operator’s cecords and data shall be charged o the joinc

accouar.
3. Effect of Bankrupeey: If Operator becomes insolvent, bankrupt or is placed in receivership, it shall be decmed to have

resigned withour sny action by Non-Operators, except the selection of 2 successor. If & perition for relief under the federa!
bankrupicy laws is filed by or against Operator, and the removal of Qperator is prevedited by the federsl bsakrupecy coust, all
Noa-Operscors and Operator shall comprise 2a interim operating committee to serve until Operator has elected to reject oc
assume this egreement pursuaar w the Bankruptcy Code, 2ad an clection ta reject this agreemenc by Operator 2s ¢ debeor in
possession, or by a trustee in bankruptcy, shall be deemed 2 resignation »s Operator without any action by Non-Opesators,
except the selecrion of & successor. During the pcnod of time the opersting committee controls operations, sll actions shall
require che approval of rwo (2) or more parties owaing a majority interest based an ownership as shown oa Exhibit "A." In
the event there are only two (2) parties o this agreement, during the peciod of time che operating committee controls .
operations, 2 third party sccepeable to Operator, Noo-Operacor and the federsl bankrupecy court shall be selected as a
member of the operating committee, snd all actions shall tequire the approval of two (2) members of the opesaring
commirtee without regacd for their interest in the Contract Area based on Exhibit "A."
C. Employees ead Conaactors:

The number of employees or contractors used by Operator in conducting operations hcmmdcr their sclection, snd the
hours of labor and the compensation for services performed shall be determined by Operscor, aad all such employees or
coatractors shsll be the employees or contractors of Operator.

D. Rights ead Ducies of Operator:
1. Competitive Rztes and Use of Affilistes: Al wells drilled on the Conm Ama shall be drilled on » competitive

cnm.ruct basx.s at the usv.u.l mzu prcy-;ﬂmg io the srea. I[ it so desires, Opcruor uny employ its own wols and :quxm:m: in

shall be agreed upon by the parties in writing before drilling operations are oommcnced, and such work shall be pe:
Operator under the same rerms and condicions s are customary and usual in the sres in contracts of independent T

shall be performed or supplied at competitive rates, pursuant (o wrirten agreement, and in sccordance with
standards prevailing in the induscry. )

2. Discharge of Joine Account Obligations: Except as herein otherwise specifically provided, Operstor shall p
snd discharge expenses incurred in the development and operation of the Contract Area pursusat to chis ags
charge each of the parties hereto with their sespective proportionate shares upon the expense basls provig
Operator shall kecp ai sccurace reoazd of :hc iomt accouac hcrcundcr xhowmg cxpca.sa incurced and (IR
made 2nd received

3. Protection from l.xox Operatar shall pay, oc cause to be paid, u3 sad wheg thiey become due md
of contractors and suppliers and wages 2n0d salaries for services rendeced or performed, and for msteri.
respect of Contrict Ares or any operstions for the jolnt sccount thereof, and shall keep the

‘exclusive of Saturdays, Sundays and legal hohdays

.4-
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lieas end encumbrances resuling therefrom excepe for those resulting from 3 bons fide dispute as to services rendered or

materials supplied. [ . )
4. Custody of Fuads: Opcruco: shalf hold for che sccount of the Non-Opecutogy aay funds of the Nea-Operswors sdvanced
. or paid o the leuror, cither for the conduct of ‘operstions hereunder or 23 4 tesult of the sale of production from the
Contract Ares, and such funds shsll remain he funds of the Non-Opcrstots on whose account they are sdvanced or peid until
used for their intended purpose or otherwise delivered to the Non-Op:mnor: or applied voward the paymeat of debes as
provided in Article VIIB. Nothing in chis paragreph shall be construed to éstablish s fiduclasy relsticaship berween Opersior
sod Noa-Operators for say purpose other than ta sccount for Noa-Operacor funds as herein specifically provided. Nothing in
this paragrsph shsll require the maintensnce by Opesator of scpmcc scoounes for the fund.t of Non-Qperators unla: the
parties otherwise specifically sgree.

5. Access_to_Contract Ares and Records: Opcrauor sha.l!, c:zccp; a5 otherwise pmwdcd besein, permit each Non-Operzror
or its duly suthorized ropreseacative, wc the Noa-Operstor's sole risk and cost, full ead frec sccess ar sll reasonsble times to”
ell operations of cvery kiad and characrer being conducted. for the joint sccount on the Cootract Arra a6d o the records °"A,.__. '

* aperstions oducted chereon or pcoduawu therefrom, Including Opcrscor’s books snd cecords celasing cherero, Such access
rights shall not be ‘éxercised in & manses iaterfering with Operator’s conduct of 53 operstion hereunder and shall not obligacc -
perstor (o furnish zay geologic or geophysical data of an interpretive asture unless the cast of preparation of such
interpretive data was charged w the Joint sccount. Operator will furnish ' each Noa-Operstor upon request copics of sy
and all reports sad informstion obwined by Operstor In conoection with production sad relared itcms, Including, without
linitation, meter snd chart reporrs, pmdm:uon pm’cbuer statements, sua tickets snd moonthly gauge reporw, but excluding
7 purchase contracts und pricing information to the extent nat applicable to the production of. the Noo-Operator secking the
* information. Any audic of Operator’s records relating to amounts expended and the sppropristencss of such expendirures’
" shall be conducted in sccordance with the sudit protocol specified in Exhibit “C.” :

6. Biling and Purnishing Governmental Reparts: Operutor will file, 2nd upen written request prompely fucnish copies to
each requesting Non-Operator not in defsult of its psyment obligations, all operstional notices, reports or applications
required oo be filed by local, Stace, Pederal or Indian sgencies or suthoritles having Jusisdiction oves operations hereunder.
Each Non-Operstor shall provide to Operator on a timely basis sll informarion necessary to Operstor to make sych filings.

7. Drilling and Testing Operations: The followiag provisions shall ayply ta cach well drilled hereunder, including but aot
limited to the Injtial Well:

(2) Operstor will promptly ;dvise Nou-Openzon of the date oa which the well is spudded, or the date on which
drilling operstions are commenced
(b)Opamrwﬂ!:cndmNoo—Opcacousudxrcporn.us:mulumdnoammgudlngduepmgzmo!opawmondwwcu :
: ucthou—Opaxm:s Mmsou&!ywqusqbd@ughuwﬂmmdm.dﬂy&ﬂhngmmmp&:mmmuﬂwcﬂng
{c) Opeator shsll adequately test alf Zonea encountered which may ressonably be ‘expected to be capsble of producing
Oil and Gas in paying quaatities as s result of examination of the clectric log or 2ay other logs-or cores or tescs conducted
heseunder.

8. Cost Estimates. Upon requese of any Conscnuug Parry, Operator mu furnish estimsres of currcac sad cumulmve coscs
incurred for the joinr scoouar ¢ ressonable incervels durlng che conduct of sny operation pussuznt to this sgrocment.
Operstor shall not be held liablz for errors in such estimates so long us the éstimates are made [n good falth.

9. losirsnce: Ac sll times while operations sre conducted hereunder, Opcu:or shall comply with the workers
compensation law of the stte where the operacions wre being conducted; -provided, however, thae Operator may be s self-
insurer for lisbility under said cornpensation laws in which evear the only chacge chiat shall be made 1o the joiac tccount shall

. be 13 provided in Exhibic "C.” Operstor shall also curry or provide insursnce for the benefit of the joins sccount of the partics
as outlined in Exhibic "D areached hereto snd made 1 part hereof, Operaror shsll fequire all concrastors engaged in work on
or for the Contract Ares o0 comply with the workers compensation law of the state where the operations are being conducred
10d to mainnin such other insurance as Operazor may require.

In the event sutomobile Usbility insusancg is specified in s2id Exhibit *D,” or subsequently reccives the approval of the
perties, no direct charge shall be mide by Operstor for premiums psld for such insurance for Operstor’s sutomotive

" equipment. *

ARTICLE VL
DRILLING AND DEVELOPMENT
A. Tnicia Well: , ' :
On or before the day of 19 + Operstor shall commeace the drilling of the Initisl

Well ar the following lostion:

TO BE DETERMINED.

) and shall chereafrer contiue the drimgg of the wel§ wg‘:h due dliligence w

m&mp@aowuﬂk@”uwmdommummﬂummﬁ
B.Subuqu:nt()pendons.
S Iwummmmwd&uw&mmywﬂon&c&mkuom
_,‘:._-,_u.,,,mwa..g,bmwmbumwwuurmm.dqma-mu
" producing In peying quandties in which such party has.not ocheswise' relinquished s ncerest In the peopossd
this sgreement, che perey desiving to drill, Rewock, Sidetrack, Decpen, Recomplese or Plug Back such s jielt
notce of the proposed operstion to the partes who havg nor otherwise relinquished their Interest i,

.i.
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- Coasenting Pisties shall own and be eatitled 10 recsive, in proportian 1o their respective inceresty,

Consenting Party's interese in the well aod share of production therefrom -or, in the dase of a Re)
-telegram, telex, teleoople:, or other form of facsimile

73
74

- within the time and in the manner provided in Article VIB&.

- expense and for the wccount of the Consenting Pardes. Upon commeacement of operations for the 4

under this agreement and to all ocher parties in the case of & proposal for Sidetsacking or Deepening, specifying the woark w© be
performed, the location, proposed depth, objective Zone and the estimated cost of the operstion. The parties o whom such 2
notify the party propasing w do the work

notice is delivered shall have thirty (30) days afier ceceipt.of the notios within which o notify the pany
whc:berthcyebsctnopamc:pa:emthecosrofchcpmposcdopcruwu.lfadrdhngnguoaloanoo.nouaofapmpoal to

" Rework, Sidetrack, Recomplete, Fiug Back or Deepen may be given by rclcphonc and the response period shall be limited to forty-

cight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party o whom soch notice is delivesed co reply
within the period sbove fixed shall constitute an clecrion by that party not to perticipate in the cost of the proposed operadion,
Any proposal by a party to conduct an operation conflicting with the operation initially proposed shall be delivered w all partics

If all parties to whom such notice is delivered slect to participate insuch a proposed operation, the partics shall be

contractually committed to participate therein provided such operations arc commenced within the time period heresfter set

forth, and Operutor shall, ao later chan ainecy (90) days after expiration of the notice period of thirty (30) days (or as-.-
prompdy as pracricable afrer che cxp:rzuon of the forty-cxghz (48) hour pcnod whcn 3 drdltag rig u on locsuon, s the' case” " -

the pnmcs partu.xpauug zherexn provided, however, said commencement dace may be exteaded upon written notice of same
by Opcnzor to the oLhcr parties, for 3 period of vp to thirry (30) sdditionsl days if, in the sole opinion of Operator, such

* additional time is rcasom\bly ucmsary to obtain permifs from govcrnmcural nuthorma, surface rights (including rights-of-

way) or zppropnzu: drilling equipmént, or to complete title examination or curstive mawrer required for title approval or

. acceprance. If the actual operation has not been commenced within the time provided (including sny extension thereof as =
+: specifically permitted herein or in the force- majeure provisions of Article XI) and if any party heceto still desires to conduct

said operation, written notice proposing same must be resubmitted 1o the other parties in sccordance herewith s if no prior
proposal had been made. Those parties thar did not pacticipate in the drilling of 8 well for which a proposal to Deepen or
Sidetrack is made hereunder shall, if such parties desirs to parricipate in the proposed Deepening or Siderracking operation,
reimburse the Drilling Parties in accordance with Artide VLB4. in the event of a Deepening operation and in sccordance
with Article VLB.S. in che evenc of a Sidetracking operation

2. Operations by Less Than All Parties:

(a) Determination of Participation, If sny pacty @ whom such notice is délivered as provided in Actide VLB.L. or
VILC1. (Option No: 2) elects not o participate in the proposed operation, then, in order to be eatitled to the benefits of this
'Am'dc, the party or parties giving the notice and such othcf partics as shall elect to participase in the operation shall, co
later than ainety (90) days after the expirstion of the notice period of thirty (30) days (or as promptly as pracricable after the
expirationt of the forty-cight (48) hour period wheo a drilling rig is oa location, as the case may be) scrually commence the
"proposed operation 1nd complete ic with due diligeace. Operator shall perform all wock for thé acoount of the Conseating
Parties; provided, however, if no drilling rig or ocher cquipment-is on location, and if Opemior Is 2 Non-Consenting Party,
the Consenting Partics shall either: (i) request Operator to perform the work required by such proposed operation for the
sccount of the Conseating Pacties, or (if) designate one of the Consenting Pxn;‘és as Operator to pecform such work. The
rights ind duties granted w0 and imposed vpon the Operator under this agreement are graoted to and imposed upon rthe party

" designated ss Operator for an opénrion in which the original- Operator is 2 Non-Coasenting Parcy. Consencing Parties, whea

conducting operaticns on the Contract Area pursuant to this Article VI.B.2,, shall oomply with ell rerms and coaditions of this
agreement. -

1f less than all pasties approve any proposcd operation, the proposing party, immediscely ufter the expiration of the
spplicable notice period, shall advise all Parties of the cowa! interest of the parties spproving such operation and its
recommendarion as o wherher the Consenring Parties should proceed with the operstion as proposed. Each Conseating Party,
withio forty-eight (48).hours (exclusive of Saturday, Sunday and legal holidays) afrer delivery of such notice, shall advise the
proposing party of its desire to (i) limit participation to such party's interest 83 shown on Exhibit "A” or (i) crry only its
proportionate part (determined by dividing such party’s interesc in the Conrract Area by the interests of all Consenting Pasties in
che Contract Area) of Non-Consenting Parties' interests, or (ifi) carry its proportionste part {determined a3 provided in (ii)) of
Non-Consenting Parties’ interests together with all or a portion of ity proportionste part of any Noa-Codsenting Parties’
interests thar any Consenting Pasty did nor elect 0 mke. Any interest of Non-Consenting Parties that i3 not casried by a
Consenting Party shall be deemed to be carried by the parcy proposing the operation if such parry does oot withdraw its
proposal. Failure o advise the proposing party within the time required shall be deemed 9n election under (i) . In the evear s
drilling rig is on location, notice may be given by telephone, and the time permitied for such.a response shall not excred &
toral of forty-cight (48) hours (exclusive of Ssturday, Sunday and legal holideys). The proposing party, at its clection, may
withdraw such propasal if there is less than 10096 participacion 2nd shall norify all parties of such decision wichia ten (10)
days, or within cwenry-four (24) hours if a drilling rig is on location, following expiration of the applicable response period.
1f 100% subscription to the proposed operation is obtilned, the proposing party shall promptly notify the Consenting Parties
of their proportionate intesests in the operation and the party serving as Operator shall commence such operstion within the
period provided in Article VLB.1., sobject to che same extension right as provided therein.

[¢33) Relinquishment of Interest for Noo- Participation. The eatire cost and risk of coaducting such operations shall be
borne by. the Conseriting Pasties in the proportions they have elected to besr same- under the terms of the preceding
persgraph. Consenting Parties shall keep the leaschold estates involved in such operations free sad clear of all licns snd
encumbrances of every kind creaced by or arising from the: aperstions of the Consenting Parties. If such an opcm' 4
in s dry bole, r.hcu subject to Articles VLB, & and VLE3, the Conscutmg Parties shall plug sad sbandon che well agifrestore

iz

incressed by ‘the subsequcnr aperacioas of che Gonscuung Pacties. If sny well drilled, Reworked, Sidetrucked, éP"
Recompleted ‘or Plugged Back under the provisions of this Arvicle results in 2 well capable of producing Oil s
paying quantisles, the Consenting Parries shall Complete snd equip the well to produce a¢ their sole cost agd
well shall thep be rarned over to Operator (if the Operstor did not waduce the operation) and shall be

Sndcznddng, Recompliting, Deepening or Plugging Back of aay such well by Consenting Puarties in
provislons of this Agidn. asch Noa-Consenting Party shall be desmed to have rellnquished to Consent

£6-
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Decpening, Reanmpleting or Plugging Back, or 8 Complcdon pursuant to Amdc VILCI, Optioa No. 2, all of such Non-
Coascating Party’s Interese In the producton obrained from the operation in which the Noa-Consenting Pasty dxd nor elect
to particpate, Such relinquishment shalf be efective unell the proceeds of the sale of such shars, éalonlared st the well, or
market value thereof if soch share Is oot 20ld (afies deducting spplicable 3d valosem, production, severince, 20d exclse txes, ¥
royalty, oversiding royalty and other inceresss not excepeed by Arcicle TLE psysble out of or messured by the pmductwn i

from such well socruing with respecs 10 such intergst-until it revérns), shall equal che wots] of the (6Uowlng‘ A
(@) —199 % of cach such Non-Consendng Party's share of che cost of sny.newly soquired surface equipment

beyond the wcllbczd connections (Jacluding bus noc limited to scock tanks, ;cym:ors, treaters, pumping cql.upmcnt and
piping), plus 10096 of cach such Nou~Conscndng Paryy’s share of che cost of operation of the well conwncncmg wich flest
production sod continuing uncil esch such Non-Coasenting Pssey's selingquished lntecest shall revert wo & unded ocher
provisions of this Article, It being agreed that cach Noa-Consenting Parry's shere of such costs and equipment will be zhat. _
interest which wouid havc been chargeable 1o such NowComcuung Pury had lx puudpawd Ia :he wcl! frorn zhe beginning

o % ol (s) thae pomon of the oosts and cxpcmcs af dullln.g, Rcworklug, Sxdccndcmg. Doepeumg.
Pluggmg B.ck, texting, Cbmp!c:lag. aad Recompleting, afier deductlng sny cush coneributlons secelved under Article VIILC
and of (b) that pardon of the cost of newly aoquired equipment ia the well (to and lndudmg che weLlhead oonaccmm).
which would have been chargesble to such Non-Consenting Party if It had pacticipated therein,

Norwithstanding aaything to the contrary in this Article VLB, if the well does not reach the dcepcsr objective Zone
described In the notice proposing the well for ressons athes than the encountering of grinite or pracrically xmpcnemblc~,
sebstance or other condition In the hole rendering farther opcnrion: impracticsble, Operator shall give nodee thereof w each
Noa-Consenting Farty who yubmitted or voted for s aliernative proposal under Asticde VIBS. to deill the well w0 o7 -
shallower Zoae thaa che deepesc objective Zone proposed in the noticé under which the well was drilled, aod cach such Noa-
Consenting Pecty shall have the option to particlpace In the Initial proposed Completioa of the well by paylng lts share of che
cost of drilling the well to lts scrual depeh, calculated in the manner provided In Ardcle VLBA4. (s). If sny such Noo-
Consenting Party docs not elect to participate ln the flrst Completion proposed for such wcll. the relinquishment provisions
of this Article VLB.2, (b) shall apply to such party's Interest,

() Reworkdag, Recompledng or Phigging Bndc. An clection por w participate in the drilling, Sidetracking or
Deepening of 8 well shall be deemed 2a election not'to pasticipste in any Reworking or Plugging Back operstion proposed in
such 3 well, or poron theseof, 1 which the Initlal non-consent clection spplied chat Is conducted st sny time prior to full - -
recovery by the Conseoting Parties of the Non-Consenting Party's recoupment amount. Slmilarly, an election not to
participaze In the Compledog or Recompleding of 1 well shall be deemed 1a electlon ot to perticlpase in any Reworking *
operstion proposed in such & well, or portlon chereaf, to which the initisl pon-consent eloctlon applied that is condicred ac -
say tme prior to full recovery by the Consencing Pastics of the Non-Coasenting Party’s recoupment amouat. Any such
Reworking, Recompleting or Plugging Back operatlan coaducted durlng the recoupment period shall be decmed of the
cost of operation of said well and there shall be 3dded o the sums to be recouped by the Consenddng Parties —_IYY % of
that portion of the coses of the Reworklag, Recompleting or Plugging Back operation which would have been chargeable to
such Non-Conseating Pasty had it participated therein. If such 2 Reworking, Recompleting or Plugging Back operstion is .
proposed dusing such recoupment period, d’xc provisions of this Article VIB. shall be applicable a3 between sald Consenting
Parties in sald well.

