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THIS AGREEMENT., entered into by and berween r well Energy. Inc.
nereinafter designated and referred (o as "Operater.” and

Nereinafrer referred o individually as "Non-Operator.” and ¢

he signatory party or parties other than Operator, sometimes
llectively as "Non-Operators.”
WITNESSETH:

WHEREAS, the parties to this agreement arc owners bf Qil and Gas Leases and/or Oil and Gas Interests in the lang
identified in Exhibit "A,” and the partics hereto have reachgd an agreemeanr 0 explore and deveiop these Leases and/oc Ol
and Gas Interests for the production of Oil and Gas 0 the exjtent and as hereinalter provided,

NOW, THEREFORE, it is agreed as follows: |

ARTICLE L. -
DEFINITIONS

As used in this agreement, the following words and terms shall have the meanings here ascribed to them:

A The term "AFE” shall mean an Authoriry for Expcdl‘.dimrc prepared by a parry 1o this agreement for the purpose o!
estimating the ¢osts 0 be 1nqurred 1n conducting an operation hereunder.

B. The term "Completion” or "Complete” shall mean ajsingle operation intended to compicte 3 well as 3 producer of Cu
and Gas in one or more Zones, including, but not limited fo, the setting of production casing, perforating, well siimuiation

and production testing conducted in such operation. 1

C The term “"Contract Area” shall mean all of the lands Qil and Gas Leases and/or Oil and Gas Interests intended to b

developed and operated for Oil and Gas purposes under rh’ns agreement. Such lands, Oil and Gas Leases 1nd Oil and Gas
Interests ace described in Exhibit ™

D. The term "Deepen” shall mean 2 single opcranom‘whcrcby a well is drilied t0 an objective Zoae below the deepes:

Zone in which the well was previously drilled, or below the Deepest Zone proposed in the associated AFE, whichever is the
lesser.

E The terms "Drilling Pacty™ and “Consenting Parry'| shall mean a party who agrees (o join in and pay its share of the
cost of any operation conducted under the provisions of thi§ agreement,

F The term "Drilling Unit” shall mean the area fixed| for the drilling of one well by order or rule of any state or feaers
body having suthoricy. If 3 Drilling Unit is not fixed by apy such rule or order. 2 Drilling Unir shall be the dritling unic a5
established by the pattern of drilling in the Contract Arca Jniess fixed by express agreement of ¢he Drilling Parties

G. The term "Drillsite” shall mean the Oil anc Gas Lease or Oil and Gas Interest on which a proposed well 15 to 3¢

locaceds. |

H. The teem “lnitial Well” shall mean che well 'cquxrgic to be drilled by the parties hereto ss provided in Article V9ILA

1. The term “"Non-Consent Well” shall mean 3 wcll in which less than all parties have conducted an operation as
provided in Article V1.B.2. ‘

] The terms "Non-Drilling Party” and "Non- Conscﬁcmg Parry” shall mean a party who elects not to participate in 3
proposed operation. |

K The term 7Ol and Gas” shall mean o1l gas, cgsmghcad gas. gas condensate, and/or all ather liquid or gascous
hydrocarbons and other marketable substances produced :hecewith, unless an intent o limit ¢he inclusiveness of this term s
specifically stated. |

L. The term "Oil and Gas [nterests” or “Interescs” sh'itml! mean unleased feec and mineral interests in Oil and Gas in tracis
of larnd lying within the Conteact Area which are owned by partics to this agreement.

M. The terms "Oif and Gas Lease,” "Lease” and "ﬁkaschold" shall mean the oil and gas leases or interests theren
covering tracts of land lying wichin the Contract Area whi%h are owned by the parties to this agreement.

N. The term "Plug Back™ shall mean a2 single opcr#:(ion whereby 2 deeper Zone is abandoned in order 10 sttempt 3

Completion 1n a2 shallower Zone. ‘

0. The term “Recompletion”™ or "Recomplete” shall hean an operation whereby a Completion in one Zone is abandonce
in order to attempt 2 Completion in a different Zone within the existing wellbore.

P. The term "Rework” shall mean an operation copducted in the wellbore of 2 well after ic is Completed o secure,
rescore, of improve production in 2 Zone which is currently open to production in the welibore. Such operstions include, bu:
are rot limited to, well stimulation operations but exclude any routine repair or maintenance work or drilling, Sidetracking.
Deepening, Completing, Recomplering, or Plugging Back of a2 well.

Q. The teem “Sidetrack” shall mean the directional| control and intentional deviation of & well from verucal 50 25 ¢

change the bottom haole location unless done to scraighten the hole or to drill around juak :a the hole to overcome otner
‘
mechanical difficultics. !

R. The term “Zone” shall mean a strarum of cartn ?ontaxmng or thought to contain a common accumulation of Qil and
Gas separstely producible from any other common accumulation of Oil and Gas.

Unless the context otherwise clearly indicates, wordg used in the singular include the plural, the word “person” inciudes
narural and artificial persons, the plural includes che singylar, and any gender includes the masculine, feminine, and neuter
ARTICLE 1L
EXHIBITS
The following exhibits, as indicated below and atrached herero, are incorporated in and made 3 part hereol:
—X__ A Exhibit "A.” shall include the following inforfation: 4?{-
(1) Description of lands subject to this agreement, .:’
(2) Restrictions, if any, a5 to depths, formacions, or substances, e
(3) Parties to agreement with addresses and celephone aumbers for notice purposes, T_
(4) Percentages or fractional interests of pacties to this agreement,
(5) Oil and Gas Leases and/or Oil and Gas Inkerests subject 10 this agreement, ‘ '
(6) Burdens on production, } o
~—— B. Exhibit "B,” Form of Lease. ‘ ::Q:i

—X_ C Exhibit "C" Accounting Procedure. i
—_X_ D Exhibit "D.” Insurance.
—-X__ E. Exhibit "E.” Gas Balancing Agreemen:
___X__F Exhibit "F." Non-Discrimination and Cerrifidation of Non-Segregated Facifities. o -~
G. Exhibie "G, Tax Partnership '
H. Other:
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If any provision of sny exhibit, except Exhibits "E.” "F' and "G,” is inconsistent with any provision contained ir

2 the body of this agreement. the provisions in the boay of this|agreement shall prevail.

3 ARTICLE IIL

¢ INTERESTS OF PARTIES

3 A. Oil and Gas Interests:

6 If any party owns an Oil and Gas Interesc .o tne Contdicr Area, thae lnterest shall be treatsd for all purposes of this

igreement and during the term hereof as if it were covered By the form of Oi! and Gas Lease actached hereto as Exhibic "B
8 and the owner thereof shall be deemed to own both royaity
9 B. Interests of Parties in Costs and Production:

n Unless changed by orher provisions, all costs and habili
ind pad, and all equipment and materiais acquired in cperat

nteresty are set forth in Exhibit "A° n the same marner.

terest in such lease and the interest of the lessee thereunder

ies incurred 1n operations under this agreement shall be borne
ions on the Contract Area shall be owned, by the parties as their
fpe parties shall also own all production of Oil and Gas from tnc
Contract Area subject, however, to the payment of rovatties anc other burcens on production as described hereafer

K Regirdless of which parry has contributed anv Cif anel Gas Lease ¢r O and Gas lInterest on which royaly or orhes
S burdens may be payable and except 15 otherwise cxpressly/ provided in this agreement, each parey shall pay or delver. o
16 cause to be paid or delivered, all burden

' s on,its ghare of the production from the Contract Area up to, but not 1n excess c
7 e é BY-ET : . '
;pthe_royalty burdens on das Bl xnce:mm?y, defend and hold the other parties free from any liabiliy theceler

an
B Except as otherwise expressly provided in this agreement, if any parry has contributed hereto any Lease or Interest which s
19 burdened with any royalty, overriding royalty, production payment or ocher burden on production in excess of the amourcs

20 stipulated above, such party so burdened shall assume and plone bear all such excess obligations and shall indemnify, defenc
2! and hold the other parties hereto harmiess froem any and 3

4 ciaims acributable to such excess burden. However, so long s
22 the Drilling Unit for the productive Zone(s) is identical with the Contract Ares, cach party shall pay or deliver, or cause o
2} be paid or delivered, all burdens on production from the Coatract Area duc under the tecms of the Oil snd Gas Leases)

24 which such party has contributed to this agreement, and shall indemnify, defend and hold the other parties free from any
75 liabilicy cherefor, |

26 No parey shall ever be responsible, on 2 price basis hjgher than the price received by such parry, to any other party's
27 lessor or royalry owner, and if such other parry's lessor orlreyalty owner should demand and receive sestlement on a higner
28 price basis, the party contributing the affected Lease shall bear the additional royalry burden attributable to such higher price.
29 Nothing contained in this Article 11LB shall be deemeld 3n assignment or cross-assignment of interests covered hereby.
30 and in the event two or more parties contribute o this agreement jointly owned Leases, the parties’ undivided interests in
3 said Leascholds shall be deemed separace leasehold interesty for the purposes of this agreement.

v2 € Subsequently Created Interests:

AR tf any parry has contributed hereto a Lease or Interest that is burdensd with an assignment o production given as secu’ i
N for the payment of money. or . alfter the cate ¢’ this| agreement any party creates an overnding roydlty. production

pavment. net profits interest, assignment of product 5n or jother burden payable out of production attnbutable 1o s working
e interest hereunder, such burden shall be deemed 1 Subgequently Created Interest  Further, «f any parey has contriouiec
herete a Lease of Interest burdened with an overriding foyalry, proguction payment, net prolits interest, of other burden
38 payable out of production created prior (o the date of this agreement, and such burden 13 not shown on Exhibic "A sucn
39 burden also shall be deemed 3 Subsequently Created Integest o the extent such burden causes the burdens on such parrys
40 Lease or Interest to exceed the amount stipulated in Article 11.B. above

41 The party whose interest is burdened with the Subsequently Created Interest (the "Burdened Parry”) shall assume anc
42 alone bear, pay and discharge che Subsequently Created |nterest and shall indemnify, defend and hold harmiess the oiher
43 parties from and against any liability therefor. Further, 1] the Burdened Parry fails to pay, when due, its share of expenses

44 chargeable hereunder, all provisions of Acticle VIL3. shafl be enforceable against the Subsequently Created Interest in tne
45 same manner as they are enforceable against the working interest of the Burdened Parry. If the Burdened Parry is requirec
46 under this agreement to assign or relinquish to any other parry, or parties, all or a portion of its working interest and/or the
47 production arcributable therero, said other parcy, or parties, shall reccive said assignmenc and/or production free snd clear o
48 said Subsequencly Created Interest, and the Burdened Pagty shall indemnify, defend and hold harmless said other parcy, or
49 parties, from any 2nd all claims and demands for payment|asscrted by owners of the Subsequently Created Interest.

5C ARTICLE IV

b TITLES

.2 A Tite Examination: }

$3 Title examination shall be made on the Drillsite of miy propased well prior to commencement of drilling operations ang
54 i a2 majgoriey in interest of the Drilling Parties so requestlor Operator so elects, title examination shall be made on the eniire
by Onilting Unit, or maximum anticipated Drilling Unic. of the well. The opinion will include rhe ownership of the worwing
S6 interest. minerals, royalty, overriding royalty and production paymenrs under the apphcable Leases Each parey contridpuning
5T Leases and/or Oil and Gas Inrerests o be inciudea in :h% Drillsite or Dritling Unit, if appropriate. shall fuenish to Operator
-4 aH abstracis (including federal leasc stacus reporis) e ;opxmons, title papers and curative material 10 its possession free v

$9 charge All such information not in the passession of gr made available 1o Operator by the parties, but necessary for tne
50 examination of the title, shall be obrained by Operator Qperator shali cause title (0 be examined by atcorneys on ity statr or

! by cutside attorneys. Copics of all title opinions shall be furnished to each Drilling Parry. Costs incursed by Oggracor in
62 procuring abstracts, fees paid outside atrorneys fon titld examination (including preliminary, supplemental, shut-i';'} toyain
43 opinions and division order title opinions) and other dirgéct charges as provided in Exhibic "C" shall be borne by (h&'Dnng
6A Parties in the proportion that the interest of cach Drilling Parcy bears to the total interest of all Drilling Parti '::x’s sueh
6 interests appear in Exhibit “A.” Operator shall make nojcharge for services rendered by its staff attorneys or othcr%(rsonnc‘

66 nt qoé?bff of the sbove funcrions. . '
67 shall be responsible for securing curdtive matter and pooling amendments or agreements rgauired :n

a . -
68  connection with Leases or Oil and Gas Interests contriblited by party. Operator shall be rcsponublcg:(xﬁd:
4

- ration
. TEpR
65 and recording of pooling designations or declarstions ind communitization agreements as well as the * T\‘garmgs
7T before governmental agencies for the securing of spacing or pooling orders or any other orcers necessa _6,\; ko

the conduce of operations hereunder. This shall not prevent any parey from appeacing on s Qwn gce .é-fu
Costs 1ncurred by Operator, including fees paid ro ourside attorneys, which are associated Witi'/hctalryngs 5% i
agencies. and which costs are necessary and proper {dr tne activities contemplated under this agrﬁgr'nic'h"t',"':ﬁi'll"bé direct

< cnarges to the joint account and shall not be coveree oy rhe administrative overhead charges as prgynxa:d_ in Exbdie °C

LN
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Operator shall make no charge for services rendered by 1ts stafl atcorneys or other personnel in the performance of the above
tuacuons.

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

B. Loss or Failure of Ticle:
¥ 14 O . . .
k- ulult U’l’ A nﬂfanv\nu o7y vr% nqu_Cna {nmn.vx ot Cr% wr&; er;.‘u.n.‘*‘b‘. :v,‘ ﬁhnvvt" ahtfaide ‘:Jv‘,’ "’I:T A -)" ‘:;‘“, o

reduction of interest from that shown on Exhibit '

o

" che party credited with conccibucing the affected Leasc or Inceres
tincluding, if applicable, 2 successor in interest o such parey) shall have ninecy (90) days from final determination of
failure to acquire 1 new lease or other instrument curing the entirecy of the citle failure, which acquiSition will not be sylfject
to Article VIILB., and failing <o do so. this agreement, neverchcless, shall concinue in force as to all remaining Oil apd Gas
ieases and Interests; and,

(3) The party credited with contribucing the Oil and Gas Lease or Interest affected by the title failure (ipcluding,
ipplicable. 2 successor in interest to such party) shall bear alone the entire loss and ic shall not be entitled to fecover from
Operator or the other parties any development or operating costs which it may have previously paid or incyfred, but there
shal) be no addirional liability on its part to the other parties hereto by reason of such title failuee;

(bY There shall be no retroactive adjustment of expenses incurred or revenues received from ¢
Lease or Interest which has failed. but the interests of the parties contained on Exhibit "A™ shall be
Sasis, 35 of the rime it is determined finally that ridle failure has occurred, so that the interest of ¢

operation of the
vised on an acreage

parry whose Lease or
Interest is affected by the title failure will thereafter be reduced in the Contract Area by the amount of @ Lease or Interest failes,

{c) If the proportionate inrerest of the other parties hereto in any producing well previgdsly drilled on the Contract
Area is increased by reason of the ritie failure, the pasty who bore the costs incurred in connectjdn with such well attributablie
10 the Lease or Interest which has failed shall receive the proceeds attributable o the increasf in such interest (less costs and
burdens attributable thereto) uacil it has been reimbursed for unrecovered costs paid by it in connection with such well
atteibucable to such failed Lease or lncerest;

(d) Shouid any person not 3 paccy o this agreement. who 15 determined o the owner of any Lease or lateres:
which has failed, pay in any maaner any pact of the cost of operation, development, & equipment, such amount shall be paic
(0 the pacey or parties who bore the costs which are so refunded.

{e) Any liability to account (0 a person not a party (o chis agreement for Hrior production of Oil and Gas which arises
by rcason of tidle failure shall be borae severally by cach party (including 3/predecessor to a current party) who receivec
production for which such accounting is required based on the amount of sy¢h production received, and each such parey shat!
severally indemnify, defead and hold harmiess all ocher parties hereto for fny such liability to account;

(f) No charge shall be made to the joinc account for legal expendes, fees or salarics in connection with che defense of
the Lease or Interest claimed to have failed. but if the parey contriburidg such Lease or Interest hereto elecrs to defend its tule
it shall bear all expenses in connection therewith; and

(g) 1 any party is given credit on Exhibit "A" 10 2 Lepde or Interest which is limited solely to ownership of an
interest in the wellbore of any well or wells and the productigd therefrom, such parry’s absence of interest in the remainder
of the Contract Area shall be considered a Failure of Title ag/to such remaining Contract Area unless that absence of interest
1s reflected on Exhibit "A.”

2. Loss by Non-Payment or Erroneous Payment of &mount Duc: If, through mistake or oversight, any rental, shut-in well
payment, minimum royalty or royalty payment, or gfher payment necessary to maintain sll or 2 portion of an Qil and Gas
Lease or Interest is not paid or is erroncously paid/and as a result a Lease or Interest terminates, there shall be no monetary
liabilicy against the party who failed to make slch payment. Unless the party who failed 10 make the required paymen:
secures 2 new Lease or lncerest covering the sdme intecest within ninery (90) days from the discovery of the failure to make
proper payment, which acquisition will notb¢ subject to Arcicle VIILB, the intereses of the parties reflected on Exhibit "4
shall be revised on an acreage basis, effective as of the date of termination of the Lease or Interest involved, and the parry
who failed to make proper payment witf no longer be credited with an interest in the Contract Ares on account of ownership
of the Lease or Interest which has todminated. If the parry who failed 1o make the required payment shall not have been fully
reimbursed, at the time of the logk, from the proceeds of the sale of Oil and Gas attributable to the lost Lease or Interes:
caleulated on an acreage basis, fér the development and operating cests previously paid on account of such Lease or Interest
it shall be reimbursed for ugfecovered acrual costs previously paid by it (but not for its share of the cost of any dry hoie
previously drilled or wells greviously abandoned) from so much of the following as is necessary to effect reimbursement:

(a) Proceeds of Ofl and Gas produced prior to termination of the Lease or Interest, less operating expenses and lcasc
burdens chargeable hgfeunder to the person who failed t0 make payment, previously accrued to the credit of the lost Lease or
Interest, on an acrefge basis, up to the amount of unrecovered costs;

(b) Procegls of Oil and Gas, less operating expenses and lease burdens chargeable hereunder o the person who failec

in ppéportion 1o their respective interests reflected on Exhibic "A™, and, @-
{¢) Any monies, up to the amount of unrccovcrcd costs, that may be pud by any parry who is, or becomcs :fu: owner

3. Other Losses: All losscs of Lc:scs or Interests committed to this agreement, oehee—ehvn—ehoae—sev-‘ev&mfr_:rfrm
PPt PBrRrbove, shall be joint losses and shall be borne by all parties in proportion to their interests !hown on
Exhibit "A." This shall include but not be limited o the loss of any Lease or Interest chrough failure to develop o because
express or implied covenants have not been perfarmed (other than performance which requires only the payment ?'Z'_moncy).
and the loss of any Lease by expiration at the end of its primary term if it is not renewed or extended. Th‘c}g'sh‘iu b nc
teadjustment of interests in the remaining portion of the Contract Area on account of any joinc loss. N

4. Curing Title: In the evenr of a Failure of Title under Articie IV.B.1. or 2 loss of title under Aruclc Vb? above. anv
Lease or Incerest acquired by any pacey hereto (orther than the party whose interest has failed or was losr\ durmﬂcmmm
(90) day period provided by Arnicle IVB 1 and Article iV B2 above covering all or 3 partion of the interesy ”

or was lost shall be offered ac cost to the parcy whose inscrest has (ailed or was lost, and the provisions of “Atticle VII! 3
shail not apply to such acquisition
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ARTICLE V.,
OPERATOR

A Deslgnmon end Responsibilities of Operscor:
enwell Energy, Inc.

shall be the Operator of the Contract Area, and shall conduct
and direct and have full control of all operations on the Contract Ares as permitted and required by, and within the limits of
this agreement. In its performance of services hereunder for the Non-Operators, Operator shall be an independent contracior
not subject to the control or direction of the Non-Operators except as to the rype of operation 1o be undertaken in accordance
with the clection procedures conrained in this agreement. Operator shall not be deemed, or hold itself our as, the agent of che
Non-Operators wich authority to bind them to any obligation oc liability assumed or incurred by Operator as to any third
party. Operator shall conduct its activities under this agreement as a reasonable prudent operstor, in.s good snd workmanlike
manner, with due diligence and disparch, in accordance with good oilfield practice, and in compliance with spplicable law ang

regulation, but in no event shall it have any liability as Operator to the other parties for losses sustained or lisbilities incurred
except such as may result from gross negligence or willful misconducte.

B. Resignation or Removal of Operstor and Selection of Successor:

1. Resignation or Removsl of Operator: Operator may resign at sny time by giving written notice thereof to Non-Operstors.
If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Ares, or is no longer capable of
serving a8 Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a
successor. Operator may be removed only for good cause by the alfirmative vote of Non-Operators owning 2 majority interest
based on ownership as shown on Exhibit "A" remaining after excluding the voting interest of Operator;, such vote shall not be
deemed effective undl a written notice has been delivered to the Operator by 3 Non.Operator detailing the alleged default anc
Operator has failed to cure the default within thirry (30) *days from s receipt of the notice or, if the default concerns an
operation then being conducted, within forry-cight (48) hours of its receipt of the notice. For purposes hereol, "good cause shali
mean not only gross negligence or willlul misconduct but also the material breach of or inability to meet che srandards of
operation contained in Article V.A. or material failure or inabilicy to perform is obligations under this agreement.

Subject to Article VILD. L. such resignation or removal shall not become effective until 7:00 o'clock A.M. on the furs
day of the calendar month following the cxpiration of ninery (90) days alter the giving of notice of resignation by Operator
or action by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of
Operscor at an carlier dace. Operacor, after effective date of tesignation or removal, shall be bound by the terms hereof as 3
Non-Operator. A change of 1 corporate name or structure of Operator or transfer of Operator’s interest to any single
subsidiary, parent or successor corporation shall not be the basis for removal of Operator,

2. Selection of Successor Operator: Upon the resignation or removal of Operator under any provision of this agreement, a
successor Operator shall be selected by the parties. The successor Operator shall be selected from the pacties owning an
tncerest in the Contract Area at the time such successor Opcerator is selecced. The successor Operator shall be selected by the
affiemative vote of two (2) or more parties owning a majoricy interest based on ownership as shown on Exhibit "A
provided, however, if an Operator which has been removed or is deemed to have resigned fails to vote or voces only o
succeed itself, the successor Operator shall be selected by the affirmative vote of the party or parties owning a majoriry
interest based on ownership as shown on Exhibit "A” remaining after excluding the voting interest of the Operator that was
removed or resigned. The former Operator shall promptly deliver o the successor Operator all records and data relating to
the operations conducted by the former Operator to the extent such records and data sre not already in the possession of the

successor operator. Any cost of obtaining or copying the former Operator's records and data shall be charged to the joint
account.

3 Effect of Bankrupeey: If Operator becomes tnsolvent, bankrupt oc 1s placed in ceceivership, it shall be deemed to have
resigned without any action by Non-Operacors, except the seleccion of a successor. If 2 petition for relief under the federai
bankruptcy faws is filed by or against Operator. and the removal of Operator is prevented by the federal bankruptey court. 3l
Non-Operators and Operator shall comprise an interim operating committee to serve until Operator has clected to reject or
assume this agreement pursuant o the Bankruptey Code, and an election to reject this agreement by Operator 35 a debior o
possession, or by a trustee in bankrupicy, shall be deemed 3 resignation as Operator without any action by Non:Operarurs
except the selection of a successor. During the period of ame the operating commuttee controls operations, all acnions shai
require the approval of two (2) or more parties owning a majority interest based on ownership as shown on Exhibit "A. In
the event there are only two (2) parties to this agreement, during the period of time the operating committee conirois
operations, a third party acceptable to Operator, Non-Operator and the federal bankruptey court shall be selected as a
member of the operating commitcee, and all actions shall require the approval of two (2) members of the operaning
commirtcee without regacd for their interest in the Coatract Arca based on Exhibit "A
C. Employees and Coatrscrors:

The number of employces or contractors used by Operator in conducting operations hereunder, their sefection, and the
hours of labor and the compensation for services performed shall be determined by Operator, and all such employees or
contractors shall be the employees or contractors of Operator.

D. Rights and Duties of Operator:

1. Competitive Rates and Use of Affiliates: All' wells drilled on the Contract Area shall be drilled on 2 competitive
conteact basis at the usual rates prevailing in the area. If it so desites, Operator may employ its own tools and equipment in
the drilling of wells, but its charges therefor shall not exceed the prevailing rates in the ares and the rate of suctPrcharges
shall be agreed upon by the parties in writing before drilling operations are commenced, and such work shall be pc:(ﬁ‘mcd by
Operator under the same terms and conditions as are customary and usual in the ares in contracts of independent cdhitractors
who are doing work of 2 similar narure. All work performed or materials supplied by affiliates or related parties o "Qgcrarm

shall be performed of supplied at competitive rates. pursuani o written agreement, and in accordance with custbms anc
standards prevailing 1n the industry.

2. Discharge of Joint Account Obligations: Except as herein otherwise specifically provided, Operasor shall promp(ly pay
and discharge expenses incurred in the development and operation of the Contract Area pursuant to this lgrccmen?‘md shali
charge cach of the parties hereto with their respective proportionate shares upon the expense basis provided j n Eghibui C
Operscor shall keep an accurate record of the joint account hereunder. showing :xpcnscs incurred andi ch::,ges 30d creciis
made and received. -

} Procection from Liens: Operator shall pay, or cause 10 be paid. as and when they become duec and P}iﬁ.ﬁl@%’“'s
of contractors and suppliers and wages and salaries for services rendered or performed, and for marem[s supphed ‘on, o of it

respect of the Contract Acea or any operations for the joint account thereol, and shall keep the Co.nzuc: Acrea l‘rcc {tom
exclusive of Saturdays, Sundays and legal holidays
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liens and encumbrances resulting cherefrom except for those resulting from a bona fide dispute as to services rendered or
materials supplied.

4. Custody of Funds: Operator shall hold for the account of the Noa-Operators any funds of the Non-Operators advanced
or paid to the Operator, cither for the conduct of operations hereunder or as a resuit of the sale of production from the
Contract Area, and such funds shall remain the funds of the Non-Operators on whose account they are advanced or paid until
used for their intended purpose or otherwise delivered to the Non-Operators or applied toward the payment of debts as
provided in Article VILB. Nothing in this paragraph shall be construed to establish a fiduciary relationship between Operator
and Non-Operators for any purpose other than to account for Non-Operator funds as herein specifically provided. Nothing in
this paragraph shall require the maintenance by Operator of separate accounts for the funds of Non~0perators unless the
parcies otherwise specifically agree.

5. Access to Contracr Area and Records: Operator shall, except as otherwise provided herein, permit each Non-Operator
or its duly auchorized representative, at the Non-Operator’'s sole risk and cost, full and free access ac all reasonable times to
all operations of every kind and character being conducted for the joint account on the Contract Area and to the records of
operations conducted thereon or production therefrom, including Operator’s books and records relating thereto. Such sccess
rights shall not be exercised in a manner interfering with Operator’s conduct of an operation hereunder and shall not obligate
Operator to furnish any geologic or geophysical data of an interpretive narure unless the cost of preparation of such
interpretive data was charged to the joint account. Operator will furnish to each Non-Operator upon request copies of any
and all reports and information obtained by Operator in connection with production and related items, including, without
limitacion, meter and chart reports, production purchaser stacements, run tickets and monchly gauge reports, but excluding
purchase contracts and pricing information to the extent not applicable to the production of the Non-Operator seeking the
information. Any audit of Operator’s records relating to amounts expended and the appropriateness of such expenditures
shall be conducted in accordance with the audit protocol specified in Exhibit "C.”

6. Filing and Furnishing Governmental Reports: Operator will file, and upon written request promptly furnish copies to
cach requesting Non-Operator not in default of its payment obligations, all operational notices, reports or applications
required to be filed by local, State, Federal or Indian agencies or authorities having jurisdiction over operations hereunder.
Each Non-Operator shall provide to Operator on a timely basis all information necessary to Operator to make such filings.

7. Drilling and Testing Operations: The following provisions shall apply to each well drilled hereunder, including but not
limited to the Initial Well:

(3) Operator will promptly advise Non-Operators of the date on which the well is spudded, or the date on which
drilling operations are commenced.

(b) Operator will send to Non-Operators such reports, test results and notices regarding the progress of operations on the well
as the Non-Operators shall reasonably request, including, but nor limited to, dadly drilling reports, completion reports, and well logs.

(¢) Opeator shall adequately test all Zones encountered which may reasonably be expected to be capable of producing
Qil and Gas in paying quantities as a result of examination of the electric log or any other logs or cores or tests conducted
hereunder.

8. Cost Estimates. Upon request of any Consenting Party, Operator shall furnish estimates of current and cumulative costs
incurred for the joint account at reasonable intervals during the conduct of any operation pursuant to this agreement.
Operator shall not be held liable for errors in such estimates so long as the estimates are made in good faith.

9. Insurance: At all times while operations are conducted hereunder, Operator shall comply with the workers
compensation law of the state where the operations are being conducted; provided, however, that Operator may be a self-
insurer for liability under said compensation laws in which event the only charge that shall be made to the joint account shall
be as provided in Exhibit "C.” Operacor shall also carry or provide insurance for the benefit of the joint account of the parties
as outlined in Exhibit "D" attached hereto and made a part hereof. Operator shall require all contractors engaged in work on
or for the Contract Area to comply with the workers compensation law of the state where the operations are being conducted
and to maintain such other insurance as Operator may require.

In the event automobile liability insurance is specified in said Exhibit "D,” or subsequently receives the approval of the
parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automorive
equipment.

ARTICLE VI

DRILLING AND DEVELOPMENT
A. Initial Well:

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

Well at the following location: 1, 980' FS & E Lines of Section 24, Township 22
South, Range 32 East, Lea County, New Mexico.

and shall thereafter continue the drilling of the well with duc diligenceto @ depth of 9,000' or a depth

sufficient to adequately test the Bone Spring Formation, ‘f‘r
whichever is the lesser. ¢
£

;u"“
. } o
The drilling of the Initial Well and the participation therein by all parties is obligatory, subject to Article VLC1. as to p?‘ i¢ipation
in Completion operations and Article VLF. as to termination of operations and Article X1 as to occurrence of fO/z\ma;cu.rt(\
B. Subsequent Operations: ¥/ i '

1. Proposed Operations: If any party hereto should desire to drill any well on the Contract Ares other than \he' Ihmsl ,Wcll or
if any party should desire to Rework, Sidetrack, Deepen, Recomplete or Plug Back a dry hole or 2 well f)O/lQ:l‘gJ .""'blc of
producing in paying quantities in which such party has not otherwise relinquished its interest in the proposed ob He,
this agreement, the party desiring to drill, Rework, Sidetrack, Deepen, Recomplete or Plug Back such a well "Shall '51% Written

eveegl whan sqlhnided v wet

notice of the proposed operation to the parties who have not otherwise relinquished their interest i g;;h,,,gb;mmg,,,anc;:
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wnder this agreement and to all other parties 1n 1he casc of 3 oroposal fnr Sideteacking or Deepening, specifying the work 0
nerloemed. the Incation. proposed deprh. obiective Zone 3nc rhe estimated cost of the operation, The parties to whom such 3
nonce 15 delivered shall have thirty (30) days after receipr of the nonve within which to notify the parey proposing tw Ju the wurk
whether they elect to participate in the cost of the proposed operation. If 3 drilling rig is on location, notice of 1 proposal to
Rewark, Sidetrack, Recomplete, Plug Back or Deepen may be given by rc!cphonc*and the response period shall be limited (o forry-
cight (48) hours, exclusive of Sarurday, Sunday and legal holidays. Failure of a parry to whom such notice is delivered to reply
within the perund sbave fixed shall canstinite an election by chat parry not o parricipate in the cost of the proposed operation.
Any praposal by a party to conduct an operation conflicting with the uperutiun initislly propused shall be Jeliverad 1o st pureies
withia the time and in the manner provided in Article VI.B.G.

