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Grover Beakley L
P.O. BOX 1264 i
BROWNWOOD. TEXAS 76804 v
Phore 9107 6d 5187 . FAX (915 646 4841

April 24, 1997

Ve

y st S TR

Mr James H. Shaw
2501 Cimmaron
Midland, Texas 79705

Re: Section 1-20S-38E
Section 6-20S-39E

Section 31-19S-39E :
Lea County, N.M. ‘ T <
(Dear Mr. Shaw: ):j\:; 5

-

Thank you for your offer to lease my m/ineﬁl interest in the captioned tract. 1 would be
willing to lease on the terms you offered if we use the enclosed lease form and each
section is on a separate lease form.

At present I would lease on the terms listed above. However, this offer is made subject to
prior lease and I would also want to reserve the right to change my mind if a development
in the area changed the value before your lease 1s signed.

'he No. 2 Bilberry had been producing in the NW4 of Section 6-20S-39E. Apparently
this well has now been plugged. 1 hope the above offer meets with your approval and
look forward to leasing the minerals to you.

Sincerely,

%
/

Grover Beakley //
5



JAMES H. SHAW
2501 CIMMARON
MIDLAND, TEXAS 79705
915/684-5346

April 15,1997
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P:0. Box 1264 33
Re: 01l & Gas Lease
303975y

Brownwood, Texas’ 76804
Lea County, N.M.

Dear Mr.& Ms. Beakley,

I am currently acquiring oil and gas leases in Lea County, New
Mexico for Stevens & Tull, Inc, of Midland, Texas. I have made a
search of the Lea County records, and find that you appear to be the
owner of mineral interests as set out below, and that your interests
are currently not under lease. I am interested in acquiring a lease
from you, and make the following offer, subject only to approval
of title:

1) Bonus consideration of $150 per net mineralacre;
N (your interest, appears to be a 9.37/320 interest
in EACH of the following sections: ﬁ
ﬂ’ |
= {
e

Section 1: NE/4, T-20-S, R-38-E
Section 6: N/2NW/4, T—20-S, R-39-E

2) Primary term of three(3) years for a lease on the

enclosed form (Paid-Up basis);.

- gection 31: S/2SW/4, T-19-S, R-39-E
for a total of 9.37 net acres.)

3) Basic royalty to be one-fifth (1/5)

I enclose an Oil & Gas lease prepared (in duplicate) on the above
basis, and ,if acceptable, ask that you and your spouse (assuming the
property is community property,unless otherwise owned) sign before a
Notary Public; retain one copy for your records; indicate your Social
Security number in the space provided; and return the completed
original to me in the enclosed , self-addressed envelope. I will
immediately furnish you a check in payment of the agreed bonus
consideration. I suggest this manner of payment to avoid bank charges
by both your bank and mine; however, if you prefer, I will forward to
you a Collection Draft for your use through your local bank.

I1f you have gquestions, please call. Thank you.

Yours very truly,

James H. Shaw
f:\1lt\leaseltr.ind
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P.O. Box 11005 7/ RILOGY OPERATING, INC. 915/699-1410
Midland, Texas 79702 FAX 915/699-1113

November 15, 1999

J. Cleo Thompson
325 N. St. Paul, Suite 4500
Dallas, Texas 75201-3993

Re: Dreessen #1
NE/4 Section 1,
T-20-S, R-38-E, NMPM,
Lea County, New Mexico
Zinke’s Casa Prospect

Gentlemen:

As per our recent conversation, please find enclosed the following
information:

Copy of our Opérating Agreement dated October 1, 1999.
Two copies of our AFE for the captioned well.
Copy of proposed 0il and Gas Lease.
Land plat of the area.

| 5 Vaa :
We are prepared to pay yougfgp.oo pg;/net acre for the one (1) year
primary term covering your (34320 mineral interest)net acres. Our
well will be drilled to a depth of 7800 feet or a depth in our opinion
to test the Drinkard formation.

BwW o

We are currently preparing for a Compulsory Pooling Hearing for this
well, because there are a couple of interests that cannot be located.
Therefore, your prompt response will be greatly appreciated. Should
you have any questions, please contact us.

Yours very_trul

JErr A.'Weant,
President

f:\proposal\jcleo.zin




c/ 11005 /RILOGY OPERATING, INC. 915/699-1410
7 xas 79702 FAX 915/699-1113

September 14, 1999

Messrs. J. Cleo Thompson, Sr. . )} //di‘;j

and J. Cleo Thompson, Jr. \fﬁfq(ﬁ”(? //' .
45th Floor, NCNB Center, Tower II 'mm)(“$t* }
Dallas, TX 75201 R

Re: Mineral Interest
NE/4 of Section 1,
T-20-S, R-38-E,
Lea County, NM

Gentlemen:

The Lea County, Néw Mexico records reflect that you have an
unleased Mineral Interest in the captioned lands. We have.plans to
develop this area, and would like an expression from you as to leasing
your interest to us, or to join in our drilling efforts.

Please advise as to what you would prefer to do, and we will
forward to you a leasing offer or a drilling proposal and AFE. Thank
you for an immediate reply.
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A.APL FCRM 610 - MODEL FORM OPERATING AGREEMENT - 1982

OPERATING AGREEMENT

THIS AGREEMENT, entered ino by and between TRILOGY OPERATING, INC.
hereinafter designated and

referred to as “*Operator’’, and the signatory party or parties other than Operator, sometimes hereinaiter referred to individually herein
as “"Non-Operator ", and collecuvely as "*Non-Operators™’

WITNESSETH:

WHEREAS, the parues to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in
Exhibit ""A’", and the parties hereto have reached an agreement to explore and develop these leases zndfor oil and gas interests for the
production of oil and gas tc the extert and as heremnafter provided.

NOW, THEREFORE, 1t 15 agreed as follows.

ARTICLE 1.
DEFINITIONS

As used in this agreement, the following words and terms shall have the meanings here ascribed to them:
A. The term ‘‘oil and gas'' shall mean oil, gas, casinghead gas. gas condensate, and all other liquid or gaseous hydrocarbons
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of -his term is specifically stated.

B. The terms “‘oil and gas lease’”. ‘‘lease’’ and ‘‘leasehold"’ shall mean the oil and gas leases covering tracts of land
lving within the Contract Area which are owned by the parties 0 this agreement.

C. The term '‘oil and gas interests’ shall mean unleased fee and mineral interests in tracts of land lying within tie
Contract Area which are owned by parties to this agreement.

D. The term '‘Contract Area’’ shall mean all of the lands, oil and gas leaschold interests and oil and gas interests intended to be
developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leaseholc interests and oil and gas interests
are described in Exhibit ““A™",

E. The term *‘drilling unit’” shall mean the area fixed for the drilling of one well by order or rule of any state or
federa! body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties.

F. The term "‘drillsite’’ shall mean the oil and gas lease or interest on which a proposed wel is to be located.

G. The terms *‘Drilling Party’" and ' *Consenting Party'’ shall mean a party who agrees to join in and pay its share of the cost of
any operation conducted under the provisions ¢t this agreement

H. The terms ‘“‘Nor Driling Parts”' and *'Non-Conserting Party ' shall mean a party who elects not to participate
in a proposed operation

I. (SEE DEFINITION BELOW)

Unless the context otnerwise clearly indicates, words used in the sigular include the plural, the plural inclades the

singular. and the neuter gender includes the masculine and the feminmne

ARTICLE II.
EXHIBITS

The following exhibits, as indicated below and attached nereto, are incorporated m and made a part hereof:
& A Exhibit "A"". shall include the tollowing nformation:
.1} Identification of lands subject to this agreement,
{2) Restrictions, if any, as to depths, formations, or substances,
(3) Percentages or [ractional interests of parties to this agreement,
14) Oil and gas leases andfor oil and gas interests subject 1o this agreement,
(5) Addresses of parties for notice purposes.

& B. Exhibit *‘B”’, Form of Lease.

& C. Exhibit **C’", Accounting Procedure.

X D. Exhibit D", Insurance.
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If any provision of any exhibit, except Exhibits ‘E"" and *'G"’, is inconsistent with any provision contained in gthe body
of this agreement, the provisions in the body of this agreement shall prevail o

“Equipment and Facilities' shall mean any equipment or facilities owned’or
leased by Operator and utilized by Operator in conducting operations on«the
Contract Area. Equiosment and Facilities shall include, but not be limited to
the following items: communication system, well testing unit, trailors_;_f
vehicles and fluid lewvel machines.
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A.APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE IN.
INTERESTS OF PARTIES

A. Oil and Gas Interests:

If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement
and during the term hereof as if it were covered by the form of oil and gas lease artached hereto as Exiibit *'B’", and the owner thereof
shall be deemed to own both the royalty interest reserved in such lease and the interest of the lesse: thereunder.