(d) Recoupmece Marters. During the period of time Consenting Parties are entltded o receive Non-Conseating Party's
share of productlon, or the proceeds therefrom, Consentlng Pastles shall be responsible for the psyment of all ad valorem,
production, severaace, exgise, gathering sod other tayes, and all royalty, overriding mynky and other burdens :pphcxblc to
Non-Consenting Pasty’s share of producrion not excepted by Article ILC.

In the case of any Reworklag, SIdctnddng. Plugging Back, Recompleting or Decpcmng operatlon, the Coasenting
Parties shall be permitted to use, free of cost, all casing, wblng 2ad ocher equipment Io che well, bur the ownership of all
such equipment shall remain unchanged; 2ad upon sbandonment of s well sfter such Reworking, Sidecracking, Plugging Back,
Recompleting or Deepeaing, the Consenting Pastics shall accounr for all such equipment to the owners thereof, with each
pasty seceiving i proportionsse part in kind or in value, less cost of salvege.

Withla ainety (30) days aftec the complesion of sny operstion under this Asticle, the party conducting the operations
for the Consentng Puctles shall furnish each Non-Conseadng Party with aa {nveatwry of the equipment In and conoected 1o
the well, 20d sa itemlzed sescement of the cost of drilling, Sidetrscking, Deepening, Plugging Back, testng, Completing,
Recompleting, and equipplng the well for production; or, st Its option, the operating party, Ia liey of an lremized satement
of such costs of operation, sy submit 3 decalled stazemeat of moathly billings. Each month theresfter, during the time the
Coasenting Parties are belng reimbucsed a3 provided above, the party conducting the opéradions for the Consencing Purties
sl furnlsh dhe Noa-Consentng Purtdes with sa lremized statement of all cases and lisbilitles focurred I the operstion of
the well, together with 3 seatement of the quantity of Oif and Gas produced from ir sad the amouat of proceeds realized from
the sale of the well's working Interest production during the preceding month. In determining the quantity of Oil and Gas
produced during sny moach, Consenting Parties shall use nduscry aocepeed mechods such as but oot limited to metecing or
pedlodle well tests, Aoy smouat realized from the sale or other disposition of equlpmcgz newly acquired in connccrion with
any such operation which would have been owned by s Non-Consenting Pasty had It pasticipaced chereln shall be credited
against the total unrerurned costs of the work done 2nd of the equlpment purchased fa determining whea the ln e4of such
Non-CoascuungPuty xhl.llrcveneokunbovcpmvxded mdlfd:cuu-cmdhbuhna:.kshaﬂbcpddws
Consenting Party. i

1f and when the Comndnx Parties recover from s Non-Conscndng Pasty's rclinquuhcd Interest the amountgiity
for ebove, the rellaquishied Intesescs of such Non-Coasenting Party shall sivtomatically revest to ft a3 of 7:00 am. 4%
following cthe day on which such recoupment occurs, sod, from and after such revesslon, ‘such Non-Conseacing BATdy
owa che same Interesc {o such well, the material and equipment la or pereaining chereto, and che pmducuca h ’i’
such Noa-Conseadng Pasty woald have been endded to bad It participaced lo the drilling, Siden TR
D«pcala&Rcmmplcdngo:PluxmBuko{uIdwen.Tbemher such Non-Conseacing Party shef! “;, R

o ? ‘

38 nd-Bz%tx'Wh&ﬂlwenthd:bubaea qudotbacpcnedhumdeqluwzbodzeddc g 27
b:enmmplemdmdthemnlumueoffumbhcdwtﬁcpuda.o:wbcnopcndomonthcweuw ’
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5 - the response period. If moce than one party efects o take such sdditionsd time to “tespond 1o the ndtice; srandby costs shall be
.- allocated between the partics’ taking additional time to respond on s day-to-day basis in the’ pmponion cach clecnng 33
. interest s shown cn Exhibit "A” besrs to the total interest as shown on Exhibic A" of all the electing pmxes
" pursuane to Article VIB.1, the interest relinquished by the Noa—Conscnrxng Parties to the Consenting Parcies under Asticle

. of which the parties were given notice under Article VLB.1. (“Initial Objective™), Such well shall not bc Decpened beyond the

Sidetracking, Decpening, Recomplering, Plugging Back or Completing operation in such 8 well (including the period required
under Asticle VLB.G. to resolve competing proposals) shall be charged snd borne as part of che drilling or Deepening
operation just complersd, Smadby coses subsequent wo all paries msponding, or expirsiion of the response fime permicted, . . ..
whichever first occurs, and prior to sgreement 25 to the parriciparing interests of all Conseoting Partes pursnant to the erms o
of the second graramatical paragraph of Ardcle VIB.2. (3), shall be charged to and borne as part of the proposed operstion,
bur if the proposal is subsequeatly withdrawn because of insufficient participstion, such stadd-by costs shall be allocated
berween the Consenting Parties in the proportion each Consenting Parry’s interest as shown on Exhibit “A” bears ta che total
interest as showa on Exhibic "A” of all Consintmg Parties.

In the event that notice for 3 Sidetracking opersation is given while che drilling rig to be utilized is on location, any party
msy requess and receive up (0 five (5) additional days afrer expiration of the forty-cight hour response period specified in** -
Article VLB.1. within which to respond- by paying for sl stnd-by costs end other costs incurred during such extended

response period; Operator may require such party to pay the escimated stand-by time in sdvence as 2 condition to extending

4 Deepening: If lest than all the parties elect w participate in Y dnllmg, Sld:crackmg. ot Deepening operation ptoposcd o

VLB.2, shall relate oaly and be limited to the lesser of (i) the wotal depth acrually drilled or (ii) the objective depth or Zone

Initial Objective without first complying with chis Artidle 0 affocd zhc Non—Coasennng Parties the opportunity 0 participate .’
in the Deepening operation. .

Io the evenr any Consenting Parry desires to drill or Deepen 2 Non-Consent Well to a depth below the Inicial Objective,
such parry shall give notice thereof, complying.with the requirements of Article VIB.1, to all parties (including Non-
Conscnting Parties). Thereupon, Articles VLB.1. and 2. shall apply and all parties receiving such aocice shall have the right to
participate or not pasticipate ia the Deepening of such well pursusa to said Articles VIB.1. and 2. If « Deepening aperation
is approved pursuant to such provisions, and if any Non-Conseating Party elects to participate in the Deepening operarion,
such Non-Coaseating pacty shall pay or make reimbursement (as the case may be) of the following costs and expenses:

(a) If the proposal to Deepen is made prior to the Completion of such well as & well capable of producing in paying
quanrities, such Non-Cansenting Party shall pay (or reimbnrse Conseating Parties for, a5 the case may be) that share of costs
and expenses incurred in conpecrion with the drilling of said well from the surface to the Initial Objective which Non-
Couscating Pacty would have paid had such Non-Conseating Party sgreed to participate therein, plus the Noa-Consenting
Party's share of the cost of Deepening and of participating in say further operations oa the well in accordsnce with the other
provisions of this Agreement; provided, however, all costs for testing snd Completion or attempted Completion of the well
incurred by Conscating Parties prior to the point of actuzl operations to Deepen beyond the Initial Objective shall be for the
sole account of Consenting Pasties,

(b) If the proposal is made for a Non-Consent Well thac has been previously Complered as a well apnble of producing
in paying quantities, buc is no longer capable of producing in psying quantities, such Non-Consenting Parcy shall pay (oc
reimburse Consenting Parties for, as the case may be) its proportionate share of all coss of drilling, Completing, and
equipping said well from the surfsce to the Inidal Objective, calculated in the manner provided in paragraph (a) above, less
those costs recouped by the Consenting Parties from the sale of production from the well The Non-Consenting Party shall
also pay its proportionate share of all coses of re-entering said well The Non-Consenting Partles’ propoctionate part (based
oa the percentage of such well Non-Consenting Party would have owned had it previously participated in such Non-Consent
Well) of the costs of salvable materisls and equipment remaining in the hole and salvable surfece cqtﬁpmcnt used i
connection with such well shall be determined in accordance with Exhibic "C." If the Consenting Parties have recouped che
cost of drilling, Completing, and equipping the well at che cime such Deepening operation is conducted, chen 3 Non-
Consenting Party may pamticipate in the Decpening of the well with no psyment for costs incurred prior to re-entering the
well for Deepening.

The foregoing shall not imply s righe of any Gonscnnng Party to propose aay Deepening for a Non-Consent Well prior
w the drilling of such well to its Initial Objective without the consent of the other Consenting Parties g5 provided in Article
VLF. ’

5. Sidetracking: Any party having the right to pasticipate in 2 proposed Siderracking operstion that does aot own an,
interest in the affected wellbore st the time of the notice shall, upon electing to participate, teader to the wellbore owners its
proportionate share (equal 10 its interest in the Sidetracking operation) of the value of that portion of the existing wellbore
t0 be utilized s follows: . ]

(a) If the proposal is for Sidetracking an existing dry hole, reimbursement shalf be oo the basis of the acrual costs
incurred in the initial drilling of the well down to the depth at which the Sidetracking operation is initisted.

(b) If the propasal is for Sidecracking & well which has previously produced, reimbursement shall be on the basis of
such party's proportionate share of drilling snd equipping ¢osts incurred in the initial drilling of the well down to the depth
at which the Sidewacking operation is conducted, calpulated in the manner described in Articte VLB.4(b) sbove. Such party's
proportionste share of the cost of the well's salvable materials snd equipmear down 1o the depth st which che Sldeu'udung
opcrrmon is initiated shall be dctcrmmed in 2ccordance wlch che provmom aof. Exhibu " R

propose the conduct Ql:’ 80 operation that conflicts with s proposa! that has been made by a party uader this Acti
parry shall have fifceent (15) days from delivery of the initial propossl, in the case.of a proposal to drill 8 well or t
a operution on 3 well where no drilling rig is od location, or twenty-four (24) houss, exclusive of Sarurday, SundayfEDd legst
‘holidsys, from delivery of the initial proposal, if s drilling rig Is on locasion for the well on which such operstidd
conducted, to deliver to all parties encitled to parcicipate in the proposed operation such party’s aliernative ‘*!} .
nltemzte proposal to contain the same informarion requlred iod be mcludcd in the mmd pmponl. Bach ps) SRS

TPl whan ul&wv-l-awuwl My the
Arsericou Aasiscict vh 3l Potgileam Landwiee

or deepen.mg
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#.C, Complcuon of Wells; Rewocking’ and Plugging Back:

: :opcyxupmpordonueshueof:hcmsuo(thcpmposedpmlectuxfnhzd d ro such proj
" of the proposal .

inirial proposal shall prevail. Operator shall deliver notice of such result ro all parties encitled o participate in the operation
within five (5) days after expiration of she election period (or within rwenty-four (24) hours, exclusive of Saturday, Sunday
3nd legal helidays, i a drilling ig is oa locarion). Each party shall chen have two (2) days (of rv{eury-_foug (24) hours if 2 rig -

_is on location) from reccipt of such notice to elect by delivery of notice to Operator to participste in such operstion or

relinguish interest in the affected well pursezst o the provisions of Arricle VLB.2.; fsilure by 3 party to deliver notice within
such period shall be deemed an election not to participate in che prevailing proposal.

7. Conformicy o Spacing Pattern. Norwithstanding che provisions of chis Article VLB.2,, it is agreed thar po wells shell be
proposed o be drilted o or Completed in or produced from & Zane from which 3 well located elsewhere on the Contrace
Area is producing, unless such well conforms to the then-existing well spacing pattern for such Zone.

8. Paying Weils. No party shail conduct any Reworking, - Decpening, Plﬁgging Back, Completion, Recompletion, or
Sldctradur‘,g operation under this sgreement with respect o any well then capable of producing in paying quantities excepr
with the conseat of all parties that have not relinquished i interesty in the w:u I the time of such opennon. SR e S

: 1, Completion: Without the consent of all partics, 66 well smu be dnlled. Dccpcncd or Stde:nck:d. ucept my wcll‘ S

dnllcd, Decpened or Sidetracked pnrsuznr ro “the provuloxu of Amdc VLB.2. of this agreement. Consent to the dnlhug

Deepening or Siderracking shall inclode:

OO Option Mo, L All gecessary cxpcndmxcs for che drxlhng, Decpcnu\g ‘or Sidetracking, cesting, Oamplctmg aad

equipping of the well, including necessary tankage and/or surface facilitics.
. @ Option No. 2: All necessary expenditures for the drilting, Dccpcnlng or Sidecracking and testing of the well. thn
" such well has reached its auchorized depth, and all logs, coces and ocher tests have been compleced, end the results
thereof furnished to the parties, Operator shall give immediste notice to the Non-Operators having the right to
partidpare in 2 Completion saempe whether or not Operator tecomemeads attempring o Complets the well,
together with Operstor's AFE for Completion costs if not previously provided. The pasties receiving such aorice
shall have forty-cighe (48) hours (exclusive of Sacurday, Sunday and legal holidays) in which ro elecr by delivery of

aotice o Operstor to participare in a recommended Completion Pioe Lio-a-Gompl propoval-wrth-urr
mmpmmg-m' Operator shall deliver any such Completion propossl, — ,‘ wrn—prropermcordtermg
ih-Op peopesaly to the other parties encitled to participate + G d revith—the

Mwyeaﬁe&-m—hnde—%& Election o participate in a Completion artempc shall Include consent to all
necessary expenditures for the Completing and cquipping of such well, including necessacy tankage snd/ot surface

facilities but excluding any stimulstion operation not contzined on- the Completion AFE. Failure of aay. party
seceiving such notice to teply within the period sbove fixed shall constrore an election by thar party pot o
participate in the cost of the Completion attempr; provided, thar Article VLB.6, shall conerol in the case of
conflicting Completion proposals. If dne or more, but less than all of the parties, elect 10 attempt 2 Completion, the
provisions of Artide VIB.Z hereof (the phrase "Reworking, Sldetracking, Decpening, Recompleting or Plugging
Back” es contained in Amide VIB.2. shall be deemed to include “Completing™) shall spply 1o the operstions
thercafter conducted by less chan all parvies; provided, however, that Arcicle VIB2 shall apply separately w cach
separate Completion or Recompletion arrempe undertaken hereunder, and sn election 0 become a Noa-Consenting
Party as to onc Completion or Recompletion attempt shall not preveac a party from becoming @ Consenting Party
in subsequest Complecion or Recompletion atremprs regardless whether the Conseatng Parties as to carlier
Completions or Recompletioas have recouped their costs pursuant to Arcicle VLB.2; provided further, thac any
recoupment of costs by & Consenting Party shall be made solely from che production accribucable o the Zone in
which the Completion ettempt is made. Elecrion by s previous Non-Conseating Party to participate in s subsequent
Completion or Recompletion attempr shall require such party to pay its proportionate share of the cost of salvable
materials and cquipment installed in the well pursuant o the previops Completion or Recompletion stempt,
insofar and only insofar as such materials and equipment benefit the Zone In which such parry participates in »
Completion atempt.

2, Rework, Recomplece or Plug Back: No well shall be Reworked, Recompleted or Plugged Back except s well Reworked,
Recompleted, or Plugged Back pursuaar to the provisions of Armicle VIB.2. of chis agreement. Consent to the Reworking,
Recompleting or Plugging Back of 3 well shall include all necessary expenditures in conducting such operations and
Completing and equipping of said well, including necessary tankage and/or surfsce facilities.