H sl parties to whom such notice is delivered elect to participate in such a proposed operation, the parties shall be
eontractuslly committed to participate therein pravided such aperations are commenced within the time peciod hereafter sec
furth, and Operator shall, no later than aincry (90) duys after cxpi”uiun af the notice period of thirty (30) days (or a3
nromptly 35 pracricable after the expiration of the forty-eight (48) hour period when a drilling rig is on location, a5 the case
'nay bel. uctually commence the propused uperation and thereafier complete it with due diligence 3t the risk and expense of
the parties participaring therein, provided, however, said commencement date may be extended upon written notice of same
by Opcratar o the acher partics, for o perind ul up o thirty (30) sdditional days if, in the sole opinion of Operaror, such
wduinnal time is reasonably necessary ro obtain permis frum governmenta! authorities, surface rights (including rights-of-
wJay} of appropriate drilling equipment, or 1o camplete rile examination or curative matter required for title approval or
scceotance Il the actual operation has not been commenced within the time provided (including any extension thercol as
socuhically permatted herein or in the furce mujeure provisions of Aracle X1 and if any party hereto still dessres o conduc:
vd npersfinn, written notice proposing same must be resubmitted (0 the other parties 10 accordance herewith as i no prio:
proposal had been made. Thase partics that did not participaie n the drilling of 3 well far which 3 proposal 10 Deepen or
Suderrack s made hereunder shall, if such parties desire tv parnicipate 1n the proposed Deepening or Sidetracking opetation
resnburse the Drilling Parties in accordance with Arnicle VI.B 4. in the event of 3 Deepening operation and 1n accordance
wilv Aracle VEBLS. in the event of 3 Sidetrucking nperocian

2 Opcerations by less Than All Parnes:

(o) Deteomination of Purticipstion. ([ any party 1o whom sueh nance s delivered as provided in Article VEBT or

VIC . (Oprivn No. 2) elects nac to participace in the proposed operaction, then, in order to be entitled to the benefits of this
Aruicle, the party or parties giving the notice and such other parties 35 shall elect to participate in the operation shall, no
'ater than ninery (90) days after the expiration of the norice period of thirty (30) days (or as promptly a5 practicable after the
cxpiratiun of the forty-cight (48) hour period when a drilling rig 15 on location, as the case may be) acrually commence the
propused nperation and cumplete 1t with due diligence. Operaror shall perform ail work for the account of the Consenting
Parties: provided, however, il no drilling rig or other equipment is un location, and if Qperator is 3 Non-Consenting Party.
the Lansenting Parties shull cither: (1) cequest Opersior wr perfarm the wark required by such prapased operation lor the
acenunt nf the Consenting Parties. or (ii) designate ane ol the Consenting Parties as Operator to perform such work. The
rights and duties granted to and imposed upon the Operator under this sgreement are granted o und imposed upon the purty
designated as Operator for an operation in which the original Operator is 3 Non-Consenting Party. Consenting Parties, when
conducting uperations on the Contract Area pursuant tu this Article VILB.2.. shall comply with all terms and conditions of chis
Jslccmcn(,

Il less than all parties approve any proposed opcration. the proposing party, immediately after the expiration of the
spplicuble annice period, shall advise slb Parties of the ol nterest of the parties appraving such operation and it
recommendation a3 1o whether the Consenting Parties should procced with the uperation as proposed. Each Consenting Parry
within furty-cight (48) hours (exclusive of Sarurday, Sunday and legal holidays) after delivery of such notice, shall advise the
propusing parry of its desire to (1) fimue participation (o such parry's incerese as shown on Exhibit “A™ or (#1) ¢catry only s
proportionate part (determined by dividing such parry’s interest in the Contract Arca by the interests of all Consenting Paruies 0
ihe Contract Area) of Noa-Consenting Partics’ inrerests. or (iii) carry its proportionate part (determined as provided in (1)) of
Nun.Consenting Parties’ interests together with 41l ur 3 porton of its proportionute part of any Non-Consenung Partics
inteeests that any Consenting Parey did nor clect 10 take. Any interest of Non-Consenting Purties that is not cerried by 3
Cunsenting Party shall be deemed to be curricd by the party proposing the opcration if such party does not withdraw «s
prupasal. Failure to advise the proposing party within the time required shall be deemed an election under (i) . In the event s
drilling rig is on location, notice may be given by telephone, and the time permitted for such s response shall not exceed 2
tatal of foety-eight (48) hours (exclusive of Saturday, Sunday and legal holidays). The proposing party, at its election, may
withdraw such proposal if there is less than 100% paccicipation and shall notify all parties of such decision within ten (10)
days. or within rwenry-four (24) hours if a drilling rig is on location, following cxpiration of the applicable response period
If 1009 subscription to the proposed opcration is obtained, the proposing parcy shsll prompely notify the Consencing Paruies
ol their proportionate interests in the operation and the party serving as Operator shall commence such operation within the
peciod provided in Article VI.B.1., subject to the same extension right as provided therein,

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

borne by the Consenting Parties in the proportions. they have elected to bear same under the terms of the preceding
paragraph. Consenting Parties shall keep the lcasehold estates involved in such operations frec and clear of all liens and
cnaimbrances of every kind created by or arising from the operations of the Consenting Parties. 1f such an operation results
in 3 dry hole. then subject to Articles VI.B.G, and VL.E3. the Cunsencing Parties shall plug snd absndon the well and restore
the surface locstion st their sole cost, risk and c:!:pcnsc_ provided, however, that those Non-Consenting Parvies tha
purticipated in the drilling. Deepening or Sidetracking of the well shall remain liable for, and shall pay, their proportionate
shares of the cost of plugging and abandoning the well and resroring the surface location insofsr only a5 those costs were no:
wncressed by che subsequent aperations of the Consenting Parties. 1f any well drilled, Reworked, Sidetracked. Deepence
Recompleted or Plugged Back under the provisions of this Article cesults 1n 3 well capable of producing Qil and/or Gas in
paysng quantities, the Consenting Parties shall Complete and cquip the well to produce st their sole cost snd risk. end the
well shall then be turned over to Operator (if the Operator did not conduct the operation) and shall be operated by 1t ar the
cxpense and for the account of the Conseanng Parties Upon commencement of opetations for the drilling, Reworking.
Sidecracking, Recompleting, Deepening or Plugging Back of any sucn well by Consenting Parties in accordance with ne
oravisions of this Article, cach Non.Consenting Party shall be deemed (o have relinquished to Consenting Parties, snd the
Consenting Darries shall own and be enritled (0 receive. 1n proportion o their respective interests, all of such Non
Cansenting Party's interest in the well 3nd share ol production therefrom or, in the case of a Reworking, Sidetracking.

~ telegram, telex, telecopier, or other form of facsimile

4
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Deepening, Recompleting or Plugging Back. or 13 Completion pursuant o Article VI.C1. Option No. 2. all of such Non
Consenting Parry’s interest 1n the production obtained from the operation 1n which the Non-Consenting Parry did nat elec:
to participate. Such relinquishment shall be effective unal the proceeds of the sale of such share, caleulaced at che weli, or
market value thereof if such share is not sold (after deducting applicable ad valorem, production, severance, and excise taxes.
royalty, overriding royalty and other interests not excepted by Article 111.C. payable out of or measured by the production
from such well accruing with respect o such interesc uncil it reverts), shall equal che total of che following:

(i) 22> __ % of each such Non-Consenting Parry’s share of the cost of any newly acquired surface equipment
beyond the wellhead connections (including but not limired to stock tanks, separators, treaters, pumping equipment anc
piping), plus 1009% of each such Non-Consenting Parry’s share of the cost of operation of the well commencing with firse
production and continuing until ecach such Non-Consenting Parry’s relinquished interest shall revert to it under other
provisions of this Article, it being agreed that each Non-Consenting Party's share of such costs and equipment will be that
interest which would have been chargeabie to such Non-Consenting Party had it participared in the well from the beginning
of the operations; snd

(i) 2=~ . % of (a) that portion of the costs and expenses of drilling, Reworking, Sidetracking, Deepening,
Plugging Back, testing, Completing, and Recompleting, after deducting 2y cash contributions received under Article VIILC,
and of (b) thar portion of the cost of newly acquired equipment in the well (to and including the wellhead connections),
which would have been chargeable to such Non-Consenting Party if it had participated cherein,

Norwithstanding anything to the contrary in this Article VI.B., if the well does not reach the deepest objective Zone
described in the notice proposing the well for reasons other than the encountering of granite or practically impenetrabic
substance or other condition in the hole rendering further operations impracticable, Operator shall give notice thereof to cach
Non-Consenting Parry who submitted or voted for an alternative proposal under Article VLB.6. to drill the well to a
shallower Zone than the deepest objective Zone proposed in the notice under which the well was drilled, and each such Non.
Consenting Parry shall have the option to participate in the initial proposed Completion of the well by paying its share of the
cost of drilling the well to s acrual depch. calculated 1n the manner provided 10 Article V1.B.4. (a). If any such Non.
Consenting Parey does not elect 1o participate in the first Completion proposed for such well, the relinquishment provisions
of this Arricle V1I.B.2. (b) shall apply (o such party’s inrerest.

{¢) Reworking, Recompleting or Plugging Back. An clection not to participate in the drilling, Sidetracking or
Deepening of 3 well shall be deemed an election not to participate in any Reworking or Plugging Back operation propased in
such 2 well, or portion thereof, to which the inicial non-consent clection applied that is conducted at any time prior to full
recovery by the Consenting Parties of the Non-Consenting Party’s recoupment amount. Similarly, an election not o
participate in the Completing or Recompleting of a well shall be deemed an clecrion not o participate in any Reworking
operation proposed in such a well, or portion thereof, 1o which the initial non-consent election applied that is conducted at
any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’'s recoupment amount. Any such
Reworking, Recompleting or Plugging Back operation conducted during the recoupment period shall be decmedd;:n of the
cost of operation of said well and there shall be added to the sums to be recouped by the Consenting Parties % o
that portion of the costs of the Reworking, Recompleting or Plugging Back operation which would have been chargeable w0
such Non-Consenting Paccy had it paccicipaced cherein. If such 3 Reworkiag, Recompleting or Plugging Back operation s

proposed during such recoupment period, the provisions of this Article VI.B. shall be applicable a5 berween said Consenting
Parties in said well.

(d) Recoupment Matcers. During the period of (ime Consenting Parties are entitled co receive Non-Conseating Parry
share of production, or the proceeds therefrom, Consenting Partics shall be responsible for the payment of all ad valorem.
production, severance, excise, gathering and other taxes, and ail royalty, overriding royalty and other burdens applicable o
Non-Consenting Party's share of production not excepted by Arricle I1.C.

In the case of any Reworking, Sidetracking, Plugging Back, Recompleting or Deepening operation, the Consenting
Parties shall be permitced ta use, free of cost, all casing, tubing and other equipment in the well, but the ownership of ali
such equipment shall remain unchanged: and upon abandonment of a well after such Reworking, Sidetracking, Plugging Back
Recompleting or Deepening, the Consenting Parties shall account for all such ecquipment to the owners thereof. with eacr
parfy receiving its propoctionate part tn kind or 1n value, less cost of salvage.

Within ninety {90) days after the completion of any operation under this Article, the parry conducting the operations
for the Consenting Parries shall furnish each Non-Consenting Parry with an inventory of the equipment in and connected 10
the well, and an itemized statement of the cost of drilling, Sidetracking, Deepening, Plugging Back, testing, Completing
Recompleting, and equipping the well for production: or, at its option, the operating parry, in lieu of an itemized statement
of such costs of operation, may submit a2 detziled starement of monthly billings. Each month thereafter, during the time the
Consenting Partics are being reimbursed as provided above, the parcy conducting the operations for the Consenting Pacuies
shall furnish the Noa-Consenting Pacties with an itemized statement of all costs and liabilities incurred in the operation ol
the well, rogether with a statement of the quantiry of Oil and Gas produced from it and the amount of proceeds realized from
the sale of the well's working interest production during the preceding month. In decermining the quantity of Oil and Gas
produced during any month, Consenting Parties shal:l use industry accepted methods such as but not limited to metering or
periodic well tests, Any smount realized from the sale or other disposition of equipment newly acquired in connection witn
any such operation which would have been owned by 3 Non-Consenting Party had it participated therein shall be credited
against the toral unrerurned costs of the work done and of the equipment purchased in determining when the in(crcﬁ_—of such
Non.Consenting Parry shall revert to it as above provided: and if there is 2 credit balance, it shall be paid ro sd'éh Non.
Consenting Parry. -

If and when the Consenting Parties recover from a Non-Consenting Parry's relinquished interest the amounts] mwdcc
for above, the relinquished interests of such Non-Consenting Parry shall sutomatically revert to it as of 7:00 a.m. 6 lhc dav
following the day on which such recoupment occurs, and, from and after such reversion, such Noan-Consenting m/ snail
own the same interest in such well, the material and equipment in or pertaining thereto, and the production the\ cefrom as
such Non-Consenting Parcy would have been entitled o had it participated in the drilling, Sldctrzckmg,_ R;\Jorkmg.
Deepening. Recompleting o Plugging Back of said well Thereafrer, such Non.Consenting Parry shall bc ch&rgcd with 1nc
shall pay s proportionate part of the further cosrs of the operation of said well 0 accordance wuh rho terans. Of Py
agreement and Exhibit "C" arrached hereto. ?h

). Stand-By Costs: When a well which has been drilled or Decpened has reached s authorized depth. f> Tha
been completed and the results thereof furnished to the parties, or when operations on the welll'Hive Bzen otherwise

terminated pursuant to Arricle VI.F., stand-by costs incurred pending response to a parcy's notice p:qpqs;ng 1 Reworking.
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Siderracking, Deepening, Recampleting, Plugging Back o Complering operation 1n such 3 well (including the period requires
under Arrfclc VI.B.6. o resoive competing proposals) shall te charged and borne a3 part of the drilling or Deepering
operation ust completed. Stand-by costs subsequent 1o ail partes responding, or cxpiration of the response time permitied
whichever first occurs, and prior 1o agreement as (o the participacing interests of all Consencing Parties pursuant 1o the rerms
of the second grammatical paragraph of Article VL.B.2. (1), shall be charged to and borne as part of the proposed operacion,
but il the proposal is subsequently withdrawn because of insufficient participation, such stand-by costs shall be allocared
dctween the Consenting Parties in the proportion cach Consenting Party's interest 35 shown on Exhibit "A™ bears 1o the 1013
‘nterest as shown on Exhibit "A” of sl Consenting Parries

In the event that notice for 3 Sidctr:cking*opcrznon 15 given while the drilling t1g 10 be utilized is on location. any party
Moy request and receive up o five (3) addiional days sfter expiestion of the forty-evght hour resgonse period specified
Acide VT within which 16 respand by puying for 3l stand-by costs and nther costs incurred during such extended
respanse peniod, Operator may require such party to pay the estimated stand-by time 1n advance as a conditinn o extending
the response period. If more than one parry elects to take such additional time to respand (o the notice, standby coscs shall be
allocated between the parcies tuking wdditional time 1o respund vn 3 duy-tu-day basis in the proportinn each electing party s
nterest us shown on Lixhibit "A” bears to the tol interest 33 shawn on Txhibit "A™ of all the electing partics.

4 Decpening: I less than all the parries elect 1o participate in 2 drilling, Siderracking, or Deepening vperation propused
pursuant 1o Acticle VILB.1., the interese relinquished by the Non-Cunsenting Parties 10 che Consenting Parties under Arcicic
V182 shall relate only and be limiced o the lesser of (1) the rotal depeh accuslly drilled of (ii) the abjective depeh vt Zone
al which the parties were given notice under Article VI.B.1, ("Initial Objective™). Such well shall not be Deepened beyond the
Initial Objective withaut firse complying with ¢his Arcicle o afford the Non-Consenting Parties the opportunicy 6 pacticipare
1n the Deepening operation.

v the event say Consenting Party desires tn drill nr Deepen 3 Non-Consenr Well tn a depth below the lnitial Objective.
such party shall give notice thereol, complying with the requirements of Arucle VIB.1, 1o all purties (including Nun:
Consenting Parties). Thereupon, Articles VI.B.1. and 2 shall apply and all partics receiving such notice shall have the tight 1o
participate or not participate in the Decpening of such well pursusnt 1o sa1d Areicles VIB.1. and 2. If a Deepening operation
» spproved pursuant to such provisions, and il any Nan.Consenting Party elects o parricipate in the Deepening operation
such Non-Consenting parcy shall pay or make reimbursement (3s the case may be) of the fullowing costs snd cxpenses:

(3) Il the proposal to0 Deepen is made prior 1o the Completion of such well as a well capable of producing in paying
quanttties, such Non-Consenting Party shall pay (or reimburse Consenting Parties for, as the case may be) that share of costs
3nd cxpenses incurred in connection with the dreilling ol said well from the surface to the Initial Objective which Non.
Cansenting Party would have paid had such Non-Consenting Party agreed to participate therein, plus the Non-Consenting
Party s share of the cost of Deepening and of partcipaning in any further operanons un the well in accordance with the othe:
srovissuns of this Agreement; provided, however, 31l casts for resting 3nd Completion or attempted Complenion of the wel
nevrred by Consenning Parties prive to the point of actus! operanions 1o Deepen beyond the Initial Objecrive shall be for the
sote account of Consenting Parties.

(b) M the proposal is made for a Non-Consent Well that has been previously Completed as 3 well capable of producing
in paying quantities, but is no longer capable of producing in paying quantitics, such Non-Consenting Party shall pay tor
reimburse Consenting Parcies for, as (he case may be) s prapactionate share of all costs of drilling, Completing, and
cquipping $aid well from the surface to the Initial Objective, calculated in the munner provided in paragraph (4) ybove, Jess
thuse casts recouped by the Consenting Parties from the sale of production from the well. The Non-Consenting Parry shall
slsa pay s prapactianate shure of all custs of re-cntecing said well. The Non-Cunsenting Parties’ proportionste part (based
an the percentage of such welf Non-Consenting Party would have owned had it previously pacticipated in such Non-Consen:
Well) of the costs of salvable materials and equipment remaining in the hole and salvuble surface equipment used in
connection with such well shall be determined in accordance with Exhibit "C." If the Consenting Parties have recouped the
cost of drilling, Completing, and equipping the well at the time such Deepening operation is conducted. then 3 Non.
Consenning Parry may participate 1n the Deepening of the well with no payment for costs incurred priot 1o re-entering che
well fue Decpening.

The foreguing shall not imply 3 right of any Consenting Paery 1o propoase any Deepening for a Non-Consent Well prior
(0 the drilling of such well to its Initial Objective without the consent of the ather Consenting Parties as provided 1n Articic
VIF

S. Sidetracking: Any psrty having che right to participate in 2 proposed Sidetracking operation that does not own in
interest in the affected wellbore 3¢ the time of the notice shall, upon electing to participate, tender to the wellbore owners s
praparcianate share (equal ca its interesc in the Sidecracking operation) of the value of that portion of the existing wellbore
10 be uiilized as follows:

ta) Uf the proposal 1s for Sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs
ncutred 10 the 1nitial drilling of the well down 1o the depth 3t which the Sidetracking operation is instiated.

(b) 1{ the proposal 13 for Sidetcucking 2 well which has previously produced. reimbursement shall be on the besis of
such party’s propartionate share of drilling and equipping costs incurred in the initial deilling of the well down to the depth
21 which the Sidetracking operation is conducted, calculated in the manner described in Article VI.B.4(b) above. Such party s
propartionate share of the cost of the well's salvable marterials and equipment down 10 the depth at which the Sidetracking
aperation is initiated shall be determined in accordance with the provisions of Exhibit "C.”

6. Otder of Preference of Operations Except as otherwise specifically provided in this agreement, il any parry desrees w0
prapase the conduct of an aperation that conllices with 3 proposal that has been made by a parry under this Article Vi, suen
party shall have fifteen (13) days from delivery of the ininal proposal. in the case of 3 propossl to drill 3 well or (o perlorm
an operation on a well where no drilling rig is on location, vr twenty-four (24) hours, exclusive of Saturday, Sunday and lega:

halidays, frum delivery of the initial proposal, if a drilling rig 1s on locatinn for the well on which such operation is (0 b
conducted, to deliver to all parties entitled to participate in the proposed operation such party’s alternative proposal. such
alternate proposal to contain the same information required (o be included in the initisl proposal. Each parry receiving such
proposals shall elect by delivery of notice to Operator within live () days after cxpiration of the proposal perivd, o within
cwenty-four (24) hours (exclusive of Saturday. Sunday and legal holidays) if 3 drilling eig is un locution for the well that 15 tne
subject of the proposals, to participate 1n one of the competing propossis. Any purty not electing within the uume requirec
shall be deemed not 10 have voted The proposat recewving the vote of parties owning the lorgest aggregate perceniage
interest of the parties voting shall have prionty over all ocher competing proposals; in the case of 3 ne vore 1ne
* or Deepening
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il propasal shall prevail. Operator shull deliver nodce of such result o all parties entitled (o participate in the operanon
within five ($) days after expiration of the clection period (or within twenty-four (24) hours, exclusive of Saturday, Sunday
snd legat holidays, if 4 drilling rig is on {ucation). Cach party shafl then have 1wo (2) days (or twenty-four (24) hours tf 3 g
15 on location) from receipt of such notice (o elect by delivery of notice to Operator o participate in such operation or (0
relinquish interest in the affected well pursuant to the provisions of Article VI.B.2.; failure by 3 party to delivee notice within
such period shall be deemed an election not o participate 1n the prevailing proposal

1 Confuemiry 1o Spacing Pattern. Nuotwithstunding the provisions of this Article VIB.2., it is agreed thar no wells shall be
prupused o be drilled to or Complered in or produced from 3 Zone from which 3 well located elsewhere on the Contrace
Area is producing, unless such well conforms 1o the then-existing well spacing pattera for such Zone.

8 Paying Wells. No parey shall conduct any Reworking, Deepening, Plugging Back, Complerion, Recompletion. or
Stdetracking operation under this agreement with respect 1o any well then capable of producing In paying quantiries except
with the consent of all parties that have not relinguished inferests in the well 3¢ the time of such operation
C Completion of Wells; Reworking sad Plugging Back:

! Comglcrion'. Without the consent of all parties. no well shall be drilled. Deepened or Sidetracked, except any weh
drilled. Deepened or Sidetracked pursuant 1o the provisions of Articde VI B.2. of this agreement. Consent 1o the drilling.
Deepening or Sidetracking shall inciude:

O Qption No. 1: All necessary expenditures for the drilling, Deepening or Sidetracking, testing, Completing anc

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

@ Option No. 2: All necessary expenditures for the drilling, Decpening or Sidetracking and testing of the well When

such well has reached its authorized depth. and all logs, cores and other tests have been completed, and the resuins
thereof furnished to the partics, Operator shall give immediare notice to the Non-Operators having the right 1o
participate in a Completion attempt whether or not Operator recommends attempting to Complete the well,
together with Operator’s AFE for Completion costs if not previously provided. The parties receiving such notice
shall have forry-cight (48) hours (cxclusive of Sarurday, Sunday and legal holidays) in which to elect by delivery of

natice to Operator to participate in a recommended COMPIELion. 3ampi-oiid-rmoke—e-GCompletreonproporaterthren
sevormpenyrre—AFB. Operator shall deliver any such Completion proposal, se—eny—Gompletion—proposelcontherng
wsihQpesaioii—propocsl. (0 the other parties entitled to participate m—auch—Ceompletion—in—sccordsnoe~with-the
poosied woes—bpeirbied—ra—drrrte— 8.6 Elccaiin 10 purticipate in 3 Complerion stcempe shall include consent 10 ali
necessary expenditures for the Cumplering and equipping of such well, including necessary tankage and/or surface
facilities but excluding any stimulation operation not contained on the Completion AFE. Failure of any party
receiving such norice oy reply within the perivd above [lixed shall cunstitute an election by that party not o
participate in the cost of the Completion attempt; provided, that Article VIB.6. shall control in the case o!
conflicting Completion proposals. If une ar more, but less than all of the parcics, elect to sceempr s Completion, che
provisions of Article VI.B.2. hereol (the phrase “"Reworking, Sidetracking, Deepening, Recompleting or Plugging
Back™ a3 contained in Article VI.B.2. shall be deeined to include "Completing™) shall apply 1o the operations
therealter conducted by less than all partics; provided, however, that Article V0LB.2 shall apply separately 1o cacn
separate Completion or Recompletion attempr undertaken hercunder, 3nd an election (o become 2 Non-Consenuing
Pacty as ta anc Completinn or Recompletin accempt shall not prevent 3 parry [rom becoming s Consenning Parry
in subsequent Complenan or Recompletion attempts regurdless whether the Consenting Partics 33 10 earhicr
Completions or Recompletions have recouped these costs pursuant to Article VIB.2., provided furiher, that uny
recoupment of costs by a Consenting Party shall be made solely from the production attributable to the Zonc 1n
which the Completion attempr is made. Election by a previous Non-Consenting Party to participsic 10 3 subsequent
Completion or Recompletion attempr shall require such party to pay its proportionate share of the cost of salvable
materials and equipment installed in the well pursuant to the previous Completion or Recompletion tttempt.
insofar and anly insofar as such marerials and equipment benefit the Zone in which such party participates in 2
Canpletion attempt.

2. Rework, Recompicte or Plug Back: No weil shali be Rewarked, Recompleted or Plugged Back except s well Reworked.
Recompleted, or Plugged Back pursuant to the provisions of Article V1.B.2. of this sgreement. Consent to the Reworking,
Recumpleting or Plugging Back of s well shall include all necessary expenditures in conducting such operatinng and
Campleting and equipping of said well, including necessary tankage and/oc surface facilities.
D. Other Operations:

Operator shall not undertake any single project reasonably estimated 10 require an cxpenditure in excess of

Thirry Thousand Dollars ($ 30,000.00 } except in connection with the

drilling, Sidetracking, Reworking, Deepening, Completing, Recompleting or Plugging Back of a well that has been previously
authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden
emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion
are required (o deal with the emergency (o safeguacd life and property but Operator, as promptly as possible, shall report the
emergency to the other pacties. If Operator prepares an AFE for its own use, Operator shall furaish any Non. -Operator so
requesting an information copy thereol for any single project costing in excess of Twenty-five Thousand Dolla:s
($25.000 00 . ) Any party who has not relinquished its interest in a2 well shall have the right to propose that
Operator perform repair work or undertake the installstion of artificial lift equipment or sacillsry production facilities such a3
sale water disposal wells or to conduct sdditions! work with respect to s well drilled hereunder or other similar project (but
not including the installation of gatherlng lines oc other teansportstion or marketing facilities, the inscallstion of which shull
be governed by separate agreement between the partics) ccssonably estimated o require an expendirure in excess of the
amount first set forth above in this Article VI.D. (excepr in connection with an opcraction required to be proposed under
Articles V1I.B.1. or VI.C.1. Option No. 2, which shall bc governed exclusively by those Articles). Operator shall deliver such
proposal to all parties entitled to participate therein. If wichin thirey (30) days thereol Operator sccures the weitten consent
of any party or parties owning at least 60 o of (he interests of the parties eatitled to participate in such operation,
each parcy having the right to participate in such project shall be bound by the terms of such proposal and shall be obligated
to pay its proportionate share of the costs of the proposed projece as if it had conseated to such project pursuant to the terms
ol the proposal.
E. Absndonment of Wells:

! Abandonment of Dry Holes: Except for any well drilicd or Deepened pursuant to Article V1.B.2,, any well which nas
peen drilled or Deepened under the rerms of this agreement and s proposed 10 be completed 3s 3 dry hole shall not ¢

* or such well has been approved as ar exceprion o the existing spacing
patctern for such zone by the appropriate regulatory agency.

J
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plugged and abandoned without the consent of all parties Should Operator, after diligent cffort, be unable o contact any
parey. or should any parry fail to reply within forcy-cight (48) hours (exclusive of Sarurday, Sunday and legal holidays) after
delivery of notice of the proposal to plug and abandon such well, such party shall be deemed to have consented to the
proposed abandonmenc. All such wells shall be plugged and abandoned in accordance with applicable regulations and ac tne
cost, risk and expense of the parties who participated in the cost of drilling or Deepening such well. Any party who objects to
plugging and sbandoning such well by notice delivered to Operator within forry-cight (48) hours (exclusive of Saturday,
Sunday and legal holidays) after delivery of notice of the proposed plugging shall take over the well as of the end of such
forry-eight (48) hour notice period and conduct further operations in sesrch of Oil and/or Gas subject to the provisions of
Article V1.B.: failure of such party to provide proof reasonably satisfactory to Operator of its financial capabilicy to conduct
such operations or to take over the well within such period or thereafter to conduct operations ©n such well or plug and
abandon such well shall entitle Operator to cetain or take possession of the well and plug and abandon the well. The parry
taking over che well shall indemnify Operacor (if Operator is an abandoning parry) and the octher abandoning parties agains:
hability for any further operations conducted on such well except for the costs of plugging and abandoning the well and
restoring the surface, for which the abandoning parties shall remain proportionately liable.