B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and
paid, and all equiprment and materials acquired in operations on the Contract Area shall be ownec, by tne parties as their interests are set
forth 1n Exhibit **A"". In the same manner, the parties shall also own all production of oif and gas from the Contract Area subject to the
payment of royalties  tne extent of__one~eighth (1/8th) which shall be borne as hereinafter set torth

Repgardless of which party has .ontributec the lease(s) and/or oil and gas interest(s; heretc on which royalty s due 4nd
pavable, each party enutled to recerve « share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or
cause 1o be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the
other parties free from any liability theretor. No party shall ever be responsible, however, on a price basis higher than the price received
by such party, to any other party’s lessor or rovalty owner, and if any such other party’s lessor or royalty owner should demand and
recewe settlement on a higher price basis, the party contributing the affected lease shali bear the additicnal royalty burden attributable to
such higher price.

Nothing contained in this Articl: 111 B. shall be deemed an assignment or cross-assignment of interests covered hereby
C. Excess Royalties, Overriding Rovalties and Other Payments:

Unless changed by other provisions, if the nterest of any party i apyv lease covered hereby is subject to any rovalty,
overriding rovalty, production pavmen: or other burden on production 1n excess ¢1 the amount stipuia:ed in Aruicle LB, such party so
burdenea shall assume and alone bear all such excess obliganons and shall indemnify and hold the othe: parties hereto harmless {rom any
and all claims and demands for pavment asserted by owners of such excess burder.

D. Subsequently Created Interests:

If any party should hereafter create an overriding royalty, production payment or other burden payable out of production
attributable to its working interest hereunder, or :if such a burden existed prior to this agreement and 15 not set forth in Exhibit "A™" or
was not disclosed in writing to all other parties prior to the execution of this agreernent by all parties, o: is not a jontly acknowledged and

accepted obligation of all parties {any such interest being hereinafter referred to as '"subsequently created interest’” irrespective of the
timing of its creation and the party ou: of whose working interest the subsequently created interes: is derived being hereinafter referred

10 as “‘burdened party '), and:

1. If the burdened party is requirec under this agreement to assign or relinquish to any other party, or parties. all or a portion
of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment and/or
producton free and clear of said subsequently created interest and the burdened party shall indemmfy and save said other party
or parties, harmiess from any anc all claims and demands for payment asserted by owners of the subsequently created interest;

and,

=]

if the burdened party 1als 1o pay when due. 1ts share of expenses chargeabie hereunder all provisions ot Article VII B shail be
enforceable against the subsequen:iy created interest 1t the same manner as they are entorceasle aganst the working inzerest ot

the burdened party

ARTICLE 1V
TITLES

A. Title Examination:

n shali be made on the drillsite any proposed weil prior to commenceraent of drilling operatiens ur,

Title examina:

the Drilling Parties so request, ttle examination shall be made on the leases and.cr ol and gas interests included. or planned to be inciud
ed. in the drilling unit around such well, The opinion will inciude the ownership of the working interest, minerals, royaity, overriding
royalty and production pavments under the applicable leases, At the ume a well is proposed, each party contribuning leases andfor vl and
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator ali abstracts (including federal lease status
reports), title opinions, title papers and curative material in its possession free of charge. Alf such information not in the posse sion of or
made available to Operator by the parties. but necessary for the examination of the title, shall be obtained by Operator Operator shall
cause title to be examined by attornevs on its staff or by outside attorneys. Copies of all title opinions shall be fu
hereto. The cost incurred by Operator i this title program shall be borne as follows:
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AAPL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE IV
continued
& Opton No. 20 Costs ncurred by Operator in procuring abstracts and fees paid outside attorneys for dtle examination
fincluding preliminary, supplemental, shut-in gas royalty opinions and division order title opimions) shall be borne by the Drilling Parties
in the proportion that the interest of each Drilling Party bears to the total interes- of all Drilling Partias as such interests appear 1n Ex-
nibit VA" Operator shall make no charge for services rendered by its staft attornevs or other personnel in the performance of the above

wncuons

Each party shall be responsible tor secuning curative matter and poohing amendments o7 agreements required in connection
with lteases or oil and gas interests conrributed by such party. Operator shall be responsible tor the preparation and recording of pooling
designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders

Thus shall not prevent any party from appearmg on ws own behat at ary such neaning

No well shall be drilled on the Cantract Area unul atter {1} the utle 1o the drillsite or dritling init has been examined us above
provided, and {2) the utle has been approved by the examining attorney or utle Fas beer accepted by Operator as
satisfactory for the drilling of the well.

B. Lass of Title:

1. Failure of Title: Should any oil and gas mterest or lease, or 1nterest therein, be lost through taslare of title, which loss results ura
reduction of interest from that shown on Exhibit ‘*A’", the party contributing the affected lease or interest shall have ninety (90) days
from final determination of title failure to acquire a new lease or other instrument curing the enurety of the title failure, which acquisi-
tion will not be subject ta Article VLB, and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining oil

and gas leases and interests: and,

{a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it sha.l not be
entitled to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred,
but there shall be na additional hability on its part to the other parties hereto by reason of such title failure,

1by There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has
veen lost, but the interests of the parties shall be revised on an acreage basis, as ol the ume it 15 dezermined finally that utle failure has oc

HET I\

curred. so that the interest of the pariv whose jease or interest 18 aftected by the ntle tatlure will therealter be reduced 1n the ¢
Area by the amount ol the interest lost,

icj [t the proporuonate interest ol the other parties hereto in any producng well therewotore dnlled on the Contract Area 1s
increased by reason of the title failure. the party whose title has failed shall recenve the proceeds attributable to the increase in such in-
rerest {less costs and burdens attributable thereto) unul 1t has been reimbursed for unrecovered costs paid by it in connection with such
well:

d) Should anv person not ¢ party o this agreement, who s determined to dbe the owner of aay interest in the utle which has
taed, pay i any manncer any part of the cost ot operanon. developient, or cquipment such ameunt saall be pad o the party or partics
who bore the costs which are so refundec

e} Any hability to account to w thoed partv tor prior production of ot arce gas which arises by reassor of utle failure shall be
borne by the party or purties whose Ctie taled m the same propertions in whiea they shared in sach prior producton: and

(f; No charge shall be made w the omt account for legal expenses. fees or salaries. in connection with the defense of the interest
clarmed bv any party hereto. 1t being the intention ¢f the parties hereto that each shali defend title to iss interest and bear all expenses in

connection therewith

2. Loss by Non-Payment or Erroneous Payment of Amount Due: if. th-ough mistake or aversight, any rental, shutin weli

payment, minimum royalty or royalty pavment, is not paid or is erroneously paic, and as a result a lease or interest therein terminates,
there shall be no monetary liability against the party who failed tc make such payrent. Unless the party who failed to make the required
payment secures a new lease covering the same interest within ninety (90) davs from the discovery ot the failure to make proper payment,
which acquisition will not be subject to Article VIILB., the interests of the parties shall be revised on an acreage basis, effective as of the
date of termination of the lease involved, and the party who failed to make proper payment will no onger be credited with an interest :n
the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the
required payment shall not have been tully reimbursed. at the time of the loss. from the proceeds of th= sale of o1l and gas aunbutable w0
the lost interest. caiculated on an acreage basis, for the development and operating costs theretotore paid on account of such interest, it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled
or wells previously abandoned) from <o much o! the following as is necessary 1o effect reimbursement

(a) Proceeds of ol and gas. less operaung expenses, theretofore accrued to the credic ot the lost interest, on an acresge basis,

up to the amount of unrecovered cos s,

(b} Proceeds, less operating expenses, thercatter accraed attnibutable to the Lost interest on an acreage basis, of that poruon ot
ail and gas thereafter produced and marketed fexcluding prodaction trom any webs thereafter drlled® wwhich, in the absence of such lease
terminauon, would be attributable to the lost interest on an acreage basis. up to the amount ot anrecovered costs. the proceeds of sa
poruon of the oil and gas to be contributed by the other parties 1n proportion -¢ their respective rterests; and,

ic) Any monies, up to the amount of unrecovered costs, that may be pawd by any party who 15, or becomes, the owner of th= interes:

lost, for the privilege of parucipating in the Contract Area or becoming a party to this agreement