D. Other Operstions:
Opcﬁtof im'ﬁ%om‘ sny single project tjcason_ably estimaced to 3re0qu666n nditure in excess of

Dollars ($§ __——e¥-->"" ) except in coonection with the
drilling, Sidetracking, Reworking, Deepening, Completing, Recompleting or Plugging Back of s well thar has been previously
suthorized by or pursusac w this agrecacar; provided, however, that, in vase of explosion, fire, flood or other sudden
emergency, whether of the same or different nature, Operator may take such sreps and incur such expenses as in ics opinion
wre required o deal with the emergency to safeguard life and property but Operstor, as prompely a3 possible, shall report the
.emergency o the other parties. If Operator prepares 3a AFE for its own use, Opesator shall furpuh mg Noa-Operator so
requesting aa information copy thereof for any single project cosiing in excess of T“”enEY Dotllars
(3.25.,.0.0.0...0.0__) Asy parcy who bas aor rchnquuhod fts incerest mnwell:hallbavc nghtwp_ropose chac

oot including the insrallation of gathering lines or othier transportatiod or marketing facilicies, the installation of wi
be governed by scparucs sgroemeat becween the partics) reasonably esdmated o require so expenditure in @ o
amount firse set forth sbove in chis Article VID; (except in connection with an operstion required to be prop
Articles VIB,1. or VLC.1. Opdoa No. 2, which shall be governed exclusively by those Articles), Opesscor shall
proposal t6 aff parties enticled to participate therein. If within thirty (30) days thereof Operator secures the w. f
oiwypanyprpamesowmngulwt_ﬁg___%of(hemmuuof&mpzmcscnndednopmxxpa j
each pasty having the cight w participate in such project shall be bound by the rerms of such proposal

E. Abandonmeat of Wells:
1. Absndonment of Dy Holes: Except for agy well drilled or Deepened pursuxnt to Article VLB

BecndnuedoxDecpenuiunde:cbctcrmsof:huxgrecmentmdupmposed:obeoompletedua

‘orsuchwellhasbeenapprovedasanexceptmntothee}ustingspamnq

pattern for such zane by the appmpriagte regulatory agency.
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plugged and abandoacd without the consent of all- pasties. Should Operator, after diligent effort, be unable to coneact any
party, or should any pmy fail to reply within forty-eight (48) hours (exclusive of Sarurday, Sunday and legal holidsys) after
delivesy of aotice of the proposal to plug end abandoa such well, such parry shali be deemed to have conscated 1o the
proposed ghandoninent. All such wells shall be plegged ead sbandoned in accordance with applicable regulations and at the
cost, risk and expense of the parties who pasticipsred in the cost of drilling or Decpening such well Aay parcy who objects to
plugging and sbandoning such well by notice delivered to Operator within forty-eight (48) hours (cxclusive of Saturday,
Sunday and legal holidays) after delivery of notice of the proposed plugging shall cake over the well as of the end of such
forty-cight (48) hour notice period and conducr further operations in sesrch of Oil and/or Gas subject to the provisions of
Article VIB; failure of such parry to provide proof reasonably satisfactory to Operstor of its financial capability o conducr
such operations or to tzke over the weil within such pericd or thereafter to conduct operations on such well or plug end
shandon such well shall encitle Operator o rewin or rake possession of the well and plug end abandon the well. The parry
taking over the well shall indemnify Opcrztor (lf Operator is an abandoning party) and the ocher abandoning puycs agsinst .
liabilicy for any furcher operations coadurted on such well except for the coses’ of pluggmg ‘and’ aba.ndomug the well and
sestoring the surfecs, for which the abandoning parties shalf remaio prqpornoux(c!y liable. :;-
2. Abandgnment_of Wells That Have Produccd: Excepr for any. well in which a Non—Couscm operauon hns bce )
i conductcd hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, say well which has’ " -
" been completed as « producer shall not be plugged sad sbandoned without the consent of all parties. If all parties consent to
sach absndonment, the well shall be plugged and sbendoned in 2ccordance with applicable regulations 2ad at the cost, risk
_ and expense of all the parties hereto. Failure of 3 party to reply within sixty. (60) days of delivery of notice of proposed ::i-o s
*" sbandoament shall be deemed in clection to consent to the proposal. If, within sixty (60) days after delivery of notice of che
proposed abandonment of any well, sll parties do noc sgree to' the sbandonment of such well, those wishiné to continue its
22 operation from che Zoae then open w production shall be obligated wo take over the well as of the expication of the
2 applicsble notice period and shall indemnify Operator (if Operator is an abandoning party) and the ocher abandoning parties
24 against liability for any further operations on the well conducted by such parcies. Failure of such party or parties to provide
25.  proof reasonably sarisfactory to Operator of their financis) capability to conduct such operations or 1o ke over the well
26  within the required period or thereafter to conduct operations on such well shall entitle Operstor to retain or take possession
27  of such well and plug and abandon the well ’
28 Parties taking over 8 well a5 provided herein shall tender to cach of the other parties its proportionare share of the value of
29 the well’s salvable material and equipment, determined .in accordance with the provisions of Exhibic “C,” less the estimated cost
30  of salvaging sad the estimated cosc of plugging and ebandoning ind restoring the surface; provided, however, that in the event
the estimated plugging and sbandoning and surface restoration costs and the estimated cost of salvaging ace higher than the
32 . value of the well's salvable material and equipment, cach of the sbandoning parties shall wender o the parties coatinuing |
- 33 operations their proportionate shares of the estimated excess cost. Each sbandoning party shall assign o the non-zbandoning
34 parties, without wacraaty, expeess ac implied, 25 to citle or as to quancity, or fitness for use of the equipmeat and macerial, all
35 of its interest in the wellbore of the well sod related equipmeat, together with ifs interest in the Leasehold insofar and only
36 insofar as such Lesschold covers the righe (o obtain production from that wellbore in the Zone then open to production. If the
interest of the abandoning party is or includes sn Oil and Gas Ioterese, such party shall execute gnd deliver to che non-
38  abandoning party or parties g0 oil and gas lease, limited to the wellbore and the Zone then open to production, for 8 term of .
39 one (1) year and so long thereafter a3 Oif and/or Gas is produced from the Zone covered thereby, such lease to be on the form
artached 35 Exhibit “B.” The wssignments or leases so limited shall encompass the Drilling Unit upoa which the well is located.
41 The payments by, snd che assignments or leases to, the assignees shall be in 3 ratio based upon the relationship of cheir
respective percentage of participation in the Contract Area to the sggregate of the percentages of participation in the Contract
43 Arca of all assignees. There shall be 0o readjusunent of interests in the remaining portions of the Contract Area.
Thereafrer, sbandoning parties shall have no further responsibility, lisbility, or interest in the opecstion of or production
45 from the well in the Zone thea open other than the royalties reained in any lease made under the rerms of this Arvicle, Upon
request, Operator shall continue ta eperate the assigned well for the sccoune of the aon-sbandoning parties a¢ the rutes and
47 charges contemplated by this agreement, plus say sdditional cost and charges which may arisc 23 che result of the separate
48 ownesship of the assigned well Upon proposed abandonment of the producing Zone sssigned or leased, che assignor or lessor
49 shall chen have the option to repurchase its prior interest in the well (using the same vslustion formula) and pasticipate in
30  further operations cherein subject to the provisioas hereof.
51 3. Abandonment of Non-Consent Opecadons; The provisions. of Article VLEL or VLE2. sbove shall be spplicsble as
52 berween Coasenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided,
53 however, no well shall be permancacly plugged and abandoned unless 20d until all pacties having the right to conducr further
34 operations therein have been notified of the proposed sbandonment and afforded the opportunity to eleax to ke over the well
55  in scoordance with the provisions of this Articlé VIE; 20d provided further, thar Non-Coaseating Partics who own an interest
56 o a porsion of che well shall pay their proportionace shares of sbandonment and surface restoration costs for such well as
57  provided in Article VIB.2.(b).

$8  F. Terminaton of Operations:
59 Upoan the commencement of sn operation for the drdlmg, Rcwoddng, Sidetracking, Plugging Back, Dccpcmng. testing,

60  Completion os plogging of a well, including but nor limited to the Initial Well, such operstion shalf not be rcnmnan:d without
61 consenc of parties bearing 85 __ % of che costs of such operation; provided, however, that-in the eveat granic
62 prcially unpcnctnbh subsrmor: or condmou in Lhc bole is enoountcn:d which readers funhcr opcrmons ¢

e
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.64 provisions of Article VLB, or VLE. shall thcmfte! apply @ such operstion, as sppropriste,
65 G. Taking Production is Kiod:
66 . X Opdon No. 1: Ges Balancing Agreement Actached

.67 Each party shall mke in kind or scparatcly dispasc of its proportionate share of all Oil and Gas m the.
68 Contracr Ares, exclusive of production which may be used in development and producing operstions s

69 treating Oil and Gas for marketing purposes and production unavoidably lost. Any excrs expenditure iG]

0. in kind or sepacate dispositina by say pacty of its propostionate share of the productica shall be borrie byE

- panyuﬂngmsshmdpmdumonmhndshﬁbemqundwpnyforodympmpomom s

72 Opeunor’ssutﬁafacxhnawhxhuu.s&

73 Fach pagty shall execute such division ordey

74 producuon frocn the Contract Area, and, excepf

£
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67
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69

i parmnership, joint veamte, agency reladopship or associstion, or to rendér che pasties Usble us pa
. pnnapds.Inthaxrcbdomwichud:od:aund&thu;gmcmeagdwpudushnﬂnotbemmld«ed

‘respective sclf-mtcm:, subject, however, to the obligation of the partics to act In good fuith in their ddi
with respect to sctivities hereunder. .

directly From the purchaser thereof for its share of sl production.
If any party fails ©0 make the arrangements necessary to take in kind or separucely dispose of its propartioaate
share of the Oil produced from the Contracr Area, Operator shall have the right, subject te the revocssion st will by
- the party owning it, but nor the obllgation, to purchase such Oil or sell it o others at sny. fime and from time ©
" time, for the account of the nos-caking party. Any such purchase or sale by Operawr may be rerminated by
- Operator upon st least ten (10) days written nosice to the owner of said production and shall be subject -alwnys 1
the right of the owner of the production upon st least ten (10) days writen notice to Operator to exercise at any
time ics right to wake in kind, or scparately dispose of, its share of all Qil not previously delivered 0.3 purchascr.
Aoy purchasc or sale by Operator of any ocher party’s share of Oil shall be oaly for such reasonable periods of rime
s are consistent with the minimum needs of the industry vader the particulsr dreumstances, bot in no evear for s

pericd in excess of one (1) year..
Aay such sale by Opersror shall be in a manner commcmaﬂy reasonable undcr the ara;ms:nnces bur Opcrawr

'shall have no duty: “share any cxisclng market or to obcain a price equal ro’thac Teceived under any existing
‘market. The sale of dclivcry by Opcnuot of & non-taking party’s shase of Oil undcr the. rermis” of any cx;snng
sacract of OPCtuor shal.l ot give the non- tzkmg pacty any incerest in or make the uommkmg party 2 parry 'to said
oohd‘ict No parchase shall be mede by Operator without ficst giving the non-taking pacty ac chst wa (10) days
written notice of such intendcd purchase and the price to be paid or the pricing basis to be used. - s

ALl parties shall give timely writcen notice to Operator of their Ges marketing arrangements for che following .
moath, excluding price, a0d shall oodfy Operator immediately in the event of s change in such srrangements. S
" Operator shall maintain records of-all marketing srrangements, shd of volumes acrually sold or rmnsporzcd which ="
tecords shall be made availsble to Non-Operators upon reasonable request.

In the evenr one or more parties’ scpamceduposxmnoiuslumofdxc&sauscsph“mmddwcrumsepunrc
pipelines and/or deliveries which on a day-to-day basis for any reason are not exacdy squal w 3 party’s respective proporton-
ate share of ol Gas sales w be allocated to i, the balancing or accounting berween the partics shall be in acwoidance with
any Gas balandng sgreement between the parties hereto, whether such an agreement 3 awached as Exhibit "E” or s 3
sepasate agreement, Operator shall give nodce © all parties of the first sales of Gas from any well under this agreement.

-0  Qpdoa No. 2: No Gas Balancing Agreemeac:

Each parry shall take in kind or separately dispose of its propocrionsce share of all Oil and Ga.s produced from
the Contract Area, exclusive of production which may be used in development and producing operacions and in
preparing and teeating Oil and Gas for marketing purposes and production unavoidably lost, Any extrs expeaditure
incurred in the tking in kind or separate disposition by any party of its proportionate share of the production shall .
be borne by such pacty. Any party taking its share of production in kind shall be- requucd to pay for only its ~
proportionate share of such part of Operator’s surface facilities which it uses.

Each parry shall execute such division orders and contricts as may be necessary for che sale of its interest in
production from the Contract Ares, and, excepe as provided in Article VILB,, shall be entitled to receive payment
directly from the purchaser thereof for its share of ajt production.

*If any party fails to make the arrangements necessacy to take in kind oc separacely dispose of its propostionase
share of the Oil and/or Gas produced from the Contract Area, Operaror shall have the right, subject to the
revocation at will by the parry owning ic, but noc the obligation, to purchase such Oil sad/or Gas oc sell it w ochers
st sny time and.from time ro time, for the sccount of the non-raking parry. Any such purchase or sale by Operaror
msy be terminaced by Operacor upoa st least ren (10) days written notice o the owner of ssid production and shall
be subject always to che cight of che owner of the production upon 8¢ least ten (10) days written nocice to Operasor
to exercise ity right tw take in kind, or separstely dispose of, ics share of all Oil end/or Gas not previously delivered
t0 2 purchaser; provided, however, thac the cffective date of any such revocation may be deferred at Operstor’s
election for 8 period nor to exceed ninety (90) days if Operator has committed such production o s puschase
contract having 2 term extending beyond such ten (10) -day period. Any purchase or sale by Operscor of any othee
perty's share of Oil and/or Gas shall be only for such reasonable periods of time as are comsistent with the
minimum needs of the industry under the: particular circumseances, bat in no event for 2 period in excess of one (1)
year. ' : :

Any such sale by Operator shall be in & meaner commercislly ressonable under the circumspeaces, but Operator
shall hsve no dury to share any existing msrker or transportsrion arrsngement or to obrain # price or ransporration
fee equal w that received under say existing market or transportation srrangement, The sale or delivery by
Operator of 2 non-taking paccy’s share of production under the tesms of any existing contract of Operator shall not
give the non-taking pasty sny incerest in or make the non-raking party 2 pasty to said contract. No purchase of Oil
and Gss and ne sale of Gas shall be msde by Operaror without first giving the non-taking party ten days written
nocice of such iotended purchase or sale and the price to be peid or the pricing basis to be used. Operator shall g:vc
ootice to all parries of the first sale of Ges from eny well under this Agreement.

All pacties shall give timely written notice © Operator of theis Gas marketing srrangemensts for the following
monch, excluding; price, and shall notify Operator immediately in the event of s change in such srrangements.
Operator shall maigtain records of all marketing arrangements, and of volumes sctuslly sold or tmnsponed. which
records shall be made available o Noa-Operarors upon ressonable request.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Lisbilicy of Parties:

aad shall be lisble only for its proportionate shere of the costs of developing sad opesscing che Coatracy Ares. Acco
Hens granted among the partics in Article VILB, mmcnmmonlythcdebuofaducvcnﬂy.mduoputy
any lisbilicy to thisd pestics hereunder to satisfy the defauls of any other party in the psymeat of any expaogstas
mhumwmdmcwmmwwm-m&mmum
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B, Licas and Security Interests: :
Each party grants to the other parties herewo s lien upon any interest ic now owns or hercafter acquires in Ol and Gas

Leases and Ol und Gas laterests in the Contract Areq, and s securicy interest u.d/of purchase monzy sequrity interest in any . .
interest it now owas or hereafter acquires in the personal property and fixrures on or uscd of obtained for use in connecrion
thc:cwuh, to secure performance of all of its obligations under chis. agreement including but not limited to payment of expense,
interest snd fees, the proper disbursement of all monies paid her:undcr. the assignment or relinquishment of interest in Oil
3od Gas Leases as required hereunder, and the proper performance of operations hercunder. Such lien and security intercse
granted by each party hercoo shall include such party's leaschold inccrests, working interests, operating rights, and royalty and
overriding roysliy interests in the Contract Area now owaed or hereafter scquired end in lands pooled or unitized therewith or
otherwise becoming subject to this agreemen, the Oli and Gas when extracted therefrom aad equipment situared thereon or
used or obtained for use in connection therewith (inchuding, without limiration, all wells, tools, and tubular goods), snd accounts
(inclading, without limicartion, accounts arising from gas. imbala: ot from . the sale of QH and/or Gas ac the wcﬂhcavd)‘;
i contract ngbuﬁ inveatory snd g:ncral intangibles relating thererc Qnsmg ‘therefrom, arid all prooceds and producs of the

=N I NV N

To pcrfccr the lien 20d security agreement provided herein, each party hereto shall cxccuzc and admowlcdgc rhe rccordmg.
supplement and/o: aqy finaocing statement prepared and’ submitred by sny ‘party hereto in conjuncrion herewith or at any time
following exccution hereof, and Operator is authorized to file this agreement of the recording supplement exccured herewith as

. Commercial Code In the state in which the Contract Area is situated and such other states as Operator shall deem sppropriate -
“'to perfect the security interest granted hercunder, ‘Any party may file this agreement, the recording supplement excouted
herewith, or such other documents as it deems becessary as & lien or mortgage in the applicable real estate records snd/or =
financing statement with the proper officer uader the Uniform Commercial Code,

Each party represents and warrants to the other parties herew that the lien and security intetest granred by such party to
the other parties shall be a first and prior Lien, 20d cach party heseby agrees t maincain the priority of said liea zod sceurity
interest against all persons acquiring aa interese in Oil and Gas Leases and Interests covered by chis agreement by, through or’
ander such parcy. All parties soquiring an interest in Oil and Gas Leases and Oil and Gas Interests covered by this agreement,
whether by sssignment, merger, mortgage, operation of law, or otherwise, shall be ed to have tken subject
- to the lien and security interest granted by this Article VILB. us to all obligatioas sruriburable o such interest hucuudcr‘ ’
29" whether or oot such obligations arise before or aftes such incerest is soquired.

To the cxtent that parties have a security interest under the Uniform Commercial Code of che stace in which che

31 Contract Area is situated, they shall be entitled to exercise the rights and remedies of & sccured party under the Code:

- .32 - The bringing of s suit and the obraining of judgment by s party for the secured indebtedness shall not be deemed sa '
33 election of remedies or otherwise affect the licn rights or securicy interest ss security for the payment thereof. In

addition, upon default by any pacry in the payment of its share of expenses, interests or fees, or upoa the improper usc

.35 of funds by the Operator, the ocher pacties shall have the righe, without prejudice o ocher cights or remedies, o collect

~ 36 from the -purchaser the procceds from the sale of such defaulting party’s share of Oil and Ges uatil the amount owed by

37  such party, plus interesc as provided in "Bxhibic C,”” has been received, and shalf have the right to offset the amount

33  owed against the proceeds from the sale of such defsulting party’s share of Oit and Gas. All purchasers of production

39 may rely on & notification of default from the non-defauiring party or parties staring the amount doe as 8 result of the

40 default, and all parties waive any recourse available agsinst purchasers for relessing producrion proceeds as provided in

41 this paragraph,
42 If sny parcy fails to pay its share of cost within one hundred rwenty (120) days after rendition of s statement therefor by -
43 Operator, the aoa-defaulting parties, including Operator, shall, upoa request by Operator, pay the unpaid amount in the
44 proportion that the interest of cach such parry bears to the interest of all such parties. The amount paid by esch party so
45 paying its share of che unpaid amount shall be secured by the liens and securiry rights dcscn'bcd in Article VILB,, and. esch
46 paying pacty may independently pursue any remedy svailsble hereunder or otherwise, .
47 .- If any party does not pecform all of its obligations hereunder, and the fallure to perform sub;cm such party w foreclosure
48 or execution proceedings pursuane to the provisions of this agreement, to the extene allowed by governing law, the defaulring
49  party wsaives any svailable righe of redemption from 20d after the date of judgment, oy required’ valuation or sppraisement
50 of the morrgeged or secured property prior to sale, eny svailable right 1o sty execution or to require 8 marshalling of assets
51  and any required boad in the cveat a receiver is appointed In addition, to the extent permirted by applicable law, each party
52 hereby grancs to the other partics a power of sale 15 (0 a0y property that is sibject to the lien and security rights granted
*53  hercuader, such power to be exercised in the manner provided by applicable law or otherwise in a commercislly reasonable
34  manner and upon reasonable notice.
55 . Each party agrees thae cthe other parcies shlll be entitled to ucilize the provmom of ‘Oil aad Gas lien law or other lien
56  law of any swmre in which the Coarract Arcs is situated to enfosce the obligations of each party hereunder. Without. limiting
57  the generality of the forcgomg, to the extent permitced by 2ppliceble law, Noo-Operators agree that Operstor may invoke or
58 - ucilize the mechania’ or marterizlmen’s lien law of the state in which the Contract Area is sicusted in order © sercuse the
39  paymieact o Operator of gay sum due hercunder for servnccs pcrformcd or marerials mpph:d by Operator.
60 C. Advaices: .
[} Operacor, st its clection, shall have che cight from time to time to demand sad receive from onc or more of B
62 parties payment in advance of their respective shares of the estimared amounc of the expense to be incurred in 7
63  hereunder duslag che next succeeding moath, which right may be exercised only by submission to each such pa
itemized statement of such cstimated expense, together with sn invoice for its share thereof. Bach such statement
65 for the payment in advance of estimated expense shall be submitted on or before the 20th- day of the next p moach,
Bach pary shall psy to Operutor its proportionate share of such essimare withia fifrcen (13) days after such estigs
67 tnvonoeurcc:xved.If;nypnnyhilswpxyus;bareofsadcxumwcwuhlnmdume,chewoumducsha.ﬂbm est as
68  provided in Bxhibic (" uacil paid. Proper adjustment shall be made _moathly berween sdvences and acrual Wl
- 69 :hatesd:pargyshzﬂba:mdpsyiupmponwwexhzreofxaudcxpemwmd,mdmmom ’
70 D. Defavlts and Ranwdxcs:

73 such payment bereunder, chea in addition o the remedies provided la Agticle VILB. ot clsewhere 3
74 :cmcdxcs specified below shall be applicable. For purposes of this Article VILD,, 2!l norices 1ad elect

-12.