2. Abandonment of Wells That Have Produced: Except for any weil in which a Non-Consent operation has been
conducted hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has
been completed as a producer shall not be plugged and ibandoned without the consent of ali parties. I alf parties consent o
such abandonment, the well shall be plugged and abandoned in accordance with applicable regulations and at the cost, risk
and expense of all the parties hereto. Failure of 3 parey 1o reply within sixry (60) days of delivery ol notice of proposca
abandonment shall be deemed an election to consent to the proposal. If, within sixty (60) days after delivery of notice of the
proposed abandonment of any well. all parties do nort agree 1o the abandonment of such well, those wishing to conninue s
operanon from the Zone then open to production shall be obligated 1o take over the well as of the expiration of the
applicable notice period and shall indemnify Operator (1f Operator is an abandoning parcy) and the other abandoning parties
against liability for any further operarions on the well conducted by such parties. Failure of such parry or parues to provide
proof reasonably satisfactory to Operator of their financial capabilicy to conduct such operations or to rake over the well
within the required period or thereafter (0 conduct operations on such well shall entitle Operator 10 retain or take possession
of such well and plug and abandon the well,

Parties taking over a3 well as provided herein shall tender to cach of the ocher parties its proportionare shace of the value of
the well's salvable material and equipment, determined in accordance with the provisions of Exhibir "C” less the estimated cost
of salvaging and the estimaced cost of plugging and abandoning and restoring the surface; provided, however, that in the event
the estimaced plugging and abandoning and surface restoration costs and the estimated cost of salvaging are higher than the
vilue of the well's salvable material and equipment. each of the abandoning parties shall tender to the parties continuing
operations their proportionate shares of the estimated excess cost. Each abandoning partry shall assign to the non-abandoning
parties, without warranry, express or implied, as o title or as to quantiry, or fitness for use of the equipment and material, al!
of its interest in che wellbore of the well and related equipment, together with its interest in che Leasehold insofar and only
insofar 1s such Leasehold covers the right to obtain production from that wellbore in the Zone then open to production. If the
interest of the abandoning parcy is or includes an Qil and Gas Interest, such party shall execute and deliver to the non.
abandoning party or parties an oif and gas lease, limited to the wellbore and the Zone then open o production, for a term of
one (1) year and so long thereafter as Oil and/or Gas is produced from the Zone covered thereby, such lease to be on the form
actached as Exhibit "B.” The assignments or leases so Jimited shall encompass the Drilling Unic upon which the well is locarec
The payments by, and che assignments or leases to, the assignees shall be in 2 ratio based upon the relationship of their
respective percentage of participation in the Contract Arca (o the aggregare of the percentages of participation in the Contract
Area of all assignees. There shall be no readjustment of interests in the remaining portions of the Contract Area.

Theresfrer, sbandoning parties shall have no further responsibility, liability, or interest in the operation of or production
from the well in the Zone then open other chan the royalties recained in 3ny lease made under the terms of this Article. Upon
cequest. Operator shall continue 1o operate the assigned well for the account of the non-abandoning parties at the rates anc

charges contemplated by this agreement, plus any additional cost and charges which may arise as rhe result of the separaic
ownership of the assigned weil. Upon proposed abandonment of the producing Zone assigned or leased, the assignor or fessor
shall then have the option to repurchase its prior interest in the well (using the same valuation formula) and parncipate o
further operations therein subject to the provisions hereof.

3. Absndonment of Non-Conseat Operations: The provisions of Article VI.E.1. or VLE2. above shall be applicable as
berween Consenting Parties in the event of the proposed abandonment of any well excepted from said Arucles; provides.
however, no well shall be permanently plugged and abandoned unless and until all parties having the right to conduct furcher
operations therein have been notified of the proposed abandonment and afforded the opportunirty to elect to take over the well
in accordance with the provisions of this Accicle VLE.; and provided further, that Noa-Consenting Parties who own an interest

0 2 portion of the well shall pay their proportionate shares of abandonment and surface restoration coses for such well a3
provided in Acticle VILB.2.(b).

F. Termination of Operations:

Upon the commencement of an operation for the drilling, Reworking, Sidetracking, Plugging Back, Deepening, testing,
Completion or plugging of a well, including but not limited to the Initial Well, such operation shall not be terminated withour
consent of parries bearing 22 % of the costs of such operation; provided, however, that in the event grmitefvr other
practically impenetrable substance or condition in. the hole is encountered which renders further operations irmpracticai
Operator may discontinue operations and give notice of such condition in the manner provided in Article VLB.1¢'and the
provisions of Article VI.B. or VLE. shall thereafter apply to such operation, as approphiate. N
G. Taking Production in Kind: o

@  Option No. I: Gas Bulancing Agreement Attached ; '

Each pany shall take in kind or scparatcly dispose of its proportionate share of all OU and Gas produccd (rom the
Contract Area, exclusive of production which may be used in development and producing operations md ux_pmpwng anc
treating Oil and Gas for marketing purposes and production unavoidably lost. Any extra expendicure mcurrvd inf'the raxing
n kund or separate disposition by any parry of s proportionate share ol the production shall be borne by! such pa.m An

party talung us share of production s kind shall > requirec 10 pay for only us proportionate shzre of senﬁ E o

Operator's surface faclities which 1t uses g
Each parey shall execute such division orders and contracts as may be necessary for the: sllc of its inrerest in
production from the Contract Afea. and, except 3s provided in Article VILB., shall be entitlgd. 0 cecesve paymen:
o



AAPL FORM 610 - MODEL FOrM OrERATING AGREEMENT . 1989

A

"

Al

52
3
34
!

19}
38
iV
40

42
13
14
49
A6
47

18
)
AN
S

2
33
Y4
9%
50
98
99
60
[
612
0)
64

<
i

67
(R
a9
’C

direcily from the purchascr thereof for us share of 3l productiion.

[fany parey fails 10 make the arrangements necessary to take in kind or separately dispose of uts proportionate
share of the Qil produced from the Coniract Arca, Operator shall have (he right, subject to the revocation at siil by
the party awning it, but nor the obligation, ta purchase such Oil or sell i« to others at any time and from time (o
nme. for the account of the non-taking party. Any such purchise or sale by Operator may dbe terminaced by
Operatar upon at lesst ten (10) days written actice 0 the owner of $3id production and shall be subject always o
the right of the vwner of the production upon at least ten (1) duys written notice (o Operstor ta exercne 41 any
time wis right to take in kind. or separacely dispose of, its share ol all Oil nut previously delivered to a purchuser
Any purchase or sale by Operator of any other party’s share of Oil shall be only fur such reasonable periods of time
33 are consistent with the minimum needs of the industry under the particular circumstances, but 1n no evenr lor 3
period 1n excess of anc (1) year

Any such sale by Opcracor shall be in 3 manner commercially reasonsble under the circumstances but Operacor
shall have no duty t share any existing marker or 1o obtain 3 price cqual (o that received under any existing
market. The sale or delivery by Operator uf 3 nonwaking parey’s share of Qil undee the cerms of any existing
coneract of Operator shall not give the non-taking party any interes: in or make the non-taking party a party to said
contract. No purchase shall be made by Opcrator without first giving the non-taking party at least ten (10) days
weitten notice of such intended purchase and the price 1o be paid or the pricing basis to be used.

ALl particy shall give timely written natice ta Operator al cheie Gas aaeketing areangenents Tae the followiag
manth, excluding price, and shall notify Opcrator immediately in the event of 3 change in such sreangements
Operator shall maintain records of all marketing arrangements, and of volumes actually sold or transported, which
records shail be made available ta Non-Operstors upon reasonsble request.

In the event one or more parties” separute disposiion ol s shure of the Gas cuses split-stream deliveris o separate
pipelines and/or deliveries which on 3 duy-to-dsy basis for any rewson are not exactly equal t0 3 parry's respective proporion.
are share of 1otal Gas sales 10 be alloared 0 i, the balancing or accounting berween the parmies shall be in accordance wih
any (s balancing agreement berween the parties herern, whether such an upreement o attached as Exhibu "€ or 6 o
sepurate agreement. Operatoe shall give aatice 1o o)l partes of the fisst sules of Cas from any well under this sgreement

3O Oprion No. 2: No Gas Balancing Agreemenc:

Fachy purry shull tuke in kind ar separately dispose of s prapartioaate share of a3l 011 und Gas produced fram
the Contract Areu. exclusive of producnion which muy be wsed 1a ddevelupment aad producing operstnns and s
peeparing and creating Oil und Gas for markeang purposes and praduconn uauvaidably fose. Any extra expenditure
1ncurred in the taking in kind ar scpurate dispusitiun by sny party of (s propardionate share of the praduction shul!
be burne by such party. Any party 1aking its share of producnion 1n kind shall be required to pay fur only s
propoctionate share of such part of Operatar’s surface {ucilities which it uses

Each parry shall execute such division orders and contracrs as may be necessary for the sale of its incerest n
production from the Contract Area, and, except as provided in Article VILB., shall be ensitled (o recerve payment
directly from the purchaser thereof for its share of all production.

I uny purty fails 1 muke the arrungements necessary o tuke in kind or separately dispose of its proporiionate
share of the Oil snd/or Gas produced from the Contract Area, Operator shall have the right, subject 10 the
revawation at will by the party owning it, but not the obligation, to purchase such Oil and/or Gos or sell it 10 others
at any rime and from (ime (o time. for the account of the non-taking party. Any such purchuse ur sule by Operacor
may be terminated by Operatar upon at least ren (10) days written nutice (o the owner vl said productiun and shall
be subject always o the right af ¢the uwacr of the production upon at least ten (10) duys written notice 1o Operaior
to exercise its right to take in kind, or separately dispose of, its shace of 3lf Oif and/or Gas not previously delivered
ta 1 purchaser; provided. hawever, that the elfective date of any such revocation may be deferred at Operator s
election for a period not ta exceed ninery (90) days il Operator has committed such production 10 3 purchase
contract having a teem extending beyond such ten (10) -day period. Any purchase or sale by Operutur of any otner
party’s share of Oil and/or Gas shall be only for such reasonable perods of time as are consiscent with the
minimum nceds of the indusiry under the parncular circumstances. but in no event fur a period in excesy uf une ¢
yeur,

Any such sale by Operator shall be in 3 manner cammercially reasonshle under the circumstances. but Operutar
shall have no duty to share any cxisting marker ur [raNSPULLKIUN Jrrangement or to Vb 3 Price Ye (ranspurtativn
fee equal 1o that received under any cxisting marker vr transportanion arcangement. The sale or delivery by
Opcrator of 3 non-taking party's share of production under the terms of any existing conteact of Operator shalt aue
give the nun-taking party any interest 1n ac make the non-taking party a party 10 s3id contract. No purchase of O
and Gas 1nd no sale of Gas shall be made by Operacor without lirst giving the non-taking party ten days wruien
notice of such intended purchisc or sale and the price 1o be paid ur the pricing basis to be used. Operator shall give
notice t all parties of the [irst sale of Gas from any weil under this Agreement.

All parties shall give timely written notice to Operator of their Gas marketing arrangements for the lollowing
month, excluding price, and shall norify Operator immediately in the event of a change in such arrangements
Opcratar shall maintain recurds of all marketing arrangements, and of volumes actually suld or transpocted, which
recnrds shall be made available 10 Non-Operacors upon reasonable request.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES
A. Lisbiliry of Parties:
The liability of the partics shall be scveral, not joint or collective. Each parry shall be responsible oaly foe ws obligations,
and shall be lisble only for its proportionate share of the costs of developing and operating the Contrace Area. Accordingly, the
liens granted among the parties in Article VIILB. are given ru secure unly the debts of each severally, and no party shall have

any lishility 1 third parties hereunder o sarisfy the defauit of any ather parey in the payment of any expense or obligation

hereunder [t is not the intention of the parties (o create, nur shull chis agreement be cunstrued as cresting, o miming o1 vihes
partnership, wint venture, agency relationship or associaton, vr o render the parties liable as partners, co-venturers, o
principals In cheir relations with cach other under chis agreement, the parues shall not be considered fiduciaries vr (0 Nave
eriablished 3 confidentiat relationship but rather shall be irce to act on an arm’s-length basis in accordance with cherir owr
cespective self-interess, subject, however. 1o the abligation of the parties (o 3¢t in good faith in their dealings with each other

wah o respect to activitics hercunder
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B. Liens and Sceuriey Incerescs:

Each parry grants to the other parties herero 3 Lien upon any interest it now owns of hereafter acquires in Oil and Gas
tesses wnd Oil and Gius Incereses in the Contract Area, and 3 security interest and/or purchase money sccuricy interest 1o any
‘aterest it now owns or heresfrer acquires in the persnnal property and lixrures on or used or obtatned for use 1n connection
thecewith, tu secure perfurmance of il of s obligatiuns under thiy sgreement including but not limited to payment of expense.
nterest und fees, the proper disbursement of all manies paid hercunder, the assignment or relinquishment of interest in Oii
and Gus Teuses as required hereunder, snd the proper perlurmance of operations hereunder. Such lien and security nrerest
granted by cach party hereto shall include such party’s leasehold interests, working interests, operating rights, and ruysity anu
avereiding royalty interests in the Contract Area now uwned ur hereafter acquired 3nd in lands pooled or unitized therewnh or
arberwise becoming subjece 1o this agreement, the Oil and Gas when extracted therefrom and equipment siruated thereon o«
usedd e ohizined for use in connectian therewith (including, without limitston, all wells, tools, and rubular goods). and accounts
tndluding. wahoue hmitstian, accounrs sriving feom pay ambolunces ar fram the sale of Oil and/or Gas 3t the wellhead)
roniract oghts inventory and geneeal inaangibles relating therero or srising cherefrom, and all proceeds and products of the
inrcsomg

Ta perfect the lien and sccuaity agreement provided herein, cach parry hereto shall execute and acknowledge the recording
supplement and/for any financing statement preparcd and submitted by any parry hereto 1n conjunction herewith or at any time
fnllowing execution hereof, and Operator is authorized to file this agreement or the recording supplement executed herewith 33
2 lien or morigage in the applicable ceal estace records and as a1 financing statemenc with the proper officer under the Uniform
Commercial Code in the state in which the Contract Area 1s sicusted and such ocher states as Operator shall deem appropriate
ta perfect the security interest granted hereunder. Any parry may file this agreement, the recording supplement execurec
herewith, or such other documents as it deems necessary as 2 lien or mortgage in the applicable real estate records and/or &
hinancing statement with the proper officer under the Uniform Commercial Code.

Each parry represents and warrants 1o the other parties hercto that the lien and securiry interest granted by such parry 1o
the other parties shall be 2 [irst and prior lien, and each parry hereby agrees (o maintain the prioricy of said lien snd secuniry
interest against all persons acquiring an interest in Oil and Gas Leases and Intereses covered by this agreement by, through or
under such parey. All parties acquiring an interest in Oil and Gas Leases and Oil and Gas Interests covered by this agreement.
whether by assignment, merger, mortgage, operation of law, ar otherwisc, shall be deemed o have nken subject
v the lien 3nd securiry interest granted by this Article VIIB. 3s (o 3ll obligacions acrribuiable to such incerest hereunder
whether ur nit such obligations arise befure or ufrer such interest 15 acquired

To the extent that parties have a sccurty interest under the Uniform Commercial Code of the state in which the
Conteact Area is situated, they shall be entitled (v exercise the rights and remedies of a secured party under the Coase
The bringing of a suit and the obtaining of judgment by a party for the secured indebtedness shall not be deemed 3n
clection of remedies or otherwise affect che lien righes or sccurity nterest as security for the paymeat thereol In
additon, upon defsult by any party in the payment of its share of expenses, interests or fees, or upon the improper use
nf lunds by the Operator, the other parties shall have the right, without prejudice to other rights or remedies, to coliec
fram the purchaser the proceceds from the sale of such delaulting pacey’s share of Qil and Gas until the smount owed by
vuch party, plus interest 35 provided in "Exhibic C. has been received, and shall have the right to oflset the amoun:
owed against the proceeds from the sale of such defauliing party’s share of Oil and Gas. All purchasers of production
may rely on a notificacion of default fram the non-defaulting party or parties stating the amount due as 3 result of ine
defauli, and all parties waive any recourse available against purchasers for releasing production proceeds as provided .-
this paragraph,

Il any parry fails to pay its share of cost within one hundred (wenty (120) days alter rendition of a statement therelor by
Operstor. the non-defaulting parties. including Operator, shall, upon request by Operator, pay the unpaid smount in the
proportion that the interest of each such pacty bears to the nterest of all such parties. The amount paid by cach parey 50
paying its share of the unpaid amount shall be secured by the licns and sccuriry rights described in Article VILB., and cach
paying party may independently pursue any remedy aviiable hereunder or otherwise.

I any party does noc perform all of its obligations hereunder, and the failure to peeform subjects such party to foreclosure
at cxecution proceedings pursuant 1o the provisions of this agreement, to the extent allowed by governing law, the defsulting
party waives any svailable right of redemption from and after the date of judgment, any required valuation or apprsisement
ol the morigaged or secured property prior ta sale, any availsble right to stay execution or o require a marshalling of assecs
and any required bond in the event a recciver is appointed In addition, to the extent permitted by applicsble 3w, cach parey
hereby grants (o the ocher parties 3 power of silc as to any property that is subject 10 the lien and security rights granicc
nereunder. such power (o be exercised in the mannct provided by applicable law or otherwise in 2 commercilly reasonable
mianner and upon reasonable notice.

Each parcy agrees that the other partics shall be entitled (o utilize the provisions of Oil and Gas lica law or other lien
law of any state in which the Contract Area is situated (o cnforce the obligations of esch party hercunder. Wichout limicing
the generality of the foregoing, o the extent permitted by applicable law, Non-Operarors agree that Operstor may invoke or
otiiee the mechanics’ ur materialmen’s lien faw of the state ia which the Contract Area is siruated in order ro sercure the
puymeni 1o Operator of any sum duc hereunder lor services performed or materials supplied by Operacor.

C. Advances:

Operator. at its election, shall have the right from time fo time to demand and receive from one or more of the oiner
parties payment in advance of their respective shares of the estimated amount of the expense to be incureed 1n operations
heceunder during the next succeeding month, which'right may be cxcraised only by submission to cach such parry of an
emized statement of such estimaced expense, rogether with an invoice for its share theceof..Each such statemenc.and invoice
for the payment in advance of estimated expense shall be submitied on or before che 20ch day of the next preceding montn
Each parry shall pay to Operstor its proportionate sharc of such estimate within fifteen (13) days alter such estimate anc
invoice is received. If any parry fails (o pay its share of said estimate within said time, the amount due shall bear interest as
provided in Exhibit “C” until paid. Proper adjustment shall b made monthly between advances snd acrual expense to the enc
that each party shall besr and pay its proportionate share of actrual expenses incurred, and no more.

D. Defsults and Remedies: s

[f any parry fails to discharge any linancial obligation under this agreement, including without limitation the (ailure tc
make any advance under the preceding Acticie VIL.C. or any other provision of this agreement, within the period required lo:
such payment hercunder, then 1n addinun (u the remedics provided 1n Article VILB. or elsewhere in this agreement, the
remedies specified delow shull be spplicable For purposes of this Aracle VIID . all norices and clecrions shall be deliverce
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only by Operator, except that Operator shall deliver any such norice and election requested by » non-defaulting Non-Operaror
ind when Operator is the parry in default, the applicable nutices ind elections can be delivered by any Non-Operator
Election of any one or more of the following remedies shsil not preclude the subsequent use of sny other cemedy specticd
below or otherwise svsilable 10 3 non-defaulting parey.

|. Suspension of Rights: Any party may deliver o the parcy in default a Nortice of Delault, which shall specify the defauit,
specily the action to be taken to cure the defaule, 1nd speciiy thar failure <o take such YPH will r g in che exercise of one
ar more of the remedies provided in this Article. If the defaull is not cured within W d?yt c}f the delivery of such
Notice of Defavie, all of the rights of the defaulting parry granted by this agreement may upon notice be suspended until the
default 13 cured, without prejudice (0 the right of the non-defaulting parcy or parties to continue to enforce the obligations of
the defaulting pacty previously accrued or therealter accruing under chis agreement. If Operator is_the parry in delault, the
Non-Operators shall have in addition the right, by vore of Non-Operators owning 2 majority in interest in the Contrace Area
alter excluding the voting interest of Operator, 1o 3ppoint 3 new Opcrator clffective immediately. The rights of » defauiting
parey that may be suspended hereunder at the election of the non-defaulting partics shall include, without limitation, the tight
'o reccive inflormation as to sny opcration conducred hereunder during the period of such defaule, the right to eleet (o
pirticipate 1n an uperation proposed under Arnticle VIB of this agreement. the right to participate 10 an operstion being

canducted under this agreement even if the party has previously clected 1o participate 1n such operation, and the right 1o
recerve proceeds of production from any well subject to this agreement.

2 Suu_for Damages: Non-defaulting parties or Operator for the benefit of non-defaulting parties may sue (3t joint
account expense) to collect the amounts in default, plus interest accruing on the amounts recovered {rom the date of default
until the date of collection at the rate specified in Exhibit "C™ antached hercto. Nothing herein shall prevent any party from
suing any defaulting parry to collect consequential damages accruing 10 such parry as 3 result of the defauk.

). Deemed Non.Consent: The non-defaulting party may deliver 2 writien Notice of Non-Consent Election 1o the
defaulting party at sny time after the expiration of (he LE&EGH eure period following delivery of the Notice of Default, in
which event if the billing is for the drilling of 3 new well or the Plugging Back, Sidetracking, Reworking or Deepening of 3
well which is to be or has been plugged as a dry hole, or for the Completion or Recompletion of any well, the defaulting

party will be conclusively deemed to have ¢lected not to participate in the operation and to be 3 Non-Consenting Parcy with
respect thereto under Article VI.B. or VI.C, as the case may be. to the cxtent of the costs unpaid by such pariy.
notwithstanding any election to participate theretofore made If clection is made 1o proceed under this provision, then the
non-defaulting parties may noc elect o suc for the unpaid amouat pursuane (o Article VILD.2.

Unuil the delivery of such Notice of Non-Consent Elcciion o the defaulting parcy, such party shall have the right o cure
ay delault by paying its unpaid share of costs plus interest ac the rate set forth in Exhibit "C." provided, however, such
payment shall not prejudice the rights of the non-defaulting partics 10 pursue remedies for damages incurred by the non.
defaulting partics as a result of the default. Any interest relinquished pursuant ro this Article VILD.3. shall be offered 10 the
non-delaulting parties in proportiun to their interests, and the non-defaulting puartics electing to partiaipate in the nwnership
ol such interest shall be required co cantribure therr ’h”ﬁ%lc(gc dchguf(gg amount upon their election (o participate theretn

4. Advance Paymenc: If a default 15 not cured withia’ KM-&%) ays of the delivery of a Notice of Delault, Operator, or
Nun.Operames if Opceator 18 the defaulting parry, may chereaflter require advance payment from the delaulting
parey of such defaulting parry’s anticipated share of any tem of expense fur which Operatur, or Nun-Operaturs, ay the case muy
S would be entided ro reimbursement under any provision of this agreement, whether or not such expense was the subject of
the previous default. Such right includes. but is not limited to, the right (o require advance payment for the estimated costs of
¢riling 3 well or Completion of 2 well as to which an elecnion o participate in drilling or Completion has been made Il the
defaulting parry fails to pay the required advance payment, the non-defaulting parties may pursue any of the remedics provideo
in this Article VILD. or any other default remedy provided elseshere in this agreement. Any excess of funds advanced remaiming
when the aperation 1s completed and sll costs have been paid shall be promptly rerurned (o the advancing parfy

S Costs and Attorncys’ Fees. In the event any party is required to bring legal proceedings (o enforce ony financin

obligation of a2 party hereunder, the prevailing parry 0 such action shall be entitled to recover all court costs. costs o
collecrion, and a reasonable attorney’s fee, which the lien provided for herein shall also secure.
E. Rentsls, Shut-in Well Payments and Minimum Royaities:

Rentals, shue-in well payments 1nd minimum royaltics which may be required under the terms of any lease shall be paie
by WMQ&&%A%&%% 80.its Or the—enpense. In the event two or more parties

own snd have contributed interests in the same lease to chis agreement, such partics may designace one of such parties w0
make said payments for and on behalf of alf such partics. Any party may request, and shall be enticled (o receive, proper
evidence of 11l such payments. In the event of failure to make proper payment of any rental, shut-in well payment o¢
mirmimum royalty through mistake or oversight where such payment is required to continue the lease in force, any loss which
results from such non-payment shall be borne in sccordance with the provisions of Arucle vel 3

Operator shall notify Non-Operators of the anticipated completion of a shut-in well, or the shutting in or cetura o
production of 2 producing well, st least five (5) days (excluding Saturday, Sunday snd legal holidays) prior to taking such
action, or at the earliest opportuniry permitted by circumstances, but assumes no liability for failure to do s0. In the event of
failure by Operator 10 36 notify Non-Operators, the 1oss of any lease contributed hereto by Non-Operators for failure to make
umely paymenes of any shut-in well payment shall be borne jointly by the parties herero under the provisions of Arncle
VB
F Taxes:

Beginning with the first calendar year aficr the clfective date hereol. Operator shall render for ad valorem taxation 2l
properey subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assesscc
thercon before they become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operatoc infoemacion as
to burdens (1o include, but not be limited to, royaities. averriding royalties and production payments) on Leases and Ol anc
Gas Interests consributed by such Non.Operator 1 the assessed valuaton of any Lease is reduced by reason of ity being
subject (o outstanding excess royaltics. overriding royalnes of production payments, the reduction 1n 3d velorem tixes
resulting therelrom shall inure to the benelit of the owner or owners of such Lease, and Operator shall adjust the charge <o
such owner or owners so as to reflect che benefit of such reduction. Jf the ad valorem taxes are based in- whole or 10 par:
upon separate valuations of each party’s working intecest, chen notwithseanding snything to the contrary herein, charges ©
the joint sccount shall be made and paid by the parties hereco in accardance with the tax value generated by cach party s
wurking interest. Operator shall bill the octher partces fur chere prupurciunute shures of all tax payments in the manncr
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(I Operator considers iny tax wssessmen: unproper. Opcrator may, at ity dikretion, protest within the time ang mannc:
prexeided by law, and prosecute the protest (0 3 finaf geterminaticn, unless all partics agree 10 abandon the protest prior o fina.
deteriminanion During the pendency of administeative ar judicial proceedings, Operatur may elect (o pay, under protest. 3l such axes
ind njy interest and pensley. When any such protested assessment shall have been finally determined, Operator shall pay the tax for
the |aing account, tagether with any interest 3nd penaley accrued, and the toral cost shall then be assessed against the parries, ang be
paid by them, as provided in Exhidbic "C~

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

ARTICLE V1L
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST
A Surrender of Leases: -

The leases covered by this agreement, insafar as they embrace acreage in the Contracx Area, shall not be surrendered in whole
nean part unless all parties consent thereto. ‘

However, should any party desire o surrender its interest in sny Lease or in any portion thereof, such party shall give written
notice of the proposed surrender (0 all partics, 3nd the partics 10 whom such notice is delivered shall have thiety (30) days afeer
dchivery of the aotice within which o iy the parry proposing the surrender whether they clect 10 consent thereto. Failure of 3
party to whom such notice is delivered 1o reply within said 30.day period shall constirute 3 consent to the surrender of the Leases
described in the notice. If all parties do aae ageee or consent thereto, the party desiring 1o surrender shall assign, without express or
imphied warraney of title, all of its interest in such lease, or portion thereol. and any well, macerial and equipment which may be
lueated thereon and any rights in production thercafter secured. ty the parties not consenting to such surrender. If the interest of the
assigning paery is or includes an Qil and Gas laterest, the assigning parry shall execute and deliver to the parry or partics no:
consenting to such surrender 3n oil and gas lease covering such Oil and Gas laterest fur 3 term of one (1) year and so lung
tneresfter as Oil and/or Gas is produced from the land covered thereby, such Icuse (o be an the form atrached hereto as Exhidic "B
Upan such assignment or lease, the assigning parry shall be relicved from all obligations thereafter accruing, but not theretofore
accrued, with respect 10 the interest assigned or leased and the operation of any well atributable thereto, and the assigning parry
shall have no further interest in the assigned or leased premises 3nd its cquipment and production other than the royalties retainece
mouny dease made under the tenms of this Artide. The purey ussignee or Tessee shull pay o the party assignor or lessor he
reasonable salvage value of the latter’s interest in any well's salvable materials and equipment actributable to the assigned or leased
acreage. The value of all salvable macerials snd equipment shall be deteemined in accordance with the provisivns of Exhibit "C" less
the estimuted cost of salvaging and the estimated cost of plugging and abandoning and restoring the surface. If such value 15 less
than such custs, then the party assignor ar lessor shall pay to the parry assignee or lessee the amount of such defiar. If the
assignment or lease is in favor of more than one parry, the interest shall be shared by such parties in the proportions that ihe
wnterest of each bears o the tatal interest of all such parties. [l the tnterest af the parties 10 whom the assignment 15 to be made
vaties accneding tu depeh, then the incerese ussigned shall sumilurly refleq such varances.

Any assignment, lease or surrender made under chis provision shall not reduce or change the assignor’s, lessor’s or surrendeaing
parey’s interest as it wus immedistely before the assignment, lease ur surrender in the bulunce uf the Cuntruct Aress and the acreaye
sssigned, leased or surrendered, and subsequent operations thereon, shall not thercafter be subject to the terms and provisions of chis
agreement but shall be deemed subject 1o an Operating Agreement in the form of this agreement.

8 Renewal or Extension of Laases:

Il any party secures 3 rencwal or replacement of an Oil and Gas Lease or Interest subject to this agreement, then all other partics
shall be notified promptly upon such acquisition vr, in the ¢asc of 3 replacement Lease taken before expiration of an exisung Leasc.
aromptly upon expiration of the existing lease. The parties nonfied shall have the right for 2 period of thirry (30) days lollowing
Jehwery of such notice in which to eleat 1o participate in the ownership of the renewal or replacement Lease, insofar as such Leasc
sffecrs lands wichin the Contraqt Area. by paying (o the parry wha acquired it their proportionate shares of the acquisinon cost
Jiocated 1o thar pan of such Lease within the Contraa Area, which shall be in proportion (o the interests held 3¢ that nme by tne
parties in the Contract Area. Each party who participates in ine purchase of 3 rencwsl or replacement Lease shiall be grven an
spgament ol ws propartiunate 1aterest therein By (he acquining parey

I sorme. but less than all, of the parties elect to participate 10 the purchase of 3 renewsl ur replacement Lease, 1 shall be ownec
by the parties wha elect co participste therein, in & rativ based upon the relationship of their respective percentage of parncipstion in
the Contract Area 1o the aggregate of the percentuges of participation in the Concract Area of ull parties participating 1n the
purchase of such renewal or replacement Lease. The acquisition of a renewal or replacement Lease by any or sl! of the parties hereto
shall not cause 3 readjustment of the interests of the partics stated in Exhibit "A.” but any renewal or replacement Lease in which
less than all parties elect to participate shall not be subject to this agreement but shall be deemed subject (o 8 separste Operating
Agreement in the form of this sgreement.

I the interests of the partics in the Contract Area vary according to depeh, then cheir right to participate proportionately 1n
rencwal ot replacement Leases and their right to receive an assignment of interest shall also reflect such depch variances.

The provisions of this Article shall apply (0 renewal of replacement Leases whether they are for the entire interest covered by
the cxpiring lease ar cover only 3 portion of its arca or- an interest therein. Any renewal or replacement Lease taken before the
expiration of its predecessor Lease, or taken or cantraced for or becoming effective within six (6) months after the expiration of the
existing Lesse, shall be subject to this provision so long as this agreement is 1n effect at the time of such acquisition o at the (ime
the renewal or replacement Loase becomes effective; but any Lease taken or contracted for more than six (6) monthsfafter the
cxpiranon of an existing Lease shall not be deemed a renewal or replacement Lease and shall not be subject o the provisions of tha
15(«!’1’\1'\( )

The provisions in this Article shall also be applicable 1o extensions of Ol and Gas Leases.