3. Other Losses: All losses incurred, other than those set forth in Articles [V.B 1. and 1V B.2. above, shall be joisit losses
and shall be borne by «ll parties in proportion te their interests. There shall be no readjustment ot interests in the remaining gostion of

the Contract Area




(I NNV N

x

PRI

R S T S R N N S N R B L N
— 2\ o o o

o0
61
62
63

65
66

HR

HY

A.APL. FORM 010 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE V.
OPERATOR
A. Designation and Responsibilities of Operator:
TRILOGY OPERATING, INC. snall be the

Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and
required by, and within the limits of -his agreement. [t shall conduct all such operations in a good ard workmanlike manner, but 1t shall
have no liability as Operator to the other parties for losses sustained or lLabilities incurred, except such as may result from gross
negligence or willful misconduct

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

1. Resignauon or Removal of O perdtor Operator may resign 4t any tume by giving writter notice thereot to Non-Operators
£ 91 P

1t Operator terminates 1ts fegal existence no lonxer owns an interest hereander m tae Contract Area, of 1S no longer capable of serving us
Operator, Operator shall be deemed 1o have resigned without any acuon by Non-Operators, except the selection of a successor. Operator
may be removed af 1t fails or refuses 1o carcy out 1ts duties hereunder, or becomes insolvent, bankrupt or 1s placed 1n receiversnip, by the
aff:rmative vote of two {2) or more Non-Operators owning 4 majority interest based on ownership as shown on Exhibit “'A’" remaining
after excluding the voung interest of Operator Such resignation or removal shall not become effective undl 7:00 o’clock A.M. on the
first day of the calendar month foliowing the expiration ot ninety (90) days after the giving of notce of resignation by Operator or action
by the Non-Operators o remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an eariier
date Operator, alter effectve date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor
porate name or structure ot Operator or transfer of Operator s interest to any sigle subsidiary, parent or successor corporaticn shall not

be the basis for removal of Operatos

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by
the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor
Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or mor-e parties owning a majority interest
based on ownership as shown on Exhibit "*A’"; provided. however. if an Operator which has been removed fails to vote or votes only te
succeed itself, the successor Operator shall be selected by the affirmative vote of two (2} or more parties owning a majority interest basec
remaining after excluding the voting interest of the Operator that was removed.

on ownership as shown on Exhibit A
C. Employees:

The number of employees used by Operator 1n conducting operations hereunder, their seiection, and the hours of labor and the
compensation for services performed shall be determined by Qoerator, and all such employees shell be the employees of Operator

D. Drilling Contracts:

All wells drilled on the Contract Arca shall be drilled on o competitive contract basis at the usual rates prevailing i the area. If 1t so
desires. Operator may empioy 1ts own tuels and equipment in the drilling of we Is. but its charges theretor shall not exceed the prevailing
rates in the area and the rate of such charges shall be agreed upon by the parties in writing betore drilling operations are commenced. and
such work shall be performed by Operator under the same terms and concitions as are customary ard usual in the area in contracts of in
dependent contractors who are doing work ot o similar nature

ARTICLE VI
DRILLING AND DEVELOPMENT

A. lnitial Well:

2000
On or betore the__1ST___day o February , ¥~ Operator shall commence the drilling of a well for

ol and gas at the foliowing locaton. a legal location in the NE/4 of Section 1, T-20-5§,
R-38-E, NMPM, Lea County, New Mexico.

and shall thereafter continue the drilling of the well with due dihgence to g depth o 7,800 feet or a depth in

Operator's opinion sufficient to test the Drirkard formation, whichever is the
lesser,

unless granite or other practically impenetrable substance or condition in the hole. which renders further drilling impractical, 1s « a-
countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth.

R
Operator shall make reasonable tests of all formauons encountered during drilling whuch pive indication of: containing oil ard
S
Bas 0 quantivies sutbicient to test, unlbess this agreement shall be limited 1n 1ts application to a specific formation or formanons in which
£

event Operator shall be required ts test only the formaton cor formations to which this agreement may apply N
Sy ,,4;... K .
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ARTICLE V1
continued

If, in Operator’s judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the
well as a dry hole, the provisions of Article V1.E. 1. shall thereafter apply.

conduct any operation and/or install any equipment
costing in excess of $25,000.00 on any well in the

B. Subsequent Operations: Contract Area, or

conduct such operation, incur such expense,

1. Proposed Operations: Should any party hereto desire tovdrill anyjwell on the Contract Area other than the well provided
for in Article VILA , or to rework, deepen or plug back a dry hole drilled[at the joint expense of all parties or a well jointly owned by all
the parties and not then producing in paying quantities, the party desiring todrill. rework, deepen or plug back such a well shall give the

Operator written notice of the proposed o%e%anon, specifying the work to be performed. the location, proposed depth, objective forma-
ton and the estimated cost of the operation.
within which to notify the QOperator whether they elect to participate in the cost of the proposed operation. If a drill-
ing rig 1s on location, natice of a proposal to rewerk, plug back or drili deeper may be given by telephone and the response period shall be
limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays Failure of a party receiving such notice to reply within
the period above fixed shall constitute an electicn by that party not to parucipate in the cost of tne proposed operation. Any notice of

response given by telephone shali be promptly confirmed in writing

** (Qperator shall\then give written notice to all parties of the proposed operati
,within 15 days of receipt of such proposal,

If all parties elect to participate tn such a proposed operavon. Operator shal., within ninet; (90) days atter expiration of the notice
period of thirty (30) days {or as promptly as possible after the expirauon ot the forty-etght (48) hour period when a drilling nig 15 on loca-
tion, as the case may be), actually commence the proposed operation and complete 1t with due diligence at the risk and expense of all par-
ties hereto: provided, however, said commencenient date may be extended upon written notice of same by Operator to the other parties,
for a period of up to thirty (30) additional days if, in the sole opinion of Operator such additional ume is reasonably necessary to obtain
permits from governmental authorities, suriace rights {including rights-of -way} or appropriate drilling equipment, or to complete title ex-
amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XI, if the
actual operation has not been commenced within the time provided (including anv extension thereof as specifically permitted herein) and
if any party hereto still desires to conduct said operation, written notice proposing same must be resubraitted to the other parties in accor-
dance with the provisions hereof as if no prior proposal had been made.

2. Operations by Less than All Parues: If any party receiving such notice as provided in A:zucle VIB.1. or VILD.1. (Opuon
No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the Cperator
and such other partis as shall elect to participate in the operaton shall, within minety (90) days after the expiration of

the notice period of thirty (30; days (or as promptly as possible after the expiration ot the forty-eight (48) hour period when a drilling rig 1s
on location, as the case may be) actually commence the proposed operation and cemplete it with due diligence. Operator shall perform all
work for the account of the Consenting Parties; provided, however if no drilling rig or other equipment is on location, and if Operator 1s
a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator tc perform the work required by such proposed opera-
uon for the account of the Consenting Parues, or (b) designate one (1" of the Consenting Parties as Operator to perform such work Con
senung Parties, when conducting operations on the Contract Area pursuart to this Artucle VILB.2 | shall comply with all terms and con

ditons of this agreement. SEE ARTICLE XV. FOR AMENDMENTS TO THIS PROVISION.

If less than all parues approve any proposed operation, theOperator . mmediateiv after the expiration of the applicable
not:ce period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as
to whether the Consenung Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours
rexclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposir.g party of its desire to (2) limit par-
tieipation to such party s interest as shown on Exhibit *'A"" or (b) carry uts proporticnate part of Noz-Consentung Parties’ interests, and
failure to advise the Operator shall be deemed an election under (a). In the avent a drilling rig is on location, the time permitted for
such a response shall not exceed a total of forty-eight (48) hours (inclusive of Satuarday, Sunday and legal holidays). The Operator
at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions thev have
elected to bear same under the terms ot the preceding paragraph. Consenting Parties shall keep the leasehold estates involved.in such
operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties.
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their
sole cost. risk and expense. If any well drilled. reworked, deepened or plugged back under the pravisions of this Article resultsiin a pro
ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost;ﬁr?d risk,

he parties receiving such a notice shall have thurty (30) days after receipt of thefnotRE *2

tor's
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ARTICLE Vi
continued

and ihe well shall then be turned over to Operator and shall be operated by it at the expense and tar tae account of the Conserung Par-
nes. Upon commencement of operations tor the drilling, reworking, deeperung or plugging back ot any such well by Consenur.g Parties
in accordance with the provisions of this Arucle, each Non-Consenung Party shall be deemed to have relinquished to Consenting Parties,
and the Consenung Parties shall own and be enutled to receive, in proportion tc their respective interests, all of such Non-Consenting
Party's interest in the well and share of production therefrom until the proceeds of the sale ot such share, calculated at the well, or
market value thereof if such share is not sold. (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Article [I1.D. payable out of or measured by the productioa from such well accruing with respect to such interest
until it reverts) shall equal the total of the following:

(@)300% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the wellhead
connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such
Non-Consenting Party’s share of the cost of operation of the well commencing with first production and continuing until each such Non-
Consenting Party’s relinquished interest shall revert to it under other provisions of this Arucle. it being agreed that each Non-
Consenting Party's share of such costs and equipment will be that interest whict would have been chargeable to such Non-Consenting
Party had it participated in the well from the beginning of the cperauons: and

b 300 % of that portion of the costs anc expenses of driling, reworking. deepening. plugging back, tesung and compleung,
atter deducting any cash contribuuens received under Artle VIILC., and 300 _ % of that portion f the cost of newly acquired equip
ment in the well (to and including the wellhead connections), which would have been chargeable te si.ch Non-Consenting Party of 1t had
participated therein.