2 lien or mortgage in che applicable real estate records 2nd s 8 financing statement with die proper officer under the Um.form_ .
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.. Non-Operators shall have in addition the right, by vote of Nou-Opcmror: owning a mnjonry in lutcrcs: in che Contract Are
afcer excluding the voring interest of Operator, to appoins 8 new Operator cffecuvc umncdutely The nghu o( 8 dcfuukxug'

" w receive informstion 23 o say operation conducted hereunder during the “pesiod of sudl dcfsu.lt, zbc nght w0 ele to

'v'sub;ecx to outstanding excess royaltics, overriding royelrles or productlon payments, the reduction in g 1“1" s
i'ruulungrhcxefmmshnﬂmu:ewzhebcncﬁtofd;eawmxotowneuofmchlus;,mepeumcM /9/

“upon seprrate valuations of esch pacty’s working larerest, then norwlzhsmndmg snything to che coan
.d)c;omrmuutshnﬂbcmzdcmdpudbycheptmabcntolnacmrdmuwuhthcuxvnlugencn
‘working intercat. Operutor shall bill the other parties for their proportionate: th:.ra of all tax pey

oaly by Operator, 1,xczpt d:mt Opcmot shal] deliver any such notice and election rcquuted by e uou—dcfw.lung Non-Operator,

snd when Opersior 5 the pany in defsul, the spplicable notices sad elections ma be dellvered by aay Nw—Oyer

. Blection of any one or ‘more of the following remedies shall not Drcdudc the subsequent use of any other remedy s ficd R

below or otherwise availsble w0 3 non-defanlting party.

1. Suspension of Rights: Any perty may deliver to the party in dciaulr Y Noucc of Default, wh.tcb shall speafy the defanle,
specify the sction to be wken to cure the default, 20d specify that failuee o take such action will result in the exercise of one
or more of the reraedies provided in chis Ardcle. If che defeulr is not cured within thmy (30) days of the delivery of such
Notice of Defaulr, all of the rights of the defaulting party granted by this sgrecmeat may Jupon notice be suspended until the
defaule is cured, withoue prejudice to the right of the non-defaulting perty or pacties-to continue to caforce the obligations of
the defaulting paity previously accroed of thecesfier scoruing upder chis sgreement. If Opecator is the parey in default, the

party thar may be suspended hcn:ander az the election of the non-d:inuluug puucs shsll mdudc, without h.mxudon, the rigl

participate in an operstion proposed under Asticle. VLB. of this agreement, the right zo participate’ in a0 operation being" "
conducred under this sgrecment even if che party has previously clected to participate in such opcrauon. and the right ro
receive proceeds of productiqa from any well subject o this sgrecment. e ‘
"2, Suit_for Daraages: Noo-defaulting partics or Operator for the benefit of non—dcfmlzmg pama mxy sue (a—t ;omc'. [
acconnt expense) to collect the amounes in defaalt, plus interest accruing oa the smounts recovered from the date of default
until the date of collection st the rate specified in Exhibit "C™ attached hereto, Nothing herein shall prevent any party from
suing any defaulting party to collect consequential damages accruing 1o such party a3 & resule of the default,
3. Deemed Noa-Coosent; The non-defeulting party may deliver 8 written ‘Notice of Noo-Consent Election to the
defaulting parcy et aay time after che explration of the thu:ry«iay cure period following delivery of che Nocice of Defaule, in
which eveot if the billing is for the drilling of a new well or the Plugging Back, Sidecracking, Reworking or Dcepening of s
well which is to be or has been plugged 2s a dry bole, or for the Complcnon or Rccomplenon of any well, the defaulting
pasty will be conclusively deemed to have elected 4ot o participate in the operstion 1nd o be a Non-Consenting Party with
respect therero uader Artide VLB, or VLC, as the case may be, to the extent of the costs unpsid by such party,
norwithscanding any election to participate theretofore made. If election is made w proceed wnder this provision, then the
-noa-defaulting parties may oot elect to sue for the unpaid amount pursuant to Asticle VILD.2.
Uadl the delivery of such Notice of Non-Consent Election to the defsulting pasty, such party shali have chc right to cure
its default by paying its unpaid share of costs plus- interest at the rate set forth In Exhibic "C,” provided, however, such’
payment shall aor prejudice the righes of the non-defaulting parties to pursue remedles for damages incurred by the non-
defaulting parties as 8 result of the default. Any interest rellnquished pursusat to this Article VILD.3. shall be offesed to the
oon-defsulting pardes in proportion o their intecests, snd the non-defsulting parries electing to participste in the owaership
of such interest shall be cequired to coatribute their shires of the defaulted smouar vpon their election. ro participste therein.
4. Advence Payment If & defaclt is not cured within thirry (30) days of the dd:vcry of a Notice of Default, Operator, or
Noa-Operators if Operator is the defaulting party, may thereafter require sdvance payment from the defaulting
party of such defaulding party’s andcipated share of any item of expense for which Operator, or Noa-Operators, us the ase may
be, woold be entitled to reimbursement uader any provision of this agreement, whether of not such expense was the subject of
the previous default Such right indudes, but is not limited to, the right to require advence payment for the estimated coses of
drilling & well or Completion of 8 well s t which so clection w pastidpate Io drilling or Completion has beea made. If the
defaulting party fails o pay the required advance paymea, the non-defaulting pasties may pursue aay of the semedies provided
i this Anicle VILD, or any other default remedy provided elsewhere in this agreement. Any excess of funds advanced remajning
when che operstion is completed and all coscs have beea paid shall be prompuly rerurned w the sdvandng party.
5. Costs sod _Actorneys’ Fees, In the event sny. party is required to bring legal proceedings o enforce any ﬁnancu.l
obligadoq of a party - berruu.dc:, the prevailing party in such action shall be enuitled to recover all court costs, cosey of
collection, and 2 reasoasbls strorney’s fee, which the lea provided for hereln shall also secure.
E. Reatals, Shut-in Well Paymeats and Minimom Royaldes:
‘Reacals, sha-in well psyments and mmunum myaJac: wb.nch may bc mqv.umd u.?dcr the terms of zay lease s.bzll be paid

by SIS By L O PRBE ha pacse. In the event two or more partics
own and have contributed interests in che same lcasc [ zhu agreement, such parties may designate one of such parties to

" make said payments formdoabchxl!ofnllsuchpamcs.Anypanymayrequcsr.mdshallbecnudedmmvc.pmpct

evideoce of all such psyments. In-che evear of failare to make propes payment of any reaml, shuc-in well payment or
minimum soyalty through mistake or ovessight where such payment is required o contipue the lesse in force, any loss wluch
resules from such nop-payment shall be borne in accordance with the provisioas of Astide IV.B23

Operstor shall potify Non-Operstors of the anticipaced completion of & shut-in well, or the shurting in or remrn to
production of 3 producing well, st least five (5) days (cxdndmg Sarurday, Sunday sod legal holidays) prior w uhng such
sction, of at thc carliest opportunity permitted by cirrumstances, bue sssumes no labilicy for failuce o do so. In the eveat of

‘failure by Operstor o 30 norify Non-Operators, the loss of any lesse contributed beseto by Noa-Operstors for failure o make

timely paymencs of say shut-in wcll peyment shall be 'borne jointly by the partics heroeo under che pmvmotu oI Arudc

v.B.3.
F. Taxes:

Beginalng with thz first calendar year afrer the effective date heredf, Operstor shall reader for 8d valorem
property subject to this agreemear which by law should be readered for such taxes, sad it-shall pay all such &
thercon before they become delingquent. Prior. to che readition dite, cach Non-Operatos shall furnish Operator info
o burdens (ro Include, bu:notbehmmdtqmydnu,ovcmdmgmyduumdpmdwdaapaymmu)onlwes
Gas Interests conmributed by such Noa-Operator, Ifchcmasodvaluuwnofanyleueb:educedbym

sm:hcwwonowncnsonwreﬁcathcbcacfuofsncht:duc:mn.lfthcadvdotcmtnuuebzscd

%ﬁéﬁ

provided in Bxhibic "C.”

B
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:;'dchvcryofd’lcncmccwldxmwmdxmnodfychepanypmposmgdx:surrcndcxwhcthcxdmcyclcatnconscmchcmw.?aﬂumofa‘ .-

. implied warranty of dte, all of its interest in such Lease, or portion thereof, and any well, mzccriz]nndcqulpmcnrw}ucb ‘may be -

o assignment of its propostionate ingerest therein by the soquiring party.

@ . :bemnmbauoaumdcshzﬂpmmpdymadamnslgnmcmofd:emgc.wi:bomwmqofudc.mdw

‘:"czc:n:possiblc.bcggvcmcdbypmvmonsldcndalwdnsxgmcmm:&d:panyx}nﬂpmmpdynodfyxu

1f Operator considers anmy tax sssessment improper, Operstor may, at its discretion, protest within the time and manner
prsczﬂ:edbylzw,mdpmsmdwpmmtmnﬁm!dcncmnmnon.unlaszﬂpamugmcmabmdondxcpmmptwrwfuul
determination. During the pendency of administrative or judicis} procoedings, Operamr may elect w pay, under protest, all such mxes
and any interest and penalty. Wbcnmymd:pmu:mdwmshnﬂhzvcbocnﬁndlydcmmmed.Opcmmrshnﬂpay:hc:axfor
the joint acoount, wgc:hcrwxd)mymo:mmdpcmkymued,mddwnotzlcostshzudﬁenbcnscsscdngamsubcpammdbc ;

‘ paid by them, as provided in Exhibit "C”

Enchputysbaﬂpayotamccobcpmdzﬂprodumon,scvcmxx,cxasc.guhcnngmdo:hu caxes imposed upon or with respect
o the production or handling of such pasty’s share of Oil and Gas produced under the terms of this agreement.
ARTICLE VIII.
ACQUISITION, MATNTENANCE OR TRANSFER OF INTEREST

LEION, MALN I ENS

A. Surrender of Leases:
The Leases covered by this agreement, msofa: as thcy cmbrzo: am:agc in (hc Contraa Azca., ;hzll not bc ;urmndcmd
rinpanunlcss ‘xﬂparddmnscm thereto. o
Howtver.shnuldanypanydcsuewsum:ndcrmmmwmmylzascor mmypomon thereof, sud\partyshzllgm:wnnc
nonceofdwpmposcdsunmdcrmuﬂpamd.mdth:pumsmwbomsudxnouncudchvc:edshaﬂhavcdmyGO)dzysahcr

MDWMBH@MWISCHWCMml‘cP}y‘Vld’unmd30<iaypcnodshzﬂconsumzcﬂcnuscnrcochcnurcnduofdubcam
described in the aotice. If all parties-do not sgree or nsear thereto, the party desiring to surrender shall assign, without express or

located thereon and any rights in production thereafter secured, to the parties not consenting to such surcender. If the interest of the .
:.ssngnmgputyuormdudcsmOddeasInwdr,d\casslgnmgpuryshzllacancmddchvc:mLhcpuryorpunu 6ot
consenting o such surrender an ol and gas lease covering such Oil and Gas Interest for a term of one (1) year and so long
thereafter as Oil and/or Gas is produced from the land covered thereby, such lease to be on the form artached heteto as Bxhibic “B."
Upon such sssignment or lease, the assigning party shall be relieved from all obligations thereafter acauing, but not therewofore
socued, with respect to the interest assigned or leased and che operstion of agy well arribuwble thereto, and the assigning party
shall have no further interest in the assigned or leased premises and irs equipment and production other than the royaldes remined
in any lease made under the terms of this Aride The party assignec or lessee shall pay o the party assignor or lessor the
reasonable satvage vahie of the lawer's interest in any well's salvable materials and equipment seeriburable to the assigned or leased
acreage. The value of all salvable materials and equipment shall be determined in accordance with the provisions of Exhibit "G,” less
the estimarted cost of salveging and the estimated cost of plugging and abandoning and restoring the surface. If such value is less
than such costs, then the party assignor or lessor ‘shall pay w the party assignee or lessce the amount of such defidc If the ©
assignmenc or lease is in favor of more than one party, the interest shall be shared by such parcics in the propoctions chat the
interest of each bears w the total interest of all such parties. If the interest of the parties © whom the wssignment is w be made
varics according o depth, then the interest assigned shall similarly reflect such variances. )

Any sssignment, lease or surrender made under this provision shall nor reduce or change the assignoar’s, lessor’s or surrendering
party’s inrerese as it was imumediacely before the assignment, lease or swrender in the balance of the Contract Ares; and the screage
assigned, leased or surrendered, and subsequent operstions thereon, shall not chereaftes be subject @ the terms and provisions of this
agreement bue shall be deemed subject to an Operating Agreement in the form of this agreement.

B. Renewa! or Extension of Leases:

If any party sequres 1 renewal or replacement of an Oil and Gas Lease or lnterest subject to this agreement, then all other parties
shall be nodfied prompidy upon such acquisition or, in the ase of 3 replacement Lease caken before cxpiraton of an existing Lease,
prompdy upon expiration of the exisdng Lease. The parties notified shall have the right for a period of thirty (30) days following
dclweryofsuchnoua:mwhxd\meleawpamapammdxcowws}npofthcmwﬂmmphamcnzlax,mmfuu:umhax
affects lands within the Conmace Area, by paying to the party who acquired it their proporticnate shares of the soquisition st
alloamdcochuputolsucbluscwichiu:hc(bncw:tA:u.whidxsbaﬂbeinptopcnionmnheimcmtshcldu_&mdmcbydx
parties in the Contract Area. Each party who participates in the purchase of 8 renewul or replacement Lease shall be given an

Ifsomc,burhxs:hmﬂLo(dwputiadoduoph:ddpaqcmdwpmdwcohrcnewalotrcphacmcmlasc,itshaubcowoed

- by the parties who elect 1o participate therein, in & ratio based upon the refatioaship of their respective percentuge of participation in

the Contract Area 1w the sggregate of the percenmages of parddpation in the Contracr Acez of all parties parciciparing in the
puxchucofsudmrcucwdorreplao:mcntl.mc'rhcw:;uisidonoilrencwnlormphammlascbymyoraﬂofdwpamahcxuo
shall not canse a readjustment of the incwerests of the pardes stared in Exhubit "A," but aay rencwal or replacement Lease in which
lssdunal]pamcsclcc:mpamcpaucshzﬂnotbesub;acrcodngmmembutshal]bedccmcdsub;cau)lscparuc()pcraung

- Agreement In the form of this agroement.

Ifdwmmmof:hcpummdm&nmmmyu;nrdmgmdcpdxt}wnt}m:nghxmparﬂapat:pmpommm}ym
wucwxlo:zéphogxmntlﬁuamddwixﬁéh:wrcaivcmmignmémqfh&mtsh;ﬂ;bomﬂeamchdcp&hv@m

The provisions of this Astide shall apply w rencwal or replacement Leases whedher they are for the enrice interest covered by
chcapmngl_weourwmonlyaporuonofmai’ub:wmm(hcmMymncwdormpham:mldscmbcnbcforcrhc

. apu'auouofuspvedmsotlasc,ormk:noroonmcwdfotorbocommgdfecnvewxduuxu(& moaths sfter the expiration of the

wuuglnsqsbaﬂt:snb}eauothbpmvuwnsolongudmagrmmumcffeaucbeunwo!mdaoqumuouon:dwm
the senewal or replacement Lease becomes ‘cffective; but any Leawse taken or contmered for more than six (6) ‘monthsfjo
expiration of an existing Lesse shall not be deemed 3 renewal or replacemént Lease ind shall not be subject w the provisi
agreement .

The provisioas in this Article shall also be applicable to extensions of Ol and Gas Leases.
C. Acreage or Cash Conmibutions:

thechuagmeumnxuwfomc,ufmypmymnmfornconrrbunonofashnowudsdxedrﬂlmgo{:wcu 4
opcauououd:cCamnannmcbcoarribunoancpaxdmd:epanyw}nmnduaaddxcd.rﬂlmgorothcro 2
beappha:lbykagmmttdmwuofmdxd:ﬂlmgorod\ctoptndo&Ifdleaantribuuonbelndwformofmge,

mmmwnmmwmd&mmmmwwm-xmw

naug:orcubcnatribtmomumzyobamlnsupponofmywdlozwyodw:opcmnonon:he
pmvmmsbaﬂalsob-npphablcmopuonﬂnghumamwageoumdcdw&amamwhmm
inside the Coatract Area

i ﬂ& vatharired ip wailag "'w

Ascrior Arswsiains ol $avcabeom Lyniosa
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" hereunder over whidy such individual bas no conmol because of the rights given Operasor. by this s

73

Koo
RO PreferentaR mBAJK tor-Parciurser

I any party contracts for eny considerstion relating ro disposition of such party's share of substances produced hereunder,
such consideradon shall oot be deemed 2 concribudion 23 contemplated in chis Artice VOLC

D. Assignment; Mainteaance of Uniform Interest:

For the purpose of mainining uniformity of owaership in the Contract Area in the Ol and Gas Leases,Oil and Gas
Intesests, wells, equipment and production covered by this agreement no party shall sell, encumber, transfer or make other
dispesition of its interest in the Oil and Gas Leases snd Oif and Gas Tnterests embraced within the Contract Area oc in wells,

cquipment and production unless such disposition covers cither:
1. the entire intesest of the party in all Oil and Gas Leases, Qil snd Gas laterests, wells, equipment and producrion; or

2. an equal undivided percent of the party's present incerest in all Oil and Gas Lesses, Oil end Gas Incereses, wells,

equipment and prodacrion in the Contract Area.
Every sale, encumbrance, transfer or other dxsposmon made by any parcy shall be made expressly subject to this agreement

and shall be made without prejudice w the right of the other parties, and any transferee of an dwnership interest in 20y Oil and

"‘ﬁistLascorInmmshzubcdccmcdtpanywdmagtc:menzutothcmmrstconvcyed&ommdnﬁcrrhaeffccuvcdzzco{ o

.. the maasfer of cwnership; provided,” however,” chat” the ‘other partics® shall ot bérequired tworecognize any such “sale, T

cnaxmbnncc. sransfer or other disposition for any puspose hcmwdcr untl :hmy '(30) days after they have received a copy of the
_ insrument of transfer or other sansfacmry evidence thereof in wntmg from chc transferor or transferee. No assignment or other

dispositiod of interest by a party shall relieve such pasty of obhgauom pmvnom}y incarred by such party hereunder with respect
to the interest transferred, including withour limitation the obhgmon of a party 10 pay all costs arrribusable to an operation
conducted hereunder in which such party has agreed o participate prior to making such assignment, and the lien and secerity”
interest grm:cd by Article VILB. shall continue to burden the interest transferred to secure payment of any such obligations.