C. Acresge or Cash Conuributions: _

While chis agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or any other
operation on the Contract Ares, such contribution shalf be paid (o the parry who conducted the drilling or other operstion;snd snai
be applied by it againse the cost of such drilling or other operation. If the contribution be in the form of acreage, the party .to -‘vhom
the contribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Parties in tne
oroportions said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Ares 1nd. to the
extent possible. be governed by provusions identical 1o this agreement Each party shall promptly notify all other parties of anv
acreage or cush contributions 1t may obtan in suppart of any well or any other operation on the Contraa Arca The abovr
pravisions shall also be applicable to optional rights 10 carn acreage outside the Contract Area which are in suppon of well drliec

nside the Coontract Area.
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I 3ny party contracts for any consideration relating to disposition of such party's share of substances produced hereunder,
such consideration shall not be deemed 1 contribution as contemplated in this Article VIILC
D Assignment: Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership 1n the Contract Area in the Oil and Gas Leases. Oil ang Gas
nrerests. wells. equipment and production covered by this agreement no parry shall sell, encumper. transfer of make other

aisposinion of uts interest in the Oil and Gas Leases and Oil and Gas lnterests embraced within the Contract Area or 1a wells.
equipment and production unless such disposition covers cither:

8§ I. the entire interesc of the party in all Oil and Gas Leases, Oif and Gas Interests, wells, equipment and production; ot

9 2. an equal undivided percent of the party’s present interest in all Ol and Gas Leases, Qil and Gas lnterests, wells
10 equipment and production in the Contract Area. -

[ Every sale, encumbrance, transfer or other disposition made by any parry shail be made expressly subject 10 this agreemen:
02 and shall be made without prejudice (o the right of the other partics, and any transferee of an ownership inferest 1n any Oil anc
'3 Gas Lease or Interest shall be deemed a parry (o this agreement s (o the interest conveyed from and after the effective date o
14 the rtransfer of ownership; pravided, however, that the other parties shall not be required o recognize any such sale.
15 encumbrance, transfer or other disposition for any purpose hereunder until thirry (30) days after chey have received a copy of the
16 instrument of transfer or other satisfacrory evidence thereof in writing from the transferor or transferee. No assignment or ocher
17 disposition of interest by a party shall relieve such parry of obligations previously incurred by such party hereunder with respect
18 o the interest transferred, including without limitation the obligation of a party o pay sl costs actributable t0 an operation
19 conducted hereunder in which such party has agreed to participate prior to making such assignment, and the lien and security
20 nrerest granted by Article VILB. shall continue to burden the interest transferred to secure payment of any such obligations.

2 I, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion,
22

may require such co-owners to appoint a single trustee or agent wich full authority to receive notices, approve expendirures.
23 receive billings for and approve and pay such party’s share of the joint expenses, and to deal generslly with, and with power o
24 bind, the co-owners of such party's interest within the scope of the operations embraced in this agreement; however, all such co-
33 owners shall have the right to enter into and execute all contracts or agreements for the disposition of their respective shares oi

26 'he Qil and Gas produced from the Contract Area and they shall have the right to reccive. separately, payment of the saic
sroceeds thereof

28 £ Waiver of Righes co Paruition:

If permirted by the laws of the state or states in which the properry covered hereby 1s located, each parey hereto owning an

30 undivided interest in the Contract Area waives any and all rights it may have o partition and have set aside to 1t 1n severaley 1t
3 undivided interest therein,

17 FPreferenta-Righio-Purchases

33 [ (Optional; Check if appliaable.)

34 Should any party desire to sell all or any part of its interests under this agreement, or ity nghts and int in the Contrac
39 Area, it shall prompely give written notice to the other partics, with full information concernin oposed dusposition, which
36 shall include the name and address of the prospective transferee (who must be ready, willimg and able to purchase). the purchase
37 price, 3 legal description sufficient to identify the properry, and all other term c offcr. The other parties shall then have an
38 optional prior right, for & period of ten (10) days afrer the notice s tvered, to purchase for che stated consideration on he
39 same terms and conditions the interest which the othe Ty proposcs to scll; and, if this optional right is exercised. the
40 purchasing parties shall share the purchased int Tn the proportioas chat the interest of each bears to the total inzerest of all
41 purchasing parties. However, theie s no preferential right to purchase in those cases where any party wishes to mortgage
42 s ncerests, or to transfer ¢ its interests to its mortgagee in licu of or pursuant to foreclosure of a mortgage of its interests,
4% or to dispose of igsimErests by merger, reorganization, consolidation, or by sale of all or substantially 3ll of its Qil and Gas assets
e

~o¢ by transfer of its interests to a subsidiary or parent company or to 3 subsidiary ol a parent company, o¢ to i

45 ' ' rores X.

46 ARTICLE IX,

47 INTERNAL REVENUE CODE ELECTION

48 If, for federal income tax purposes. this agreement and rhe operations hereunder are regarded a3 1 partnership, and if che

45 parties have not otherwise agreed to form a tax partnership pursuant to Exhibit "G” or other agreement beeween them, cacr
T parry thereby affected elects 1o be excluded from the spplication of all of the provuions of Subchapter "K” Chaprer 1. Suborie
A" of the Internal Revenue Code of 1986, as amended ('Code™). as permitted and aurtharized by Section 761 of the Code anc
52 the regulations promuigated thereunder Operator is authorized and directed to execute on behall of cach party hereby affectec
such evidence of this election as may be required by the Secretary of the Treasury of the United States or the Federal lnteena:

Revenue Service, including specifically, but not by way of limuation, all of the rerurns, statements, and the data tequiree oy

$3  Treasury Regulations §1.761. Should there be any requirement that cach party hereby affected give further evidence of this

56 election, each such parry shall execuce such documents and furnish such other evidence as may be required by the Federal Interna:
Revenue Service or as may be necessary to evidence this election. No such parey shall give any notices or take any other action
38 inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the Contrac
59 Area is located oc any Furure income tax laws of the United States contain provisions similar to those in Subchapter "K,” Chapte:

60 1. Subtitle "A.” of the Code. under which an clection similar to that provided by Section 761 of the Code is permirted, each parry

Gt hereby alfected shall make such clection as may be permitted of required by such laws. ln making the foregoing election. cacn

62 such parcy scates that che income derived by such party from operations hereunder can be sdequately determined wi.i:hou: the

63  computation of partnership taxable income. ‘ -

6 ARTICLE X. ~

6 CLAIMS AND LAWSUITS &

06 Operator may sertle any single urinsured third party damage caim or suit arising from operations hereunder i the .” ndsture
67 does not exceed Ten Thousand Dollars ($ L0, 000.00 ) and if the payment is in complete grdement

68 of such cdaim or suit. If the amount required for sertlement exceeds the above amount, the parties hereto shall z.s.s;.um m3 :
69 the further handling of the daim or suit, unless such authority is delegated to Operator. All coses and cxpcnscs of nd.lmg,'s«,-rrbng
0 or otherwue discharging such dlaim or swr shall be at the joint expense of the parties participating in the opery ? rom u\mch the
claim or suit arises. If 2 claim s made against any party or 1f any party s sued on account of any marter ari ffro ponno'u
Rereunder over which such individual has no controi deause of the rights given Operator by this agreeme . ha
wruneduately notify all other parties. and the claum or swie snall be treated s any other caum or suit mvolvmg opcnubn.s hereunce:
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ARTICLE X1,
FORCE MAJEURE

I any parry is rendered unable, wholly or in part, by force majeurc (0 carry out its abligations under this agreement, othet
than the ofah’g:(ion to indemnify or make money payments or furnish sccurity. that party shall give to all other parties
prompt written notice of the force majeure with reasonably full particulars concerning ic; chereupon, the obligations of the
party giving the notice, so far as they are affected by the force majeure, shall be suspended during, but no jonger than, the
continuance of the force majeure. The term “force majecre.” as here employed, shall mean an act of God, strike, lockout, or
other industrial disturbance, sct of the public enemy, war. blockade, public rior. lightning, fire, storm, flood or other act of
nature. explosion, governmental action, governmental delay. resteaint or inaction, unavailability of equipment, 1nd any other
ause. whether of the kind specifically enumerated above or othersise, which 15 not reasonably wichia the control of the parry
Charmang suspension.

The alfecred party shall use all reasonable diligence 10 remove the farce majeure situation as quickly 33 practicable. The
requirement that any force majeure shall be remedied with 31l reasonable disparch shall not require the settlement of sirikes.
fockouts. or other labor difficulty by the party involved. contrary 1o its wishes: how all such difficultics shall be handied shall
be ennirely within the discretion of the parry concernced.

ARTICLE X11.
NOTICES

All notices aurhorized or required between the partics by aay of the provisions of this agreement, unless otherwise
specifically provided, shall be in writing and dehivered in person or by United Srates mail, courier service, telegram, telex.
cclecoprer ot any other form of facsimile, postage or charges prepaid, and addressed 1o such parties st the addresses listed on
Exhibit "A." All telephone or oral notices permitted by this agreement shall be confirmed immediately thereafter by written
notice The originating notice given under any provision hereof shall be deemed delivered only when received by the parry 0
whom such notice is directed, and the time for such parry (o deliver any notice in response thereto shall run from the dare
the originating notice is received. "Receipt” for purposes of rthis agreement with respect (o written notice delivered hereunder
shall be acrual delivery of the notice to the address of the parry 10 be notified specified in accordance with this agreement, or
to rhe telecopy, facsimile or teiex machine of such party. The second or any responsive notice shall be deemed delivered when
deposited in the United States mail or a1 the office vf the courier or telegraph service, or upon transmitial by telex, telecopy
or facsimile, or when personally deliveced to the pacry to be notified, provided, that when response is required within 24 o¢
48 hours, such response shall be given arally or by telephone, telex, telecopy or other facsimile within such period. Each party
shall have the right to change its sddress at any time, und frum time o time. by giving written notice thercol 0 sll other
parties. I 3 party is not available to receive notice orally oc by tclephone when a parry attempts (o deliver & notice requirce
t0 be delivered within 24 or 48 hours. the notice may be delivered in writing by any other method specified herein aad shali
he deemed delivered in the same manner provided sbove far any responsive notice.

ARTICLE X1,
TERM OF AGREEMENT

This agreement shall remain in full force and eflect as to the Oil and Gas Leases and/or Oil and Gas Interests subjec:
hereeo loe the period of time sclected below; provided, however, no party hereto shall ever be construed as having any right, ninie
or incerest in or to any Lease or Oil and Gas lnterest contributed by any ather party beyond the term of this agreement.

3| Option No. |: So long as any ol the Oil ind Gas Leases subject 1o this agreement remain or are conunued 1n
farce as to any part of the Contract Area, whether by production, extension, renewal or otherwise,

a Optisn Nu. 2: In the cvent the well deseribed in Article VA | or any subsequent well drilled under any provision
ol this sgreement, results in the Cumpletiun of 3 well 35 o well ¢apable uf production of Oil and/or Gas in paying
quantities, this agreement shall continue 1n force 5o long as any such well 15 capable of production, and for n
additional period of - days thereaflter: provided. however, if, prior to the expiration of such
additional period, one or more of the partics hercto are engaged in drilling, Reworking, Deepening, Sidetracking
Plugging Back, testing or attempting to Complere or Re-complete 3 well or wells hereunder, this agreement shall
continue in force until such operations have been compleced and «f production results therelrom, this agreemen:
shall continue in force as provided herein In the event the well described 10 Article VLA, or any subsequent weli
drilled hereunder, results in a dry hole. and no other well is capable of producing Oil and/or Gas from the
Contract Area, this agreement shall terminate unless drilling, Deepening, Sidetracking, Completing, Re

days from the

completing, Plugging Back or Reworking opcrations are commenced within
date of sbandonment of said well. "Abandoament™ for such purposes shall mesn either (i) « decision by sll partics
not to conduct any further nperations on the well or (ii) the elapse of 180 days from the conduct of any
operations on the well, whichever first occurs

The termination of this sgreement shall not relieve sny parey hereto from any expense. lisbility or other obligation or any
remedy therefor which has accrued or attached prior to the date of such termination

Upan terminstion of this agreement and the sutisfacrion of il obligstions hereunder, in the evenrt ¢ memorsndum ol thyy
Operating Agreement has been filed of record, Operator 1 authorized to file of record in all necessary recording offices «
notice of termination, and each parry hereto agrees to exccute such a notice of termination a3 1o Operator’s interest, upon
cequest of Operator, if Operator has satislied all its financial obligations.

ARTICLE XIV, :
COMPLIANCE WITH LAWS AND REGULATIONS
A Laws. Regulstions snd Orders:

This agreement shall be subject to the applicable laws of the state in which the Contract Area is located, 1o the valid rulcs
regulatians, and orders of any duly constituted regulatory body of said stater and to all ather applicable federal, state
and local taws, ordinances, rules, regulations and orders.

B. Governing Law:

This sgreement and ! maners permaining hereto, including but not limited to matters of performuoce, non-
pecformance, breach, remedies, procedures, rights, duties, snd interpretation or construction, shall be governed anc
determined by the law of the state in which the Contract Area is located. If the Contract Area is in WO Of more stales.
the law of the state of Texas shall govern

C Regulstory Agencies: e

Nothing herein contained shall grant, or be construed to grant, Operator the right or suthoriry 10 waive Or release ant
ights. privileges. or obligations which Non-Operators may have under federal of srate laws or under rules. cegulations o:

(@Y
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orders promulgsted under such laws in reference ¢ oil, gas 3nd mineral operations, including the location, operation. o
production of wells, on tracts offseting or sdjacent o the Cantract Arca.

With respect to the operations hereunder, Non-Operators agree to release Operscor from any snd all losses, damages.
inpuries. claims snd causes of action scising our of, incident 1o or resulting directly or indirectly from Operator's interpretation
or application of rules, rulings, regulations or orders of the Department of Energy or Federa) Energy Regulatory Commission
Or predeccssor Or SUCCE3sOr agencies to the extent such interprecation or application w~as made in good faith and does not
constitute gross negligence. Each Non-Operator further agrees to reimburse Operator for such Non-Operator's share ol
production or any refund, fine, levy or other governmental sanction that Operator may be required to pay as s result of such
3n incofrect interpretation or spplication, together with interest and penalties thereon owing by Operator 13 s result of such
1ncorrect interpretation or spplication. =

ARTICLE XV,
MISCELLANEOQUS
A. Execution:
This agreement shall be binding upon each Non-Opcrator when this agreement or a counterpart thereof has been

executed by such Non-Operator and Operator norwithstanding that this agreement is not then or thereafter executed by all of

‘he parties 10 which it is tendered or which are listed on Exhibit "A” as owning an interest in the Contract Area or whier

own, in fact, an interest in the Contract Area. Operator may, however, by written notice to all Non-Operators who have
become bound by rthis agreement as aforesaid, given at any time prior to the acrual spud date of the Initial Well but 1n no
event later than five days prior to the date specified in Arncle VILA. for commencement of the Initial Well, terminate this
agreement if Operator in its sale discretion determines that thece (3 insufficient participation o justify commencement o1
drilling operations. In the event of such a terminarion by Operator, al) further obligations of the parties hereunder shall cease
a3 of such termination. In the event any Non-Opcritor has advanced or prepad any share of drilling or other costs
hereunder, all sums so advanced shall be recurned o such Non-Operator without interest. In the event Operator procecds
with drilling operations for the Initial Well without the exccution hereof by 31l persons listed on Exhibit "A™ as having 5
current working intecest in such well, Operator shall indemnify Non-Operators with respect to all costs incurred for the
Tnitial Well which would have been charged to such person under this agreement if such person had executed the same anc

Operator shall receive 1ll revenues which would have been received by such person under this sgreement il such person hac
executed the same.

B. Successors snd Assigns:

This agreement shall be binding upon and shall inure 1o the benefit of the parties hereto and their respective hers.
devisces. legal representatives, successors and assigns, and the terms hereofl shall be deemed to run with the Leases oc
Interests included within the Contract Area.

C. Counterparts:

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

D. Seversbilicy:

For the purposes of assuming or rejecting chis agreemend a5 an exccutory contrace pursuant to federal bankrupeey laws,
1hus agreement shall not be severable, but rather must be assumed or rejected in its entirery, 3nd the failure of any parry i0
this agreement 1o comply wich all of its financial obligations provided herern shall be 3 material defaule.

ARTICLE XVL
OTHER PROVISIONS

A. S co ONS

Should the Operator or Non-Operators hereunder wish to propose
seismic operations on the joint property, the party proposing the
operation shall contact the other parties under this Agreement in
writing. The proposing party shall provide each party with the
location and estimated cost of the seismic line or lines, and shall
request an election by each party either for or against the
operation. Should two or more parties to this Agreement which own
a majority interest, based upon ownership as set out in Exhibit "A"
hereto, and inclusive of the proposing party, elect "for" the
proposed seismic operation, all parties shall be obligated to bear
their proportionate share of the cost of the seismic. Failure of
any party to respond to a seismic proposal within 15 days from

receipt thereof shall be construed as a vote "for" the proposed
operation.

B. DESIGNATION OF BURDENS AGAINST WORKING INTEREST

NG
If any party hereto hereinafter should create any overrld}ng
royalty, production payment, or other burdens against its working
interest production and if any other party or partles shggic
conduct non-consent operations pursuant to any prov1510ns of ;pgs
agreement and, as a result, become entitled to receive the workﬁpg
interest production otherwise belonging to the non- partlc;paﬂgnq
party, the party or parties entitled to receive the. workbhq
interest production of the non-participating party shal nnecelve
such production free and clear of burdens against such p oducﬁicn
which may have been created subsequent to this agreement\\and»
non-participating party creating such subsequent burdensgstiz

the partlcipatlng party or parties harmless with respept: to- thls
receipt of such working interest production. R




C.  PRIQRITY OF AND LIMITATIONS ON OPERATIONS

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

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

D. SUBSEQUENTLY CREATED INTEREST

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

19 96

ATTEST OR WITNESS:

(NM

096)

September

OPERATOR

PENWELL ENERGY,

10th day of

INC.

By iggéfjufy? 75\

Steven R.

o

Type or print name

- Vice President

Title

Date _S€Ptember 10, 1996

Tax ID or S.S. No.

75-2223190

NON-OPERATORS

BURLINGTON RESOURCES OIL & GAS

COMPANY

By

Type or print name

Ticle

Date

Tax ID or $.5. No.

By

A.J. LOSEE

Type or print name

Title

Date

Tax ID or S.S. No.

By

F\._.

i 'l

Type or print name ;%,-
i

Title i
"

Bt N

Date ]
p—Y

PR
st Y
Tax ID or $.5. Ne. A N

' I bl
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ACKNOWLEDGMENTS

Note: The following forms of acknowledgment are the short forms approved by the Uniform Law on Notarial Acts. The

validity and effect of these forms in any state will depend upon the stacutes of that state.

Individual acknowledgment:

State of )
) ss.
Country of y

This inscrument was acknowledged before me on

oy
(Seal. if any)
Title (and Rank)
My commission expires:
Acknowledgment in representative capacity:
Stare of _LEXAS )
) ss.
County of _MIDLAND
This inscrument was acknowledged before me on
September 10, 1996 by () Steven R. Foy

Vice Presidentof

Penwell Energy, Inci/

as

a lexas
(Seal, if any)

corporation, on behall of s@mlo
. v

Tammy Baimbridge

TAMMY BARAED™T 7%
Notary Publiz, Sta*e c” 7 _as
My commission ex_iras #/23/97

.19 -

n/'\
\Zjaxma/,.

Title (and Rank) __S€Cretary

J

My commission expires:

9/23/917




CHECKERS-PROSPECT

j A.AP.L FORM 610 - MODEL FORM OPERATING AGREEMENT - 1989 (N 096)
1 ACKNOWLEDGMENTS
2 Note: The following forms of acknowledgment are the short forms approved by the Uniform Law on Notarial Acts. The

3 validity and effect of these forms in any state will depend upon the statutes of that state.

5  Individual acknowledgment:

6 State of )

7 ) ss

8  County of )

9 This instrument was acknowledged before me on

10 by

12 (Seal, if any)

13 Title (and Rank)
14 My commission expires:
15

16  Acknowledgment in representative capacity:

17 State of TEXAS )

18 ) ss.
19 County of MIDLAND )

20 This instrument was acknowledged before me on
21 by as
22 of BURLINGTON RESOURCES OIL & GAS COMPANY

23 (Seal, if any)

24 Title (and Rank)

25 My commission expires:
26
27
28
29
30
31 i
32
33 o
34 B *{_}
35
36

37

219 - 5-
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EXHIBIT "A"

To that certain Operating Agreement dated Septem

1.

et al as Non-

and between PENWELL ENERGY, INC., as Operator,
RESQURCES OIL & GAS COMPANY,

—

\\

IDENTIFICATION OF LANDS SUBJECT TO THIS AGREEMENT: ‘\\\\\\“‘\N“

SE/4, NE/4 NE/4 and W/2 SW/4 of Section 24;

New Mexico

2. RESTRICTIONS, IF ANY, AS TO DEPTHS, FORMATIONS, OR SUBSTANCES

3.

Limited from the surface of the earth down to the

Base of the Bone Spring formation

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

Burlington Resources

0il & Gas Company

P. 0. Box 51810

Midland, Texas 79710-1810

A. J. Losee
P. 0. Box 1720
Artesia, New Mexico 88211-1720

PERCENTAGES OR FRACTIONAL INTERESTS AND ADDRESSES OF PARTIES
TO THIS AGREEMENT:

81.5750%

13.4010%

5.0240%

100.0000%

‘6(0.5?740

Joa.exa (26m)

——



NO EXHIBIT “B"”
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Recommended by the Counci
HeafIED 601,  soxeco of Petroleum Accountonts

EXHIBIT wogo i

Attached to and made a part of _OQDPerating Agreement by and between Penwell Energy, Inc. |
and Burlington Resources 0il & Gas Company, dated September 10, 1996.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS ’

1. Definitions

“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 the development, operation, protection and mainte-
nance of the Joint Property.

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera-

tions and which are to be shared by the Parties.

“Operator” shall mean the party designated to conduct the Joint Operations.

“Non-Operators” shall mean the Parties to this agreement other than the Operator. !

“Parties” shall mean Operator and Non-Operators. i

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct supervisior |

of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity.

“Technical Employees” shall mean those employees having special and specific engineering, geological or other profes-

sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problems 1
t

for the benefit of the Joint Property.

“Personal Expenses” shall mean trave!l and other reasonable reimbursable expenses of Operator's employees.
“Material” shall mean personal 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 Manuai as
mosl recently recommended by the Council of Petroleum Accountants Societies.

2. Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint Ac- |
count 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 excepi
that items of Controllable Material and unusual charges and credits shall be separately identified and fully described in
detail.

3. Advances and Payments by Non-Operators

A. Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to z}dvance their
share of estimated cash outlay for the succeeding month's operation within fifteen (15) days after receipt of the bili-
ing or by the first day of the month for which the advance is required. whichever is later. Operator shall adjust each
monthly billing to reflect advances received from the Non-Operators. i

B Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not made
within such Lim%the unpaid balance shall bear interest monthly at the-prime—rate-ireteetet 15%
per_annum Deginning on the first day of the month in which delinquency occurs phus—¥rorthe-meaxram

~+athetesser- plus attorney's fees. court costs, and other costs in connection with the collection of unpaid amaunts

q Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness therea!
provided, however, ali bills and statements rendered to Non-Operators by Operator during any calendar year shali con-
clusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar vear
unless within the said twenty-four (24) month period a2 Non-Operator takes written exception thereto and makes cla:m or
Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same prescribec
period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of Controilable
Material as provided for in Section V.

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies. 1
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Audits

A A Non-Operator. upon notice in writing to Operator anc ail other Non-Operators. shall have the right W audit Opera-

or’s accounts and records relating to the Joint Account {or any calendar year within the twenty-four (24) moni»
period {ollqwmg the end of such calendar year; provided, however, the making of an audit shall not extend the ©'me
for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this Section
]..Where'there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduc: 2
joint audit in a manner which will result in a minimum of inconvenience to the Operator=Operator shail bear no por
tion of the Non-Operators’ audit cost incurred under this paragraph unless agreed W 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 Lhe expense ofi those Non-Operators approving such audit.

The Operator shall reply in writing o an audit report within 180 davs alter receipt of such report.

Approval By Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections ol inis
Accounting Procedure and if the agreement Lo which this Accounting Procedure is attached contains no contrary provisions
il regar_d thereto. Operator shall notify all Non-Operators of the Operator's proposal, and the agreement or approva! of
a majorily ininterest of the Non-Operators shall be controlling on all Non-Operators.

II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1

Ecological and Environmental

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

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

Labor

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

(2) Salaries of First Level Supervisors in the [lield.

t3) Salaries and wages of Technical Employees directly empioyed on the Joint Property il such charges are exclucec
[rom the overhead rates.

(4} Salaries and wages of Technical Employees erther temporarily or permanently assigned to and directly emoioves
in the operation of the Joint Property i1f such charges are exciuded {rom the overhead rates.

B Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to emoioyeaes
whose salaries and wages are chargeable o the Joint Account under Paragraph 3A of this Section I1. Such costs unce-
this Paragraph 3B may be charged on a "when and as paid basis” or by "percentage assessment” on the amount o
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section II. If percentage assessmen:
is used. the rate shall be based on the Operator's cost experience.

C Expenditures or contributions made pursuant to assessments imposed by governmental authority which are appicazie
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 Paragrao-
3A of this Section I, excluding moving or relocation expenses.

Employee Benefits

Nperalor's current costs of established plans for employees’ group life insurance, hospitalization, pension. retirement stocx
nurchase. thrift, bonus. and other benefit plans of a like nature, applicable to Operator's labor cost chargeable o the Jo.~:
Zccount under Paragraphs 3A and 3B of this Section {1 shall be Operalor’'s actual cost not to exceed the percent most m2e~:
‘v recommended by the Council of Petroleum Accountants Societies.

Material
Material purchased or furnished by Operator {or use on the Joinl Property as provided under Section I’VA Only such Mztera.
<hall be purchased for or transferred to the Joint Property as may be required for immediate use and is reasonably oraciza’

and consistent with efficient and economical operations The accumulation of surplus stocks shall be avoided.

Transportation

Transportation of employees and Material necessary for the Joint Operations but subject to the following limitatio=s

A If Material is moved to the Joint Property (rom the Operator's warehouse or other properties, no charge shall be mace
o the Joint Account for a distance greater than the distance from the nearest relisble supply store where like mater:al
1s normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties

[EEE SRR
L
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Rt surorlus Ma‘Lernal is maved Oncrawrl's warehouse or ather storage paint, no charge shall be made to the Joint A2
Founlt r‘)r a dnst'ance greater lhanALhe Jistance to the nearest reliable supply store where like material is norma.:y
ava{; able. or ra'llway receiving point nearest the Joint Property unless agreed to by the Parties, No charge shaii ze
:aa Le to the Joint Account for moving Material 1o other properties belonging to Operator. unless agreed to by tne
L ruies

. i~ the application of subparagraphs A and B ahove the opLion to equalize or charge actual trucking cost 15 avaiial ¢
when the sclual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the smount mcs:
ceeently reenmmended by the Cauncil of Petraleum Accouniants Sacrelies. et

Nerviges

The cost of contract services, equipment and utilities provided Ly outside sources, except services excluded by Paragrapr
10 of Section 11 and Paragraph i. ii, and iii. of Scction I11. The cost of pralussional consultant services and contract ser
vices of lechnical pgrsannel directly engaged on the Joint Property if such charges are exciuded from the overhead rates
The cost of professional consuitant services or contract services of technical personnel not directly engaged on the Joi~t
?runerty shatl nat be charged to Lhe Joint Account unless previously ugreed to by the Parties.

F.quipment and Facilities Furnished By Operator

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

ft Inlien of charges in paragraph 8A above. (perawr may clect o use average commercial rates prevailing in the immea:
ate area of the Joint Property less 20%. For automotive equipment. Operalor may elcct Lo use rates published Ly i5e
Petroleum Motlor Transport Association.

Damages and Losses to Joint Property

Ait costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or losses
ncurred by fire. Nood. storm. theft, accident. ar other cause, except those resulling from Operator's gross negligence or
~iitful misconduct. Operator shall furnish Non-Operator writlen notice of damages or losses incurred as soon as practicadie
after 3 report thereof has been received by Operator

Legal Expense

F.xnpense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements anc
amounts paid for settlement of claims incurred in or resulling from operations under the agreement or necessary o prolect
ar recaver the Joint Property, except that no charge for services of Operator’s legul staff or fees or expense of outside atlor:
neys shall be made unless previously ugreed to by the Partics. All other legal expense is considered Lo be coverea by ine
overheud provisions of Section 1] unless otherwise agreed (o by the Parties, except a8 provided in Section I, Peragraa~
3.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof.
or the production therefrom. and which taxes have been paid by Lhe Qperator for the benefit of the Parties. [f the ad vaio
rem taxes are based in whole or in parl upon separate valuations of each party's working interest, then notwithstancing
anything tu the eontrary herein, churges to the Jaint Account shall be made and paid by the Parties hereto in accordance
with the tax value generated by each party’s working intcrest

Insurance

Nel premiums paid for insurance required W be carried for Lthe Joint Operations for the protection of the Parties. [n ine
¢vent Joint Operations are canductad in a state in which Operstor may act as sell-insurer for Worker's Compensation ang/
A~ Employers Liability under the respective state's laws, Operator may. at its election, include the risk under 15 30!l
~curance program and in that event. Operator shall include a charge at Operator’s cost not to exceed manual raes

Abandonment and Reclamation

Costs incurred {or abandonment of the Joint Property. including costs required by governmental or other reguiatory
authority.

Communications

Cost of acquiring, leasing, installing, operating, repairing and maintaining corpmpnicatigr; systems, including rac:o anc
microwave (acilities directly serving the Joint Property. In the event communication {a.mhues/systems serving the Joint
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section Il

Other Expenditures

Any other expenditure not covered or dealt wilh in the foregoing provisions of this Section 11, or in Section I ang wnicr
s of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of tne Join.
Querations
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III. OVERHEAD

1. Overhead - Drilling and Producing Operations

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

X ) Fixed Rate Basis, Paragraph 1A. or -
{ ) Percentage Basis, Paragraph 1B

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and saiaries
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph
3A, Sec't.ion I1. The cost and expense of services from outside sources in connection with matters of taxation, traffic.
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates
provided for in the above selected Paragraph of this Section 11l unless such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

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

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

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

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

A. Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:
Drilling Well Rate § _4,178.00
(Prorated for less than a full month)
Producing Well Rate § 440.00
(2) Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate
i (1) Charges for drilling wells shall begin on the date the well 1s spudded and terminate on the date the dril-
| ing rig, completion rig, or other units used in completion of the well is released. whichever is later, except
' that no charge shall be made during suspension of drilling or completion operations for fifteen {15) or
more consecutive calendar days.

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

(b} Producing Well Rates

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

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

{3) An inactive gas well shut in because of overproduction or failure of purchaser to take the producticr snals
be considered as a one-well charge providing the gas well is directly connected to a permanent sales
outlet.