An election not to participate 1 the dnlling or the deepening ot 3 well shall be deemed a0 ele tion not to participate i1 any re
working or plugging back operation proposed in such a weil, or portion thereor, to whick the 'mal Non-Consent elecuon applied that s
conducted at any time prior to full recovery by the Consenung Parties of the Non-Consenting Party s recoupment account. Any such
reworking or plugging back operation conducted during the recoupment period shall be deemed part ¢f the cost of operation of said weli
and there shall be added to the sums tc be recouped by the Consenting Parties one hundred percent (100 %) of that portion of the costs ot
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein, It
such a reworking or plugging back operation is proposed during such recoupment period. the provisions of this Article VL.B. shail be ap-
plicable as between said Consenting Parties in said well.

During the period of time Consenting Parties are entitled t0 receive iNcn-Consenting Party’s share of production. or the
proceeds therefrom, Consenting Parties shall be responsible for the payment of all productior.. severance, excisc. gathering and cther
taxes. and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party s share of production not excepted by Ar
ucle 1I1.D

In the case of arv reworking. plugging back or deeper drilling operzuion. the Consenurg Parvies shail be permutted to use. tree
ob cost, all casing, ruming and other eguipment 10 the well, but the cwnership ot all such equirnent shasl remain unchanged: and upor
abandonment of a weli after such reworking, plugging back or deeper dnihing. the Consenting Partizs shall acceunt tor all such equip

ment te the cwners thereot, with v b darty recening ity proportiorate part :r kind or in value. less cost of salvage

Within sixty (60} days after the complenon of any vperation under thie Article, the pacty conducting the operations for the
Consenting Parties shall furmsh each Non-Consenting Party with an inventery of the equipment ir. and connected to the well, and an
itemized statement of the cost of drilling. deepening, plugging back. testing. completing. and equipping the well for producton: or, at its
uption, the operatng party, 10 iteu ot an stermized statement of such costs of operation. may submit « detailed statement of monthly ell-
ings Each month thereafter. during the time the Consenting Parties are being ernbursed as provided above, the party conducting the
eperations for the Consenting Partes shall furnish the Nor-Consenting Parties wizh an itemuzed statement of all costs and lizbilities in-
currec n the operation ol the well. tegether with a statement of the quantity ot o1l and gas procuced from it and the amount of-proceeds
reahized from the sale of the well’s working interest production curing the preceding month In determining the quantity of oil and gas
produced during any month, Consenting Parties shall use industry accepted methods such as. buat rot limited to. metering or periodic
well tests Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation
which would have been owned by a Non-Consenting Party had it participated theremn shall be credited against the total unreturhed cost
of the work done and of the equipment purchased in determining when (he interest of such Non-Consenung Party shall revert 1o 1t as
above provided: and if there s a credit nalance, it shall be paid to such Non-Consenting Party :
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ARTICLE V1
continued

If and when the Consenting Parties recover from a Non-Consenting Party s relinquished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from ard after such reversion, such Non-
Consenting Party shall own the same interest in such well, the material and ecuipment in or pertaining thereto. and the production
therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging
back of said well. Thereatter, such Non-Consenting Party shall be charged with and shall pay 1ts proportionate part of the further costs of
the operation of said well in accordance with the terms of this agreement and he Accounting Procedure attached hereto.

Notwithstanding the provisions of this Article VL.B.2., it is agreed that without the mutual consent of al} parties, no wells shatl
be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such
well conforms to the then-existing well spacing pattern for such source ot supply.

The provisions of this Article shall have no application whatsoever to the drilling of the min.d well described 10 Arucle VIA
except (a) as to Article VILD.1. (Option No. 2), if selected. or (b) as to the reworking, deepeniag unc plugging back of such irutial well
after it has been drilled to the depth specified in Article VI AL it shall thereafter prove to be a dry he e or, it inually completed tor pre-
duction, ceases to produce in paying yuantities.

3. Stand-By Time. When a well waich has been dnlled or deepencd nas reached 1ts acthorized depth and il tests bave been
completed, and the results thereof furnished to the parues, stand by costs incurred pending response to 4 party’s notice proposing a
reworking, deepenming, plugging back ur compieting operation in sach a well shall be charged and rorne as part of the drilling or deepen
ing operation just completed. Stand-by vosts subsequent to all parties responding, or expiration of the response tume permitted, whichever
first occurs, and prior to agreement as to the participating interests of all Consenning Parties pursuant to the terms of the second gram
matical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed operatien, Hut if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shail be allocated between the Consenting Parties in the proportion

each Consenting Party’s interest as shown on Exhibit **A"" bears to the total interest as shown on Exhibit **A”" of all Consenting Par-

ties.

4. Sidetracking: Except as heremnafter provided, those provisions ot this agreement apphcable to a “deepening’ operution shall

also be applicable to any proposal to directionally control and intentionally deviate a well from vertical 5o as 1o change the bottom hole
location (herein called “‘sidetracking '}, unless done to straighten the hole or to drill around ‘unk in the hole or because or other
mechanical difficulties. Any party having the right to participate in a proposed sicetracking operation that does not own an interest in the
affected well bore at the time of the nctice shall, upon electing to participate. tender to the well bore owners its proportionate share fequal

o 1ts interest in the sidetracking operation) of the value of that portion of the cxisting well bore to be utilized as follows:

{a; If the proposal is for sidetracking an existing dry hole, rexmbursemen: shall be on the hasis of the actual costs ncurred n
the initial drilling of the well down to the depth at which the sidetracking vperation is imitred

(bi If the proposal is for sidetracking a well which has previously produced. reimbursement shall be on the basis of the well’s

salvable materials and equipment down 1o the depth at which the sidetracking operation s initiated. Jetermined in accordance with the

provisions of Exhibit **C*’, less the ostimated cost of salvaging and the estimated cost ot pluging and abandoning

In the event that notice for a sidetracking operation is given while the deill ng rig 1o be atihized 1s on location, the response period
shall be limited to fortyeight (48) hours, exclusive of Saturday, Sunday and legal hohdays; provided. however, zny party may request and
receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paving for all stand-by time
incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand-
by costs shall be allocated between the parties taking additional ume to respond ¢n a day-to-day basis .n the proportion each electing par-
ty’s interest as shown on Exhibit *'A’" bears to the total interest as shown on Exhibit "A™" of all the elecung parties. In all ather in-
stances the response period to a proposal tor sidetracking shall be himited to thirty 130} davs

C. TAKING PRODUCTION IN KIND:

Each party shall take in kind or separately dispose of its proportionate share of all oil and yas produced from the Contract Area.
exclusive of production which may be used in development and producing operations and in predaring and treating oil and gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the tak:ng in kind or separate disposition by any
party of its proportionate share of the production shall be borne by such party. Any party taking its share of production in kind shall be
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ARTICLE VI
continued

required to pav for only its proportionate share of such part ot Operator’s surface faciliies whica 1t uses

Each party shall execute such division orders and contracts as may be necessary for the sale ot its interest 1 production from
the Contract Area, and. except as provided in Article VILB., shall be enntied 1o recerve paymen: directly from the purchaser thereot tor

1s share of all production.