1f, at any time the intcrest of any party is divided smong and owned by four or more co-owners, Operator, at its discretion,
may require such w-owncrs to appoint a single crustee or agent with full sutharity to receive ootices, 2pprove expenditures,
receive billings for and spprove and pay such party’s share of the joint expenses, and to deal generally with, snd wich. power w©
bind, the co-ownecs of such party’s interest within the scope of the operations embraced in this agreemenr; however, all such co-
owners shall have the right to enter into and execute all cootreces of agreements for the disposition of their respective shares of
the O 2nd Gas produced from the Coatract Area and they shall have the right w0 receive, separately, paymenc of the sale
proceeds thereof. )

E. Waiver of Rights to Parddon:
If permitted by the laws of thc state Or states in wh:ch the property covered hereby is located, ¢ach party herero owning an

undivided ineerest in the Contract Aree waives any end all rights it may have o partition and have sct aside to it in severalty its
undivided interest therein.

[ (Optional; Check if applicable.)

Should any party desire to sell all or any part of its interests ynder this agreement, or its nghts and i
Arca, it shall prompely give wrirten notice o the other parties, with full information concernin: roposed disposition, which
shall include the name and address of che prospective transferee (who must be ready, siliing and able o purchase), the purchase
price, a legal dcscnpuon sufficient to identify the property, and all od‘scr ter offer. The ocher parties shall then have zn
optional prior right, for 2 petiod of ten (10) days after the noti cred, o purchase for the scared consideration on the
same terms and conditdons the interesc which che oth proposes to sell; and, if this opcional right is exercised, the
purchasing parties shall share the purchased i in the proportions that the intcrest of cach bears o the total interest of all
purchasing parties. However, there s no preferenal right t purchase in those cuses where sny party wishes 0 mortgsge
its interests, or to cruuf:r i & interests to its mortgagee in liew of or pursuant o foreclosure of 8 mortgage of ics interests,
ar to dispose of i ests by merger, reorganization, consolidacion, or by sale of all or substantially all of its Of and Gas ssets
© aay 7or by transter of § ics incereses to @ subsidiary or parent company or to s subsidiary of 8 parent company, or w0 30y
eSS prmy-imwhichsoch-pertr-owny-r-mejorityof-the—rtodks -

ARTICLE IX.
i "INTERNNAL REVENUE CODE ELECTION

If, for federal income mx purposes, this sgreement and the operations hereunder are regarded as a partnesship, znd if the
pasties have not otherwise agreed (o form a tax parmership pursuant o Exhibit "G™ or other agreement between them, each
pacty thereby affected elects w be excluded from che application of all of the provisions of Subchapter "K." Chaprer 1, Subricle
“A,” of the Internal Reveaue Code of 1986, 25 amended ("Code™), 2s permitted snd authorized by Section 76! of the Code and
the regulations prommigated thereunder. Operactor is suthorized end directed to excoute on behalf of each party hereby affected
such cvideace of this clecrion as may be required by the Secrcrary of the Treasury of the United Swates or the Feders) Internal
Revenue Servicr, Including specificelly, but oot by wey of limimtion, sll of the returns, statements, and the dara required by
Treasucy Regulations §1.761. Should there be any requirement chat cach party hereby affected give further evideace of this
election, each such party shall execute such documents and furnish such other evidence as may be required by the Federal Incernal
Revenue Service or as may be necessary 1o evidence this election No such party shall give any notices or take any other action
inconsistent with the election made hereby. If any preseat or fonure income tax laws of the stare or states in which the Contract
Ascs i locared or any fumure incomie tax {aws of the United Staces contsin provisions similsr 1o those in Subchapter “K," Chapeer -
1, Subticle "A," of the Code, under which 2n election similar to that provided by Secrion 761 of the Code is permitted, each party

ompucation of partnership mxable income.
: ARTICLE X.
CLAIMS AND LAWSUITS iV
Operztor may sectle single uninsured third damage claim or suit ari from operstons hereunder if the dirure
does not exceed ‘%mnd P“DZU&:G 10,000. Odsmg)mdt(i:‘paymauummmpldn
ammfo:mnmmmwxmmmmwmmmw e o)
che further handling of the clalm oc suit, unless such authority is delegaced to Operaror. All costs and expenscs g
‘or otherwise discharging; such claim or suit shall be ar the joint expense of the parties pasticipating in the ope:
dhaim or suit wrises. If & claim is made against sny parcy or if any party is sued on eocount of any matter arist

mmc&zndymufy:ﬂmhcrpmqm&dwdumamshzﬂbcwmdumymbﬁdzmormrmq
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_ righss, privilgges, or obligations which Non-Operatars may have under fedesal or srate laws or uadd

ARTICLE XI.
PORCE MAJEURE
If any. party is readered unable, wholly or in part, by force majence to casry ous ity obligacioas uader this sgrecmicnr, other

"¢than the obligation o indeminify or make money payments or furnish security, that party shell-give to all other partics

prompe written notice of the force majeure with reasonably full particulars concerning iy chercupon, the obligations of the
party giving che notice, so far as they are sffected by the force majeure, shall be suspended during, buc no longer chan, the
continuance of the force majeure, The rerm “force majeure,” as here employed, shall mcan an act of God, strike, lockout, or
other industrial discurbance, scr of the public enemy, war, blockade, public riot, lightning, fire, storm, flood or other ace of
nacure, cxplosion' governmentzl action, governmental delsy, restrzine or inaction, unavsilability of equipment, and aay other
aause, whether of the kind specifically enumerated sbove or otherwise, which is not rczsomb:y within che control of the party
claiming suspension,

. The affected parry shall u use all r:a-sonzb[e diligence-t0 remove the force majeure situation 2s qmddy as ptwmble The
rcqu.ucmcnt that ey foree majeure shlll be remedied with all rusomblc dispatch’ shaﬂ ot require the :err.!ememl of ‘serlkes
lockouts ot ocher labor dxfﬁa;lry by the party mvolvcd, cou(nu:y 0 us wtsiu:s ho au snch dxfﬁculncs hall be b: dch shall :
be enrirely wxchm the dxscrcuon of the pzrty conc:mcd : o
g o NOTICES -
Al norices suthortzcd or required berweea the parties by any of the provisions of this agreement, uvnless othchlsc

9. specifically provxclcd. shall be ia writing and delivered in person or by United States mail, courier secrvice, telegiam, telex, '
telecopier or any other form of facsimile, postege or charges prepaid, and addressed to such partics st the addresses listed on

Exhibic "A.” All telephone or oral notices permirted by this agreement shall be confirmed immediately thereaftes by written
notice, The originsting notice given under any provision hereof shall be deemed delivered oaly when received by the parey o
whom such notice is dicected, and che time for such parry ro deliver any notice in response thereco shall run from the dace
the originating notice is reccived. "Receipt” for purposes of chis sgreement with respect (@ written notice deliveced hereunder
shall be scrual delivery of che notice to the address of the party to be notified specified in accordance wich this agreement, or
to the telecopy, facsimile or telex machine of such party. The second or any responsive notice shall bo deemed delivered when
deposited in the United States mail or at the office of the courier or telegraph service, or upon cransmitcal by telex, telecopy
o¢ facsimile, or when pecsonally delivered ta the perty <o be nocified, provided, chat when response is cequired within 24 or .
48 bours, such response shell be given orally or by telephone, telex, telecopy or other facsimile within such period. Each party .
shall have che right to change its address at any time, end from time to time, by giviog written notice thereof to all other
parties. If a party is no¢ availsble to receive aotice orally or by telephone when a party sttemprs to deliver a notice rcquu'cd
0 be delivered within 24 or 48 bours, the notke may be delivered in writing by sny other method specified herein and shall’ .
be deemed delivered in the same manner provided sbove for any respoasive notice.

. ARTICLE X1I.

TERM OF AGREEMENT

This agreement shall remain i full focce aad effect as o the Oil and Gas Leases end/or Qil and Gas Tncerescs subject
hereto for the period of time sclected belows provided, however, no party hereto shall ever be construed as having any righe, citle
or interesc in or to any Lease or Oil and Gas Interest concributed by any orher party beyond the term of this agreement.

Option No. 1: So long a5 any of the Oil end Gas Leases subject to this agreement remain or are continued in
force 2s c0 any past of the Contract Area, whether by production, extension, renewal or otherwise.

0O  Oprion No. 2: In the evear the well described ia Article VEA,, or any subsequent well drilled under any provision
of this agreemea, resules in the Completion of a well as a well capable of production of Oil and/or Gas.in paying
quaarities, this agreement shall coatinue in force so long as sny such well is capable of production, and for an
additional peciod of — . days chercafter; provided, however, if, pcior w0 the expiratica of such
additional period, oae or more of the partics hereto are engaged in drilling, Reworking, Dccpcmng, Sidetracking,
Plugging Back, testing or actempeing (o Complete or Re-complete 8 well or wells hercunder, this agreement shall
continue in force until such operations have been complered and if production results therefrom, this agreement
shall contlaue in force a5 provided herein. In che event che well described in Acticle VLA, or any subsequent well
drilled hereunder, results in s dry hole, snd ao other well is capable of producing Oil sad/or Gas from the
‘Coorract Arcs, this agreement shall cerminate unless drilling, Deepening, Sldetracking, Completing, Re-
completing, ‘Plugging Back or Reworking operations sre commenced withio . days from the (
date of abandonment of said well. “Abaadoameac” far such purposes shall mean either (i) s decision by =ll parties
aot to conduct sny furcher operations on the well or (Yi) the clapse of 180 days from the conduct of sny
operations on the well, whichever first occurs.

The termination of this agreement shall aot relieve say party hereco from any expense, lisbilicy or other obhgzncn or any
remedy therefor which has zocrued or actached prior o the date of such termination.

Upon terminacion of this agrecmeat aad the sacsfaction of all obligations hereundes, in the event 8 memorandum of rhxs
Qperailng Agreement has beea filed of record, Operator is suthorized o file of record in all necessary recording offices a
notice of termination, snd cach party hereto agrees to execute such a notice of termination as to Operator's incerest, upoa
request of Operator, if Operator has satisfied all ics financial obligscions. .

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

This agreement shall be subject to the applicable laws of the stace-in which the Concract Area is located, to the
regulations, and orders of any duly constituted regulatory body of said state; 2nd to all other epplicable fi
and local laws, ordinznces, rules, regulations and orders, .
B. Governing Law:

This sgreement nad all mattess perwmining bereto, including but oot limited to mawecs of
performance, breach, remedies, procedures, rights, duties, and ioterpretsdon or cosswuction, sha
dmminedbythchwof:hesmumwhxd:zbeConmAmhloamd.lfdwConmAx«lsln
the law of the state of . —— shall govern.’ °

C. Regulatory Agencles:
Noching herein conaingd shalf gmn:, or be construed w grant, Opcncor the tight or xuchomy g
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c:dcn pmmulg-ntcd under such laws in reference to ail, gas md mmcnl operstions, including the loauon.. operation, of
production of wells, on traces offsetting or adjacent to the Contract Arcs.
.. . With respest o dhe pmﬂommwa.hon@mzmmrm@m&ommymdﬂlbsa,da.mxgs.
N in]ur.a, ‘dzims and csuses of action asising out of, Inéident to o¢ resuliing directly or indirectly from Operators interpretation
or spplication of rules, rulings, regulations or orders of the Department of Baergy or Federal Encrgy Regulacory Commission
or predecessor or successos agencies to the extent such interpretition or spplication was made in good falth end does not
constitute gross negligence. Bach Non-Operator further agrees to reimburie Operitor for such Noo-Opcmtor’s share of
productlon o sny refund, fine, levy or other governmenial sanction that Operator mey be requited to pay as 2 resulr of such
a0 Incorrect Interpretstion or spplicstion, togerher with interest snd penalties thereon owing by Operator a3 a result of such

iscorrect interprecation or spplicetion.

’ cach Noo-Operator ‘when chis ‘sgrecment of a counurpm d:wrcof hu been. -

£ aréd’ by such Non—Opcnmr end Ope:uox norwkhxu.ndmg that this agreemeot is ot then or thereafter executed by all of .

6. the partics to which it is wadered of which are Listed on Exhibic A~ as owning a0 interest In the Contrsct Acea or which

“own, in fact, 20 ioterest in the Contract Arca. Operscor may, however, by written nocice to all Noa-Operators who have
become bound by chis xgreement a3 aforesaid, given ¢ 1oy cime prior to che actusl spud date of the Initial Well but in vo - ..

i event later than five days prior o the date specified i in Article. VLA, for commencement of the lnital Well, terminace this %

0" agreement if Opcnnor in I sole discretion determines that there s (nsufﬁz:lcm participation to justify commencement of

. drilling operations, In the eveat of such a tecmination by Operscor, all further obhgl;wm of the partics hereunder shall cease

22 s of such terminsdon In the evenr any Nono-Operstor has advanced or prepaid say share of drilling or other coscs

23 bercunder, all sums so sdvanced shall be rerurned w such Noa-Operator without intecest. In the event Operstor procecds

24 ' with drilling operstions for the Initiel Well without che execution hereof by all pessons listed on Exhibit "A™ as having &

25 current working interest In such well, Operator shall indemnify Non-Operators with respect to &l costs incurred for the

26 Ioitial Well which would have been charged to such person under this agreement if such person had exccited the same 2nd

27 Operasor shall receive sll reveaues wluch would have been received by such person under thu sgreement if such person hnd

28 execoted the same.

29 B. Successocs and Assigns:
30 This sgreemeac shall be binding upoa and shall inure to the benefit of the parties hereto 04 their respective heirs, -

© 31 devisces, legal represencatives, sucoessors and x.mgxu, sod the teoms heseof shall be docrncd 0 run wnh thc Lcua or
" 32 7 Integests lndudedmthln theConzuc:Are-. B T o
33 C. Counterparts:

34 This lnstrament may be executed in sny number of counterpuu each of which shall be considered 20 original for al)
35 purposes. . . .
36 D. chmb:bq' - :

: 37 For the purposcs of assuming or rejecting this agrecment s sa exceutory contract pursuant 0 feders] bankrupeey faws,
’ . 38 chis agrecment shell oot be severable, but racher must be assumed of rejected in iss entirety, snd the failure of sny Ppasty to
39 chis sgreemeat to mmply with all of its financial obligations provided herein shall be 8 matecial defavle

40 ARTICLE XVL

41 OTHER PROVISIONS
42 - . : : .
© . A———SEISMIC-OPERATIONS

4

&  onthe Joint pmperty, the party proposlng the operaﬂonshall contad the other pa s 8r i
47~ . Agreement In wiiting, The proposlng party shaﬂ pmvfde each party with hs-ecation and estimated

EsrrerilWhich own a maJority Interest, based upon

50 ownershlp as set out ln Exhibit “AZ hers o, and Inclusive of the proposing party, elect “for* the
o3 proposed selsmic operaticaaliparties shall be obﬂgated to bear thelr proportionate share of the cost
ailurs of any paﬂy to respond to a selsmic proposal within 15 days from receipt

s, .
35 B. MMW&N_QMIEBESI
56
37 If any party hereto hereinafter should create an overriding royalty, production payment or

58 other burdens agalnst its working Interest producﬁon and If any other party or partles should conduct

39" non-consent operations pursuant to any provisions of this-agreement, arid, as a result, become
& entitled to recsive.the working Interest production otherwise belonging to the non-parﬂclpat!ng party,
61 the party or partles entitled o recelve the working Interest praduction of the non-particlpating party
62 shall recsive such production free and clear of gurdens agalnst such production which may have
63 been created subsequent to this agreement, and the non-parficlpating party creating such
64 subsequent burdens shall save the participating party or partles hammless wdh respect to this recsipt
65 of such working Interest pmducﬂon
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c.
When a well which has been authorized under the terms of this
Agreement as a vertical well shall have been drilled to the
objective authorized in the AFE ("authorized depth"), and all test
have been completed and the results thereof furnished to the
participating parties, and after Operator has attempted in good
. faith to reach a mutual adgreement with Non-Operator(s) regarding
- further operations:but!suech. parties’.cannot.agree. upon.the:segquenc
" and timing of further operations regarding said well,  the following
" proposals shall®control:in: the order. enumerated hereafter:.. (1) a
" proposal-to d0 additional® logging,” sidewall coring, or: testing;- (2}
"'a proposal to attempt to complete:the well at the authorized depth*
in the manner set forth in the AFE (i.e., in accordance with the
casing, stimulation and other completion programs set forth in the -
" AFE); (3) .a: proposal’ to. attempt: to" complete -the" well- at  the . - -
authorized depth in a manner different than as set forth in the -
AFE; (4) a proposal te plug back and attempt to complete the well
at a depth shallower than the authorized depth, with priority given
to cbjectives in ascending order up the hole; (5) a proposal to
drill the well to a depth below the authorized depth, with priority
given to objectives 1in descending order; (6) a proposal to
sidetrack the well to a hew target objective for a vertical or
deviated hole, with priority given first in ascending order to
targets above the authorized depth; and then in descending order to
targets below the authorized depth; and (7) a proposal to drill a
first to a lateral drain hole at the authorized depth, and then to
objectives in ascending order above the authorized depth, and then . .
- to objectives in descending order: below. the authorized depth: - "

If at the time the parties are considering a proposed operation,
the well is in such condition, in the Operator's judgement, that a
reasonably prudent operator would not conduct such operation for
fear of mechanical difficeculties, placing the hole, eguipment or
‘personnel in danger of leoss or injury, or fear of loss of the well
for any reason without being able to attempt a4 completion at the
authorized depth, then the proposal shall be given no priority to
any proposed operation except for plugging and abandoning the well.

D.  SUBSEQUENTLY CREATED INTEREST

If any party has created on overriding reyalty, production payment,. .
net profits interest, assigmment of production or other burden out
of production attributable to its working interest hereunder in
favor of an employee of such party at the time such burden was
created, such burden shall be deemed a "Subsegquently Created
Interest” for the purposes of Article III.C. hereunder
"notwithstanding the fac¢t that such burden 1s shown on Exhibit »a"
or was divulged to the other parties hereto by other means.

Non—~Operator may be excluded from Operator's coveragée described in

. Exhibit ‘D" only after furnishing:
A. Express written election to be excluded; and

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

~1l7a-
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IN WITNESS WHEREOF, this agreement shall be effective as of the 2621 __ day of January.

2 1993 .

3  ATTEST OR WITNESS: OPERATOR

PENWELL ENFRGY. INC.
Y i — fo

*_Sreven R Foy.
Type or print pame-

v

'I“xdc;' Vice President

_Date February. 16,. 1998

- Tax ID ot 5. No. . 152223190

12 ' : NON-OPERATORS

NEARBURG EXPLORATION COMPANY, L.L.C.