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

| {5) All other inactive wells {including but not limited to inactive wells covered by unit allowable. lease allow-
| able. transferred allowable. etc.) shall not qualify for an overhead charge.
| (3) The well rates shall be adjusted as of the first day of April each year following the effective dgue 9( the agreement
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur-
rently in use by the percentage increase or decrease in the average weekly earnings of .Crude Petroleum and Gas
Production Workers for the last calendar year compared to the calendar year preced.mg as shown by the index
of average weekly earnings of Crude Petroleum and Gas Production Workers as published by. the United S_La;es
Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as gubl\shed by Statistics
_ Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or minus the computed ad-
justment.
B—0Overhead—Rercentage-Basis

O Praict N e .
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~. Percent { %) of the cost of development of the Jaint Property exclusive of cosis-provicec
nder Paragraph 10 of Section I and all salvage credits.
(o) Operating

Perce %) of the cost of operating the Joint-Pfoperty exclusive of costs provided unce-
Paragraphs 2 and 10 of Sectid all salvage credits, the 0% of injected substances purchased for seconcar:

recovery and all taxes and assessme which are

) r€d. assessed and paid upon the mineral interest in anz
to the Joint Property. E

(2) Application of Overhead - PercentageBasis shaii be as {oTto

For the purpose of detepmiing charges on a percenlage basis under Parzgeaph 1B of this Section 11, developmen:

shall npclude all coetsin connection with drilling, redrilling, deepening, or any~+emedial operations on any or a'.
wells involyirg the use of drilling rig and crew capable of drilling to the producing~aterval on the Joint Prop
erty; »+s6. preliminary expenditures necessary in preparation for drilling and expenditures i red in abandoning

vfen Li_we well‘is not comp'eted as a producer. and original cost of construction or instailation o ed assets. ine
expansion of lixed assels and any other project clearly discernible as a fixed asset. except Major Conslrucion as
defined in Paragraph 2 of this Section !11 All other costs shall be considered as operating.

2 Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of {ixed assels, the expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shSH chgrge the Join!
Account for overhead based on the fallowing rates for any Major Construction project in excess of $£,000.00

A5 _%offirst $100.000 or total cost if less. plus
8 3 %ol costs in excess of $100,000 but less than $1.000.000. plus
C —2 ___ %of costs in excess of $1,000,000.

Total cost shall mean the gross cost of any ane project. For the purpose of this paragraph, the component parts of a sing.e

project shall not be treated separately and the cost of drilling and workaver wells and artificial lift equipment sha!* ve
excluded.

3 Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting {rom a single occurrence Cue
w0 o1l spill. blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are necessary
W restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures. Operator
shall enther negotlau a rate prior o charging the Joint Account orehel-ehargethedointAetount-foroverhead-beases—on

fexcess of $100.000 but less than $1.000.000: plus

L) AL A

~g W AARA AT TR es A~ | T TXCCSS of aI_UWV“UU

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overheac crovs
sions of this Section [II shall apply.

4 Amendment of Rates

The overhead rates provided for in this Section 1[I may be amended from time Lo'Lime only by mutual agreement Detwesn
the Parties hereto if, in practice. the rates are found Lo be insufficient or excessive.

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

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

Purchases however Operator shall nct e

red ¢ ha e discouncsy
Materia! purchased shall he charged at the price paig oy Operator achr ucuon of all giscounts recervec = zase o

Material found Lo be defective or returned Lo vendor {or any other reasons. credil shall be passed to the Jo:~t *oozun
when agjustment has been received by the Operator

2 Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Ocerater
unless otherwise agreed to by the Parties. shall be priced on the following basis exclusive of cash discounts
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ase of that mill plus trans-
roperty as provided above '

(c) Special end finish tubular good

the railway receiving point nearest thaJoint Property.

{d) Macaroni tubing (size less than 2% inch OD shall be priced at the lowest published out-of-stock prices f.c.t

the supplier plus transportation costs, using the™Qil Pfeld Haulers Association interstate truck rate per weight
of tubing transferred. to the railway receiving pafqt nearest the Joint Property.

(2} Line Pipe

{a) Line pipe movements (except size
shall be priced under provisio
charges shall be calculated

{inch OD and larger with walls ¥% inch and over) 30,000 pounds or mor:
vof tubular goods pricing in Paragraph A.(1)a) as provided above. Freigr:
pdm Lorain, Ohio.

(b

(c)

Line pipe. including fabricated line pipe. drive pipe and conduit not listed on published price lists

priced at quoted prices plus {reight to the ratlway receiving point nearest the Joint Property or al pyces
-ug;u:uu{ 2A_h§utharjiA:

(3) O+her Material shall be priced al the current new price. in effect at date of movement. as listed by a refiable supp.y

store nearest the Joint Property. or point of manufacture, plus Lransportation costs, if applicable. o the raitwas
receiving point nearest the Joint Property.

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

Good Used Material (Condition B)

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

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

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

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

3) Material not used on and moved {rom the Joint Property
Al seventy-five percent (75%) of current new price as determinea dy Paragraph A
The cost of reconditioning, if any, shall be absorbed by the transferring property.
Other Used Material
{1) Condition C
Material which is not in sound and serviceable cond:lion and not suitable for its original function until after recor

ditioning shall be priced at fifty percent (50%) of current new price as determined by Paragraph A, The cost !

reconditioning shall be charged to the receiving property, provided Condition C value plus cost of reconditior:ng
does not exceed Condition B value.
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(2) Condition D

Material. excluding junk, no longer suitable for its original purpose, but usable for some other purpose shali e

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, Lgbing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe of com
parable size and weight. Used casing. tubing or drill pipe utilized as line pipe shall be priced at usec Iire
pipe prices. -

(b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe. e.g. power a1l lines

shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods s-z:
be priced on a non upset basis.

{3) Condition E

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under procedures ~or
mally utilized by Operator without prior approval of Non-Operators.

D  Obsolete Material

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

F. Pricing Conditions

{1} Loading or unloading costs may be charged to the Joint Account .3' AR -.- S I5ey enh yadeas
weight on all tubular goods movements, in lieu of actual loading or unioading g0 statred 3l the stocking
point. The above rate shall be adjusted as of the (irst day of AprilsaehyearTolfowing January 1, 1985 by the same
percentage increase or decrease used to adyustuveihead rates in Section I1I, Paragraph 1.A(3). Each year. the
rate calculated shall-beTour@ed to the nearest cent and shall be the rate in effect until the first day of April nex:.
e PP aubliakhad-caok aasbu_tha avnal ol Rarea oA aaounton aaiall

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

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies. strikes or oiner
unusual causes over which the Operator has no control. the Operator may charge the Joint Account for the reau rec
Material at the Operator’s actual cost incurred tn providing such Material, in making it suitable for use, and in mov:ing
1t to the Joint Property: provided notice in writing is furnished Lo Non-Operators of the proposed charge prior o nitiing
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.

Warranty of Material Furnished By Operator

QOperator 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 (rom the manufacturers or their agents.

V. INVENTORIES

The Ooerator shall maintain detailed records of Controllable Material.

|

Pcriodic Inventories. Notice and Representation

Al reasonable intervals, inventories shall be laken by Operator of the Joint Account Controllable Material. Written not:ce
of 1ntention o take inventory shall be given by Operator at least thirty (30) days before any inventory is W begin so ina:
Non-Operalors may be represented when any inventory is taken. Failure of Non-Operators to be represented al ar .nven
tory shall bind Non-Operators to accept the inventory taken by Operator.

Reconciliation and Adjustment of Inventories

Adjustments to the Joint Account resulting from the reconciliation of 2 physical inventory shall be mgde witnin g
months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account ‘5-
overages and shortages. but, Operator shall be held accountable only for shortages due to lack of reasonable diligence
Special [nventories |

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

nlace. In such cases. both the seller and the purchaser shall be governed by such inventory. In cases involving a change
of Operator. all Parties shall be governed by such inventory.

Expense of Conducting Inventories

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

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

¢
i
}



EXHIBIT "D"

Attached to and made a part of Operating Agreement dated
September 10, 1996, by and between Penwell Energy, Inc., as
Operator, and Burlington Resources Oil & Gas Company, as Non-
Cperator.

At all times during the conduct of operations hereunder, Operator
shall maintain in force the following insurance at the expense of and for the
benefit of, the joint account:

(a) Worker's Compensation Insurance with limits of $§500,000 for
Bodily Injury by Accident and Bodily Injtry by Disease,
covering Operator's employees and employees of Operator's
contractors and subcontractors engaged in operations under

thig Agreement, in compliance with the laws of the State where
the work is to be performed.

(b) Commercial General Liability Insurance covering the parties
hereto in connection with all operations conducted by Operator
or Operator's contractors and subcontractors with the
following limits:

General Aggregate Limit $2,000,000
Products-Completed Oper. Aggregate Lt. 1,000,000
Personal Injury Limit 1,000,000
Each Occurrence Limit 1,000,000
Fire Damage Limit 50,000
Medical Expense Limit 5,000
Underground Equipment 100,000

(c) Umbrella Liability with policy aggregate limit of $5,000,000.

If Operator is audited by it's insurance carrier and determined to owe additional
workers compensation over and above what has been charged to the well, such
additional amounts will be

proportionately charged to the joint account.

The Operator also carries well control insurance. EACH PARTICIPANT WILL
AUTOMATICALLY BE INCLUDED AS A NAMED INSURED UNDER THE_ COVERAGE PROVIDED BY
OPERATOR'S POLICY UNLESS WITHIN (10) DAYS OF THE SPUD DATE OF A WELL UNDER THIS
AGREEMENT, OPERATOR HAS RECEIVED WRITTEN REFUSAL OF THE COVERAGE_ PROVIDED BY
OPERATOR__ AND PROOF OF PARTICIPANT'S EQUIVALENT OR BETTER COVERAGE. Joint
participants afforded coverage under Operator's policy will be billed for their
proportionate share of insurance costs.

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

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

(3) Deepening of a well.

ENDORSEMENTS : (1) Cost of Well Control;
(2) Deliberate Well Firing;
(3) Underground Blow—-out;
(4} Contingent Joint Venture Coverage;
(5) Evacuation Expense Endorsement;
(6) Seepage & Pollution, Clean-up & Contamination;
{(7) Unlimited Redrill;
(8) Care, Custody and Control; and,

(9) Making a Well safe.

PURPOSE OF COVERAGE:

This policy protects from loss incurred from a well fire, cratering (inclu@ing
the expense of clean-up or containment), seepage, pollution or contamination,
expense of re-drilling the hole lost from fire, etc.; and affords
care/custody/control legal liability.

LIMITS: Control of Well, etc. - $5,000,000 scaled to interest
Care, Custody & Control - $500,000

joa.exd



Exhibit "E"

ATTACHED TO THAT CERTAIN OPERATING AGREEMENT
DATED SEPTEMBER 10, 1996, BY AND BETWEEN
PENWELL ENERGY, INC., AS OPERATOR, AND
BURLINGTON RESOURCES OIL & GAS COMPANY, AS NON-OPERATOR

GAS BALANCING AGREEMENT

Owmership of Gas Production -

(a) It is the intent of the partics that each party shall have the right to take in kind and separately
dispose of its proportionate share of gas (including casinghead gas) produced from cach formation in each well

located on acreage ("Contract Area”) covered by the Operating Agreement to which this Exhibit is attached
("Operating Agreement”).

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

Balancing of Production Accounts

(a) Any time a party, or such party's purchaser is not taking or marketing its full share of gas
produced from a particular formation in a well ("non-marketing" party), the remaining parties ("marketing” parties)
shall have the right, but not the obligation. to produce, take, sell and deliver for such marketing partics’ accounts, in
addition to the full share of gas to which the marketing parties are otherwise entitled, all or any portion of the gas
attributable 10 a non-marketing party. (Gas attributable to a non-marketing party, taken by a marketing party, is
referred to in this Agreement as "overproduction"). If there is more than one marketing party taking gas
attributable to a non-marketing party, each marketing party shall be entitled to take a non-marketing party's gas in
the ratio that such marketing party's interest in production bears to the total interest in production of all marketing
parties.

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

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

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

(e) If Operator in good faith believes that an Overproduced Party has recovered one hundred
percent (100%) of such Overproduced Party's share of the recoverable reserves from a particular formation in a
well, such Overproduced Party, upon being notified in writing of such fact by Operator, shall cease taking gas from
such formation in such well and the remaining parties shall be entitled to take one hundred percent (100%) of such
production until the accounts of the parties are balanced. Thereafter, such Overproduced Party shall again have the
right to take its share of the remaining production, if any, in accordance with the provisions herein contained.
Notwithstanding anything to the contrary herein, afier an Overproduced Party has recovered one hundred percent
(100%) of its full share of the recoverable reserves as so determined by Operator from a particular formation in a
well, such Overproduced Party may continue to produce if such continued production is (i) necessary for lease
maintenance purposes, or (ii) permitted by a majority of interest of the parties who have not produced one hundred
percent (100%) of their recoverable reserves from such formation in such well after written ballot conducted by



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

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

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

(c) Within thirty (30) days of receipt of either Final Accounting or an Interim Accounting, each
Overproduced Party shall remit to Operator for disbursement to the Underproduced Partie¥, a sum of money (which
sum shall not include interest) equal to the amount actually received or constructively received under subparagraph
(¢} below, by Overproduced Party for sales during the month(s) of overproduction, calculated in order of accrual
but less applicable taxes, royalties and reasonable costs of marketing and transporting such gas actually paid by
such Overproduced Party. Such remittance shall be based on number of MMBtu's of overproduction and shall be
accompanied by a statement showing volumes and prices for each month with accrued unrecouped overproduction.

(d) Within thirty (30) days of receipt of any such remittance by Operator from an Overproduced
Party, Operator shall disburse such funds to the Underproduced Party(ies) in accordance with the final accounting.
Operator assumes no liability with respect to any such payment (unless such payment is attributable to Operator's
overproduction), it being the intent of the partics that cach Overproduced Party shall be solely responsible for
reimbursing each Underproduced Party for such Underproduced Parly's respective share of overproduction taken
by such Overproduced Party in accordance with the provisions herein contained. If any party fails to pay any sum
due under the terms hereof after demand therefor by the Operator, the Operator may turn responsibility for the

collection of such sum to the party or parties to whom it is owed, and Operator shall have no further responsibility
for collection.

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

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

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

Deliverability Tests

At the request of any party, Operator may produce the entire well stream for a deliverability test not to
exceed seventy-two (72) hours in duration (or such longer period of time as may be mutually agreed upon by the
parties) if required under such requesting party's gas sales or transportation contract.

Nominations

Each party shall, on a monthly basis, give Opcrator sufficicnt time and data cither to nominate such
party’s respective share of gas to the transporting pipeline(s) or, if Operator is not nominating such party’s gas, to
inform Operator of the manner in which to dispatch such party's gas. Except as and to the extent caused by
Operator's gross negligence or willful misconduct, Operator shall not be responsible for any fees and/or penalties
associated with imbalances charged by any pipeline to any Underproduced or Overproduced Party(ies).

Statements

On or before the twenty-fifth (25th) day of the month following the month of production, cach party taking
gas shall furnish or cause to be furnished to Operator a statement of gas taken expressed in terms of MMBtu's. If
actual volume information sufficient to prepare such statement is not made available to the taking party in sufficient
time to prepare it, such taking party shall neverthcless furnish a statement of its good faith estimate of volumes
taken. Within twenty (20) days of the receipt of all such statements, Operator shall furnish to each party a statement
of the gas balance among the parties, including the total quantity of gas produced from each formation in each well,
the portion thereof used in operations, vented or lost, and the total quantity delivered for cach party's account. Any
error or discrepancy in Operator's monthly statement shall be promptly reported to Operator and Operator shall
make a proper adjustment thereof within thirty (30) days after final determination of the correct quantities involved;
provided, however, that if no errors or discrepancies are reported to Operator within two (2) years from the date of
any statement, such statement shall be conclusively decemed to be correct. Additionally, within thirty (30) days from
the end of each calendar year, non-operators shall furnish to Operator, for the sole purpose of establishing records
sufficient to verify cash balancing values, a statement reflecting amounts actually received or constructively received
under paragraph 3(e), on a monthly basis for the calendar year preceding the immediately concluded calendar year.
Operator shall not allow a party to produce gas for ils account during any month when such party is delinquent in so
furnishing the monthly or annual statements.

Payments of Taxes
Bach party taking gas shall pay or cause to be paid any and all production, severance, utility, sales,
excise, or other taxes due on such gas.

Operating Expenses

The operating expenses are to be borne as provided in the Operating Agreement, regardless of whether all
parties are sclling or using gas or whether the sales and use of each are in proportion to their respective interests in
such gas.
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Overproducing Allowable

Each party shall give Operator sufficient time and data to cnable Operator to make appropriate
nominations, forecasts and/or filings with the rcgulatory bodies having jurisdiction to establish allowances. Each
party shall at all times regulate its takes and dcliverics from the Contract Area so that the well(s) covered hereby

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

Payment of Leasehold Burdens

At all times while gas is produced from the Contract Area, each party agrees to make appropriate
settlement of all royalties, overriding royalties and other payments out of or in lieu of production for which such
party is responsible just as if such party were taking or delivering to a purchaser such party's full share, and such
party’s full share only, of such gas production exclusive of gas used in operations, vented or lost, and each party
agrees to indemnify and hold each other party harmless from any and all claims relating thereto.

Application of Agreement

The provisions of this Agreement shall be separately applicable and shall constitute a separate agreement
with respect to gas produce form each formation in each well located on the Contract Area.

Term

This Agreement shall terminate when gas production under the Operating Agreement permanently ceases
and the accounts of the parties are finally scttled in accordance with the provisions herein contained.

Operator’s Liability
Except as otherwise provided herein, Operator is authorized to administer the provisions of this
Agreement, but shall suffer no liability to the other parties for losses sustained or liability incurred which arise out

of or in connection with the performance of Operator's duties hereunder except such as may result from Operator's
gross negligence or willful misconduct.

Audits

Any Underproduced Party shall have the right for a period of two (2) years after receipt of payment
pursuant to a final accounting and after giving written notice to all parties, to audit an Overproduced Party's
accounts and records relating to such payment. Any Overproduced Party shall have the right for a period of two (2)
years after tender of payment for unrecouped volumes and upon giving written notice to all parties, to audit an
Underproduced Party's records as to volumes. The party conducting such audit shall bear its costs of the audit.
Additionally, Operator shall have the right for a pcriod of two (2) years afier receipt of an annual statement from a
non-operator under paragraph 6 after giving written notice to the affected non-operator to audit such non-operators
accounts and records relating to such payment. Costs of such audit shall be bome by the joint account.

Successors and Assigns

The terms, covenants and conditions of this Agreement shall be binding upon and shall inure to the benefit
of the parties and to their respective successors and assigns, and may be assigned in whole or in part from time to
time; provided, however, that (a) any such assignments shall be made subject to this Agreement and as among the
parties shall not be valid without the express wrilten acceptance of the terms of this Agreement by the Assignee, (b)
the Assignee shall acquire such interest subject to any overproduction and/or underproduction imbalances existing at
such time as well as any cash balancing obligation created thereby and (c) no such assignments shall relieve the
Assignor from any obligation to the other partics with respect to any overproduction taken by Assignor prior to such
assignment.

Liquefiable Hydrocarbons Not Covered Under Agreement
The parties shall share proportionately in and own all liquid hydrocarbons recovered with the gas by lease
equipment in accordance with their respective intcrests.

Conflict
If there is a conflict between the terms of this Agreement and the terms of any gas sales contract covering
the Contract Area entered into by any party, the terms of this Agreement shall govern.

Arbitration

Any controversy or claim arising out of or relating to this Agreement, or the breach thereof, shall be
scttied by binding arbitration in accordance with the Commercial Arbitration Rules of the American Arbitration
Association, and judgment upon the award may be entered in any Court having jurisdiction thereof. The arbitrator
shall not award punitive damages in settlement of any controversy or claim.



A.

EXHIBIT “F”

ATTACHED TO AND MADE A PART OF THE OPERATING AGREEMENT DATED SEPTEMBER 10, 1996

BY AND BETWEEN PENWELL ENERGY, INC., AS OPERATOR, AND
BURLINGTON RESOURCES OIL & GAS COMPANY,
As NON-OPERATOR, COVERING CHECKERS PROSPECT

NONDISCRIMINATION AND CERTIFICATION OF NONSEGREGATED FACILITIES

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

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

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

(2) The Operator will, in all solicitations or advertisements for employees placed by or on behalf of the

Operator, state that all qualified applicants will receive consideration for employment without regard
to race, color, religion, sex, or national origin.

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

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

(5) The Operator will furnish all information and reports required by Executive Order 11246 of
September 24, 1965, and by the rules, regulations, and orders of the Secretary of Labor, or pursuant
thereto, and will permit access to its books, records, and accounts by the contracting agency and the

Secretary of Labor for purposes of investigation to ascertain compliance with such rules, regulations,
and orders.

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

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

Cefification of Nonsegregated Facilities (41 CFR 60-1.8.) (Applicable only to contracts or purchase
orders which are not exempt from the provisions of the Equal Opportunity Clause set out above.)

The Operator certifies that it does not, and will not, maintain or provide for its employees any
segregated facilities at any of its establishments, and that it does not, and will not, permit its employees
to perform their services at any location, under its control, where segregated facilities are maintained.
The Operator agrees that a breach of this certification is a violation of the Equal Opportunity Clause
in this contract or purchase order. As used in this certification, the term “segregated facilities” means
any waiting rooms, work areas, rest rooms and wash rooms, restaurants and other eating areas, time
clocks, locker rooms and other storage or dressing areas, parking lots, drinking fountains, recreation
or entertainment areas, transportation, and housing facilities provided for employees which are
segregated by explicit directive or are in fact segregated on the basis of race, creed, color, or national
origin, because of habit, local custom, or otherwise. The Operator further agrees that (except where
it has obtained identical certifications from proposed subcontractors for specific time periods) it will
obtain identical certifications from proposed subcontractors prior to the award of subcontracts
exceeding $10,000 which are not exempt from the provisions of the Equal Opportunity Clause; that it
will retain such certifications in its files; and that it will forward the following notice to such proposed
subcontractors.
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NOTICE TO PROSPECTIVE SUBCONTRACTORS OF REQUIREMENT FOR CERTIFICATIONS
OFNONSEGREGATED FACILITIES. A Certificate of Nonsegregated Faciliies must be submitted prior
to the award of a subcontract exceeding $10,000 which is not exempt from the provisions of the Equal
Opportunity Clause. The certification may be submitted either for each subcontract or for all
subcontracts during a period (i.e., quarterly, semiannually, or annually).

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

The Operator shall develop a written affirmative action program for each of its establishments, ana
within 120 days from the effectiveness of this contract or purchase order, shall maintain a copy of
separate programs for each establishment, including evaluations of utilization of minority group

personnel and the job classification tables, at each local office responsible for the personnel matters
of such establishment.

Employer Information Report (41 CFR 60-1.7) (Applicable only if (a) the Operator has 50 or more
employees, and (b) the Operator is not exempt (pursuant to section 60-1.5 of Title 41 of the Code of
Federal Regulations) from the requirement for filing Employer Information Report EEQ-1, and (c) the
contract or purchase order is for $50,000 or more.)

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

mative Action for Disabled Veterans and Veterans of the Vie ra (41 CFR 60-250.
(Applicable only to contracts or purchase orders for $10,000 or more.)

The affirmative action clause prescribed in section 60-250.4 of Title 41 of the Code of Federal
Regulations is incorporated herein by reference (as permitted by section 60-250.22 of said Regulations)
as if set out in full at this point. If the Operator (a) has 50 or more employees and (b) this contract or
purchase order is for $50,000 or more, then within 120 days from the effectiveness of this contract or
purchase order, the Operator shall prepare and maintain an affirmative action program at each
establishment which shall set forth the Operator's policies, practices and procedures in accordance
with section 60-250.6 of said Regulations.

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

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

Utilization of Minority Business Enterprises (Federal Procurement Regulations 1-1,.13) (Applicable only
to contracts or purchase orders which may exceed $10,000.)

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

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



WELL NAME: Checkers "24" Federal #1

PENWELL ENERGY, INC.
AUTHORITY FOR EXPENDITURE

PROSPECT NAME: Checkers

LOCATION:1980' FSL & 1980' FEL

COUNTY & STATE: Lea, New Mexico

Section 24 - T22S - R32E

OBJECTIVE: 9,000' Bone Spring Oil Well

INTANGIBLE COSTS

APD & ARCHAEOLOGICAL

TITLE OPINION & CURATIVE
SURVEYING / STAKE LOCATION
DAMAGES & R-O-W'S

ROADS, LOCATION, PITS, LINERS, ETC.
DRILLING - FOOTAGE

DRILLING - DAYWORK

DRILLING MUD & CHEMICALS
WATER

BITS, REAMERS, ETC.
FUEL

CEMENTING SURFACE
CEMENTING INTERMEDIATE
CEMENTING PRODUCTION
TUBULAR SERVICES AND TOOLS
CASING CREWS / PU LD MACHINE
FLOAT EQUIPMENT

TESTING; DST & COMPLETION
OPEN HOLE LOGGING / CORES
MUD LOGGING

WELDING & HOURLY LABOR
EQUIPMENT RENTAL

TRUCKING, TRANSPORTATION, FORKLIFT
COMPLETION UNIT

FORMATION STIMULATION
WIRELINE SERVICES

GEOLOGIC / ENGINEERING
CONTRACT LABOR

DRILLING WELL RATE (A/O)
INSURANCE

MISCELLANEQUS
CONTINGENCY (5%)

TOTAL INTANGIBLES

TANGIBLE COSTS

CONDUCTOR CASING
SURFACE CASING

INTERMEDIATE CASING

DEEP INTERMEDIATE CASING

PRODUCTION CASING / LINER

TUBING
WELLHEAD EQUIPMENT
SURFACE UIFT & ELECTRICITY
RODS AND PUMP
PACKERS, BP'S, DOWNHOLE EQUIPMENT
GAS PRODUCTION EQUIPMENT
SEPARATER, TREATER
FLOWLINES, VALVES, CONNECTIONS
TANKS (Water and Production)
MISCELLANEOUS
CONTINGENCY (5%)

TOTAL TANGIBLES

TOTAL WELL COSTS

PLUGGING COST
TOTAL DRY HOLE

Penwell E

By:
Bill Pierce, Engineer

We approve

5.024% ép
By @ o st

A, J. L{see )
Date: September 24, 1996

p

AcpP JOTAL
750 450 1,200
2,000 0 2,000
500 300 800
150 150 300
22,000 2,500 24,500
126,000 0 126,000
6,200 0 6,200
7,500 0 7,500
13,000 3,000 16,000
0 500 500
0 0 0
4,000 0 4,000
14,000 0 14,000
0 17,000 17,000
2,500 2,500 5,000
0 0 5
700 3,300 4,000
0 0 0
18.200 0 18,200
5,000 0 5,000
1,200 8,500 9.700
2,400 11,000 13.400
2,000 5,000 7,000
0 15,000 15,000
0 38,000 38,000
700 4,000 4,700
2,000 1,000 3,000
6,000 4,000 10,000
400 2,000 2,400
3,000 0 3,000
500 500 1,000
12,035 5,935 17.970
252,735 124,635 377.37C
0 0 0
15,300 0 15.300
0 0 0
48,300 0 48,300
0 0 0
0 0 0
0 0 0
0 52,650 52,650
0 0 0
0 25,500 25,500
4,500 3,000 7,500
0 58,000 58,000
0 28,000 28.000
0 750 7
0 0 0
0 8,500 8,500
0 8,000 8,000
0 6,500 6,500
0 0 0
3,405 9,545 12,950
71,505 200,445 271,950
324,240 325,080 649,320
5,760
330,000
BEFORE THE
OIL CONSERVATION DIVISION
Santa Fe, New Mexico
Case No. __11622 Exhibit No. __3
Submitted by:___Penwell Energy, Inc.

Hearing Date:

October 3,1996




PenwELL ENERGY, INC.

1100 ARCO BUILDING

600 N. MARIENFELD o OFF: (915) 683-2534
MIDLAND, TEXAS 797 ) . _FAX: (915)883-4514

September 13, 1996

Ms. Leslyn M. Swierc, CPL
Burlington Resources Oil & Gas C
P. O. Box 51810

Midland, Texas 79710-1810

Checkers "24" Federal #1 Well
1980' FS& EL of Section 24,
T-22-S, R-32-E, NMPM
Checkers Prospect (NM 096)

Lea County, New Mexico
Your: Red Tank (NM-35793)

Dear Ms. Swierc:

Reference 1s made to our previous letter dated September 10, 1996 regarding the captioned well.
Please find enclosed a corrected Authonty For Expenditure covering the Checkers "24" Federal
#1 Well. Your review and approval of the enclosed AFE would be appreciated. Please forward
one copy of the executed AFE to our office as soon as possible. Please feel free to call our
office if you should have any questions. Thank you for your cooperation in this matter.

Sincerely,

P/ENWELL/EN}ERG Y,

Vi) szm\/f

Tammy Baimbridge /
Land Secretary \

enclosure

Ab nmO96(1wp)



PENWELL ENERGY, INC.
AUTHORITY FOR EXPENDITURE

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

PROSPECT NAME: Checkers
COUNTY & STATE: Lea, New Mexco
OBJECTIVE: 9,000' Bone SpringOiI Well

INTANGIBLE COSTS BCP ACP TJOTAL
APD & ARCHAEQOLOGICAL 750 450 1,200
TITLE OPINION & CURATIVE 2,000 0 2,000
SURVEYING / STAKE LOCATION 500 300 800
DAMAGES & R-O-W'S 150 150 300
ROADS, LOCATION, PITS, LINERS, ETC. 22,000 2,500 24,500
DRILLING - FOOTAGE 126,000 0 126,000
DRILLING - DAYWORK 6,200 0 6,200
DRILLING MUD & CHEMICALS 7,500 0 7,500
WATER 13,000 3,000 16,000
BITS, REAMERS, ETC. 0 500 500
FUEL 0 0 0
CEMENTING SURFACE 4,000 0 4,000
CEMENTING INTERMEDIATE 14,000 0 14,000
CEMENTING PRODUCTION 0 17,000 17,000
TUBULAR SERVICES AND TOOLS 2,500 2,500 5,000
CASING CREWS / PU LD MACHINE 0 0 0
FLOAT EQUIPMENT 700 3,300 4,000
TESTING; DST & COMPLETION 0 0 0
OPEN HOLE LOGGING / CORES 18,200 0 18,200
MUD LOGGING 5,000 0 5,000
WELDING & HOURLY LABOR 1,200 8,500 9,700
EQUIPMENT RENTAL 2,400 11,000 13,400
TRUCKING, TRANSPORTATION, FORKLIFT 2,000 5,000 7,000
COMPLETION UNIT 0 15,000 15,000
FORMATION STIMULATION 0 38,000 38,000
WIRELINE SERVICES 700 4,000 4,700
GEOLOGIC / ENGINEERING 2,000 1,000 3,000
CONTRACT LABOR 6,000 4,000 10,000
DRILLING WELL RATE (A/O) 400 2,000 2,400
INSURANCE 3,000 0 3,000
MISCELLANEOUS 500 500 1,000
CONTINGENCY (5%) 12,035 5,935 17,970
TOTAL INTANGIBLES 252,735 124,635 377,370
TJANGIBLE COSTS
CONDUCTOR CASING 0 0 0
SURFACE CASING 15,300 0 15,300
0 0 0
INTERMEDIATE CASING 48,300 0 48,300
0 0 0
DEEP INTERMEDIATE CASING 0 0 0
0 0 0
PRODUCTION CASING / LINER 0 52,650 52,650
0 0 0
TUBING 0 25,500 25,500
WELLHEAD EQUIPMENT 4,500 3,000 7,500
SURFACE LIFT & ELECTRICITY 0 58,000 58,000
RODS AND PUMP 0 28,000 28,000
PACKERS, BP'S, DOWNHOLE EQUIPMENT 0 750 750
GAS PRODUCTION EQUIPMENT 0 0 0
SEPARATER, TREATER 0 8,500 8,500
FLOWLINES, VALVES, CONNECTIONS 0 8,000 8,000
TANKS (Water and Production) 0 6,500 6,500
MISCELLANEQUS 0 0 0
CONTINGENCY (5%) 3,405 9,545 12,950
TOTAL TANGIBLES 71,505 200,445 271,950
TOTAL WELL COSTS 324,240 325,080 649,320
PLUGGING COST 5,760
TOTAL DRY HOLE 330,000
Penwell Energy, Inc. BEFORE THE
By: OIL CONSERVATION DIVISION
Bill Pierce, Engineer Santa Fe, New Mexico
We ap::::: 1/ ;l‘sNa'pprove. Case No. 11622 Exhibit No. 4
Company: Burfington Resources Oil & Gas Company Submitted by: Penwell Energy. Inc.