In the event any party shall fail to make the arrangements necessary to take in kind or separatety dispose of its proporuonate share ot
the oil and gas produced from the Contract Area, Operator shall have the right. subject to the revocation at will by the party owning 1.
but not the obligation, to purchase such oil and gas or sell it to others at any time and trom nme 1o time, tor the accoun: ot the non
taking party at the best price obtainable in the area for such production. Any sach purchase o7 ~ale by Operator shall be subyect alwavs to
the right of the owner of the production to exercise at any time its right to take in kand, or separateiy dispose ol 1ts share of ali il and pas
not previously delivered to a purchaser. Any purchase or sale by Operater of any other party's shae of oii and gas shali be only for such
reasonable periods of time as are consistent with the minimum needs of the industry under t1e paricular circumstances. but in no event
tor a period in excess of one (1) vear. Nowwithstanding the toregoing, Operater chall not make  s.Jey including one into interstate com-

merce. of any other party’s share of gas production without first giving such other party thirsy 30 days notice of such mended su e
D, Access to Contract Ared and Information:

Fach party shat have access ot Consract Area an all reas snaie Toies ants sole con e e loanspec s of observe cperatioens
and shail have aecess at teasonable Dmes o miorniaon pertainmg o e o dopient or opcnaie o thercod, mcudmg Opeator s tooas
and recards relating thereto Operctor. upen requaest, shatl turnss cacs af tho omher paries sy copaes of aib orms or reperts tlee waith
governmental agencies, daily doflieg reports, well fops. tank tablos, dedy doun e and run tosets and ceports of stock on hand at the frst of
boootled onthe Contract Arca The cost o

¢ Non Ope

cach month. and shall make avarleble samples of any cores o cattings taken trom ans

.

gathering and turnishing mtormat on o Non Operator other than thet spec ted aboses shoo oo Charged

quests the information
E. Abandonment of Wells:

1. Abandonment ot Dry Howes Except for any well drilled or ceepened pursvant w Article VIB.2., anv well which has been

drilled or deepened under the terms ot this agreement and is proposed to be completed as 4 dry ho e shali not be plugged and abandoned

rty. or should any party il to repiy

without the consent of all parties. Should Operator, atter diligent etfort. be unable to contac: any
within forty-eight (48) hours (exclusive of Saturday. Sunday and legal holidays after receipt ¢t no
such well, such party shall be deemed to have consented to the proposed abandonment. All suc walls shall be plugged and abandoned 1n

e of the proposal to plug and abandon
accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost ot drilling or deepening

such well. Any party who objects to plugging and abandoning such well shall kave the right o tike over the well and conduct turther
operations in search of oil andfor gas subject to the provisions ot Arucle ViB.

2. Abandonment of Wells that have Produced: Excepr for any well in which ¢ Non-Consent operaton has beer condud ed

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 abandoned without the consent of all parties, If all parties Lonset to such abandonment. the well shull
be plugged and abandoned in accordance with applicable regulations and at the cost. risk and expense of all the parties hereto. I, within

thirty (30) days after receipt of notice of the propased abandonment of any well. all partes de not « gree to the abandonment of such weil,
those wishing to continue its operaticn from the intervalis) of the formationis) then open to prodrction shall tender to each of the other
parties its proportionate share of the value of the well's sulvable material and equipment. determined in accordance with the provisions of

Exhibit ™

the non-atandoning parites. with: ut warranty. express or imphied. 35 o 2the or as to quantiis, or fitness for use of the equipment wnd

" less the estimated cost ot salvaging and the estimated cost of plugging and absadomng. Eack abandoning party shall ass.go

stin the leaseold estate as o, but only ws o, the m

matertal all of 1ts interest in the well and related equipment. together with it intes

terval or intervals ol the formation or turmations then cpen to producton I the interest or e abandoming paray s oe melades an o ond

. such party shall exectte and deliver to the non-abandomny party or paroes an c:land gas lease, hmted to the nterval or n

245 Interest
tervals of the tormation or format.ons then open to production, tor ¢ term ot one -1y vear and se long thereatter as oil andior gas s pro

duced from the nterval or intervals of the formation or formations covered thereby. such lease to be on the form attached us Exh bre

K alternate



14
15
16

5
18
9
20
21

A
z

23
24

36
22
38
39
40

56

9
58
39
G0
1
2

63

65
06

OF
D]

R

AAP.L FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982
ARTICLE VI

continued

"B The assignments or leases so .mized shall encompass the Cdrilling uni” upon which the well is located. The payments by, and the
assignments o leases to, the assignees shull be in 4 rato based upon the relationship of their respect ve percentage ot participation in the

Contract Area to the aggregate of the percentages of participation in the Contrast Area of all assigness. There saall be no readjustment of
interests in the remaning portion of the Contract Area

Thereatter, abandoning parties shall have no further responsibiliny Lubility, or interest wn the operation ot or production from
the well i the interval or mtervals then open other than the royalues retaned in any lease mage undes the terms of this Arncie. Upon e
quest, Operator shall contnue to operate the assigned well tor the account of the non-abandoning parties at the rates and charges con
templated by this ugreement. plus ans additional cost and charges which nuay ar se as the resuit of the separate ownership of the assignec
well. Upon proposed abandonment 1 the producing :aterval(s) ussigned or leasec. the assignor or essor shall then have the option
repurchase its prior interest in the well (using the same valuation tormula® and participate in further aperations therein subject 1o the pro
visions hereof.

oo

3. Abandonment of Non-Consent Operations: The provisions of Article VIE 1. or VL.E.2. sbove shall be applicable as betweer

Consenting Partes in the event of the proposed abandonment of any well excepted from said Arucies provided, however. no well shall be
permanently plugged and abandoned unless and until all parties having the right to conduct further ¢perations therein have been notifiec
of the proposed abandonment and afforded the opportunity to elect to take over the well in accordanie with the provisions of this Articic
VIE.

ARTICLE VII
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for 1ts obligations, and
shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly. the liens granted
among the parties in Article VILB. are given to secure only the debts of each severally. It 1s nec the intention of the parties to create, not

shall this agreement be construed ar creatng, a mning or other parinership or association. . to render the parties liable as partners
B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon 1ts oil and gas rights in the Contract Area, and a security interest in s share
of oil andior gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest thereon
ar the rate provided in Exhibit ""C’ . To the extent that Operator has & securty mnterest unde: the Unitorm Commercial Code of the
state. Operator shall be entitled to exerase the rights and remedies of a secured party under the Code. The bringing of a swit and the ob-
taining of judgment by Operatur lor the secured indebtedness shall not re deemed an election of remedies or otherwise atfect the hen

rights or security interest as security for the payment thereof. In addition. upon default by any Non- Operator in the payment of its share

of expense, Operator shall have the 1igh:, without prejudice to other nghts or remedies, to col.ect trom the purchaser the proceeds trom
s . .

the sale of such Non-Operator's share of oil andior gas untl the amount cwed v such Non - Operazor, plus interest. has been paid. Each

purchaser shall be enutled to rely upon Operator’s written statement concerning the amount ot an default. Operator grants a like lien

and security nterest 1o the Non-Operators to secure payment of Operator’s preporiionate <tare of expense.

If any party fails or 1s unable to pay its share of expense within sixty 160) days atter rendition of a statement therefor by
Operator, the non-defaulting parties. including Operator, shall. upon request by Operator, pay the unpaid amount in the proportion that
the interest of each such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, 10 obtain
reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph.

C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall prompely pay and discharge espenses incurred in the development
and operation of the Contract Area pursuant to this agreement and shall charge each of the partics hereto with their respective propor-
tionate shares upon the expense basis provided in Exhibit **C’". Operator shall keep an accurate record of the joint account hereunder,
showing expenses incurred and charges and credits made and received.