- 14 K i .
" Robert G. Sheltom i it
-Type or print name

Tide _Attorney-~in-Fact" ‘

18

l§ ‘ . Date
20 ) Tax ID or $.5. No. _75-2626152
21
22
. B . — By
24 : ' :
23 Type or print name
26 : Title
L : ’ Daze
28 . Tax ID or $.5. No.
29
. 30 : i By
.31 .
32 Type or priot game
33 ' Tide

Date

TaD ,O: ss. Ng;.' o

4TCpt when aoikorized ke writisg by the
Anscricaa Anyocieten of Puyolsas Lindors
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ACKNOWLEDGMENTS

" THE STATE OF TEXAS §
COUNTY OF MIDLAND - - §. _
W 'é&n&@@g’e&b fors we o this 16th day of -

~1998
):jebruary 1997,

Steven R. Foy - " as Vice Presi of Penwell Enzrgy,»lnc,
_'corporanon, oubchzlfofsaxdcorpomnon. B : o
_ Notary Public /Stznc of Texas
', My Commission Expires: . -
3/z3/oL - TAMMY BAIMBRIDGE
Notary PubBc
STATE OF TEXAS
T2 iy Conen. Exp. 00/23/01
- THE STATE OF TEXAS §
§
COUNTY OF MIDLAND §

The foregoing instrument was acknowledged before me on this the 26th day of Janpary, 1998, by
Robert G. Sheltor, as Attorney-in-Fact of Nearburg Exploration Company, L. L. C., a Texas limited hablhly

company, on behalf of said company.

Notary PhbhﬂStatc of Texas

My Commission Expires;

KAYE H. GASSIE

Notary Pub
STATEOFTEXAS
= uy Comm, Exp. 11/06/2001




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

XPLORATION COMPANY, LL.C., AS NON-OPERATOR

Identification of Lands Subject to this Agreement:

Pgmcuon' as to Dcpth_.sgr Format]ous

_W/Z of Sedlon 10 and all ofSecuon 11 T-16-§, R- 28 E Eddy County, New Mexxoo“

’ ’I‘hjs Agreemzm is hmJ[ed in depth ﬁomthe surﬁaceoftheearth to Lhc basc of
the' Morrow formation.

7+ Percentages, of Parties to this Aé,reémeut': :

Penwell Energy, Inc.
Nearburg Exploration Company, L.L.C. _56.25%
100.00%
Ol and Gag Leases Subject to this Apreement;
1) Lease Name: NM 97128
" Legsor: United Statesof America
Original Lessee: Penwell Energy, Inc
Lease Date: 09/01/96
‘Description: Insofar and only insofar as leasé covers :
the SW/4 of Section 10 and NE/4NE/4, W/ZNE/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.
Lezse 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 Schutz
Lease Date; 08/01/95
Description: " Insofar and only msofar as lease covers

43.75%

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

Addresses of Parties to this Agreement;
Penwell Enc):gy, Inc.

600 North Marienfeld, Suite 1100

Midland, Texas 79701

Nearburg Prod_ucing Company

Nearburg Exploration Company, L.L.C.
3300 North "A" Street, Bldg. 2, Suite 120
- Midland, Texas 79705
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S . EXHIBIT Coweg . ) .
tach mad art of _that certain J’oiut 0perating Ag_eement dated January 26 1998, J
4 and egetiégin P}?.I?YI‘TII)ZLL OEINERGYJ INC., as Operator, and NEARBURG EXPLORATION COMPANY L.L.C.

as_Non-Qperator. =

ACCOUNTING‘:_F’ROCEDURE
' JOINT OPERATIONS
e GENERAL PROVISIONS

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

“Joint Operations” shall mean all operations necessary or proper for nhe development, operation, protectxon and
maintenance of the Joint Property. :

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

“Qperator” shall mean the party designated to-conduct the Joint Oparnnons.

.o+ “Non-Opersators” ghall mean the Parties to this agreement other than the Qperator.

" “Parties” shall mean Qperator and Non-Operators.

“First Level Supervisors” shall mean those employees whose -primary fxmctlon in Joint Operations- is the direct
aupemsxon of other employem and,/or contract labor dlrectly employed on t.he Jomt Prope.rty m & ﬁeld operatmg ..

i eapacity. -

" “Technical Employeea s}mlJ mean thcse employees hsvmg speus.l and speca.ﬁc engineering, geolog'xuz.l or- other
‘professiona! skills, and whose primary function in Joint Operations is the handling.of specific operating conditions and
problems for the benefit of the Joint Property. )

-* “Personal Expenses” shall mean trave! and other reasonsble rexmbursmble expenses of Operator’s employees.

. “Material” shall mesn parsonsl property, equipment or supplies acquired or held for use on the Joint Property.

“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual as

most recently recommended by the Couneil of Petroleum Accountants Societies.

RSB REEREBonamaawn

Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint
Account for the preceding month.’ Such bills will. be accompanied by statements which identify the- authority for
expenditure, lease or facility, and all charges and credits summarized by appropriate: classifications of investment and
~ expense except that. iterns of Controﬂab]e Material and unusual cha.rges and credits shall be separately identified and
" fully described in detml.

Advances and Payments i)y Non-Operators

A, Unless otherwise provided for in the a.gree.ment. the Operator may require the Non-Operators to advance their
shire of estimated cash outlay for the succeeding morth's operation within fifteen (15) days after receipt of the
billing or by the first day of the month for which'the advance is required, whxc.hever is latar. Operator shall a.dgust
each monthly billing to reﬁect advances received ﬁ‘om the Non-Operatora. : .

B. Each Non-Operator shall pay its proportion of au bills within ﬁfteen (15) days after receipt. If payment is not made,

within such time; the unpaid balince shall bear interest monthly at the prime rate In effect at ———p

Noxwest:Bank, N.A. on the first day of the month in which delinquengy occurs plus % or the

- . maximum contract rate permitted by the applicable usury laws.in the state in which the Joint Properw is locdted,

whichever Is the lesser, plus a.ttomeyia fees, court costs, and othar casts In connection w1th the. collection of unpaid
amounts.

Adjustments

*. Payment of any such bills shall not prejudics the right of any Non-Operator to protest or question the correctness thereof;
provided, however, all billa and stitements reridered to Non-Operators by Opemtor during any calendar year shall
conclusively be presurned to be true and correct after twenty-four (24) months following the end of dny such calendar
__year, unless- within tha said twenty-four (24) month period a Non-Opérator takes written e:tception thereto.and makes
claim on Operator for adjustment. No adjustment favorable to Operatorshalkbemadeunlm it is made within the same
prescribed period. The provisions of this paragraph ahn.ll nat pmvent adjustments resultmg foma phyaxca.l mventory of

Controllable Material i3 provided for in Section V. =~ ‘

- COPYRIGHT® 1985 by the Couneil of Petroleum Accountants Societies.

1
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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; proyided, however, the making of an gudlt 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 in a manner which will result in @ minimum of inconvenience o the Operator. Operator shall bear no por-
tion of the Non-Operators' audit cost incurred under this paragraph unless agreed to by the Operator. The audits
shall not be conducted more than once each year without prior approval of Operator, except upon the resignation or
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit.

" B. s The Oberatolr shall reply in writing to an audit report within 180 days afte_x‘ receipt of such'repor

6. Apprdva.l B:;' Nbrg-.Obe;gté'}s e i ‘ . _
Where an apﬁrbval or ather agreement of the Parties or Non-Operators is expreés.ly reduired uqder" 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 agresment or approval of
a majority in interest of the Non-Operators shall be controlling on all Non-Operators. - oL L :

II. DIRECT CHARGES
" Operator shall cha.rge the Joint Account with the following items:

1. Ecological and Environmental

Costs incurred for the benefit of the Joint Property as a result of governmental 6r regulatory requirements to satisfy environ-
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archasological
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 embloyed on the Joint Property in the conduct of Joint
Operations.

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

(8) Salaries and wages of Technical Emplbyees 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 permaneﬁtly 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 chargesable 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 amaount of
salaries and wages chargeable to the Joint Account under Paragraph 34 of this Section [1. It percentage assessment
is used, the rate shall be based on the Operator's cost experience. -

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

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

4. Employee Benefits
- Operator's current costs of established plans for employees’ group life insurance,.hospitalization, pension, retirement, stock
purchase, thrift, bonus, and other benefit plans of & like.nature, applicable to Operator’s labor cost chargeable to the Joint
Actsunt under Paragraphs.3A and 3B of this Section IT shall be Operator’s actua) cost not to exceed the percent most recent-
ly recommended by the Council of Petroleum Accountants Societies..
5. Material

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

6.  Transportation
"+ Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations: . -
L A {4 Mafén'al is moved tot.he Joint Properi;v from thé Operator’s Qar'e,hou-sg‘,or ét},xéxj properties. no chazge shall be made.
- . to the Joint-Account far a distance greater than-the distance from the nearest relinble supply store where like material.
is normelly available or railway receiving point nearest the Joint Property unless agreed to by the Parties.

-2-
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R B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall lbe made to the Joint Ac- .
count for a distance greater than the distance to the nearest reliable supply store where like material is normally

. - oo available, or railway receiving point nearest the Joint Property unless agre_ed 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 equalizé or charg_e 3;ctual. trucking cost is available
when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the amount most
recently recommended by the Council of Petroleum Accountants Societies.

- 7.5 Services C ‘
| The cost of contract services, equipment and utilities provided by outside sources, except services ex_k:luded by Paragraph’
10 of Section 1I and Paragraph i, ii, and iii, of Section IIl. The cost of professional consultant services and contract ser- .

vices of technical personnel directly engaged on the Joint Property if such charges are exc[uded fram the overhead rates.
The cost of professional consultant services or contract services of technical personnel not giu'ectly 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'VOperator'

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,

: insxgan , taxes, deprecia{i n, and interest on gross investment less accumulated depreciation not to exceed
WelVe  percent (14 %) per annum. Such rates shall not exceed average commercial rates currently pre-

vaijling in the immediate area of the Joint Property.

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

9. Damages and Losses to Joint Property

All costs or 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 setilement of claims incurred in or resulting from operations under the agreement or necessary to protect

or recover the Joint Property, except that no charge for services of Operatar’s legal staff or fees or expense of outside attor-

neys shall be made unless previously agreed to by the Partles, All other legal expense is considered to be covered by the
overhead provisions of Section 1T 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. In 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 manua) rates,

13. Abandonm_etit and Eeclamation

Cos‘:s incurred for abandonment of the Joint Property, including costs-required by g'overhmentﬁl or other reg’ulatbry"
authority. ’ o ’ :

14. Communications

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

" Other Expenditures . i
"Any other expenditure, nat 'co';'e.red or dealt with in the fovx'eg'b‘ingv provisions of thfs .Séc_fion‘ II.,‘or:in Section II]-and which

ig of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint -
* Operations. ' -
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IIL OVERHEAD .

Qverhead - Drilling and Producing Operations ‘
As compensation for administrative, supervision, office services and warehousing costs, Operator shali charge drilling
and producing operations on either:

XX) Fixed Rate Basis, Paragraph 1A, or
{ )} Percentage Basis, Paragraph 1B
Unless otherwise agreed to by the Parties; such charge shall be in lieu of costs and expenses of 2l offices and salaries
. or wages plus applicable burdens and expenses.of all personnel, except those directly chargeable under Paragraph
i 8A, Section 11. The cost and expenss of services from outside sources in connection with matters of taxation, traffic, .
accounting or matters befors or involving governmental agencies shall be considered as included in the overhead rates - -
provided for in the sbove selectad Paragraph of this Section III unless such cost and expense are agreed to by the - o

. Parties as a dir_eqt charge to-the J_oint Account. . - .

i Thesa.]arfes Qaées and Perﬁona_l Expenses of Technical Evr'n;ﬁlc').yvéés‘and/or the ‘cost of professional consultant services
and contract services of technical personnel directly employed on the Joint Property: -

i

Lo &X) shall be covered by the overhead rates, or = -

) shall not be covered by the overhead rates, }
The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services
and contract services of technical personnel either temporarily or permanently assigned to and directly employed in
the operation of the Joint Property:

2)08 shall be covered by the overhead rates, or
) shall not be covered by the overhead.rates.

iii.

A. Overhead - Fixed Rate Basis ., )
. (1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate § 2433000
(Prorated for less than a 'full month)

‘Producing Well Rate § _480:00
2) Application_of Overhead - Fixed Rats Basis shall be u follows:

(2) Drilling Well Rats

(1) Chargeg for drilling wells shall begin on the date the well is spudded &nd terminate on the date the drill-
ing rig, completion rig, or other units used in completion of the well Is releassd, whichever is later, except
that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or
more consecutive calerdar days. ) : :

(2) Charges for wells undergqing any type of workover or recomplation for & period of five (5) consecutive
wark days or more shall be made at ths drilling well rate.:Such charges shell be appHed for the period
fram dats wotkover oparations, with rig or other unfts 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

(18) or more consecutive calendsr days.

() Producing Well Rates
(1) An active well either produced or injected Into for any portion of the month shall be considered as a one-

well charge for the entire month. . o

{2) Each active completion in a2 multi-completed well in which pmdu;c;tion is not commingled down hole shall
be considered as a one-well charge providing each completion i3 considered a separats well by the govern-
ing regulatory authority. .

{3) An inactive gas well shut in becausa of overproduction or faJlu'rga of purchaser to take the production shall
bet;:ocsldered as a one-well chargs providing the gas well {8 directly ¢onnected to a permanent sales
outle

(4) A one-well charge shall be made for the month in which pldgging and gbandonment 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. - : : o :

(5) All other Inactive wells (including but not limited to Inactive wglls covered by. unit é.)lowable, {ease allow-
able, transferred allowable, ste.) shall not qualify for an overhéad chargs. - .

(3) The well rates shall be adjusted as of the first day of April ezch year;following the effective date of the agreement
to which this Accounting Procedure is attached. The edjustment shall be'computed by multiplying the rate cur-
rently In use by the percentage increase or decrease fiv.the average weekly earnings of Crude Petroleum and Gas
Productlon Workers for the last calendar year compared to the calendsr year preceding as shown by the index
of average wegkly earninga of Crude Petroleum and Gas Production Workera as ppblished by the United States
Department of Labor, Bureau of Labar Statistics, or the equivalent: Canadian‘index as published by Statistics
j}axtxz:da,tns.applic#bl& The adjusted rates sha}l be the rates currently in use, plus or minus the computed ad-

. Justmen ’ + T 2 ’
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under Paragrs

Percent ( - %) of the cdst of development of the Joint Property exclusive of ‘providec

10 of Section I and all salvage credits.

(b) Operating :

| Percent ( %) of~hg cost of operating the Joint Perty exclusive of costs provided under
P’sz_rs.graphs12 and 10 of Section II, all salviye oof injected substances purchased for secondary
recovery angd all taxes and assessments which at ssessed and paid upon the mineral interest in and
to the Joint Property, - L - .

_ Application of Overhead - Percentage Bagie-shall be as follows: .. ; . :
* For the purposa of determining chafges on a percentage basis under Paragraph ¥ '
" ghall include all costs in cgmrSction with drilling, redrilling, deepening, or any remedtalgperations on any or all
wells involving the yse-6f drilling rig and crew capable of drilling to the producing intervahap the Joint Prop-
erty; 2lso, preliminfry expenditures necessary in preparation for drilling and expenditures incurred=a gbandoning
when the weil1s not completed as 2 producer, and original cost of construction or installation of fixed Zwsefs, the
. expi;)sz' 1 of fixed assets and any other project clearly discernible as a (ixed asset, except Major Constructiomag

2. Overhead - Major Construction
Tq 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 deve}opment and operation of the
Joint Property, Operator shall either negotiate 8 rate prior to the beginning of construction, or shall charge the Joint
Account for averhead based on the following rates for any Major Construction project in-excess of $25,000.00 _:
A D %of first $100,000 or total cost if less, plus v
B. 3 % of costs in excess of $100,000 but less than $1,000,000, plus
C. 2 %ofcosts in excess of §1,000,000, _ ‘
Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single

project shall not be treated separately and the cost of drilling and workover wells and artificial lift equipment 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 eithe_r negotiate a rate prior to charging the Joint Account ere i .
»

Aot totat Tosts throng r$ 109,
B %of - in excess of $100,000 but less than $1,000,000; plus

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

4. Amendment of Rates

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

I'V. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsib]e for Joint Account Material and shall make proper and timely charges and credits for all Material move-

“ments affecting the Join! Property. Operator shall provide all Material for use on the Joint Property; however, at Operator's

opf:io_n1 such Mat:erinl 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, divisian in kind, or sale to outsiders.
Operapor may pprchase, 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 Cperator shall not be
i : ) reci\n_r ed to take discounts
Material punchased shall be charged at the price paid by Operator after deduction of all discounts received? In case of
Material found ta be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account
when adjustment hzs been received by the Operator. .

2. Transfers a.nd Dispositions

Materisl furnished t the Joint Property and Material transferred from the Joint Property or disposed of by the Operator,
‘unless otherwise agreed to by t}}e Parties, shall be priced on the following basis exclusive of cash discounts:

5
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bular goods, sized 2% inches OD and larger, except lne pipe, ghall be priced at Eastern mill
d base prices affective as of dats of friovemerit plui fransportation cost usinig the 80,000 poy
weight basls to the railway receiving point hearest the Joint Property for which published - :
gqmil‘ rate is not offered. the 70,000 péund or 90,000 Hound rail rate

tubularpqods exist. If the 80,000 poun A S
may be used Freight charges for tubing will be calculated from, Lorain, Ohio and casingffom Youngstown.
Ohio. . ‘ 7 )

For gra.des which aPegpecial to one r'n(ll'éi;ly. pgi‘ées shall be combuted' at the mﬂl Wse 6.(' that x';\iti 'prius‘"ltr'ans

. portation cost from that mill to the rallway receiving point neatest the Joint Pfoperty as provided above in
" Paragraph 2.A.(1)a), For t&gnsportation cest from points other than Eastarpafills, the 30,000 pound Oil Field-
- Haulers Association Interstade truck rate shall bewsed.- .~ -0~ 2« ° . © " s
all Eelﬁrlgzed at-the lowest. pubdfshed out-of-stock price, f.0.b. Houston,
Texas, plus transportation cost, using\Qil Field Haulers Assocjation interstate 80,000 pound truck rate, to

. the raflway recelving point nearest the Jqfnit Property. .~ . L
! be ppiced at the lowest published out-ol-stock prices r..o.'b,
d Haulers Assoclation interstats truck rate per weight
bgearest the Joint Property. )

(d) Macaroni tubfng (size less than 2% i;\ch OD).s‘ all be p
the supplier plus transportation costs, using the F
of tubing transferred, to the railway receiving po

(2) Line Pipe

3 3 inch and over) 30,000 pounds or more

{s) Llne pipe movements (except size 24,4fich OD and larger with wa "
ﬁ 5 h A.(1)(a) as provided above. Freight

shall be priced under provisions o tabular goods pricing in Parag
charges shall be calculated frgaf Lorain, Ohio. -

(b) Line pipe movements (excebt size 24 inch OD and larger with walls ¥ inch and over) less than 30,000 pounds
shall-ba priced at Eastsrn mill published carload base prices effectiva as of date { ghipment, plus 20 percent,.
plus transportation pdSts based on freight rates as sst forth under provisions of tubuly goods pricing in Para--

. graph A(IXa) aggrovided above. Freight charges shall be calculated from Lorain, Ohio. .