By:

Printed Name:
Title:

Date: Revised 9/13/96

Hearing Date:____October 3.1996




PenweLL ENERGY, INC.

1100 ARCO BUILDING
September 10, 1996

600 N. MARIENFELD OFF: (915) 683-2534
. MIDLAND, TEXAS 78701 FAX: {815)683-4514
Burlington Resources
Oil & Gas Company
P. 0. Box 51810
Midland, Texas 79710-1810
HAND D D-9/11/96 AND

MAILED CERT. RE T REQUESTED
Attn: Leslyn M. Swierc, CPL
Senior Staff Landman

Re: Checkers “24" Federal #1 Well
1980' FS&EL of Section 24,
T-22-S, R-32-E, NMPM
Checkers Prospect

Lea County, New Mexico
Your: Red Tank (NM-35793)

Dear Leslyn:

Pursuant to our telephone conversation yesterday, please be advised that since Burlington has
thus far been unwilling to postpone its upcoming OCD hearing concerning the drilling of the
proposed well location despite Penwell owning a majority of the working interest under said well,
we have instructed our attorney, Mr. Bill Carr, to file an application for the captioned proposed well
on our behalf at the same location for the October 3, 1996 OCD hearing.

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

Should you have any questions concerning these matters, please feel free to contact us.
Sincerely yours,

v Ma; W/L/\_\\

Mdrk Wheeler, CPL
Land Manager, Permian Basin

/cmw:checkers (1m)
xc: Steve Foy / John Thoma / Bill Carr



PENWELL ENERGY, INC.
AUTHORITY FOR EXPENDITURE

WELL NAME: Checkers "24" Federal #1 PROSPECT NAME: Checkers

LOCATION:1980' FSL & 1980' FEL

COUNTY & STATE: Lea, New Mexico

Section 24 - T22S - R32E

OBJECTIVE: 9,000' Bone Spring Qil Well

INTANGIBLE COSTS BCP ACP TOTAL
APD & ARCHAEOLOGICAL 750 450 1,200
TITLE OPINION & CURATIVE 2,000 0 2,000
SURVEYING / STAKE LOCATION 500 300 800
DAMAGES & R-O-W'S 150 150 300
ROADS, LOCATION, PITS, LINERS, ETC. 22,000 2,500 24,500
DRILLING - FOOTAGE 126,000 0 126,000
DRILLING - DAYWORK 6,200 0 6,200
DRILLING MUD & CHEMICALS 7,500 0 7,500
WATER 13,000 3,000 16,000
BITS, REAMERS, ETC. 0 500 500
FUEL 0 0 0
CEMENTING SURFACE 4,000 0 4,000
CEMENTING INTERMEDIATE 14,000 0 14,000
CEMENTING PRODUCTION 0 20,000 20,000
TUBULAR SERVICES AND TOOLS 2,500 5,000 7,500
CASING CREWS / PU LD MACHINE 0 0 0
FLOAT EQUIPMENT 700 3,300 4,000
TESTING; DST & COMPLETION 0 0 0
OPEN HOLE LOGGING / CORES 18,200 0 18,200
MUD LOGGING 5,000 0 5,000
WELDING & HOURLY LABOR 1,200 8,500 9,700
EQUIPMENT RENTAL 2,400 11,000 13,400
TRUCKING, TRANSPORTATION, FORKLIFT 2,000 5,000 7,000
COMPLETION UNIT 0 15,000 15,000
FORMATION STIMULATION 0 50,000 50,000
WIRELINE SERVICES 700 4,000 4,700
GEOLOGIC/ ENGINEERING 2,000 1,000 3,000
CONTRACT LABOR 6,000 4,000 10,000
DRILLING WELL RATE (A/O) 400 2,000 2,400
INSURANCE 3,000 0 3,000
MISCELLANEOUS 500 500 1,000
CONTINGENCY (5%) 12,010 6,785 18,795

TOTAL INTANGIBLES 252,710 142,985 395,695
TANGIBLE COSTS
CONDUCTOR CASING 0 0 0
SURFACE CASING 15,300 0
850" of 13 3/8" 0
INTERMEDIATE CASING 48,300 0
4600’ of 8 5/8" 0
DEEP INTERMEDIATE CASING 0 0

0

PRODUCTION CASING / LINER\ 0 52,650 52,650
9000 of 5 1/2° 0
TUBING - 9000 of 2 7/8" L-80 0 28,000 28,000
WELLHEAD EQUIPMENT 4,500 3,000 7,500
SURFACE LIFT & ELECTRICITY 0 80,000 80,000
RODS AND PUMP 0 31,500 31,500
PACKERS, BP'S, DOWNHOLE EQUIPMENT 0 750 750
GAS PRODUCTION EQUIPMENT 0 0 0
SEPARATER, TREATER 0 8,500 8,500
FLOWLINES, VALVES, CONNECTIONS 0 8,000 8,000
TANKS (Water and Production) 0 6,500 6,500
MISCELLANEOUS 0 0 0
CONTINGENCY (5%) 3,405 10,945 14,350

TOTAL TANGIBLES 71,505 229,845 237,750

TOTAL WELL COSTS 324,215 372,830 633,445
PLUGGING COST 5,785
TOTAL DRY HOLE 330,000

Penwell Energy, Inc.
By: M

Bill Plerce, Engineer

We approve / disapprove:
13.401% W1

Company: Burlington Resources Oil & Gas Company

By:

Printed Name:
Title:
Date:




PENWELL ENERGY, INC.
AUTHORITY FOR EXPENDITURE

WELL NAME: Checkers "24" Federal #1 PROSPECT NAME: Checkers

LOCATION:1980' FSL & 1980' FEL

COUNTY & STATE: Lea, New Mexico

Section 24 - T22S - R32E

OBJECTIVE: 8,000' Bone Spring Oil Well

INTANGIBLE COSTS BCP ACP JOTAL
APD & ARCHAEOLOGICAL 750 450 1,200
TITLE OPINION & CURATIVE 2,000 0 2,000
SURVEYING / STAKE LOCATION 500 300 800
DAMAGES & R-O-W'S 150 150 300
ROADS, LOCATION, PITS, LINERS, ETC. 22,000 2,500 24,500
DRILLING - FOOTAGE 126,000 0 126,000
DRILLING - DAYWORK 6,200 0 6,200
DRILLING MUD & CHEMICALS 7,500 0 7,500
WATER 13,000 3,000 16,000
BITS, REAMERS, ETC. 0 500 S00
FUEL 0 0 0
CEMENTING SURFACE 4,000 0 4,000
CEMENTING INTERMEDIATE 14,000 0 14,000
CEMENTING PRODUCTION 0 17,000 17,000
TUBULAR SERVICES AND TOOLS 2,500 2,500 5,000
CASING CREWS / PU LD MACHINE 0 0 0
FLOAT EQUIPMENT 700 3,300 4,000
TESTING,; DST & COMPLETION 0 0 0
OPEN HOLE LOGGING / CORES 18,200 0 18,200
MUD LOGGING 5,000 0 5,000
WELDING & HOURLY LABOR 1,200 8,500 9,700
EQUIPMENT RENTAL 2,400 11,000 13,400
TRUCKING, TRANSPORTATION, FORKLIFT 2,000 5,000 7,000
COMPLETION UNIT 0 15,000 15,000
FORMATION STIMULATION 0 38,000 38,000
WIRELINE SERVICES 700 4,000 4,700
GEOLOGIC / ENGINEERING 2,000 1,000 3,000
CONTRACT LABOR 6,000 4,000 10,000
DRILLING WELL RATE (A/O) 400 2,000 2,400
INSURANCE 3,000 0 3,000
MISCELLANEOUS 500 500 1,000
CONTINGENCY (5%) 12,035 5,935 17,970
TOTAL INTANGIBLES 252,735 124,635 377,370
TANGIBLE COSTS
CONDUCTOR CASING 0 0 0
SURFACE CASING 15,300 0 15,300
0 0 0
INTERMEDIATE CASING 48,300 0 48,300
0 0 0
DEEP INTERMEDIATE CASING 0 0 0
0 0 0
PRODUCTION CASING / LINER 0 52,650 52,650
0 0 0
TUBING 0 25,500 25,500
WELLHEAD EQUIPMENT 4,500 3,000 7,500
SURFACE LIFT & ELECTRICITY 0 58,000 58,000
RODS AND PUMP 0 28,000 28,000
PACKERS, BP'S, DOWNHOLE EQUIPMENT 0 750 750
GAS PRODUCTION EQUIPMENT 0 0 0
SEPARATER, TREATER 0 8,500 8,500
FLOWLINES, VALVES, CONNECTIONS 0 8,000 8,000
TANKS (Water and Production) 0 6,500 6,500
MISCELLANEOQOUS 0 0 0
CONTINGENCY (5%) 3,405 9,545 12,850
TOTAL TANGIBLES 71,505 200,445 271,850
TOTAL WELL COSTS 324,240 325,080 648,320
PLUGGING COST 5,760
TOTAL DRY HOLE 330,000

Bill Pierce, Engineer

We approve
5.024% %}
By: @ M
7 L
A. J. I0see

Date: September 24, 1996




BURLINGTON
RESOURCES

MID-CONTINENT DIVISION
August 14, 1996

TO: WORKING INTEREST OWNERS

Re: Checkmate 24 Federal #1
1980' FSL & 1980' FEL Section 24
T-22-S, R-32-E
Lea County, New Mexico
Red Tank Prospect
NM35793

Ladies and Gentlemen:

Burlington Resources Oil & Gas Company, formerly Meridian Oil Inc., (“BR”) hereby proposes
the drilling of the Checkmate 24 Federal #1, a 9,000' Bone Spring test to be drilled at the
captioned location. Enclosed please find an original Authority for Expenditure in the amount of
$651,700, which represents drilling, completing and facility costs. Also enclosed for your
review and execution, is a Joint Operating Agreement dated September 1, 1996, between
Burlington Resources O1l & Gas Company and Frederick H. Prince, IV, et al.

The Checkmate 24 Federal #1 1s the same well which was proposed to you by Meridian in April,
1995. As you may recall, Mr. Trainer stated in a letter to all partners dated May 4, 1995, that he
agreed with the well location, but submitted a separate AFE for partner approval in the amount of
$675,300 for the drilling of the Mills Fed #2, which has not been drilled to date. As you can see,
BR has reduced its costs and stands ready to drill.

Please evidence your acceptance of this well proposal by executing the AFE in the space

provided, as well as one signature page of the Joint Operating Agreement, and returning same to
the undersigned within thirty (30) days of your receipt of same.

Should you have any questions concerning this proposal, please do not hesitate to contact me
directly at (915) 688-6928.

Very truly yours,

MERIDIAN OIL INC.
gjw» a,

Leslyn M.(Spi

ierc, CPL
Senior Staff Landman

LMS/cs
Encls.

3300 N. -A" St., Bldg. 6, 79705-5406, P.O. Box 51810, Midland, Texas 79710-1810, Telephone 915-688-6800



Mid-Continent Region
P.Q. Box 51810
Midland, Texas 79710-1810
(915) 688-6800
BURLINGTON RESOURCES
- AUTHORITY FOR EXPENDITURE

Date:
AFE No.:

Foreman Area Team Name Hobbs
DP No. 58678A
Lease/Well Name: Checkmate 24 Federal #1 Lease No.
Field/Prospect:. West Red Tank Delaware Region: Mid-Continent
Location: 1980' FSL & 1980' FEL, Sec. 24, T22S, R32E County: Lea State: New Mexico
AFE Type: New Drill Well Original X  Supplement Addendum CostCenter

APl Well Type: Dev. Operator

Burlington Resources

Objective Formation: Bone Spring Authorized Total Depth (Feet) 9,000

Project Description:  New Drill Well

Est. Start Date: 9/10/96 Prepared By M. M. Stewart MAS

Est. Completion Date: 10/10/96

GROSS WELL COST DATA
DRILLING WORKOVER CONSTRUCTION
DRY HOLE SUSPENDED COMPLETION OR FACILITY TOTAL

DAYS: 16 16 8 5 29

THIS AFE: 325,300 394,500 116,000 141,200 651,700

PRIOR AFE's:

TOTAL COSTS: 325,300 394,500 116,000 141,200 651,700

JOINT INTEREST OWNERS
WORKING INTEREST NET $ EXPENDITURES
COMPANY PERCENT % DRYHOLE $ COMPLETED §

C. W. Trainer et al. 86.599 281,707 564,366
BURLINGTON RESOURCES: 13.401% 43,593 87,334
AFE TOTAL: 100.00% 325,300 651,700

W&Eﬁ&

Recommende Date: g 4 Approved: ‘ Date:

Recommended: Date: 5¢ Approved: Date:

Recommended: s> Date: 8/s7/%, Approved: A /) Date: £/ /7<

/[/ 7 J —'AIL
PARTNER APPROVAL

Compar{y Name: Authorized By:
Date: Title:

SAWESNAFES\CHMTEFEDIL DOC



LEASE WELL:

DRILLING WELL COST ESTIMATE

‘T.
PREPARED BY: T. J. Friesenhahn’w DATE: 7/21/4(

Checkmate “24" Federal No. 1
COUNTY/STATE: Lea/New Mexico APPROVED BY: H. A. Lee DATE:
PROPOSED TOTAL DEPTH: 9,000 AFE TYPE: DEVELOPMENT DRILLING
FOOTAGE TOTAL DEPTH: 9,000
acct] | AFE NOMENCLATURE | [ orvhoiecost | [suspenpeo cosTl
248- INTANGIBLE DRILLING COSTS DAYS: 16 16
2 Environmental Studies 2] $1.200 [ 2| $1.200
3 Construction (location, roads, etc) 3 $22,000 | 3 $22,000
4 Surface restoration 4 4
5 Move in, move out 5 5
6 Contractor Fees-Footage; $/ faot: $14.60 6 $131,400 | 6 $131,400
7 Contractor Fees-Daywaork; $/day: $4,950.00 7 $6.200 |7 $6,200
8 Environmental fire and safety 8 $1,700 | 8 $1,700
9 Drilling fluids 9 $7,500 | 9 $7.500
10 Gas and Air Drilling 10 10
11 Drilling fluids - Processing & Maint. equip n n
12 Specialty fluids and chemicals 12 12
13 Engineering services-fluids and chamicals 13 13
14 Salt/brine water 14 $5,000 {14 $5,000
15 Salt water disposal 15 15
16 Water 16 $8,000 |16 $8,000
17 Bits, reamers and stabilizers 17 17
18 Primary cement, services and accessories 18 $33,000 |18 $45,000
19 Squeeze cement, services and accessories 19 19
20 Mud logging/palec 20 $3,100 |20 $3.100
21 Wireline logging 21 $17,000 |21 $17,000
22 Coring and analysis 22 $1,200 |22 $1,200
23 Fuel 23 23
24 BOP's and wellhead rentals - surface 24 $700 |24 $700
25 Drill/work string rentals - subsurface 25 25
26 Fishing tool rentals 26 26
27 Tank rentals 27 27
28 Other rentals 28 28
29 Transportation 29 $6,200 |29 $6,200
30 Disposal services (offsite) 30 30
31 Drill stem tests 31 31
32 Directional drilling 32 32
33 Tubular inspection 33 $2,600 |33 $2,600
34 Cased hole logs 34 $700 |34 $700
40 Casing crews and laydown services 40 40
43 Consultants 43 43
45 Roustabout and contract labor 45 $1.200 |45 $1,200
46 Miscellaneous 46 $500 |46 $500
62 Environmental compliance 62 62
72 Company supervision and overhead [ 72] $8,000 E $8,000
TOTAL INTANGIBLE COST $257,200 $269,200
TANGIBLE DRILLING COST
80 Casing [80] '_éq
850 ft. o0 133/8 in. $17.95 [ft (SURFACE) $15,300 $15,300
4,600 ft.0o 85/8 in. $10.50 /ft (INTERMEDIATE) $48,300 $48.300
9,000 ft.o 51/2 in. $5.85 /ft (PRODUCTION) $52,700
ft. of . in. /ft  (LINER)
82 Downhole equipment (packers, bridge plugs) 82 82
84 Downhole equipment accessories 84 84
86 Wellhead equipment. 86 $4.500 |86 $9,000
87 Miscellaneous 87] 187,
TOTAL TANGIBLE COST $68,100 $125,300
L TOTAL DRILLING COST ESTIMATE [ $326.300 | | $394.500 |
$36.14 /ft. $43.83

/1.



LEASE/WELL NAME: Checkmate

MERIDIAN O1L INC.
WELL COSTESTIMATE
FACILITIES / PRODUCTION FACILITIES

PREPARED BY:  Paul Gelger TPilfoe. DATE:

1 foe

COUNTY/STATE Lea County, New Mexico PREPARED BY: Bill G. Rea_ ' DATE:
AFE TYPE: New Drill Well - Bone Spring Tresnor sand APPROVED BY: LH Sinclalr -7 45 7 ?, 7 Gy
PROPOSED TD: 9,000 AFE TYPE: [t rr
JOB SCOPE Equip NOW to produce to Checkerboard battery
ACCOUNT NO: AFE NOMENCLATURE . PRODUCTION FACILITIES EST. TOTAL
247 FACILITIES
Intangibie
02 Install Labor $8,000
LADOF .. .. e e cecicnrecerrarm s sttt et sasnages $5,000 $1,500
DIt WOTK ..oeeeieeeecereneenererianacesssetsessssnasssnsannicsssasssssrssacseas $1,500
Painting .....c.coeerrmmicvamcriirietierincinreerneerine et essenae
03 Company Vehicles .........ccccoriircmiiiniecrcicniicnrirntesseneanae
o8 Location, Roads of Canals........ccccoveeevivemcncriciiecnciennesecrnases
12 OVErhead ......c.ccririicriiiiniiiiiicr it ssaens
17 Damages, Property Losses and Other............ccocveeireeenns .
43 SAMELY ....ecrenerimcieenttinreeeieeseesarssennserottaeesessesrensesensssssesasanssn
44 Engineering/labiTechnical Contract Service...................... $500 $500
47 Rental Compressors & Maintenance........cccocveiiencnninnninnees
48 Rental Equipment.........cccccoeimiiiiiniimnnmnii e,
49 Cathadic ProteCtion.........cocvverrearicniosannneneciinniciieseennineanens .
50 Right-of-Way Qs 1rod .. $3,900 $3,800
§7 Pulling Unit Costs - (Subsurface).. ...
62 Environment Compliance (Assessment).......cccccoveeeeiiiinnens
63 Environment Compliance (Remediation).........c.ccceeevvieccnne
68 Company SUPEIVISION......cccvrrireiicivniriiirisietisnrarerecsanes $1,500 $500 $2,000
73 Freight / Transportation .........cccoiiirieriieiiieniicececieree e, $4,000 $4,000
Total Intanglible .. $11,000 $7,400 $18,400
Tangible
20 Equipment Coating and Insulation .........ccovcvveveeicconcicvennnnne
27 Separators 0
UNMired ..ottt et
FIT@A... e eicieeeinevtrerecesene e ssee e s e seoemae e senaees
28 Gas Sweetening Equipment.........c.coveeriiiriiniiiciniciiiccieecncnns
29 Pumping Unit AC 912-427 - 168 .......coevrveicceereanee. . $59,500 $59,500
31 Prime Maover 100 Hp Nema D......ooovviviiiniiiiiiiincaees $4,500 $4,500
32 Tanks 0
Qil Tank S00BBL @ ..oooronereneciinnr e icanee
Witr Tank S00BBL @ ....oovevvveciriienrcceneiesenanns
TanK WalKway .......ccemeeiianiiimseanracenneansessossonsseseesesssasranss
33 Equipment
Metering EQUIpMEnt ......coeeeiviiiniiicsiiineininerrensennens $1,000 $1,000
LACT UNL.....c ettt receneccnste s secsnssesssonaeas
35 Compressor - Company Owned........ccoeviiiiiicrnninnninieecene
36 BUIIAINGS ..eeeeiieciicrieracecasisasissssenansasanssansssemssseasssnsasossssmansass
39 Misc. Flowlines, Pipes, Valves, & Fittings.........ccccccocvrvnnannee $1,000 $1,000
51 MiINQC PIPelinesS ... ceeuvrericeinieiieerennicrsinnsneceeesassssoreasssneersasenes $9,600 $9,600
53 SUMace PUMPS....comiuicriiirtetne e s seasasssns
54 Electrical Accessaries Size 4 Control Panel .............occveeee $1,500 $10,000 $11,500
55 Miscellaneaus - Facility Expense.........c.cccooviiiiiniiiniiecincanes
81 TUDING . eiircneaninereretceeereaasonsrannssrnreenaessressenraeasassrsessans
82 Rods FGISTL 11,400 ... rcmenrcereeenrrcceeereans $29,000 $23,000
83 Down Hole PUmPs 1 Y™ oo cereccieevene $2,500 $2,500
84 Alternative Artificial Lift Equipment Delta-X POC................ $4,200 $4,200
86 Conventional Artificial Lift Well Head Equipment................
96 Gas Denydrator.......c.uuviueeimiiiiiniiiiciini e
Total Tangible .. $101,200 $21,600 $122,800
Totals (Production/Facllities) $112,200 $29.000
Rev. 394 TOTAL FACILITIES COST ESTIMATE ' $141,200




WELL COSTESTIMATE

COMPLETION
LEASE/MELL NAME: Checkmate 24 No. 1 PREPARED BY: _Jack R. Gevecker \\’ﬂg) DATE: 7 Z,l 2 2 yi%,
LEASE/WELL TYPE: Qil Producer - Bone Soring APPROVED BY: DATE:
AFE TYPE: 01- Development COST CENTER:
ACCOUNT NO:
COMP  WORK AFE NOMENCLATURE BUDGET
249 244 INTANGIBLE COSTS DAYS 8
02 Q2 Localion, Roads or Canais (Pre-Conslr.)
a3 03 Localion, Roads or Canals - Conslruction and Maintenance
04 04 Location, Roads of Canals - (Surface Restoration) 1,000
05 [ Move-in, Move-out
06 06 Foes of Contractor - Footage ( )
07 o7 Foees of Contractor - Daywork and Completion Rig (______1500___$/Day) ceccoerneverrnesnrenannens 12,000
08 08 Fire and Safety Equipment
09 a9 Drilling Fluid Systems - Liquids
10 10 Drilling Fluid Systems - Gas and Air Drilling
1" 1 Drilling Fluid Systems = Prox g and Maint
12 12 Fluids and Chemicals - Specialty Fiuids
14 14 SalvBrine Water
1§ 15 Onsite Disposal Services
16 16 Fresh Water 3,000
17 17 Bits 500
18 18 Primary Cement, Cement Services, & Acces.
19 19 Remedial C ting
20 20 Mud Logging
21 Wireline Logging - Open Hole
22 22 Coring and Analysis
23 23 FuelElectricity
24 24 BOP's and Waellhead Rentals (Surface) 1,000
25 25 DrilvWork String Rentals (Subsurface) 4,000
26 26 Fishing Tool Rentals Reverse Unit
27 27 Tanks Rental 3,000
28 28 Other Rontals
29 29 Transporiation 1,000
30 30 Offsite Disposal Services
31 31 Drill Stem Tests
32 32 Directional Services
33 33 Tubular inspection
34 k2 Cased Hole Services 4,000
36 36 Production Testling
a7 37 Swabbing and Coiled Tubing
38 38 Stimulation 3,000
39 39 Fracturing 34,000
40 40 Casing Crews and Laydown
41 41 Gravel Pack/Sand Control
42 42 BOP Tesling
43 43 Consuitants
44 44 Technical Contract Services. 2,000
45 45 Roustabout Labor 2,000
46 46 Miscellaneous 1,500
48 48 Communication Syst
49 49 Packer Rental 3,000
50 5Q Pumping Charges 2.000
62 62 Environmental Compliance - A {
63 63 Envirc tal Compliance - Remediation
65 65 Company Vebhicl
68 68 Direct Labor
72 72 Company Supervision and Overhead 8,000
TOTAL INTANGIBLES . 85,000
TANGIBLE COSTS
80 80 Casing
81 81 Tubing & Tiebacks
(9000 . _2-7/8 N-80 in. ___3.10 ) 28,000
(- ft. in. i)
C fl. in. 1)
82 82 Packers and Bridge Plugs
84 84 Casingner Equipment
85 85 Tubing Equipment
86 86 Waelthead Equipment and Xmas Tree 3,000
TOTAL TANGIBLE 31,000

TOTAL COMPLETION 116,000
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RESOURCES ;ﬂ"wﬁ wieefte I Ko vy

Co. .
MID-CONTINENT DIVISION e ip 20 wel/ J aCcQ
August 27, 1996 LF; . Phane LBF -

) 4 # x4
TO:  WORKING INTEREST OWNERS —W%
CHleckeds
Re: Ghee&‘emeﬁem Federal #1

1980' FSL & 1980' FEL Section 24
T-22-§, R-32-E

Lea County, New Mexico

Red Tank Prospect

NM35793

Ladies and Gentlemen:

Under cover letter dated August 14, 1996, Burlington Resources Oil & Gas Company (“BR
the drilling of the Checkmate 24 Federal #1 at the captioned location (the “Well”) and ask
decision within thirty (30) days. However, in a meeting with Mr. C. W. Trainer on August ;
revealed that he and Mr. Jerry Losee have rejected BR's proposal to drill and operate the
Trainer stated that he agreed the Well should be drilled, but that he would prefer to operate th
also stated that he was in the process of promoting a portion of his interest in the Well beto
be ready to drill same.

‘These events are essentially 8 repeat of the events which occurred in April and May, 1995
predecessor to BR, proposed the drilling of the Checkmate 24 Federal #1 on April 21, 1995,
returned Meridian’s AFE and submitted a separate AFE for the drilling of the Mills Feder
same location. Meridian executed Mr. Trainer’s AFE and returned same to Mr. Trainer in
To date, the Well has not been drilled. In an effort to avoid further delay in the drilling of tt
has applied to the New Mexico Oil Conservation Division for compulsory pooling, to be sc
hearing on September 19, 1996.

Please note that, as proposed in my letter of August 14, 1996, you, as a working interest own
have until September 18, 1996 to eloct to participate in the drilling of the Well. BR operates
area and is prepared to move immediately. If all parties should agree to participate in B
proposal, compulsory pooling will not be necessary.

! will be happy to discuss any issues or concerns which you may have with respect to this pro
may contact me directly at (915) 688-6928.

Very truly yours,

LINGTON RESOURCES OIL & GAS COMPANY

Ada C
. Swierc, CPL

Senior Staff Landman
LLMS/cs
ce: Don Davis

Tom Kellahin
Mike Wallace

PAGE
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WORKING INTEREST OWNERS:

Frederick H. Prince, IV
816 Connecticut Ave., NW
Washington, D.C. 20006

C. W. Trainer and wife, Jackie Trainer
500 West Texas, Suite 710
Midland, Texas 79701

Ann Ransome Losee _
4733 Galleta Rd., NW
Albuquerque, New Mexico 87120

Elizabeth Losee
20 First Plaza, Suite 213
Albuquerque, New Mexico 87120
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BURLINGTON
RESOURCES

MID-CONTINENT DIVISION
August 14, 1996

TO:  WORKING INTEREST OWNERS

Re:  Checkmate 24 Federal #!
1980' FSL & 1980' FEL Section 24
T-22-5, R-32-E
Lea County, New Mexico
Red Tank Prospect
NM35793

Ladies and Gentlemen:

Burlington Resources Qil & Gas Company, formerly Meridian Oil Inc., (*BR"”) hereby
the drilling of the Checkmate 24 Federal #1, a 9,000' Bone Spring test to be dril
captioned location. Enclosed please find an original Authority for Expenditure in the
$651,700, which represents drilling, completing and facility costs. Also enclosed
review and execution, is a Joint Operating Agreement dated September [, 1996.
Burlington Resources Oil & Gas Company and Frederick H. Prince, [V, et al.

The Checkmate 24 Federal #1 is the same well which was proposed to you by Meridia
1995. As you may recall, Mr, Trainer stated in a letter to all partners dated May 4, 19
agreed with the well location, but submitted a separate AFE for partner approval in the .
$675.300 for the drilling of the Mills Fed #2, which has not been drilled to date. As yo
BR has reduced its costs and stands ready to drill.

Please evidence your acceptance of this well proposal by executing the AFE in
provided, as well as one signature page of the Joint Operating Agreement, and returnin
the undersigned within thirty (30) days of your receipt of same.

Should you have any questions concerning this proposal, please do not hesitate to ¢
directly at (915) 688-6928.

Very truly yours,

MERIDIAN OIL INC.

LY
MA
Leslyn M. ierc, CPL

Senior Staft Landman

LMS/cs
Encls.

QAN R YA Cr Qide~ € TOATAE €anr P~ o~ amm - -
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MERIDIAN OIL & Jarr Losee T
June 15, 1985 /L? @E \‘/0/ Kgﬂ DY . -
o
C. W. Trainer
8090 Kalil Drive

Scottsdale, AZ 85260

RE: Mills Federal #2
Red Tank (Bone Spring) Field
Lea County, New Mexico
Dear Mr. Trainer:

Attached is your ballot which has been approved by Meridian Oil Inc. to drill and
complete the subject well.