Operator, at its election, shali have the right from time tc time to demand and receive trorm tae other parties pavment in advanc.
of their respective shares of the est:mated amount of the expense to be incurred in operations hereunder during the next succeeding

month, which right mav be exercised only by sabstission te each such party of un itemized staterien: of such estirated expense, together

with an invoice for its share thereof. Each such statement and invoice for the payment in advarce of esumated expense shall by cubmutted

on or betore the 20th day ot the nevt preceding month Each party shall pay e Operator its proporionate share ot such estimate within
fifteen (19) days after such estimate and invoice is received. If any party fuils to pay its share of <aid esumate within said time, the amount
due shall bear interest as provided ir. Exhibit **C’" until pard. Proper adjustmert shall be made mon:hly berween advances and actual ex

pense to the end that each party shall hear and pay its proportionate <hare of actual expenses mcurred, and no more
D. Limitation of Expenditures:

1. Drudl or Deepen: Without the consent of all parties. no well shall be dr:lled or deepeaed, except any well drilled or deepencd
pursuant to the provisions of Article V1IB.2. of this agreement. Censent o the drilling o7 deepening shall include:
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ARTICLE V11
continuea
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X Option No. 2. All necessary expenditures for the drilling or deepening and testing ¢t the well. When such well has reached 1is
authorized depth. and all tests have been compieted, and the results thereof furnished o the »arties. Operator shall give immediate notize
to the Non-Operators who have the right to participate in the completion costs, The parties receiving such notice shall have forty-eight
(48) hours (exciusive of Saturday, Sunday and legal holidays) in which to elect 10 participate 1n the s2tung of casing and the completion at-
ternpt. Such election, when made, shall include consent to all necessary experditures for the completing and equipping of such well, in-
cluding necessary tunkage and/for surface facilities. Failure of any party receiving such nouce to reply within the period above tixed shall
consutute an election by that party not to participate in the cost of the completion attempt. If one ar more, but less than all of the parties,
elect to set pipe and to attempt a ~ompletion, the provisions of Article VI.B 2. hereof (the phrase “'reworking, deepening or plugging
back "’ as contained in Article VI.B.2 shall be deemed to include *'completing ) shall apply to the uperations thereafter conducted by less
than all parties

2. Rework or Plug Back: Wirhout the consent of all parties, no well shall be reworked or plugged back except a well reworked or
plugged back pursuant to the provisions of Arucle VILB.2. of this agreement. Consent to the rewcrking or plugging back of a well shali
include all necessary expenditures .n conductng such operations and compleung and equipping of said well, including necessary tankage

and.or surtace fac:lines

3. Other Operauons: Without -ne consent of all parties, Operator sholl not undertaxe any single project reasonably estimated
1o require an expenditure in excess of TEN THOUSAND __Dollars 3_10,000, 00=~~—--;

except in connection with a well, the drilling, reworking, deepening, completng, recompieting. or plugging back of which has been

previously authorized by or pursuant to this agreement, provided, however. that, in case ot explosion. fire. flood or other sudden
emergency, whether of the same or ditterent nature, Operator may take such steps and incur sach expenses as in its opinion are required
to deal with the emergency to sateguard life and property but Operator. as promptly as possible, suall report the emergency to the other
parues. If Operator prepares an authonity for expenditure TAFE) tor its own use. Operator shall fu-nish any Non-Operator 50 requesting
an information copy thereof for any single project costing in excess o TEN THOUSAND

Dollars 3.10,000.00-- * but less than the amount first set forth above in this paragraph,

E. Rentals, Shut-in Well Payments and Minimum Royalties:

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-
tributed interests in the same lease to this agreement, such parties may designate one of such par-ies to make said payments for and on
behalf of all such parties. Any par:v may request. and shall be entitled to receive, proper evidence of all such payments. In the event of
failure to make proper payment of anv rental, shut-in well payment or minimum rovalty through mistake or oversight where such pay
ment is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the p-o-
visions of Article IV.B.2.

Operator shail notity Non-Operator of the anticipated completion of 2 snutan gas weil. or the shutting in or return 10 production
of a producing gas well, at least five {51 days (excluding Saturdav. Sunday and legal holidaysi. ur at the earliest opportunity permutted by
circumstances, prior to raking sucn action. but assumes no liability for fallur2 to do so. In the event of failure by Operator to so notty
Nan-Operatar, the loss ot anv lease contributed herewo by Non-Operator for fatlre to make numely payments of any shatn well pavenent
shall be borne jointlv by the part es hereto under the provisions of Articie 1V B2

F.  Taxes:

Beginning with the first calendar year after the effective date hereaf, Operator shall render for ad valorem taxation all property
subject to this agreement which by law shouid be rendered for such taxes, anc 1 shall pay all such taxes assessed thereon before trey
become delinquent. Prior to the rendition date, each Non-Operator shall furn.sh Operator inform:tion as to burdens (to include, but not
be limited to, royalties, overriding royalties and production payments' on leases and oil ana gis interests contributed by such Non-
Operator. If the assessed valuation of any leasehold estate is reduced by reasen of its being subjec to outstanding excess royalties. over
nding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or
owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such redac-
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each partv's working interes, then norwithstanding
anything to the contrary herein, charges to the joint account shall be made and paid by the par-ies hereto in accordance with the :ax
value generated by each party's working interest. Operator shall bill the other parues for their proportionate shares of all tax pavments in
the manner provided in Exhibyr '’

If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time andimanner
prescribed by law, and prosecute the protest to a final determination, unless all parties agrec to abandon the protest prior to fi

mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxe&’(fand any
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for thg;jb{m ac-
count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid byithem, as

provided in Exhibit “'C"". !

Each party shall pay or cause to be paid all production, severance, excise. gathering and other taxes ymposed upon or,with respect to
!
the production or handling of su.l. party’s share of oil andior gas produced under the termrs ¢ this agreement. I

- X

1o
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ARTICLE VII
continued
G, insurance:

2

3 At al tmes while cperations are conducted hereunder. Operator shali compl; with the workmen's compensation law of
4 the state where the operations are being condacted, provided, howcver, that Operator may be a self-nsurer tor aabiliry under said com-
S pensatun laws 1in which event the only charge that shall be made to the joint account shall be as proviced in Exhubit ' C*" Operator shail
‘ alse carey ur provide insurance tor the benelit ol the joint account of the parues as outhned o Exhibic "D "L attached to and made a part

3 nereot Operator shail require all contractors engaged in work on or tor the Contract Arca to comply with the workmen s compensaticn
8 law of the state where the operations are being conducted and to maintain such other insarance as Operator may require.

I In the event automobile public liability insurance 1s specified in said Exhibit *'D7' or subsequentiy receives the approval of the

11 parues, no direct charge shall be made by Operator for premiums paid for such :nsurance for Operator’s :utomotive equipment.

12

13 ARTICLE VIIL

14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

15

16 A. Surrender of Leases:

17

18 The leases covered by this agreement, insofar as they embrace acreage 1n the Contract Area, shall nct be surrendered in whole

19 or in part unless all parties consent thereto.

21 However, should any party desire to surrender its interest in any lease or in any portion thereof. and the other parties do not
22 agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest 1n
23 such lease. or portion thereof. and any well. material and equipment which may be located therecn and any rights in production
24 thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party 1s or includes an ol and gas in

o5 terest, the assigming party shall execute ang deliver (o the party or partes not consenting tc such surrender an o and gas lease covering
2 suck otl and gas interest for 4 term ot one 1 vear and so .ong thereatter as oil andior gas s produced trom the land covered therebv, such
27 iease to oe on the form attached hereto as Exmibie "B77 Upon such assignment or lease. the assigning, purty shall be relieved from all

2% obligavons thereafter accruing, but not theretotore accrued, with respect 1o the interest assigned or leased and the operation of any well
26 aunbutable thereto, and the assigning party shall have no further interes: :n the assigned or leased premises and its equipment and pro-
3 ducton other than the royalties retained 1n any lease made under the terms of this Article. The party ass:gnee or lessee shall pay to the
3t party assignor or lessor the reasonable salvage value of the tatter's interest in any wells and equipment artributable to the assigned or leas-
ed screage. The value of all matenal shall be determined in accordance with the provisons of Exhibit *"C7' less the esumated cost of
11 safvaping and the esumated cost of plugging und abandoning. {f the assignment or lease is 1n favor of more than one party, the interest

34 shull be shared by such parties in the proportions that the :nterest of each bears tc the total interest of all such parties.

s

i Any assignment. lease or surrender made under this provision shall not reduce or change the assignor s, lessor s or surrendering
i party s interest as it was immediately before the assignment, lease or surrender in the balance of the Contiact Area: and the acreape

3¢ assigned. leased or surrendered. and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this
4 apreement, but to the extent possible, it shall be governed by an agreement with

4 provisions identical to this agreement.
41 B. Renewal or Extension of Leases:

If any party secures a renewal of any o.l and gas lease subject to this agreement, all other parties shall be notified promptly, and
44 shall have the right for a period of thirty {30} davs following receipt of such notice 1n which to elect to particinate in the ownership of we

45 renewal lease. insofar as such lease affects lands within the Contract Area, by paying to the party who accuired it their several proper pro-
4 portionate shares of the acquisition cost allocated to that part of such lease within the Centract Area, which shall be in proportion to the
47 interests held at that ume by the parties in the Contract Area

48

49 If some. but less than all, of the parties elect to participate in the purchase of a renewal lease, it shull be owned by the partes

50 who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area
5] to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
52 Ary renewal lease in which less than all parties elect to parucipate shall not be subject o this agreement, but to the extent

51 possible, it shall be governed by an agreement with provisions identical to this agreement.