{c} Line pipe 24"inch OD and over and % inch wall and larger shall be priced f.0.b. the poindqf manufacture
ent new published prices plus transportation cost to the railway receiving polnt nearest the Joint

ne pipe, Including fabricated line pipe, drive pipé and conduit not listad on published price lists sh
priced at quoted pric:es plus freight to the raflway receiving point nearest the Joint Property or at price

—aopaodeto-britho-Pantlos
g O Y Ot »*

(d)

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

(4) Unused new Material, egge;lrt igéla: goods, moved from the Joint Property shall be priced at the current new
price, in effsct on dats of movement, as listed by a reliable supply store nearest the Joint Property, or point of
manufacture, plus t.rans_portat!o_n costs, If applicable, to t}w rgi!,ww recsiving point nearest the Joint Property,

"B, Good Used Materia! (Condition B)

Material in sound end serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property '
At saventy-five psreent (75%) of current new price, as determined by Paragraph A,
@ Material used on and moved Irom tha Join} Property

(2) Atseventy-five FFWﬂt (76%) of current naw price, as determined by Paragraph A, if Material was originally
charged tg the Jo : . )

int Account a3 new Matsrial 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, o : : -

(3) Material not used on and moved from the Joint Property
At seventy-five percent (76%) of current new pr»icg as determined by Paragraph A.
The cost of reconditioning, If 2ny, shall be ahporhed by the tranaterving property;
C. Other Used Mateyisl
(1) Condition C

Materigl which is not In sound and serviceable condition and ;iot. suitable for iﬁa original tunction until mar ‘reoon-v"-
" ditioning shall be priced at

L fifty percent (50%) of current new. price sy detarmined by Parsgraph A. The cost of
- reconditioning shall be charged to the recelving property, provided Conditian € value plus cost of reconditioning
does not exceed Condition B value. : : T
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{2) Condition D e o
Material, excludmg 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 casmg, tubmg or drill pipe utilized as line pipe shall be priced at used line
pipe prices. ‘

(b} Casing, tubing or drill pipe used as hrgher pressure service hnes than standard lme pipe, e.g. power oxl lines,

shall be priced under normal pncmg pro edures for asmg, tubmg. or drﬂl plpe Upset tubular goods shallz_ .

- be pnced on a non upset basrs : : . ‘

Condxtxon E

Junk shall be pnced at prevallmg prlces Operator may drspose of Condmon E Material under procedures nor-
mally utilized by Operator without prior approval of Non-Operators. .

© D _Obsolete Matvrxal . _ 3 ' ’ s

- Material whwh is servrceable and usable for its orlgmal functxon but condmon a.nd/or value of such Material is not '

equivalent to that which would justify a price as provided above may be specially pnced 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

Q
(1) Loading or unloading costs may be cha.rged to the Joint Account at-the
weight on a1l tubular goods movements, in lieu of actual !oadmg or unloadm
point. The above rate shall be adjusted as of the first day of Anrileaeiryedr
) 7eFRéa

C . (2) Matenal involving erectlon costs. shall be charged at apphcable percentage of the current knocked—down price of
- new Material.

3. Premium Prices

‘Whenever Material is not readxly obtainable at publlshed 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 prowdmg sach Material, In making it suitable for use, and in moving
it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing
Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator within
ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use
and acceptable to Operator.

4. Warranty of Material Furnished By Operator

Onperator 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 inventary 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 there'is any sale, change of interest, or change of Operator in the Joint Property.
It shall be the duty of the party selling to notity all other Parties as quickly as possible-after the transfer of interest takes
place, In such cases, both the seller and the purchaser shall be governed by such inventory. In cases involving a change
of Operator, all Parties shall be governed by such inventory,

4. Expense o! Conducting Inventones

Al ghe expense of conducting perlod:c mventones shall not be cha.rged to the J oint Accaunt unless agreed to by the
- artles. :

. B, The expense ot conductmg speclal mventones shall be charged to the Partm requestmg such inventories, except in-
ventories required due to change of Operator. sha.ll be charged to the Joint Account.

-7-
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) ’ a4 EXHIBIT "D’ -

ATTACEED TO AND MADE A PART OF OPERATING AGREFMENT
DATED .. JANUARY 26, 1998,. BY AND BETREEN PENWELL ENPRGY, INC., AS OPERATOR,
o NEARBURG S}CP.‘{J.’:«RATION g,OMrAN‘Y L L. C. ,AS NON—OPERATOR .

. . At all times during the conduct of opernt,iona hereunder, Oparator
shall maintain in force the following insurance at the expense of and for the
benefit of, the joint account:

(a) Worker's Compensation Insurance with limits of $500, QOO for
Bodily Injury by Accident and Bodily ' Injury by Disease,
covering Operator’'s employees and employees. of Operator's
contractors and gubcontractors engaqed in - operations. under,
thia Agreement, in compliance’ with th lawa of the State
the wox:k Ln to be performed

({b) Conmercial Genaral Liability. Insurance covering the: pertiea,‘
hereto #n.connection with all operations conducted by Operator '
or Operator's ° contractors : and "/ subcontractors with - the *°
following limits:

General Rggregate Limit &% oL T ' '$2,000,000
Productes-Completed Oper. Aggregate Lt, N . 1,000,000
Parsonal Injury Limit 1,000,000
Each Occurrence Limit ) 1,000,000
Fire Damage Limit 100,000
Medical Expense Limit 5,000
Underground Equipment 1,000,000
(c) Umbrella Liability with policy aggregate limit $10,000, 000
(d) Oil Leasae Equipment Coverage
(@) Businpess Ruto Liability anluding hi.red ' '
and non-owned ccvarnge (COmbLnad Single Limit) 1,000,000

- If Operator is audited biy it'as Lnéurance cmi;éx: and. detemin’ed to owe additionall- o
workers compensation over and above what has bean charged to the well, such
additional amounts will be proportionately charged to the oint account. .

The Operato:_- also carrieu well oontrol Lnsura.nce.. . wqgm__ﬂm
. ED_A ] INSUR] ER g ERAGE P o ] _

QPERATOR Blﬂ? ANT. OUTVAL BETTE AGE
@ . participants afforded covex:aga u.ndar Operutor 8 pol cy will be billed for their
proportionate share of insurance costs.

Operator's current policy is describad a follows:
CQVERAGE (1) Drilling, completion and production of a well;

(2) Reworking, raeconditioning, recompletion; and
workover of a well; and .

{3) Deepening of a well.

Wm,_ (1) Cogt of Wall Control;
(2) Deliberate Well Pirings

(3) Underground Blow-out;

(4) caniingant Joint Venture C&vérage)

(5) Evaz;'uation Expanse Endorsement;

{6) Seepage & Pollution, Clean-up & contami_natiom
{7) Unllmlt:od Redrilly

(8) Care, Custody and Control; and,

(9) Making a Well Safe.

PURPOSE OF COVEZRAGE:

This policy protects from loss incurred from a well fire, cratering (including
the expanse of clean-up or containment), seepage, pollution or contamination, .
@xpense ; of re-drilling - the hole lost from !L:e, " eto.y and . -affords .
cue/cuatody/control legal liability i e R S

IMITS: ‘Contrel of Well, etc. - §5,000,000 scaled to interest
Care, Custody & Control - $500,000

hbjos.oxd



ATTACHED TO THAT CERTAIN OPERATING AGREEMENT
DATED . JANUARY 26, 1398 BY AND BETWEEN
PENWELL ENERGY, INC., AS OPERATOR, AND
NEARBURG EXPLORATION COMPANY, L.L.C., AS NON-OPERATOR - .

GAS BALANCING AGREEMENT

1. Ownesship of Gas Production
oo (8) Ilume!mtofthcpamathslmhputyshauhavethcnghztomhmhndudchua!.c]y
dupow of its proportionate share of gas-(including casinghead gas) produced from each’ formation in esch well
locucdcnmtugc(ConmctAm')covcmdbytthPafnnngAgrumcmmwhichUmExhibnumachod
OpcratmgAg;recmmt) ; L

o ®) Opcnhor shall control the gas production and be responsible for administering the provisiods of '
this Agrecment and shall make reasonabls cfforts to deliver or cause to-be delivered gas to the partics’ gas

purchasers as may be required in order to balance the accouats of the partics in accordance with the provisions - ; L

bercin centained. For proposes of this Agreement, Operator shall maintain production accounts-of the partics based ' -

upon the number of MMBt's actually coritained in the gas produced from a pasticular formation in 8 welland

delivercd at the outlet of lease equipment for €acli party's account regardless of whether sales of such gas are made

on & wet or dry basis, All refereacés in this Agreement to quantity o vélume shall-refer to the number of MMBtu's

contained in the gas stream. Toward this end, Operator shall periodically determine or cause to be determined the

Btu content of gas produced from each formation in each well on 2 consisteat basis and under standard conditions

pursuant to any mcthod customarily-used in the industry.

2. Balancing of Production Accounts

(@) Any time s party, ur-uchputylpumhuerunotuhngornuﬂwdngiuﬁxﬂlhxmofgu
produced from s particular formation in a well (*non-marketing® party), the remaining partics ("marketing” partics)
shall have the right, but not the obligation, to produce, take, scll and deliver for such marketing partics’ sccounts, in
addition to the full share of gas to which the marketing partics arc otherwise eatitled, sl or any portion of the gas
sttributable to 8 non-marketing party. (Gas sitributable to a non-marketing party, akea by a marketing pasty, is -
referred to in this Agreement a8 “overproduction”), If thers is more than one marketing party taking gas -
attributable to & non-marketing party, cach marketing party shall be catitled to take a non-marketing party's gas in
the ratio that such marketing party's interest in production bears to the totx} intezest in production of all marketing
partics. : o

®) A party that has not takea its proportionate shars of gas produced from any formation in a8 well

("Underproduced Party®) shall be credited with gas in storage equal 1o its share of gas produced but not taken, less
its share of gas used in lease operations, veated or lost (*underproduction”). Such Underproduced Party, upon
giving imely written notice to Operator, shall be entitled, on & monthly basis beginning the month following receipt
of notice, to produce, take, scll and deliver. In addition to the full sharc of gas to which such party is otherwise
catitled, a quantity of gas (“make-up gas®) equal to filty percent (50%) of the total share of gas attributable (o &ll
partics having cumulative over production (individually called "Overproduced Party™). Such make-up gas shall be
credited against such Underproduced Party's accrued underproduction in order of sccrual.  Notwithstanding the
foregoing and subject to subsection (¢) below; (i) an Overproduced Pasty shall never bo obligated to reduce its takes
to Icss than fifty percent (S0%) of the quantify to which such party is otherwise entitled and (i) an Underproduced

_ Pasty shall ncver be allowed to make up underproduction during thé months of December, January, February, and
March, ’ :

. (c) If there is more than one Underproduced Party desiring make-up gas, cach such Underproduced

. Party shall be entitled to mzke-up gas in the ratio that such party's interest in production bears to the total interest in
production of all partics then desiring make-up gas. Any portion of the make-up gas to which an Underproduced
Pasty is entitled and which is not takea by -such Underproduced Party may be taken by any other Underproduced
Party(es).

©{d) If there is more than one Overproduced Party required to fumish make-up gas, each such
Ovcrpxoduccdl’utylhdlﬁ.umxhmh&uppsmthamhuthuwcbpmylmlc:cumpmdumonbcanwthewul
interest in jrodyction of all partics then required to furnish make-up gas. Except a8 provided in (¢) below, each
0vczpmdwwd?ntymxnyfomuﬁonmuwdlxluﬂbamuﬂcd oa & monthly basis, to take its full share of gas less
lhxmotthemlk&upzutbmbqnzpmduudfnomthcpammﬂuformxnonm(hcwdlmwhmhxtu :
.Ovcrpn)duced

(:) HOpdwringoodﬁhhbdicvuthumOVapmdudexnyhumvaedoncbundmd

pescent (100%) of such Overproduced Party's share of the recoverable reserves from & particular formation in &
~wdl,mch0verproduccd?uty upon being notified in writing of such fact by Operator, shall cease taking gus from
such formation in such well and the remaining partics shall be entitled to take one huadred percent (100%) of such
production until the accounts-of the-partics arc balaiced. Thereafter, such Overproduced Pasty shall again have the
right to take its share of the remaining prodiction, if any, in sccordance with the provisions herein contained.
Notwithstarding anything to the contrary herein, afier-an Overproduced Party has recovered one hundred percent
(100%) of its full share of the recoverable reserves as 10.determined by Operator from a particular formation in &
'wcﬂ,wch(hapoducdhﬁymywn&whpmduwd:uchw@nuedpmdu&whﬂmqum
: purposes, or (i) permil d.by a majority of ifitcrest of the pastics who have not produced one hundred ™ -
m(l&)%)ofmwmvmbbmu fxvmtuchﬁamanonmmebwdhﬁawnmbdbbeondwad by -

Operator,




Cash Baluncing Upon Interim Imbalsices or Upon Deletion )

(a) On January 15th and July 15th of cach Calender Year Underproduced Party may give notice that
ho desires cash balancing for any Underproduced voluimes. This notics and request to cash balance shall constitute
an "Interim Accounting”. - '

b) 1f gas production from & particular formation in & well ceases and no attempt is made to restore
production (or substituta therefor) within sixty (60) days, Oporator shall distribute, within nincty (50) days of the
date the well last produced gas from such formation, a statement of act unrccouped underproduction and
overproduction and the months and years in which soch unrecouped produced accrued (“Final Accounting”).

{© Within thirty (30) days of receipt of either Final Accounting or an Interim Accounting, cach
Overproduced Party shall remit to Operator for disbursement to the Underproduced Partics, a sum of moncy {which
sum shall not include interest) equal to the amouat actually received or constructively received under subparagraph

" {c) below, by Overproduced Pasty for sales during the month(s) of overproduction, caloulated in ordes of accrual

but less applicable taxes, royaltics and reasonablo costs of marketing and transporting such gas scrually paid by

- such Overproduced Party. Such remittance shall bo besed on number of MMBIu's of overproduction and shall be
: accompammd by a mtmwat xhowmg volumu and prices for cach month with accrued unrecouped ovcrpmductmn

(d) W\!lnn thu-ty (30) dsyt ofmcapt of any such remittance by Operator from an Ovctproduoed
Party, Opcrator shall disburse such funds-to the Underproduced Party(ics) in accordance with the final accounting.

"+ Qperator assumes no lisbility with respect to any such paymeat (unless such payment is attribuible to Operator's - ‘
. overproduction), it being the intent of the partics that éach Overproduced Pasty shall be solely responsible for

reimburring cach Underproduced Pasty. for such Underproduced Party's respective share of overproduction takea
by such Ovesrpraduced Party in.accordance with the provisions herein contained. If eny party fails to pay any sum
due under the terms hereof after demand therefor by the Operator, the Operator may turn responsibility for the
collection of such sum to the party or partics to whom it is owed, wnd Operator shall have no further responaibility
for collection.

{e) In determining the smount of overproduction for which scttlement is due, production taken
during any month by an Usderproduced Party in excess of such Underproduced Party's share shall be treated as
make-up and shall be applizd to reduce prior deficits in the order of accrual of such deficits.

(G AAnOvc:pmducchutylbnto'okguin-kix)dforit.lownuzo.soldbgmtomufﬁliw.or
otherwise: disposed of gas in other than a cash sale shall pay for such gas at market velue st the time it was
produced, even if the Overproduced Pasty sold such gas to an affiliate 2t 2 price grester or lesser than market value.

® If refunds arc later required by any governmental suthority, cach party shall be accountsble for
its respeciive sharo of such refunds as finally balinced hereunder. - )

Dcliverability Tests

At the request of any party, Operator may produce the eatire well stream for a deliverability test not o
exceed seventy-two (72) hours in durstion (or such longes period of time &3 may be mutually agreed upon by the
partics) if required under such requesting party’s gas sales or transportation contract.

Nominaticns

[Esch party shall, on 2 monthly basis, give Operator sufficicnt time and data either to nominate such
party’s respective share of gas to the transporting pipeline(s) or, if Operator is not nominating such party's gas, to
inform Opesator of tho manner in which to dispateh such party's gas. Except a3 and to the extent caused by
Operator’s gross negligence or willful misconduct, Operator shall got be responsible for any fecs and/or penaltics
associated with imbalances charged by any pipeline to any Underproduced or Overproduced Party(ics).

Statéments

On or before the tweaty-fifth (25th) day of the month following the month of production, cach party taking
gas shall furnish or cause to be fumished to Operstor a statement of gas taken expressed in teyms of MMB's. If
actual volume information sufficient to prepare such statement is not made svailable to the taking party in sufficient
time to prepare it, such taking party shall novertheless furnish s statemeat of its good faith estimato of volumes
taken. Within tweaty (20) days of tho receipt of all such statcments, Operutor shall furnish to cach party a statcment

“of the gas balance among the partics, including the total quantity of gas produced from cach formation in each well,

Lhepomon!.bcmofuscdmopaxuons.vmtadorlost,mdtbemhlqummydchvcmdformhputylmunt. Any
morordmcrcpa.ncymOpenmrlmnmlylwmm.lmnhpmmpdyrepomwwrmdOpcramrlhxﬂ

make 8 proper adjustmeat thereof within thirty (30) days afier final determination of the correct quantitics invelved;
provided, however, that if no errors or discrepancics are reported to Operator within two (Z) years from the datc of

any statement, such stitcment shall:be conclusively decined to be correct. . Additionally, within thirty (30) days from
themdofmchcdcnduyur,non—opawulhallﬁ!rmxbwomr.ﬁarmowlopurpowofembhthgmcords
sufficicnt ta. verify cash balancing valucs, & state mﬂcctmglmo\mu aciually received or comstructively received

-tnder paragraph 3(c), on & mondxly basis for Uic calendar year preceding the immediately concluded calcndar year.

Operator shall not allow a party to produce gas for its account during any moath whea such party is delinquent in so
furnishing the monthly or annval statements.

Payments of Taxcs
Ench party uking gas shall pay or causc to be paid a.ny nndallproducuan, scverance, utility, sales,
excise, or olher taxes duc on such gas. |

Opcrating Expenses
. “wommgwmmbcbmneumﬂdedmthe%cxmngwmrcgntdlcuofwha;hcr&ll h

. pamaml:ﬂingormmgguorwhdha&wnlulnduseofuchmmpmpomontoLharmpoctxvem&uuum :

such gas.




)

9. Overproducing Allowable
Each party shall ngo Opcrator sufficient time and data to caablc Operator to make appropriate
nominaticns, forecasts and/ar filings with ths regulatory bodies having jurisdiction to cstablish allowznces. Each
- party ahall at all times regulate-its takes and deliveries from the Contract Area so that tho well(s) covered hereby
shall not be curtailed and/or shut-in for overproducing the allowable production assigned thercto by the regulatory

body having jurisdiction.