Pleass notify Meridian in writing when this work has been compieted, what
expenditures were actually incurred, and what results were obtained. Attached for your
referral is an information requirement sheet.
Also, please provide copies of regulatory forms filed with the respective agencies.
Yours very truly,
MERIDIAN OIL INC.,

?Am.wwuof

P. M. Callaway
Production Superintendent

s\cib\doc\mills2\6/15/95

P.Q. Box 51810, Midland. Texas 797 10-1810, Telephone 915-688-6800
3300 N. "A” St.. Bidg. 6, 79705-5406
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reunx SORS Lo 19. LU W. Jiwfwmr V. WYOW v,
P.0. Box 888 .
Hobbs, New Mexico 88241098 MAY 51995
AUTHORITY FOR EXPENDITURE “ o
JLOPER.WEST

LEASE NAME  MillsFederal#2 PROJD DEPTH 9000

COUNTY LEA 8TATE New Maxioo
LEGAL DESC.  Saection 24-T228-R326 LOCATION 1999° FSL. & 1980 FEL
FIELD Red Tank Bone Serioa HORIZON BoneSprng

SRNARSRELEAREEERNNNESNw '---..IIII'.I...I"‘.BII'.B.. EREARRERRASEREREESRNEEQEERER
.‘-===:--=====-..IIHESI.I’BI.ISS‘S.IIS"I...“!I-3==32:==3ﬂ.====..'..=’...‘.l

INTANGIBLE DRILLING COSTS: DRY HOLE COMP'D WELL
Staking, Permits, Legal Fees 1500 1500
Location, right of way _..16000 — 18000
Pit Lining, Fencing, Test lines — 4100 —t100
Driling, Footage  9000° @ $14.00 —120000 126000
Drilling, Daywork 2 Days @ $4500 —B000 — 9000
Drilling water Fresh & Brine 15000 —15000
Driling mud & additives — 10000 -.10000
Mudlogging Unit & Sampie Bags —3000 3000
Cemaenting—Surface 8500 - 9500
Cementing~Iintermediate 18000 — 18000
Driil Stem Tests — 000 —— 4000
Tool & Equip Rentals 3800 — 3600
Trucking & Welding —l00 — 2300
Electric fogs & sidewall cores — 18000 _..18000
Supervision & Engineering 6000 5000
Administrative Overhead 4000 — 4000
Contingencies 5000 10000
Pulling Unit — 15000
Cementing—Prod. Cag. —- — 24000
Laydown Maching & Csg. Crews — 3800
Water & Additives — — 2800
Anchors - 800
Rentals, trucking, eto. —eee — 3500
Cased hole, electric, CBL, Perforating — . 5500
Stimulation & Treating —_— — 80000 APPROVAL
Testing, BHP, 4pt. ————— — 4500
Supervision & Engineering-compi. e, _..8500
Administrative Overhesd-compl. . 2500 _MERDIANOLING
Total intangibls Costs —a8L.800 ~393.300 for
TANGIBLE EQUIPMENT COS8TS:
Wetlhead & tree — 5000 — 8000
Surface Caging: 13 3/8" @ 800" —16000 16000 P. M. Callaway
intermadiate Ceg: 8 5/8" @ 4650 — 58000 38000 Production
Production Csg: 5 1/2" @ 9000' — 68000 _ Superjjtendent
Tubing: 278" @ 9000 ————— .25000Q .
Rode 17, 7/8°, 34" — —-12500 z%
Subsurface Equipment , — -] moTBH1a.401%
Pumping Equipment —_— 80000 MOt NET = $30-5M
Production, Separating & Storage Equip. 26000 90.9
Flowlines, meters, etc. ___8000 -
Total Tangidle Costs — 18000 202000 265, 0

Total Well Costs —£338.400 $676200 L 70,30 LT
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TN NS Lee {9 L. W. ireeww VI QYUY TEN WSROV . - ——
Tooo LLC I
P.O. Box 888 .
Hobbs, New Mexico 88241088 MAY 5 1995
AUTHORITY FOR EXPENDITURE
T OPER Sy
LEASE NAME Mills Federal #2 PROJD DEPTH 9000
COUNTY LEA_ STATE NewMexivo
LEGAL DESC. Seation 24-T228-R32E_ LOCATION 1990' FSL. & 1960°' FEL,
FIELD Red Tank Bone Sping HORIZON BoneSpring
--B-'==.--SSSS‘BBIB'-I---.‘.I---.I-I-.C-I--..-.-‘l....-SB=====SI.B========EB-
======l.B.G===========II..==HB..I'=====Q=IE.l8===ISISB=======!=-.“'====8====
INTANGIBLE DRILLING COS8TS: DRY HOLE COMP'D WELL
Staking, Permits, Legal Fees — 1500 _ 1500
Location, right of way — 18000 — 18000
Pit Lining, Fencing, Test fines - 4100 —4100
Driliing, Footage 8000" @ $14.00 126000 126000
Orilling, Daywork 2 Days @ $4500 9000 —§000
Drilling water Fresh & Brine — 15000 15000
Driiting mud & additives —10000 10000
Mudlogging Unit & Sample Bags —_3000 — 3000
Cemanting—-Surface e 3200 — 9500
Cementing—intermediate 18000 18000
Drill Stam Tests 4000 —_ 4000
Tool & Equip Rentais 3800 2800
Trucking & Welding — 2500 2500
Electric logs & sidewall cores ——-180Q0 —18000
Supervision & Engineering 6000 —_ 8000
Administrative Overhead ___ 4000 5000
Contingencles 5000 10000
Pulling Unit ——— __15000
Cementing—Prod. Cag. ___ 24000
Laydown Maching & Cag. Crews 3800
Water & Additives 2800
Anchors 800
Rentals, trucking, efc. : 3500
Cased hole, electric, CBL, Pearforating __ 650
Stimulation & Treating ' - 80000  APPROVAL
Testing, BHP, 4 pt. ’ - ____45%00
Supervision & Engineering-compi. — 6500
Administrative Overhead-compl. 2500 _ MERIDINOLINC.
Total intangible Costs —28T.400 383,300 for
TANGIBLE EQUIPMENT COSTS:
Wellhead & tree 5000 8000
Surface Casing: 13 3/8" @ 800’ 16000 16000 P. M. Callaway
intermediate Cag: 8 5/8" @ 4650 —..58000 58000 Production
Production Csg: 5 1/2 @ 9000° S 66000  Superjgtendent
Tubing: 2 7/8" @ $000° ___25000 )
Rods 1~, 7/8", 34" 12500 **
Subsurface Equipment — 2500 MO?WI'n/I;?:lx
Pumping Equipment — __ 80000  MOI NET = $30-5M
Production, Separating & Storage Equip. __ 26000 90,9
Flowlines, meters, etc. - —.8000 '
Tota! Tangible Costs —_18000 202000 225, O A~

Tot! Well Casts _$326.400 $696200 Loe 3w Lt



Form 3000-3 ! //
{October 199'2) UNITED STATES 7
DEPARTMENT OF THE INTERIOR FORM APPROVED

BURE OF OMB NO. 1004-0034
AU OF LAND MANAGEMENT OMB NO. 10040034

TRANSFER OF OPERATING RIGHTS (SUBLEASE) IN A Lease Serial No. .

LEASE FOR OIL AND GAS OR GEOTHERMAL RESOURCES

, . NM-8163
Mineral Leasing Act of 1920 (30 U.S.C. 181 et seq.) ]

Act for Acquired Lands of 1947 (30 U.S5.C. 351-359)
Geothermal Steam Act of 1970 (30 U.S.C. 1001-1025)
Department of the Interior Appropriations Act, Fiscal Year 1981 (42 U.S.C. 6508)

Type or print plainly In ink and sign In Ink.

PART A TRANSFER
Penwell Energy, Inc.
600 N. Marienfeld, Suite 1100
Midland, Texas 79701

1. Transferee (Sublessee)*
Street
City, Suate, ZIP Code

*If more than one transferee, check here (J and list the name(s) and address(es) of all additional transferees on the reverse of this form or on a
separate attached sheet of paper.

This transfer is for: {Check one) R Oil and Gas Lease, or L) Geothermal Lease

Interest conveyed: (Check one or both, as appropriate) & Operating Riphts (sublease) (I Overniding Royalty, payment out of production or ather
similar interests or payments

2. This transfer (sublease) conveys the following interest:
Land Description

Percent of
Overriding Royalty

Percent of Interest

Additional space on reverse, if needed. Do not submit documents or agreements other than Owned Conveyed | Retained or Similar Interests
this form: such documents or agreements shall oaly be referenced herein. Reserved Previously
reserved
or conveyed
a b < d e f
Township 22 South-Range 32 East, NMPM 31.324%| 31.324% -0- * -

Section-24: SE/4, NE/4 NE/&4, W/2 SW/4
Lea County, New Mexico

From the surface of the ground down to
100' below depth drilled in each well.

* Difference between existing burdens and 25%
before payout; difference between existing
burdens and 287% after payout, proportionately

reduced.

FOR BLM USE ONLY-—-DO NOT WRITE BELOW THIS LINE

THE UNITED STATES OF AMERICA

This transfer is approved solely for administrative purposes. Approval does not warrant that either party to this transfer holds legal or equitable
title to this lease.

O Transfer approved effective

By
(Authorized Officer) (Title) (Date)
‘T“' PART C: GENERAL INSTRUCTIONS Tear
|. Transferor/Transferee(s) must complete Parts Al and A2 and Part B, All parties 4. If any payments out of production or similar interests, arrangements or payments

to transfer must sign as follows: The transferor(s) must manually sign. 3 original have previously been creatod out of the interest being transferred, or if any such

copies, and the transferee(s) must manually sign at least 1 of the 3 original cop-
1es. File three (3) completed copies of this form in the proper BLM office for
each transfer of operating rights (sublease). For a ransfer of overriding royalty
interest, payment out of production or other similar interest or payment, file
one (1) manually signed copy of this form. The required filing fee (nonrefunda-
ble) must accompany the transfer, payment out of production or other similar
interests or payments. File tansfer within ninety (90) days after date of execu-
tion by transferor.

2. Separate form must be used for each lease being affecied by this transfer ang
for each type of interest conveyed.

3. In Item No. 2 of Part A, describe lands affected (See 43 CFR 3106, 3135, or
3241). For columns b, ¢, d, and ¢, enter the inlerest expressed as s percenuage
of 1otal interest in the lease; e.g., if transferor transfers one quarter of 2 20%
interest, enter 20%.in column b, 5% in column ¢, and 15% in column d.

payments or interests are reserved under this transfer include a statement giving
full details as to amount, method of payment, and other pertinent terms as provided
under 43 CFR 3106, 3135, or 3241.

. The lease account must be in good standing before this transfer (sublease) can

be spproved (43 CFR 3106 and 3241.)

Transfer, if approved. takes effect on the first day of the month following date
of filing 1n the proper BLM office. If a bond is necessary, it must be furrushed
prior 1o approval of the transfer.

QOvernding royalty and payment out of production or other similar types of trans-
fers must be filed with BLM, but will be accepied for record purposes only. No
official approval will be given.

Upon approval of a transfer of operating rights (sublease), the sublessee is respon-
sible for all lease obligations under the lease rights transferred to the sublessee.



PAPERWORK REDUCTION ACT STATEMENT
1. This information is being collected pursuant to the law.

2. This information will be used to create and maintain a record of ol and gas/
geothermal lease activity.

3. Response to this request is required (o obtain benefit.
NOTICE

The Privacy Act of 1974 and the regulation in 43 CFR 2.48(d) provide that you be
furnished the following information in connection with information required by this
oil and gas/geothermal lease transfer application.

AUTHORITY: 30 U.S.C. 181 et seq: 30 U.S.C. 1001-1025; 42 U.S.C. 6508

PRINCIPAL PURPOSE=The information is to be used 1o process transfers of oper-
ating rights (subleases) for oil and gas/geothermal resources leases.
Tear

ROUTINE USES: 7

(1) The approval of transferee's rights to the land or resources.

(2) Documentation for public information in support of notations made on land status
records for the management, disposal, and use of public lands and resources.

(3) Transfer to appropriate Federal agencies when cancurrence is required prior to
granting a right in public lands or resources.

(4)(5) Information from the record and/or the record will be transferred to appropri-
ate Federal, State, local or foreign agencies, when relevant to civil, criminal or regula-
tory investigations or prosecutions.

EFFECT OF NOT PROVIDING INFORMATION—If all requested informa-
tion is not provided, the transfer may not be approved. See regulations at 43
CFR Groups 3100 and 3200.

ACKNOWLEDGMENTS
STATE OF TEXAS *
*
COUNTY OF MIDLAND *

Given und%my hand and seal czf@%[

ice, this instrument was acknowledged before
me onthe 7% day of S ol Moo

, 1996, by C. W. Trainer.

N

’@ @/AZ/VJ /M&%w

Notary Publicin and for tHe State of Texas

My Commission Expires:

STATE OF TEXAS

LR R

COUNTY OF MIDLAND

Given und

me on the /7 day of

y hand and se:;li of office, this instrument was acknowledged before

, 1996, by Jackie Trainer.

2 A 27, 2T
v

[’ 4/44/1// AQM

Notary Publi¢in and for thé State of Texas

STATE OF TEXAS *
*
COUNTY OF MIDLAND *

This instrument was acknowledged before me on the _30th day of

September

, 1996, by STEVEN R. FOY, Vice President of Penwell Energy, Inc.,

a Texas corpc: :'ion, on behalf of said corporation.

Given under my hand and
, 1996.

Septemhbher

My Commission Expires'
9/23/97

of office this th 30th day of

b

P el
2 NetenPsbiigdpapdsor th@te of Texas

Notary Public, State of Texas
My commission expires 9/23/97

N ——r——.



Form 3000.31
(Oclober 1992)

BUREAU OF LAND M

TRANSFER OF OPERATING RIGHTS (SUBLEASE) IN A
LEASE FOR OIL AND GAS OR GEOTHERMAL RESOURCES

Mineral Leasing Act of 1920 (30 U.S.C. 181 et seq.)

Act for Acquired Lands of 1947

Geothermal Steam Act of 1970 (30 U.S.C. 1001-1025)

Department of the Interior Appropnations Act,

UNITED STATES
DEPARTMENT OF THE INTERIOR

3/L
FORM APPROVED /
OMB NO. 1004-0034

ANAGEMENT Expires: July 31. 1995

Lease Serial No.

-

: (
NM-81633
(30 U.S.C. 351-359)

Fiscal Year 1981 (42 U.S5.C. 6508)

Type or print plainly In in

k and sign in Ink.

PART A: TRAN
Penwell Energy, Inc.

600 N. Marienfeld,
“«.:Midland, Texas

Transferee (Sublessee)®
Street

City, State, ZIF' Code 79701

*If more than one transferee, check here O and list the name(s) and address(es)
separate artached sheet of paper.

This transfer 1s for: (Check one) B Qil and Gas Lease. or O Geothermal Le

SFER

Suite 1100

of all additional transferees on the reverse of this form or on 4

asc

Interest conveyed: (Check one or both, as appropriate) & Opcrating Rights (sublease) (J Overriding Royalty, payment out of production or other

similar interests or payments

2. This transfer (sublease) conveys the following interest:

Land Description

Percent of Interest Percent of

Additiona) space on reverse, if needed. Do not submit documents or agreements other than Owned Conveyed | Reuined gvgm?;:: l]:::yr:z
this form. such documents or agreemeats shall only be referenced herein. Reserved Previously
: reserved
.| -or conveyed
3 b < d 3 {
Township 22 South-Range 32 East, NMPM 50.251% 50,2514 -0- * -

Section - 24:
Lea County,

SE/4, NE/4 NE/4&4, W/2 SW/4
New Mexico

From the surface of the ground down to
100' below depth drilled in each well.

* Difference between existing burdens and 25%

before payout; difference between existing
burdens and 28% after payout , proportionately
reduced.

i

FOR BLM USE ONLY—DO NOT WRITE BELOW THIS LINE

THE UNITED STATES OF AMERICA
This transfer s approved solely for administrative purposes. Approval does not warrant that either party to this transfer holds legal or equitabie

title to this lease.

Q Transfer approved effective

(Authorized OfTicer)

PART C: GENERAL IN

1. Transferor/Transferee(s) must complete Parts Al and A2 and Pant B. All parties
10 tranafer must sign as follows: The transferor(s) must manually sign 3 onginal
copics. and the transferee(s) must manually sign at least | of the 3 original cop-
1es. File three () completed copies of this form in the proper BLM office for
cach transfe: of operating rights (sublease). For s transfer of overnding royally
interest, payment out of production or other similar interest or payment, file
one (1) manually signed copy of this form. The required filing fee (nonsefunda-
bie) must sccompany the transfer, payment out of production or other similar
interests or payments. File transfer within ninety (90) days after date of execu-
uon by transferor.

—— — s+ —  —p—

4.

. Separste form must be used for each lease being affected by Uus transfer and
for each type of interest conveyed.

. In Item No. 2 of Part A, describe lands affected (See 43 CFR 3106, 3135, or
3241). For columns b, ¢, d, and ¢, enter the inlerest expressed as 3 percentage
of towal interest in the lease; ¢.g., if transferor transfers one quaner of 3 20%
interest, eater 20% in column b, 5% in column ¢, and 15% in column d.

(Tite) (Date)

— — — —— — — AT—— (A C— Av—— — —  E——

STRUCTIONS Tear

If any payments out of production or similar interests, arrangements or payments
have previously been created out of the interest being transferred, or if any such
payments or interests are reserved under this transfer include & statement giving
full details as 1o arnount, method of payment, and other pertinent 1erms as provided
under 43 CFR 3106, 3135, or 3241,

s S S -

The lease account must be in good standing before this transfer (sublease) can
be approved (43 CFR 3106 and J241.)

. Transfer. if approved, takes effect on the first day of the moath following date

of filing in the proper BLM office. If a bond is necessary, it.must be furnished
prior to approval of the transfer.

. Ovemmiding royalty and payment out of production pr other similar types of trans-

fers must be filed with BLM, but will be accepted for record purposes only. No
official approval will be given.

Upon approval of a transfer of operating rights (sublease), the sublessec is respon-
sible for all lease obligations under the lease rights transferred to the sublessee.



Pant A (Continued): ADDITIONAL SPACE for Names and addresses of additional transferees in Item No. !, if needed, or for Land Description in Item No. 2 if needed.

PART B: CERTIFlCATlON AND REQUEST FOR APPROVAL

1. The transferor certifics as owner of an interest in the above designaled lease that he/she hereby transfers 1o the above transferee(s) the rights specified above.

2. Trunsferee certifies as follows: (a) Transferee is a citizen of the United States: an association of such citizens: a municipality: or a corporation organized under the laws
of the United States or of uny State or territory thereol. For the iransfer of NPR-A leases. transferee is a citizen, national, or resident alien of the United States or
assuciztions of such citizens, nationals, resident aliens or private. public ar munscipal corporanions: (b) Transferee is not considered a minor under the laws of the State
in which the lands covered by this transfer are located: (¢) Transleree’s churgeable interests. direct and inderect, in cach public domain #nd ucquired lands separatelvn
the same Siate. do not exceed 246.080 acres in 01l and gas leases ol which up to 200 000 acres may be 1in oul and gas options), or 300,000 acres in leases in each lcasing
Disteict 1n Alaska of which up 10 200.000 acres may be 1n options f this s an il and gas Jeise 1ssued 1n sccordance with the Mineral Leasing Act of 1920, or 51,200
acrexin any one State if this is a geothermal leuse: and (d) All pariies dolding uninicrestin ihe iransfer are otherwise in compliance with the regulations (43 CFR Group
3100 or 3200) and the authorizing Acts: {¢) Transferee is \ncompliance with reciamutson requirements for all Federal oil and gas lease holdings as required by sec 1 7(y)
of the Minerasl Leasing Act; and (1) Transferee 15 not 1n viclation of sec. 41 of the Minerat Leasing Act.

3. Transferee's signature to this assignment constitutes acceptance of all applicable terms. conditions, stipulations and restrictions penaining to the lease described herein.
Applicable terms and conditions include. but are not limited to, an obligation 1o conduct all operations on the leasehold in accordance with the terms and conditions of
the lease, to condition all wells for proper abandonment. 10 restore the leased lands upon completion of any operations as described in the lease. and to furnish and maintain
such bond as may be required by the lessor pursuant to regulations 43 CFR 3104, 3134, or 3206

For geothermal transfers, an overriding royalty may not be less than onc-founth (%) of one percent of 1he value of output, nor greater than 50 percent of the rate of royalty
due to the United States when this transfer is added to all previously created overriding royalues (43 CFR 3241).

i cerufy that the statements made herein by me are true, complete, and correct to the best of my knowicdge and beliel and are made in good faith,

Executed this Lda;or W .19 956 e Execuled this 30th day of September .19 96

Name of Transferor _ FREDERICK PRINCE, IV and DIANA C. PRINCE PENWELL BNERGY, INC.

Please type or print
Transferee W e

Transferor eﬂdh(*u VM

o  Frederick Princefighlir) or  Steven R.Fo@)vme President
Anomeyinefrer QLo C . NuCo . Allorney-in-fact
Diana T. Prince (Signsture)

816 Connecticut Avenue, NW
(Transferor’'s Address)

Washington, D.C. 20006
(City) ) (State) (Zip Code)

(Signature)

BURDEN HOURS STATEMENT

Pubhc reporting burden for this form is esumated 1o average 30 minutes per response, including the ime for reviewing instructions, gathering and maintaining data, and
completing and reviewing the form. Direct comments regarding the burden estimate or any other aspect of this form to U.S, Department of the interior, Bureau of Land

Management, (Alternate) Bureau Clearance Officer, (WO-771). 18 and C Streers. N W Washingion, D.C. 20240, and the Office of Management and-Budget. Paperwork
Reduction Proiect (1004-0034). Washingion. D.C 20502}

Title 18 U.S.C. Sec. 100! makes it a crime for any person knowingly and willfully to make 10 any Department or agency of the United States any false; ﬁcutious or fraudulent
siatemnents Or representations as 10 any matter within its jurisdiction.

‘US GPO: 1002.T74017/67022



” PAPERWORK REDUCTION ACT STATEMENT
1. This information is being collected pursuant 1o the law,

2. This information will be used to creale and maintain a record of oil and gas/
geotherma! lease activity.

) Response to this request is required to obtain benefit
NOTICE
The Privacy Act of 1974 and the regulation in 43 CFR 2.48(d) provide that you be

furnished the following information in connection with information required by this
oil and gas/geothermal lease transfer application.

AUTHORITY: 30 U.S.C. 181 et seq; 30 U.S.C. 1001-1025; 42 U.5.C 6508

PRINCIPAL PURPOSE~The information is to be used 1o process transfers of oper-
ating nghts (subleases) for oil and gas/geothermal resources leases.
Tear

STATE-OF- 17/67% T3 "
%

Y,

ROUTINE USES:
{1) The approva! of transferee’s righits to the land or resources.

{2) Documentation for public information in suppont of notations made on land starus
records for the management, disposal, and use of public lands and resources.

(3} Transfer to appropriate Federal agencies when concurrence is required prior to
granting a night in public lands or resources.

(4)(5) Information from the record and/or the record will be transferred to appropri-
ate Federal, State, local or foreign agencies, when relevant to civil, criminal or regula-
tory investigations or prosecutions,

EFFECT OF NOT PROVIDING INFORMATION—LI all requested informa-
tion is not provided, the transfer may not be approved. See regulations at 43
CFR Groups 3100 and 3200.

— e G - - o — Vi S D — D S T S e i SR D Ehat — G G S

leen under, Jermy hand ani%% this instrument was acknowledged before
me on the day of 4:% , 1996, by Frederick Prince, IV.

e S C

Notafﬁubluf in and for the Stdte-of—
My Commissizp Expires:
2 ALTS

statEoF—LUSTO LT G  »

COUNTYOR- (2LUNE) .

Given upder;my hand and seat of pffice, this instrument was acknowledged before
me on the — day of 1996, by Df na C. Prince.

s O

b ,

y Cénﬁn}x??? Expires:

STATE OF TEXAS *
*
COUNTY OF MIDLAND *

This instrument was acknowledged before me on the
, 1996, by STEVEN R. FOY, Vice President of Penwell Energy, Inc.,

September

No%’ubl[ in and for the State6f—

(Wntea

30th day of

a Texas corporation, on behalf of said corporation.

Given under my hand and sea

September

of office this the _30th day of

&f QI%ZK

My Commission Exgjrage
9/23/97

TaiRtan Babliein Bnd for the State

Notary Public, State of Texas
My commission expires 9/23/97

Texas

e

A,




BEFORE THE
OIL CONSERVATION DIVISION
Santa Fe, New Mexico

Case No. _11622 Exhibit No. _5

Submitted by: Penwell Energy. Inc.

Hearing Date:____ October 3.1996




Fom_300?-3-3 - UNITED STATES //7
(October 1992)
DEPARTMENT OF THE INTERIOR FORM APPROVED

OMB NO. 1004-0034
BUREAU OF LAND MANAGEMENT Expires: July 31. 1995

TRANSFER OF OPERATING RIGHTS (SUBLEASE) IN A Lease Serial No. .
LEASE FOR OIL AND GAS OR GEOTHERMAL RESOURCES

| . NM-81633
Mineral Leasing Act of 1920 (30 U.5.C. 181 et seq.)

Act for Acquired Lands of 1947 (30 U.S.C. 351-359)
Geothermal Steam Act of 1970 (30 U.S.C. 1001-1025)
Department of the Interior Appropriations Act, Fiscal Year 1981 (42 U.S.C. 6508)

Type or print plainly in ink and slgn in Ink.
PART A TRANSFER

1. Transferee (Sublessee)® Penwell Energy, Inc.
S!fecl 600 N. Marienfeld, Suite 1100
City, State, ZIP Code Midland, Texas 79701

*If more than one transferee, check here (J and list the name(s) and address(es) of all additional transferees on the reverse of this form or on a
separate attached sheet of paper.

This transfer is for: (Check one) R Oil and Gas Lease, or L) Geothermal Lease

Interest conveyed: (Check one or both, as appropriate) B Operating Rights (sublease) ([J Overriding Royalty, payment out of production or other
similar interests or payments

2. This transfer (sublease) conveys the following interest:

Land Description Percent of Interest Percent of
. idi |
Additional space on reverse, if needed. Do not submit documents or agreements other than Owned Conveyed | Retained g,v;:::;:rg x‘:&i:;g
this form; such documents or agreements shall only be referenced herein. -
Reserved Previously
reserved
or conveyed
a b < d ¢ [
Township 22 South-Range 32 East, NMPM 31.324%| 31.324% -0- * -

Section-24: SE/4, NE/&4 NE/&, W/2 SW/4
Lea County, New Mexico

From the surface of the ground down to
100' below depth drilled in each well.

* Difference between existing burdens and 257%
before payout; difference between existing
burdens and 287% after payout, proportionately

reduced.

FOR BLM USE ONLY—DO NOT WRITE BELOW T.HIS LINE

THE UNITED STATES OF AMERICA

This transfer is approved solely for administrative purposes. Approval does not warrant that either party to this transfer holds legal or equitable
title to this lease.

O Transfer approved effective

By
(Authorized Officer) (Title) (Date)
Tear PART C: GENERAL INSTRUCTIONS Tear

1. Transferor/Transferee(s) must complete Parts Al and A2 and Part B. All parties 4, If any payments out of production or similar interests, arrangements or payments
to transfer must sign as follows: The transferor(s) must manually sign. 3 original have previously been created out of the interest being transferred, or if any such
copies, and the transferee(s) must manually sign at least | of the 3 original cop- payments or interests are reserved under this transfer include a statement giving
ies. File three (3) completed copies of this form in the proper BLM office for full details as to amount, method of payment, and other pertinent terms as provided
each transfer of operating rights (sublease). For a transfer of overriding royalty under 43 CFR 3106, 3135, or 3241,
interest, payment out of production or other similar interest or payment, file . . .
one (1) manually signed copy of this form. The required filing fee (nonrefunda- 5. The lease account must be in good stnding before this transfer (sublease) can
ble) must sccompany the transfer, payment out of production or other similar be approved (43 CFR 3106 and 3241.)
interests or payments. File transfer within ninety (90) days afier date of execu- 6. Transfer, if approved, takes effect on the first day of the month following date

tion by transferor. of filing in the proper BLM office. If a bond is necessary, it must be furnished

2. Scparate form must be used for cach lease being affecied by this transfer ang prior to approval of the transfer.

for cach type of interest conveyed. 7. Overnding royaity and payment out of production or other similar types of trans-
fi t be filed with BLM, but will be .
3. In ltem No. 2 of Part A, describe lands affected (See 43 CFR 3106, 3135, or ocfgcl;:;jsappro:/:l \\:illl be given. ¥ acccpted for recond purposes only. No
3241), For columns b, ¢, d, and ¢, enter the interest expressed as 8 percentage

of total interest in the lease; e.g., if transferor transfers one quarter of a 20% 8. Upon approval of a transfer of operating rights (sublease), the sublessec is respon-
interest, enter 20%.in column b, 5% in columa ¢, and 15% in column d. sible for all lease obligations under the lease rights transferred to the sublessee.



Pan A (Continued): ADDITIONAL SPACE for Names and addresses of additional transferces in ltem No. 1, if needed, or for Land Description in Item No. 2 if necded

PART B: CERTIFICATION AND REQUEST FOR APPROVAL

. The transferor certifies as owner of an interest in the above designated lease that he/she hereby transfers to the above transferee(s) the rights specified above.

. Transferee certifies as follows: (a) Transleree is a citizen of the United States: an association of such citizens; a municipality: or acorporation organized under the luws
of the United States or of uny State or territory thereof. For the transfer of NPR-A leases, transleree s a cihzen, national. or resident ahien of the United States or
assocrations of such citizens, nationals. resident aliens or private, public or municipal corporations. (b) Transferee is not considered a minor under the laws ol the State
1n which the lands covered by this transfer are located: (¢} Transferee’s chargeable mierests, direct and indirect, in each public domain and acquired lands separately in
the same State. do not exceed 246,080 acres in oil and gas leases (of which up 1o 200.000 acres may be 1n 01l and gas options), or 300,000 acres in leases in each leasiny
District in Alaska of which up 1o 200.000 acres may be in options. if thia 15 an 0il and gas lease issued in accordance with the Mineral Leasing Act of 1920, or 51.200
acres1n any one State if this 1s a geothermal lease; and (d) All parties holding un inierest sn the Lransfer are otherwise in compliance withthe regulations (43 CFR Group
3100 or 3200) and the authorizing Acts: (e) Transferee is in compliance with reclamation requirements for all Federal oil and gas lease holdings as required by sec. 17(g)
of the Mineral Leasing Act: and (f) Transferee is not in violation of sec. 41 of the Mineral Leasing Act.

. Transteree's signature to this assignment constitutes acceptance of all applicable terms, conditions, stipulations and restrictions pertaining to the lease described herein.
Applicable terms and conditions include. but are not limited to, an obligation to conduct all operations on the leasehold in accordance with the terms and conditions of

the lease, to condition all wells for proper abandonment, to restore the leased lands upon completion of any operations as described in the lease, and to furnish and maintain
such bond as may be required by the lessor pursuant to regulations 43 CFR 3104, 3134, or 3206.

For geothermal transfers, an overriding royalty may not be less than one-fourth (%4) of one percent of the value of output, nor greater than 50 percent of the rate of royalty
due to the United States when this transfer is added to all previously created overriding royalties (43 CFR 3241),

| certify that the statements made herein by me are true, complete, and correct to the best of my knowledge and belief and are made in good faith.

Executed this 27/4 day,of W 19 96 Executed this 30th day of September 1996

Name of Transferor .