54 Each party who participates 1n the purchase ot a renewal lease shall be given an assignment of its proportionate interest therein
55 by the acquiring party

56

57 The provisions of this Article shall apply 0 renewal leases whether they are for the entire interes: covered by the expiring leuse
5 or cover only a portion of its area or an interest therein. Any renewal lease taken before the expiration of 1ts predecessor iease, or taken or

SO contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision: but any lease tak{?-or con-
60 tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not be};biect o

61 the provisions of this agreement

2

03 The provisions in this Article shall also be applicable to extensions of oil and gas leases
4

65 C. Acreage or Cash Contributions:

57 While this agreement 1s in torce. 1f ar v party contracts for a contribution of cosh towards the .driliing of a well or‘aﬁy other
o% operation on the Contract Area. such contripution shall be paid to the party who conducted the drilling or other opcraiion and shall be
o9 apphed by it against the cost of suck driling or other operation. If the contribution be 1n the form of acreage, the party 10’ wheff the con-
70 tribution is made shali promptly tender an assignment of the acreage. withou: warranty of utle, to the Drifling Parvigs‘-fkg‘gim;x\isns
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ARTICLE VIII
continued

said Drilling Parties shared the cost of drilling the well, Such acreage shall becor e a separate Centrac Area and, te the extent ossible, be
governed by provisions identica, to ths agreemen:. Each party shall promptly noufy all other parties of any acreage or cash contributions
it may obtain in support of any wel or any other operation on the Contract Area. The above provisions shall also be applicable to up
uonal rights to earn acreage outside the Contract Area which are o support ot a well drilled inside the Contract Area

If any party contracts for any consideration relating to disposition of such party's share of substances produced hereunder, such
consideration shall not be deemed a contribution as contemplated in this Arvcle VIIL.C.

D.  Maintenance of Uniform Interest:

For the purpose of mantaimng wnitorm:ty ub ownership in the ol and gas leasehola interests covered by this agreement, no
narty shall sell, encumber. transter « r make other disposition of .ts interest in the eases embraced w thin the Contract Area and m wells,

equipment and production unless sach disposiion covers either.
1 the enure interest of the party 0 all leases and equipment and praducuon: or
2 an equal undivided interess i ad leases and equipment and production m the Contrac: Acea

Every such sale. encumbrance wranster or other dispositen made by any party shall be made expressiy subject to this ugreemen:
and shall be made without presudice o the night of the cther partes
ncumbered by a suit, transferred or
If. at any ume the mterest of ans party 15'divided among and owned by tour or more co-owners, Operator, at its discretion. mey
require xuchrc?)]-b%\%a’tg ﬁ'naEFerg single trustee or agent with tull authority o recenv e notices, approve expenditures, receive, billings for

. . . itiga. 8, 0r
share of the joint expenses, and to deal generally with, and with pqwer to bind, theﬁoowmﬁs g} such

and approve and pay such party’s
s . r it egsaxk:'ltlﬁ\ or .

party’s interest within the scope of the operations embraced in this agreement: however. all suchfci-owneérs shall"have the right to enter

into and execute all contracts or agreements for the disposition of their respective shares of the o1l and gas produced from the Contract

Area and they shall have the right to receive, separately, payment of the sale proceeds thereof

E. Waiver of Rights to Partition:
If permutted by the taws of the state or states in which the property covered heredv 15 located. each party hereto owmng an

undivided interest in the Contract Area warves any and all rights 1t may have t¢ partition and have set aside to it in severalty its undividec
interest theremn.

o) Depeiy .

TEE O A P 3 -
- e reteTentr T Tt to e ey /

Should any party desire to sell all or any part of its interests under this agreement. or its right iterests in the Contract

Arca. it shall promptly give written notice to the other parties. with full information concerpi proposed sale, which shall include the

name and address of the prospective parchaser (who must be ready, withng an 0 purchase’, the purchase price, and all other terms
of the offer The other parties shal! then have an optional prior ¢ =150 a period of ten {10 davs atter receipt of the nouce, 1w purchase
on the same terms and conditions the mterest why Sther party proposes to selly and it this optional right s exeraised, the purchas
ing partes shall share the purchased m the propoertions that the interest of cach bears to the total nterest of all purchasing par-

ues. However, there shy To preterential rnight 1o purchase in those cases where any party wishes to mortgage 1ts interests, or =0

dispose of ests by merger, rrorganization, consolidution. or sale of all or substantially at of 15 assets to a subsidiary or parent corn-
J: b 4 donguibite - - ramy o=
ey paa b T Dot idalans Y Pty - Yort y toeie

ARTICLE IX,
INTERNAL REVENUE CODE ELECTION

This agreement 1s not intenced to create, and shall not be construed fo create, a relationship of partnership or an assocraton
for profit between or among the parnes hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
and not joint or collective, or that this agreement and operations hereunder snall not constitute a partnership, if, for federal income tax
purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded
from the application of all of the provisions of Subchapter **K'", Chapter 1, Subtitle **A"’, of the Internal Revenue Code of 19 86as per-
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and d:rected to ex-
ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federal [nternal Revenue Service, including specifically, but not by way of limitation, all of the returns, statemen:s,
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further
evidence of this election, each such party shall execute such documents and furnish such other evidence as may be requirdd:by tae

Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other

action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the-Conrtrict
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter "K', Clﬁpter 1.
Subtitle "A ", of the Internal Revenue Code of 19 8@under which an election similar to that provided by Section 761 of the Code'is per
mitted. each party hereby affected <hall make such election as may be permutted or requirec by such laws. In making the foregaing elec
tion. each such party states that the income derived by such party from operations hereunder can be adequately determinec without tne

computdation of partership taxabl: income
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ARTICLE X.
CLAIMS AND LAWSUITS

o e

\N

4 Operator may settle any sing:e ununsured third party damage claim or suit ansing trom operations hereunder 1f the expenditure
S does not exceed TEN THOUSAND Dollars
6 310,000, 00=====5and if the payment 15 in complete settlement of such claim or suit. If the amount required for settlement ex-
7 ceeds the above amount, the parties hereto shall assume and take over the further handling of the zlaim or suit, unless such authority is
8  delegated to Operator All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
9 pense of the paruies participating in the operation from which the claim or suit anses. If a claim 1s made against any party or il any party 1s
10 sued on account of any matter aris:ng from operations hereunder over which such individua: has no control because of the rights given
11 Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as anv other claim
12 or suit 1nvolving operations hereunder A1l claims or suits involving title to any interest subject
i3 to this agreement shall be treated as a claim or suit against all parties hereto.
14 ARTICLE XL

15 FORCE MAJEURE

16

7 If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than

IR the obligation to make money payments, that party shall give to all other parties prompt written notice of the force rnajeure with
19 reasonably full paruculars concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by the force
20) majeure, shall be suspended duning, bat no longer than, the continuance of the force majeure. The affected party shall use all reasonable
21 diligence to remove the torce majeure situation ds quickly as pracucabie.

2 The requirement that any force majeure shall be remedied with ail reasonable dispatch shall not require the settlement of strikes,
24 lockouts. or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely
25 within the discretion of the party concerned.

2

&

o7 The term force majeure™ | s here emploved, shall mean an uct of God, strike, lockout, or other industrial disturbance, act of
28 the punlic enemy. war, blockade, punicc rot tightmng, bre, storm, floed, explosion, governmenta. action, governmental delay, restrant
29 or inacthion, unavailabiduiy of equipment. and any other cause, whether of the kind speatically enumerated above or otherwise, which s
30 net reasonably within the control of the party cwming suspension

3

32 ARTICLE XI1.

33 NOTICES
34

3 All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise

3¢ specifically provided. shall be giver in writing by mail or telegram, postage or charges prepa:d, or by telex or telecopier and addressed to
37 the parties to whom the notice is given at the addresses listed on Exhibit **A"". The originating notice given under any provision hereof
38 shall be deemed given only when received by the party to whom such notice is directed, and the tirne for such party to give any notice in
39  respouse thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given
40  when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party
41  shall have the right to change 1ts address at any time, and from time to time, by giving writter. notice thereof to all other parties

43 ARTICLE XIIIL

44 TERM OF AGREEMENT

45

46 This agreement shall remain 1n tull force and effect as 1o the oil and gas leases andior o1l and gas interests subject hereto for the
47 period of time selected below; provided, however, no party hereto shall ever be construed as having any right, titie or interestin or to any
48 lease or oil and gas interest contributed by any other party beyond the term of this agreement