10. Payment of Leaschold Burdeas
. At all Emes while gas is-produced from the Contract Area, each party agrees to make appropriste
scttlement of all royaltics, overriding royaltics and other payments out of or in lisu of produstion for which suc
" party is responsible just as if such party were taking or delivering to & purchaser such party's full share, and such
party‘s full share only, of such gas production exclusive of gas used in operations, vented or lost, and cachputy
-, agrees to mdmmxfymdholdcxcho(haputyhamﬂwﬁom myundnﬂchmurchnnglhc:w o )

Apphx:a.ucn ongmancnt o o ' L .
o The provisions of lhu Agmcmcnr :hall bc wpamtcly npp le and shall con.mtuw a xcpa.ratc ngrccmcm
B wnh mpect to gas pmducc form cach formation in each wdl locaxod on the Contrwt Axu ’

Tcrm
. ‘This Agreement shall terminate when gas production under the Operating Agreement pcrmancntly ceascs
l.ndthcaccount:of!hcpumueﬁmllyw(ﬂcdmwoordmcewnhthcpmvuwmbmnconumcd o

Operator's Liability
Except a8 otherwize provided herein, Operator is authorized to.administer the provisions of this
Agreement, but shall suffer no Lability to the other parties for losscs sustained or liability incurred which arise out
of or in connection with the performance of Operator's dutics hereunder except such 23 may result from Operator's

gross negligence or willful misconduct.

14, Audits
Any Underproduced Party shall have the right for a period of two (2) years after receipt of payment -

pursuant to a final accounting and after giving wrilten notico to all partics, to audit an Overproduced Party’s
accounts and records relating to-such payment. Any Overproduced Party shall have the right for & period of two (2)
years after tender of paymeat for varccouped volumes and upon giving written notice to all partics, to sudit &n
. Underproduced Party's records as to volumes. Tho party conducting such sudit aball bear its costs of the sudit. .
" Additionally, Operator shall have the right for 2 period of two (2) years after receipt-of an annual statcment from s
non-operator under paragraph 6 after giving wrilten notice to the affected non-operator W audit such non-operators
accounts and records relating to such payment. Costs of such audit shall be bome by the joint account.

R C 18, Successors and A.u;gm ) '

. i o The terms, covenants and conditions of this Agreement shall be bindmg upon and shall inure to the benefit
of the parties and to their respective successors and assigns, and may-be assigned in whole or in part from time to
time; provided, however, that (a) any such asaignments thall be made subject to this Agreement and as among the
partics shall not be valid without the express written acceptance of the torms of this Agreament by the Assignes, (b)
the Assignec shall acquire such interest subject to any overproduction and/or underproduction imbalances existing at
such time as well as any cash balincing obligation created thereby and (c) no such assignments shall relieve the
Assignor from aay obligation to the other partics with respect to any overproduction takes by Assignor prior to such
assignment. .

16. Liquefiable Hydrocarbons Not Covered Under Agrecment
The partics shall share proportionately in and-own all liquid hydrocarbons recovered with the gas by lease
equipment in scoordance with their respectivé interests,

17. Conflict
lf!hc:eunoonﬂwtbctwccnt}wtzmuoflhuwccmcmmd(hczauuofmywuluconcnctcovczmg
the Contract Area entered into by any party, thetenms of this Agreement shall govern.

18. Arbitration
Any controversy or cbum arising out of or relating to this Agreement, or the breach thercof, shall be
scutted by binding wrbitration in accordance with the Commercial Arbitration Rules of the Amcrican Arbitration
Association, and judgment upon tho award may be entered in any Coust having jurisdiction thercof. The whitrator
shall not award punitive damages in seulement of any controversy or chim.

Abjoseic(}w)




o it EXHIBIT “F” -7

ATTACHED TO AND MADE A PART OF THE OPERATING AGREEMENT DATED _JANUARY 26, 1998,
BY AND BETWEEN PENWELL ENERGY, INC., AS OPERATOR, AND
- NEARBURG EXPLORATION COMPANY, L_LC AS NON—OPERATQR

NONDISCRIMINATION AND CERTIFICATION OF NONSEGREGATED FACILITIES

A. Equal Qpportunity Cl 41 CFR 60-1.4). (Applicable only to contracts or purchase orders for
more than $10 000.)

Dunng the performance of this contract, the Operator agrees as follows

"(1) The Operator will not discnmmate against any employea or apphcanl for employment because of ]
“race, color, religion, sex, or natienal origin. The Operator will take affirnative action to ensure that ~ =
. applicants are employed, and that employées are treated during employment, without regard to their =™
“race, color, religion, sex, or national origin, Such action shall Include, but not be limited to the
following: Employment, upgrading, demotion, or transfer, recruitment or recruitment advertising,

- layoff or terminations, including apprenticeship. The Oparator agrees to post.in conspicuous places,
avallable to employees- and applicants for employment, notices to be provxded by the contracting
“officer settirg forth the provisions of this nondiscrimination clause.

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

(3) The Qperator will send to each labor union or representative of workers with which it has a collective
bargaining agreement or other contract or understanding, & notice to be provided by the agency
contracting officer, advising the labor union or workers representative of the Operator s

" commitments undsr section 202 of Execulive Order 11248 of September 24, 1965, and shall post
copies of the notice in consplcuous ‘places available to employees and apphcants for employment

(4) The Opemto: 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 fumish all information and reports required by Executive Order 11248 of September
: 24, 1985, and by the rules, reguiations, and orders of the Secretary of Labor, or pursuant thereto,
and will permit accaess to its books, records, and accounts by the contracting agency and the
Secretary of Labor for purposes of investigation to ascertain compliance with such rules, regulations, .
and orders. .

(6) In the event of the Operator s noncompliance with the nondiscrimination clauses of this contract or
with any of such rules, regulations, or orders, thls 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 suthorized in Executive Order 11248 of September 24,
1965, and such other sanctions may be Imposed and remedles Invoked as provided In Executive
Order 11246 of September 24, 19635, or by rule, regulation, or order of the Secretary of Labor, or as
otherwise pravided by law,

(7) The Operator will include the provislons of paragraph (1) through.(7) in.every subcontract or purchase
order unless exempted by rules, regulations, or orders of the Secretary of Labor Issued pursuant to
section 204 of the Executive Order-11248 of September 24, 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
provislons inciuding sanctions for noncompliance: Provided, however, that in the event the Operator
becomes Involved In, or Is threatened with, litigation with 8 subcontractor or vendor as a result of
such directior; by the contracting agency, the Operator may request the Unlted States to enter Into
such litigation to protect the interests of the Unlted States.

B. Cenification. of Nonsegreqated Facliities (41 CFR 80-1.83) (Applicable only to contracts or purchase
orders which are ot exempt from the provisions of the Equal Opportunity Clause set out above.)

~ The Operator certifies that it does not, and will not, maintain or provide for its employees any segregatéd
facllitles at any of its establishrnents, and that it does not, and will hot, permnit Its employees to perform
thelir services at any location, under its control, where segregated facliities are maintained. The Operator
agrees that a breach of this certification Is a viclation of the Equal Opportunity Clause. In this contract or
purchase order. As used In this certification, the term segregated facilities  means any walting- rooms,
work areas, rest rooms and wash rooms, restaurants and other eating areas, time clocks, locker rooms
_and other storage or dressing sreas, parking lots, drinking fountains, recreation or entertainment areas,
transportation, and housing facilities provided for ernployees which are segregated by explicit directive or
are in fact segregated on the basis of race, -creed, color, or national- origin, because of hablt, local
. custom, or otherwise. The Operator further agrees that (except where it has obfsined identical -
© " certifications from proposed subcontractors for specificlime perlods) It will obtain identical certifications
" from propgsed subcontractors prior to the award of subcontracts exceeding $10,000 which are not
- exempt from the provisions of the. Equal- Opportunity: Clause; that it will retain such certifications In its
" files; and that it will forward the following notice to such proposed subcontractors.




NOTICE TO F’ROSPECTnc SUBCONTRACTORS OF REQUIREMI:.J FOR CERTIFICATIONS OF
NONSEGREGATED FACILITIES. A Certificate of Nonsegregated Facilitles must be submitted prior to
the award of a subcontract exceeding $10,000 which is not exempt from the pravisions of the Equal
Opportunity Clause, The ceitification may be submitied either for each subcontrad or for all
subcontracts dunna a oeriod (1 e. ouananv semlannuallv or annuauv\

C. Afﬂrmattve Action Comgnance Program (41 CFR 60—1 40) (Applicable only if (a) !he Operator has 50 or
more employees and (b) the contract or purchase order Is for $50,000 or more.)

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

Emplovyer [&QWTLGUOH ReDor! {41 CER 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 lnformauon Raport EEO-1 and (c) the o
. contract or purchase onder ls for $50,000 or more. ) - ) SEE s

' Tha Operator agrees o ﬁle with the appropriate Federal agency annually. on of before the 31st day of
March, complete and accurate reports on Standard Form 100 (EEO-1) promuigated Jointly by the Office -
of Federal Contract Compliance, the Equat Employment Opportunity Commlssion and Plans for ngress

or such form as may hereafter he promulgated In its place. . :

E. Affimnative Action for Disabled Veterans and Veterans of the Vietnam Era (41_CFR 80-250.) (Applicable
only to contracts or purchase orders for $10,000 or mors.)

‘The afflrmative 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 sectlon 60-250.22 of said Regulations)
as if set out in full at this point. If the Oparator (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 actlon program at each
establishment which shall set forth the Operator s policies, practices and procedures in accordance with

section 60-250 & of said Regulations. . .

. Afficmative Action for Handicapped Workers (41 CFR 60-741.4.) (Applicable only to’ contracts o
purchase onders for $2,500 or mors.)

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 saction 60-741.22 of said Regutations)
as if set out In full at this point. If the Operator (a) has 50 or more employees and (b) this contract or
purchase order Is for $50,000 or more, then, within 120 days of the effectiveness of this contract or
-purchase order, the Operator shall prepare and maintain an affirnative actlon program at each
establishment, which program shall set forth the Operstor s policies, practices and procedures in
accordancs with section 80-741.68 of said Regulations.

G. Utilization of Mirority Business Enterprises (Federal Procurement Requlations 1-1.13.) (Applicable only
to contracts or purchase orders which may exceed $10,000)

(¢)] It is the policy of the Govemment that minority business enterprises shall have the maxlmum
practicable oppoitunity to participate In the performance of Govemment contracts.

2) The Operator agrees to use his best sfforts to carry out this policy In the award of his
subcontracts to the fullest extent consistent with the efficlent performance of this contract. As used in
this contract, the term 'minority buslness enterprise means a buslness, at least 50 percent of which is

_ owned by minority group members or, In cass of publicly owned businesses, at least 51 percent of the
slock of which Is owned by minority group members. For the purposes of this definition, minority group
members are Noegroes, Spanish-speaking American persons, American-Orentals,” American-Indians,

" American-Eskimos, and American Aleuts. Coptraclors may rely on- written representstions by

_ subcoritractors regarding thelr status as minority business enterprises In lieu of an lndependent
investigation.

Nbjoaad(iW)




EXHIBIT "H"

. ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING
AGREEMENT DATED THE 26TH DAY OF JANUARY, 1598, BY AND BETWEEN -
PENWELL ENERGY, INC., AS OPERATOR, AND NEARBURG EXPLORATIO‘\I
COMFANY,LL.C, AS NON-OPERATOR = -

NEARBURG EXPLORA TION COMPANY L L C

EXPLORATION AND PRODUCTION

CWELL INFORMATION REQUIREMENTS L

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 priviieges set forth beiow.

ered

A. DRILLING AND MUDLOGGER REPORTS:

Daily drilling and mudlogger reports containing current depth and status, general summary, deviation
surveys, mud properties, daily and curnulative 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 ma:led/faxed to the

fonowmg

NEAREBURG EXPLORATION COMPANY, L.L.C.
(Drilling and Mudlogger Reports) )

3300 N. "A" Street, Building 2, Suite 120
Midland, Texas 79705

Attn.:- Jerry Elger

FAX: (915)-686-7806

B. WELL DATA

The following listed data should be mailed as follows:

NEARBIRG EXPLORATION COMPANY, L.L.C. NEARBURG PRODUCING COMPANY
3300 N. "A" Street, Building 2, Suite 120 P.O. Box 823085 . -
Midland, Texas 79705 ’ Dailas, Texas 75382-3085
Attn.: Ken Billings Attn.: Production Secretary
MIDLAND DALLAS
1. Copy of survey p}ats, permit . 1 1

to drifl, and other regula-
tory forms and letters filed )
with any govemmental agencies.

2. Copy of the drilling and 1 1
completion procedures 48 hours
prior to commencemaent of operation.

3. Copy of daily mud logs. ' 1 . . 1
4. Copies of the final mud log. 3 2
5. Copies of the field prints 3 1
of alt logs run In the well.
- 6. Copies of the final composite . 3 ) 2
prints of all logs run in well, A o '
7. Copyof filmofthe final -~ .. 74
composite prints of all logs . A
run in well. :
8. Copy well log customer diskette 1 1

3%" LAS format.



Pagn -2-
~ Well Information Requirements

MDLAND ~ DALLAS

9. One initial and final copy 2 1
of any DST, coring, sample

anaiysis, formation fluid

analysis, or test reports

on the well.

. Well history at : B R
* completion of the well. : i

Copy of the bit record and o1
mud recap.

12, One copy of Operator's -
. . 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 curatlve instruments covering the proration or spacing unit
) for the well should be sent to:

NEARBURG PRODUCING COMPANY.
P. O. Box 823085
Dallas, Texas 75382-30835

. NEARBURG EXPLORATION COMPANY, L L.C..
i~ 3300 N. "A", Building 2, Suite 120 ;
Midland, Texas 79705

Attn.: Bob Shelton ; Attn.: Kathie Craft
< C. . NOTIFICATION:
1. vNeamurg Producing Company should receive 24—h6ur notice of the followihg 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:

Scott Kimbrough (Drilling) (915) 686-8235
Tim MacDonald (Engineering) (214) 739-1778

(915) 687-4279
(972) 390-8106

 NAME  OFFICE HOME PAGE
Jerry Elger (Geology) (915) 686-8235 (915) 687-0344 (800) 405-5160
Cap Homing (Geology) (915) 686-8235 (915) 699-4131 (800) 585-4543

(800) 405-5173
(888) 357-1884

2. 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.

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 producmg life of any well to wiich Near‘ourg is entitled to receive such
well information.

SPECIAL REQUIREMENTS FOR _ADDITIONAL WELL INFORMATION .

Nearbuirg 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 Schiumberger hi-res
density and FMI for spot ELAN analysis and DST(s) to its satisfaction if not run by the operator, or in the
case where operator runs same, operator shall fumish to Nearburg all such information or surveys. In
addition, Nearburg Exploration Company, L.L.C. may require operator to run a two-man mudlogging unit.

In the event that any of the requirements herein are ima@:ceptable to the operator,
please contact one of the undersigned.at Nearburg Producing Company, Midland.

Cap Horming Bob Shelton
Exploration Manager Land Manager
Date: Date:




- oo 3AAre 398 s g

RECEPTION

983372

. COUNTY ()F EDDY 8

Blackbird Prospect
EXHIBIT “I”
To that certain Operating Agreement dated January 26, 1998,
by and between PENWELL ENERGY, INC., as Operator, and

NEARBUR G EXPLORATION COMPANY, L.L. C ET AL, as Nen-Operators.

NOTICE OF JOINT OPERATING AGREEMENT LIEN,-
SE( URITY INTERESTS AND FINANCING STATEMENT

’ STATE OF NEW MEXICO § -

§

WH] REAS A Jomt Operating Agreemcnt dated Ianuary 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 security interests in the above referenced property,
ﬁ)cmres 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 interésts 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.

Tammy Bo. mbeid
Peaw el Enert‘q },

woo Afco Bid 1

woo t:mariealecld .

modland g 1§70)
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EXHIBIT “T”
NOTICE OF JOINT OPERATING AGREEMENT LIEN,
SECURITY INTERESTS AND FINANCING STATEMENT

PAGE -2-

NOV/, 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 pames property is covered by the terms of the_,
" Joint Operatmg Agreement outhned herem .

_ Operator and Non-Operator agree that a carbon, photograph or other reproductxon” S
of this NOUC( shall be suﬁicnent asa ﬁnancmg statement. - Ce e

o ... . For thc purpose of ﬁlmg this Notice of Jomt Operaung Agreement Lien, Security
S Interests and 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.

o This instrument may be executed i multi-counterparts, no one of which need be -
executed by all parties hereto and the same shall be binding upon those parties, as well as

- their successors and assigns, who execute same, whether or not all named partiés join in .

) f‘executxon hereof. Counterparts thus executed shall together constitute but one and the <. -

- same instrument. ' In the interest of facilitating, filing or recording this instrument thus -

- executed in multi-counterparts, each executing -party hereby authorizes removal of
signature and acknowledgment pages and reassembly of the same into a single document - . .
composed of one copy of the substantive portions of this instrument attached to multiple,

+ separately executed signature and acknowledgement pages.

This Agreement shall be effective as of the 26* day of January, 1998.

OPERATOR:

By:

- °600 North Marienfeld, Steven R Foy, Vice Presignt
Suite 1100 Tax ID#75-2223190
Midland, Texas 79701

NON-OPERATOR:

NEARBURG EXPLORATION COMPANY, L.L.C.

By: //N////«/&

. Printed Name: Robert G. Shelton
3300 North “A” Street Title;  Attormey-in-Fact

Building 2, Suite 120" Tax D& "75-3626152

Midland, Texas 79705 Date:  March 5, 1998
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EXHIBIT “T" . . o .
" NOTICE OF JOINT OPERATING AGREEMENT LIEN,

- SECURITY INTERESTS AND FINANCING STATEMENT

PAGE -3- ’

ACKNOWLEDGMENTS

.
§
" COUNTY OF MIDLAND - § i

 STATEOF TEXAS -

This .hﬁﬁiuﬁenf was a.ckn.oﬁvledgcd bcfbre me this 2™ day of March 1998, by)Stcven R
Foy, as Vice President of PENWELL ENERGY, INC., a Texhs corporation, on behalf of said

corporation. ~ i
I\?Btary Publi¢/in and for State[of [Fexas
My Commission Expires: ST : S . ;
9/23/01 ' .
. TAMMY BAIMBRIDGE
- Notary Public

STATE OF TEXAS
My Camn. Exp. 09/23/01

STATE OF TEXAS

§
§
COUNTY OF MIDLAND §

This instrument was acknowledged before me on this 5 day of March, 1998, by

Robert G. Shelton as Attormey-in-Fact of NEARBURG
EXPLORATION COMPANY, L.L.C., a Texas limited liability company, on behalf of said

company.
Nomry/}’ublic in and for the State of Texas
My Commission Expires: . . o e S
S-xs-3000 - S : s R UETE L
j e . f’_l =
DIXIE D, WALTON ST e
b RS

Notary Publie ~ .
STATE OF TEXAS » STATE OF NEWY MEXICO

My Comm. Exp. 05/25(2000

Countyof Eddy

U MAR 1 g

at 3:36 clockzﬂp- ' { o
rocorded i Bost P af}d was duy)
of the Reco_rds of Eddy County
gareﬁ ounty Clerjy- )

.. y . d Deputy

Ab:memojosblackbird (Lw)