PENWE ENERGY, INC.
Please type or print

A (‘g —
W‘I A Transferee o

(Signature) or Steven R.@E&Jﬁﬁ“WQVice President

. Attorney-in-fact

Transferor
or C.

SR EYET:

W.

Tyainer

Jagkie Trainer (Signawre) ©
500 West Texas, Suite 710
{Transferor's Address)
Midland Texas 79701
(City) . (State) (Zip Code)

(Signature)

BURDEN HOURS STATEMENT

Public reporting burden for this form is estimated to average 30 minutes per responac. including the ime for reviewing instructions, gathering and maintaining data, and
completing and reviewing the form. Direct comments regarding the burdenestimate or any other aspect of this form to U.S. Department of the Interior. Bureau of Land

Management. {Alternate) Bureau Clearance Officer, (WO-771). 18 and C Streets, N.W., Washington, D.C. 20240, and the Office of Management and Bu.dget Paperwork
Reduction Proiect (1004-0034), Washington, D.C 20503

Title 18 U.S.C. Sec. 1001 makes it a crime for any person knowingly and willfully to make to any Department or agency of the United States any false, ﬁcﬁtious or fraudulent
sualements or representations as to any matter within its jurisdiction,

‘US GPO: 1002.774-017 /R7071



PAPERWORK REDUCTION ACT STATEMENT
1. This information is being collected pursuant to the law,

2. This information will be used to create and maintain a record of oil and gas/
geotherma! lease activity.

3. Response to this request is required 10 obtain benefit.
NOTICE
The Privacy Act of 1974 and the regulation in 43 CFR 2.48(d) provide that you be

fumnished the following information in connection with information required by this
oil and gas/geothermal lease transfer application,

AUTHORITY: 30 U.S.C. 181 et seq; 30 U.S.C. 1001-1025; 42 U.S.C. 6508

PRINCIPAL PURPOSE~The information is to be used to process transfers of oper-
ating rights (subleases) for oil and gas/geothermal resources lcases.

ROUTINE USES: 7

(1) The approval of transferee's rights to the land or resources.

(2) Documentation for public information in support of notations made on land status
records for the management, disposal, and use of public lands and resources.

(3) Transfer to appropriate Federal agencies when concurrence is required prior to
granting a right in public lands or resources.

(4)(5) Information from the record and/or the record will be transferred to appropri-
ate Federal, State, local or foreign agencies, when relevant to civil, criminal or regula-
tory investigations or prosecutions.

EFFECT OF NOT PROVIDING INFORMATION—If all requested informa-
tion Is not provided, the transfer may not be approved. See regulations at 43
CFR Groups 3100 and 3200.

MO S e - — h— —— — ——- ——— — — D T ‘— — — —— — —— — ———

ACKNOWLEDGMENTS
STATE OF TEXAS *
L
COUNTY OF MIDLAND *

Given und%my hand and seal o/fd%ﬁ
me onthe _2 7 day of S o ples

ice, this instrument was acknowledged before
Lo

, 1996, by C. W. Trainer.

@W/ VJ/Q Lchor

Notary Publicin and for tKe State of Texas

My Commission Expires:

STATE OF TEXAS ¥

*

COUNTY OF MIDLAND *
Given und

me on the

y hand and seal of office, this instrument was acknowledged before

, 1996, by Jackie Trainer.

day of /%ap{;jm (21

4 7//44/7// AL'MA»/

Notary Publicin and for thé State of Texas

My Commission Expires:

STATE OF TEXAS *
*
COUNTY OF MIDLAND *

This instrument was acknowledged before me on the
, 1996, by STEVEN R. FQY, Vice President of Penwell Energy, Inc.,

September

30th day of

a Texas corporation, on behalf of said corporation.

Given under my hand and
September , 1996.

of office this th 30th day of

L D~

My Commission Expires
9/23/97

Notary Public, State of Texas
My commission expires 9/23/97

N\Qt@(;\yfm' apdor th@te of Texas

A



Form 3000-3a

(Octobe- 1992) UNITED STATES

DEPARTMENT OF THE INTERIOR
BUREAU OF LAND MANAGEMENT

9,

FORM APPROVED
OMB NO."1004-0034
Expires: July 31,1995

TRANSFER OF OPERATING RIGHTS (SUBLEASE) IN A Lease Serial No.™
LEASE FOR OIL AND GAS OR GEOTHERMAL RESOURCES' T e
NM-81633

Mineral Leasing Act of 1920 (30 U.S.C. 181 et seq.)
Act for Acquired Lands of 1947 (30 U.S.C. 351-359)
Geothermal Steam Act of 1970 (30 U.S.C. 1001-1025)
Department of the Interior Appropriations Act, Fiscal Year 1981 (42 U.S.C. 6508)

Type or print plainly In ink and sign In ink.
PART A: TRANSFER

1. Transferee (Sublessee)® Penwell Energy, Inc.
St.rw ' 600 N. Marienfeld, Suite 1100
City, State, ZIP Code -« . +Midland, Texas 79701

*If more than one transferee, check here (J and list the name(s) and address(es) of all additional transferees on the reverse of this form or on a
separate antached sheet of paper.

R Oit and Gas Lcase. or
Interest conveyed: (Check one or both, as appropriate)

This transfer 1s for: (Check one) 1 Geothermal Lease

& Operauing Rights (sublease) {3 Overniding Royalty, payment out of production or other

similar interests or payments

2. This transfer (sublease) conveys the following interest:
Land Description

Percent of Interest Percent of

Overriding Royalty

Additional space on reverse, if needed. Do not submit documents or agreements other than Owned Conveyed Rewined or Similar Interests
this form; such documents or agreemeats shall only be referenced herein. Reserved Previously
: reserved
- :or conveyed
2 b c d ¢ f
Township 22 South-Range 32 East, NMPM 50.251% | 50.251% -0~ * -
Section-24: SE/4, NE/& NE/&, W/2 SW/&

Lea County, New Mexico

From the surface of the ground down to
100' below depth drilled in each well.

* Difference between existing burdens and 25%
before payout; difference between existing
burdens and 28% after payout, proportionately
reduced.

FOR BLM USE ONLY—DO NOT WRITE BELOW THIS LINE

THE UNITED STATES OF AMERICA

This transfer is approved solely for administrative purposes. Approval does not warrant that either party to this transfer holds legal or equitable
title to this lease.

O Transfer approved effective

By
(Authorized Officer) (Tite) . {Date)
Tear PART C: GENERAL INSTRUCTIONS Tear
1. Transferor/Transferee(s) must complete Parts Al and A2 and Part B. All parties 4. If any payments out of production or similar interests, arrangements or payments

to transfer must sign as follows: The tansferor(s) must manually sign. 3 original

copies. and the transferec(s) must manually sign at least | of the 3 original cop-
ies. File three (3) completed copies of this form tn the proper BLM office for
cach transfer of operating rights (sublease). For & transfer of overriding royalty
interest, payment out of production or other similar interest or payment, file
one (1) manually signed copy of this form. The required filing fee (nonrefunda-
bie) must accompany the transfer, payment out of production or other simiar
interests or psyments. File transfer within ninety (90) days after date of execu-
ton by transferor.

. Separate form must be used for each lease being affecied by thus transfer ang
for each type of interest conveyed.

. In Item No. 2 of Part A, describe lands affected (See 43 CFR 3106, 3135, or
3241). For columns b, ¢, d. and ¢, enter the interest expressed as 8 percentage
of 1otal interest in the lease: c.g., if transferor transfers one quanier of a2 20%
interest, enter 20% in column b, $% in column ¢, and 15% in column d.

have previously been created out of the interest being transferred, or if any such
payments or interests are reserved under this transfer include a statement giving
full details as 10 amount, method of payment, ind other pertinent terms as provided
under 43 CFR 13106, 3135, or 3241.

The lease account must be in good standing before this transfer (sublease) can
be spproved (43 CFR 3106 and 3241.)

Transfer, if approved, takes effect on the first day of the month following date

of filing in the proper BLM office. If a bond is neccssuy it.must be furnished
prior to approval of the transfer.

. Qvermiding royalty and payment out of production or other similar types of trans-

fers must be filed with BLM, but will be accepted for record purposes only. No
official approval will be given.

Upon approval of 4 transfer of operating rights (sublease), the sublessec is respon-
sible for all leasc obligations under the lease rights transferred 1o the sublessee.



Pan A (Continued): ADDITIONAL SPACE for Names and addresses of additional transferees in Item No. 1, if needed, or for Land Descripticn in ltem No. 2 if needed.

PART B: CERTIFICATION AND REOUEST FOR APPROVAL

. The transferor certifies as owner of an interest in the above designated lease that he/she hereby transfers to the above transferee(s) the rights specified above,

Transferee certifies as follows: (a) Transferee is a citizen of the United States: an association of such citizens: a municipality: or a corporatic n organized under the faws
of the United States or of uny Stale or territory thereof. For the transfer of NPR.A leases, transferee is a citizen, national, or resident a ien of the Umited States or
assoctanions of such citizens, nationals, resident aliens or privale. publhic or municipul corporations: (b) Transferee is not considered a mino under the laws ol the Siate
in which the lands covered by this transfer are located: (¢) Transferee's chargeable interests, direct and indirect, in cach public domain and .cquired lands separatelvia
the same State, do not exceed 246,080 acres in 01l und gas leases (ol which up te 200.000 acres may be 1n 01l and gas options). or 300,000 ai resin leasesincach ieasing
District in Alaska of which up to 200.000 acres may be 1n options, if this s un il and gus lease 1ssued 1n accordance with the Mineral Le.sing Act of 1920, or 51.200
acres1n any one State il thiss a geothermal lease. and (d) All parties nolding an inicreatinthe transier are otherwise incompliance with the “egulations (43 CFR Group
3100 or 3200) and the authorizing Acts: (¢) Transferee 1s in compliance with reclamunion requirements for all Federal oil and gas lease hold:ngs as required by sec 17(y)
of the Mineral Leasing Act; and () Transferee 1s not 1n violation of sec. 41 of the Mineral Leasing Act.

. Transferee's signature 1o this assignment constitutes acceptance of all applicable terms, conditions, stipulations and restrictions pertaining tc the lease described herein.
Applicable terms and conditions include. but are not limited (o, an obligation to conduct all operations on the leaschold in accordance with the terms and conditions of
the lease. 1o condition all wells for proper abandonment, to restore the leased lands upon complelion of any operations as described in the lease and to furnish and maintain
such bond as may be required by the lessor pursuant 1o regulations 43 CFR 3104, 3134, or 3206

For geothermal transflers, an overriding royalty may not be less than onc-founth (%) of onc percent of the value of output, nor greater than 50 jercent of the rate of royalty
due to the United States when this transfer is added to all previously created overniding royalties (43 CFR 3241).

| centify that the statements made herein by me are true, complete, and correct to the best of my knowledge and belief and are made in good faith

1 Va
Executed this ___2__. day ol'_ﬁM 1996 Executed this 30th day of September 9_96

Name of Transferor _ FREDERICK PRINCE, 1V and DIANA C. PRINCE PENWELL BNERGY, INC.
Please type or print

Trlnsferor f"d“\“" r (?W Transferee V\ﬁ—-—"’\ L 20d

or rick Princaﬁﬂég or Steven R.Fo¥:fff9f)Vice President
Attorneyvinefrct _ ‘QAO\ C N \*\Q—CL- Attorney-in-fact
Diana C. Prince (Signature) y

816 Connecticut Avenue, NW
(Transferor's Address)

Washington, D.C. 20006
(City) , (State) (Zip Code)

(Signature

BURDEN HOURS STATEMENT

Public reporting burden for this form is estimated 10 average 30 minutes per response. including the time for reviewing instructions, gatherinz and maintaining data, and
compleung and reviewing the form. Direct comments regarding the burden estimate or any other aspect of this form to U.S. Department of the Interior, Bureau of Land

Management, (Alternate) Bureau Clearance Officer. (WO-771), 18 and C Streets. N W Washingion, D.C. 20240, and the Office of Managem ent nnd~8u.dgcx Paperwork
Reduction Proiect (1004-0034), Washingion. D.C 20501

Title 18 U.S.C. Sec. 1001 makes it a crime for any person knowingly and willfully to make Lo any Department or agency of the United States any false, | ﬁcudous or fraudulent
statements Or representations as 10 any matter within its jurisdiction.

*U.S. GPO: 1092-774.017/8702)



PAPERWORK REDUCTION ACT STATEMENT
1. This information is being collected pursuant to the law.

2. This information will be used to create and maintain a record of oil and gas/
geothermal lease activity.

3. Response to this request is required to obtain benefit
NOTICE
The Privacy Act of 1974 and the regulation in 43 CFR 2.48(d) provide that you be

furnished the following Information in connection with information required by this
oil and gas/geothermal lease transfer application.

AUTHORITY: 30 U.S.C. 181 et seq; 30 U.S.C. 1001-1025; 42 U.S.C. 6508

PRINCIPAL PURPOSE—~The information is to be used 10 process transfers of oper
ating rights (subleases) for oil and gas/geothermal resources leases,
Tear

‘1/7

(2) Documentation for public information in support of notations made on land status
records for the management, disposal, and use of public lands and resources.

ROUTINE USES:

(1) The approval of transferce's righits to the land or resources.

(3) Transfer to appropriate Federal agencies when concurrence is required prior to
granting a right in public lands or resources.

(4)(5) Informalion from the record and/or the record will be transferred 10 appropri-
ale Federnl, State, local or foreign agencies, when relevant to civil, criminal or regula-
tory invesligations or prosecutions.

EFFECT OF NOT PROVIDING INFORMATION-If all requested informa-
tion Is not provided. the transfer may not be approved, See regulations at 43
CFR Groups 3100 and 3200,

ACKNOWLEDGMENTS

STATECE (VST T %
E
countor ¢/~ (oL ingn «

me on the day of

leen under, der my hand ani\s;z/%;gc?< this instrument was acknowledged before

199 by Frederick Prince, IV.

My Commission Expires:

2 ALTT

STATEOF—LUSTO LT G  »

COUNTYOF- (PLUNE)] .

Nothbhz/ in and for the W—%

Given under;my hand and se; of ;fﬁg , this instrument was acknowledged before
me on the —dayof ___ , 1996, by Diana C. Prince.

QM Ty

My C%T}'?'?? Expires:

STATE OF TEXAS *
*
COUNTY OF MIDLAND *

This instrument was acknowledged before me on the
, 1996, by STEVEN R. FOY, Vice President of Penwell Energy, Inc.,

September

‘/fubhf in and for theﬁa@—

(Mna

30th  day of

a Texas corporation, on behalf of said corporation.

Given under my hand and se

September , 1996.

30th day of

aQof office this the
A

My Commission Exdirgg
9/23/97

Notary Public, State of Texas
My commission expires 9/23/97

VNAAAAAAAA,,



BEFORE THE
OIL CONSERVATION DIVISION
Santa Fe, New Mexico

Case No. _ 11622 ExhibitNo. _5

Submitted by: Penwell Energy. Inc.

Hearing Date: October 3.19¢6
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Penwell Energy. Inc.

Submitted by:
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October 3.1996
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BEFORE THE
OIL CONSERVATION DIVISION

NEW MEXICO DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES

APPLICATION OF PENWELL ENERGY, INC

FOR COMPULSORY POOLING,
LEA COUNTY, NEW MEXICO. CASE NO. 11622
FIDAVI
STATE OF NEW MEXICO )
) ss.

COUNTY OF SANTA FE )

William F. Carr, attorney in fact and authorized representative of Penwell Energy,
Inc., the Applicant herein, being first duly sworn, upon oath, states that notice has been given
to all interested persons entitled to receive notice of this application under Oil Conservation

Division rules, and that notice has been given at the addresses shown on Exhibit "A" attached

hereto.

William F.\Carr k

SUBSCRIBED AND SWORN to before me this ZN& day of October, 1996.

TMN@U]»W_

Notary Public

My Commission Expires:

BEFORE THE
OIL CONSERVATION DIVISION
-hw‘gg\- 19, 1945 .

Santa Fe, New Mexico

Case No. __11622 Exhibit No. _6

Submitted by: Penwell Energy. Inc.

Hearing Date:___October 3,1996




EXHIBIT A

Elizabeth Losee
20 First Plaza, Suite 213
Albuquerque, New Mexico 87120

Ann Ransome Losee
4733 Galleta Road, N. W.
Albuquerque, New Mexico 87120

Burlington Resources Oil & Gas Company
Post Office Box 51810

Midland, Texas 79710-1810

Attn: Leslyn Swierc

AFFIDAVIT,
Page 2



CAMPBELL, CARR, BERGE
8 SHERIDAN, paA.

LAWYERS

MICHAEL B. CAMPBELL
wWiLLlAM F. CARR

JEFFERSON PLACE

SUITE | - 11O NORTH GUADALUPE
BRADFORD C. BERGE
POST OFFICE BOX 2208
MARK F. SHERIDAN
SANTA FE, NEW MEXICO 87504-2208
MICHA . F DEWERT

st EL TELEPHONE: (SOS) 988-442|

TANYA M. TRUJILLO
PAUL R. OWEN TELECOPIER: (SOS) 983-6043

JACK M. CAMPBELL
QF COUNSEL

September 12, 1996

CERTIFIED MAIL
R T ESTED
Elizabeth Losee

20 First Plaza, Suite 213
Albuquerque, New Mexico 87120

Re:  Application of Penwell Energy, Inc. for Compulsory Pooling, Lea County,
New Mexico

Dear Ms. Losee:

This letter is to advise you that Penwell Energy, Inc. has filed the enclosed application with
the New Mexico Oil Conservation Division seeking the force pooling of all mineral interests
in all formations from the surface to the base of the Bone Spring formation in and under the
NW/4 SE/4 Section 24, Township 22 South, Range 32 East, NM.P.M,, Lea County, New
Mexico. Penwell Energy, Inc. proposes to dedicate the referenced pooled unit to its
Checkers 24 Federal Well No. 1 to be drilled to an approximate depth of 9,000 feet at an
orthodox well location 1980 feet from the South and East lines of said Section 24.

This application has been set for hearing before a Division Examiner on October 3, 1996.
You are not required to attend this hearing, but as an owner of an interest that may be
affected by this application, you may appear and present testimony. Failure to appear at that

time and become a party of record will preclude you from challenging the matter at a later
date.



Elizabeth Losee
September 12, 1996
Page 2

Parties appearing in cases have been requested by the Division (Memorandum 2-90) to file
a Prehearing Statement substantially in the form prescribed by the Division. Prehearing
statements should be filed by 4:00 o'clock p.m. on the Friday before a scheduled hearing.

truly yours,

.
.

WILLIAMF. CARR

ATTORNEY FOR PENWELL ENERGY, INC.
WFC:mlh

Enc.



Is your RETURN ADDRESS compieted on the reverse side?

SENDER: .
wComplets items 1 and/or 2 for additional services. | also wish to receive the
sComplete items 3, 4a, and 4b. following services (for an
= Print your name and address on the reverse of this form so that we can return this extra 33“
d o you.
-ﬁmo%.ﬁu form to the front of the mailpiece, or on the back i space does not 1. O Addressee's Address
rmit.
-w«oao *Retum Receipt Flequested” on the mailpiece belaw the article number. 2. O Restricted Delivery
aThe Retum Receipt will show to whom the article was delivered and the date
delivered. Consult postmaster for fee.
3. Article Addressed to: am.ﬂwan_w Number W m;
; 4b. Service Type
Elizabeth Losee " 0 Registered \.og_aa

[ Express Mail 0 Insured
O Retum Receipt for Merchandiss 0 cod

%Q Delivery N

20 First Plaza, Suite 213
Albuquerque, New Mexico 87120 |5

5. Received By: (Print Name) 8. >&3wm¢c s >na3mm (Only if requested
_ and fee is paid)
6. maamea , '
X \ _
PS Form 3811, cwooa@\aﬁ Domestic Return Receipt
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Thank you for using Return Receipt Service.



CAMPBELL, CARR, BERGE
& SHERIDAN, r.aA.

LAWYERS

MICHAEL B. CAMPBELL . JEFFERSON PLAGCE
WILLIAM F. CARR
BRADFORD C. BERGE
POST OFFICE BOX 2208
MARK F. SHERIDAN
SANTA FE, NEW MEXICO 87504-2208
MICHAEL H. FELDEWERT

TELEPHONE: (SOS) 988-442]
TANYA M. TRUJILLO

SUWTE | - 1i0 NORTH GUADALUPE

PAUL R. OWEN TELECOPIER: (505} 983-6043

JACK M. CAMPBELL
OF COUNSEL

September 12, 1996

CERTIFIED MAIL
R T EST

Ann Ransome Losee
4733 Galleta Road. N. W.
Albuquerque, New Mexico 87120

Re:  Application of Penwell Energy, Inc. for Compulsory Pooling, Lea County,
New Mexico

Dear Ms. Losee:

This letter is to advise you that Penwell Energy, Inc. has filed the enclosed application with
the New Mexico Oil Conservation Division seeking the force pooling of all mineral interests
in all formations from the surface to the base of the Bone Spring formation in and under the
NW/4 SE/4 Section 24, Township 22 South, Range 32 East, N.M.P.M., Lea County, New
Mexico. Penwell Energy, Inc. proposes to dedicate the referenced pooled unit to its
Checkers 24 Federal Well No. | to be drilled to an approximate depth of 9,000 feet at an
orthodox well location 1980 feet from the South and East lines of said Section 24.

This application has been set for hearing before a Division Examiner on October 3, 1996.
You are not required to attend this hearing, but as an owner of an interest that may be
affected by this application, you may appear and present testimony. Failure to appear at that

time and become a party of record will preclude you from challenging the matter at a later
date.



Ann Ransome Losee
September 12, 1996
Page 2

Parties appearing in cases have been requested by the Division (Memorandum 2-90) to file
a Prehearing Statement substantially in the form prescribed by the Division. Prehearing
statements should be filed by 4:00 o'clock p.m. on the Friday before a scheduled hearing.

WILLIAM¥. CARR

ATTORNEY FOR PENWELL ENERGY, INC.
WFC:mlh

Enc.



 SENDER: . .
T sComplete items 1 and/or 2 for additional services. | also wish to receive the

% =Complete items 3, 4a, and 4b. following services (for an

W -Mm_._h .«vc:q name and address on the reverse of this form so that wa can relum this | gytra fee):

3 ®Attach _ﬂﬂ. form to the front of the mailpiece, or on the back if space does not 1. O Addressee’'s Address

permit,
8 Write "Retum A ted” on the below the number.

B e hon v g s vas it wti ety | 2 Rastictod Dlvery

g delivered. Consult postmaster for fee.

M 3. Article Addressed to: 4a. Article Number

3 P 502, 240 wm, |

m. 4b. Service Type

] Ann Ransome Losee .| 0 Registered "~ pd Certified

4733 Galleta Road, N. W, _ m Wwﬂﬂhﬂn R m wwua
. etu or Merchandi
Albuquerque, New Mexico 87120 |-—-- . \_zm
5. Recelved By: (Print Name) 8. Addressee's Address (Only if requested
and fee Is paid)

y 6 mﬁ: ture: «\ER\WW 8o or Agent)

]
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Thank you for using Return Receipt Service.



CAMPBELL, CARR, BERGE
& SHERIDAN, ».a.

LAWYERS

MICHAEL 8. CAMPBELL
wWiLllam F. CARR

JEFFERSON PLACE

SUITE | - 11O NORTH GUADALUPE
BRADFORD C. BERGE
MARK F SHERIDAN POST OFFICE BOX 2208
SANTA FE, NEW MEXICO 87504-2208
MICHAEL H. FELDEWERT
TANYA M. TRUJILLO TELEPHONE: (SOS) 988-4421
PAUL R. OWEN TELECOPRIER: (505} 983-6043

JACK M. CAMPBELL
QFf COUNSEL

September 12, 1996

CERTIFIED MAIL
UESTE

Burlington Resources QOil & Gas Company
Post Office Box 51810
Midland, Texas 79710-1810

Attn: Leslyn Swierc

Re: Application of Penwell Energy, Inc. for Compulsory Pooling, Lea County,
New Mexico

Dear Ms. Swierc:

This letter is to advise you that Penwell Energy, Inc. has filed the enclosed application with
the New Mexico Oil Conservation Division seeking the force pooling of all mineral interests
in all formations from the surface to the base of the Bone Spring formation in and under the
NW/4 SE/4 Section 24, Township 22 South, Range 32 East, N.M.P.M., Lea County, New
Mexico. Penwell Energy, Inc. proposes to dedicate the referenced pooled unit to its
Checkers 24 Federal Well No. 1 to be drilled to an approximate depth of 9,000 feet at an
orthodox well location 1980 feet from the South and East lines of said Section 24.

This application has been set for hearing before a Division Examiner on October 3, 1996.
You are not required to attend this hearing, but as an owner of an interest that may be
affected by this application, you may appear and present testimony. Failure to appear at that

time and become a party of record will preclude you from challenging the matter at a later
date.



Burlington Resources Oil & Gas Company
Attn: Leslyn Swierc

September 12. 1996

Page 2

Parties appearing in cases have been requested by the Division (Memorandum 2-90) to file
a Prehearing Statement substantially in the form prescribed by the Division. Prehearing
statements should be filed by 4:00 o'clock p.m. on the Friday before a scheduled hearing.

Very truly yours,

oA BU_

WILLIAM F. CARR

ATTORNEY FOR PENWELL ENERGY, INC.
WFC:mih

Enc.
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BURLINGTON
RESOURCES

MID-CONTINENT DIVISION
August 27, 1996

TO:  WORKING INTEREST OWNERS

Re: Checkmate 24 Federal #1
1980" FSL & 1980" FEL Section 24
T-22-S, R-32-E
Lea County, New Mexico
Red Tank Prospect
NM35793

Ladies and Gentlemen:

Under cover letter dated August 14, 1996, Burlington Resources Oil & Gas Company (“BR”) proposed
the drilling of the Checkmate 24 Federal #1 at the captioned location (the “Well”) and asked for your
decision within thirty (30) days. However, in a meeting with Mr. C. W. Trainer on August 23, 1996, he
revealed that he and Mr. Jerry Losee have rejected BR’s proposal to drill and operate the Well. Mr.
Trainer stated that he agreed the Well should be drilled, but that he would prefer to operate the Well. He

also stated that he was in the process of promoting a portion of his interest in the Well before he would
be ready to drill same.

These events are essentially a repeat of the events which occurred in April and May, 1995. Meridian,
predecessor to BR, proposed the drilling of the Checkmate 24 Federal #1 on April 21, 1995. Mr. Trainer
returned Meridian’s AFE and submitted a separate AFE for the drilling of the Mills Federal #2 at the
same location. Meridian executed Mr. Trainer’s AFE and returned same to Mr. Trainer in May, 1995.
To date, the Well has not been drilled. In an effort to avoid further delay in the drilling of the Well, BR
has applied to the New Mexico Oil Conservation Division for compulsory pooling, to be scheduled for
hearing on September 19, 1996.

Please note that, as proposed in my letter of August 14, 1996, you, as a working interest owner, will still
have until September 18, 1996 to elect to participate in the drilling of the Well. BR operates wells in this
area and is prepared to move immediately. If all parties should agree to participate in BR’s drilling
proposal, compulsory pooling will not be necessary.

I will be happy to discuss any issues or concerns which you may have with respect to this proposal. You
may contact me directly at (915) 688-6928.

Very truly yours,
INGTON URCES OIL & GAS COMPANY
JAIAC_
n M{ Bwierc, CPL
Senior Staff Landman BEFORE THE
OIL CONSERVATION DIVISION

LMS/cs Case No. 11613 Exhibit No. é
cc: Don Davis Submitted By:

Tom Kellahin Burlington Resources

Mike Wallace Hearing Date: October 2, 1996

3300 N. “A” St., Bldg. 6, 79705-5406, P.O. Box 51810, Midland, Texas 79710-1810, Telephone 915-688-6800



WORKING INTEREST OWNERS:

Frederick H. Prince, IV
816 Connecticut Ave., NW
Washington, D.C. 20006

C. W. Trainer and wife, Jackie Trainer
500 West Texas, Suite 710
Midland, Texas 79701

Ann Ransome Losee
4733 Galleta Rd., NW
Albuquerque, New Mexico 87120

Elizabeth Losee
20 First Plaza, Suite 213
Albuquerque, New Mexico 87120
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISION FOR THE PURPOSE OF
CONSIDERING:
CASE NO. 11622

APPLICATION OF PENWELL ENERGY, INC.

IF'OR COMPULSORY POOLING,
LLEA COUNTY, NEW MEXICO.

PRE-HEARING STATEMENT

This Prehearing Statement is submitted by Campbell. Carr & Berge & Sheridan, P.A.
as required by the Oil Conservation Division.

APPEARANCES OF PARTIES
APPLICANT ATTORNEY
Penwell Energy. Inc William F. Carr, Esq.
c¢/o0 Mark Wheeler Campbell, Carr, Berge & Sheridan, P.A.
600 Marienfeld Post Office Box 2208
Midland, TX 79701 Santa Fe, New Mexico 87504
(915) 683-2534 (505) 988-4421

name, address, phone and
contact person

INTERESTED PARTY ATTORNEY
Burlington Resources Oil W. Thomas Kellahin, Esq.
& Gas Company Kellahin & Kellahin

Post Office Box 2265
Santa Fe, New Mexico 87504-2265



Pre-hearing Statement
NMOCD Case No. 11622
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STATEMENT OF CASE

APPLICANT
(Please make a concise statement of what is being sought with this application and the
reasons therefore.)

Penwell Energy. Inc., applicant in the above-styled cause, seeks an order pooling all mineral
interests from the surface to the base of the Bone Spring formation underlying the NW/4
SE/4 of Section 24, Township 22 South, Range 32 East. Applicant proposes to dedicate this
pooled unit to its Checkers 24 Federal Well No. 1 to be drilled at a standard location 1980
feet from the South and East lines (Unit J) of said Section 24 to test any and all formations
to the base of the Bone Spring formation, Red Tank-Bone Spring Pool. Also to be
considered will be the cost of drilling and completing said well and the allocation of the cost
thereof as well as actual operating costs and charges for supervision, designation of applicant
as operator of the well and a charge for risk involved in drilling said well.

OTHER PARTY

(Please make a concise statement of the basis for opposing this application or
otherwise state the position of the party filing this statement.)



Pre-hearing Statement
NMOCD Case No. 11622
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PROPOSED EVIDENCE
APPLICANT

WITNESSES EST. TIME EXHIBITS
(Name and expertise)

Mark Wheeler, Land 15 Min. Approximately 5
John Thoma, Geology 10 Min. Approximately 4
OTHER PARTY

WITNESSES EST. TIME EXHIBITS

(Name and expertise)

PROCEDURAL MATTERS
(Please identify any procedural matters which need to be resolved prior to hearing)

Penwell will request that this case be consolidated for hearing with Division Case 11613.

Signature /“ \
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CERTIFICATE OF SERVICE

I hereby certify that 1 have caused g,true and correct copy of the foregoing Pre-
Hearing Statement to be mailed on this 27 Lday of July, 1996 to the following counsel of
record:

W. Thomas Kellahin, Esq.

Kellahin & Kellahin

Post Office Box 2265

Santa Fe, New Mexico 87504-2265

s .

——

William F[ Carr