49

S A Ophen Sttt orand g teneatabioet-to-thu-rpreer - ertrrrrecin— terarrprt
51 e e et o T i e s e L e o e

52

53 X  Opuon No. 2: In the evemi the well described in Article VI.A. or aryv subsequent well dnilled under any provision of this

sq  agreement, results in production cf ol andfor gas in paying quantities. this agreement shall continue in force so long as any such weil or
<5 wells produce. or are capable of production, and for an additionai period of ~_l 80 days from cessation of all production; provided,
56 however, if, prior to the expiratior. of such additional period, one or more of the parties hereto are engaged 1n drilling, reworking, deepen-
57 ing. plugging back, testing or attempting to complete a well or wells hereuncer this agreement shall continue 1n force until such opera-
58 tions have been completed and if production results therefrom. this agreement shall continue in force as provided herein. In the gvent the
59 wel} described in Article VLA or any subsequent well drilled hercunder. results in a dry hole. anc no other well is producing, ;r capable
60 of producing o'l andfor gas trom the Contract Area, this agreement shall terrinate unless dritling deepening, plugging back oF rework-
61 INg operations are commenced w.thin _18_@,.__ days trom the date of abandonment of said well. P

.
63 It is agreed, however, that the terminauon of this agreement shall rot relieve any party hereto from any liability which has
64 accrued or attached prior to the dace of such terminaton. g
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shail be subiect to the conservauon laws ot the state 1n which the Contrazt Area 1s located. o the valid rulss,
regulations, and orders of any duly constituted regulatory body of said state, and 1o all other applicable federal, state, and local iaws. or
dinances. rules, regulations, and crders

B. Governing Law:

This agreement and all matters pertaining hereto, including, but not limited to, matters ot ¢ rtormance, non-performance, breach,
remed:es, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state 1n which

the Contract Area is located. e Cormrrrrmer s I twoor-nrere sty —the oottt

o

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant. Operator the nght or authority to waive or release any rights,
privileges, or obligations which Non-Operators may have under federal or state laws or under ruies, regulations or orders promulgated
under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, or. tracts offset-
ting or adjacent to the Contract Area.

With respect to operations hereunder, Non-Operators agree to release Operator from anv and all losses, damages, injuries, claims
and causes of action arising out of, incident to or resulting directly or indirectly from Operator’s interpretation or application of rules,
rulings, regulations or orders of the Department of Energy or predecessor or successor agencies 13 the extent such interpretation or ap-
plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable -0 such Non-
Operator’s share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or
application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application.

Non-Operators authorize Operator to prepare and submit such documents as may be requ.red to be submitted to the purchaser
of any crude oil sold hereunder or to any other person or entity pursuant to the requiremnents ot the **Crude Oil Windfall Profit Tax Act
of 1980"", as sarne may be amended from ume to ume (**Act™"), and anv valid regulations or rales which may be issued by the Treasury
Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information
which 1s required 10 be furnished by said Act in a timely manner and in safficient detail 1o permit compliance with said Act.

ARTICLE XV,
OTHER PROVISIONS

SEE_ATTACHED PAGES




ARTICLE XV,
OTHER PROVISIONS

Notwithstanding any provision to the contrary contained in the
Operating Agreement or the Accounting Procedure (Exhibit "C")
attached hereto, the following items pertaining to the Contract
Area shall not be considered as administrative overhead, and the
Operator shall be entitled to make a direct charge against the
Joint Account therefor.

1. Fees for legal services and costs and expenses
incurred in the preparation and presentation of
evidence and exhibits before the F.E.R.C. and
other governmental agencies or regulatory body
on behalf of all the parties hereto.

2. The Operator shall be entitled to charge the
Joint Account with the actual cost of the
necessary division order title opinions and
preparation of division orders which are
necessary or required prior to the initial
distribution of proceeds from production.

3. The Operator shall be entitied to charge the
Joint Account, at competitive rates, for
services rendered and Equipment and Facilities
provided by Operator or Operator’s employees
on the Contract Area.

This Operating Agreement shall not be construed to provide that
any party hereto shall be obligated to represent any other party
hereto before the F.E.R.C. or any other governmental or
regulatory body.

All payments due Operator hereunder shall be made in Midland,
Midland County, Texas.

In the event any party hereto shall elect to participate in any
operation proposed under Article VI. B. 1., but shall fail to
timely pay an invoice submitted under Articles VII. C., XV.A. or
Article 3 of the attached COPAS for the estimated amount of
expenses to be incurred in such proposed operation, such party
shall be deemed to have elected not to participate in the
proposed operation, and such party shall be a Non-Consenting
Party, and such party’s interest shall pe subject to the
provisions of Article VI. B. 2. and Article XV.F., if such
provision is applicable.

Notwithstanding anything that may be contained herein to the
contrary, if any party hereto does not consent to join in the
drilling and/or timely pay 1its proportionate share of the
estimated costs invoiced on any obligation well (as hereinafter
defined) to be drilled subject to this Operating Agreement, Oil
and Gas leases listed on the Exhibit "A” attached to this
Operating Agreement, assignment(s) or any other agreement(s) =o
which any such leases are subject, said party shall be deemed a
Non-Consenting party and shall have forfeited all of its righz,
title and interest in and to the acreage which would comprise the
earning unit around said well. Thereafter, such party shall
deliver an Assignment free and clear of any reservations or title
issues to the pmarticipating parties upon completion of the well.
In the event such party owns a mineral interest in the Contract
Area, then such party shall execute an 0il and Gas Lease covering
said lands on the form attached as Exhibit "B”. For the purposes
of this paragraph, an "earning unit* shall be defined as the
acreage which would be earned or retained by the drilling of such
well as provided in the oil and gas lease(s) committed hereto or
any other agreement to which this Operating Agreement is made
subject to. The term "obligation well” as used herein shall mean



Article XV
Page 2

either 1) any well other than the Initial Well described herein,
which after eliminating the interest of the nomineting party(s),
the remaining consenting parties owning an interest in the
Contract Area, as shown on the attached Exhibit "2", represent a
majority interest, or 2) any well which must be drilled in order
to prevent drainage, a suit for damages, termination, oOor to earn
or retailn acreage in any lease, assignment or other agreement to
which this Operating Agreement is made subject to. It is
understood and agreed that the execution of this Operating
Agreement by each party owning an interest in the Contract Area
represents said party’s acceptance to participate in the the
Initial Well to be drilled on the Contract Area by Operator.

Any provision of this Agreement to the contrary notwithstanding,
and without limiting any other provisions of the Agreement
({including again, without limitation to Article V.A.), Operator
shall not be liable to the other parties for any failure of
Operator, except such failures as may result from gross
negligence or willful misconduct, to comply with the reguirements
of any federal, state, or local ordinance, statute, law, rule,
regulation or procedure, pertaining to the establishment of
prices for oil, gas, or other minerals, or to the classification
of wells for such purpose, or pertaining to any other matter
related to the regulation of entitlements, supply, demand,
allocation, delivery contracting for or pricing of oil, gas or
other minerals, it being understood and agreed by all parties
that compliance with current law and regulations :.s subject to
confusion and to numerous risks, uncertainties, conflicting
opinions and burdensome filing requirements. Any liability for
refund of sums obtained because the parties have been paid
amounts in excess of lawful prices shall be borne severally by
the parties to the same exXtent that such excess funds were paid
to the parties.

All costs incurred by Operator in complying with the Natural Gas
Policy Act of 1978, or in complying with federal, state and local
law for the obtaining and monitoring of any well classifications
required in the Natural Gas Policy Act of 1978 or in complying
with any laws administered by, or any rules and regulations
promulgated by, through or under the United States Department of
Energy, including consultant fees, and the cost and expense of
record keeping and accounting, shall be a direct charge, borne by
the Joint Account as provided in Exhibit "C" and shall not be
included in Administrative Overhead under Part III of Exhibit
"c".

Absent gross negligence or willful misconduct by Operator,
Non-Operators agree to defend, protect and indemnify, and hold
harmless Operator, its employees and agents, from and against
each and every claim, demand, action, cause of action, or
lawsuit, and any liability, cost, exXpense, damage, or loss,
including court costs and attorney’s fees, that may be asserted
against Operator by any third party, attributable to the
property which is the subject matter of this agreement.
Additionally, such indemnity shall extend to any operations
conducted by Non-Operators, its employees or agents, or for the
benefit of Non-Operators, to the extent not covered by the
insurance set out in Exhibit "D" or any other insurance
applicable.

In the event any party elects to not participate in an Obligation
Well, as defined hereinabove, or transfers, sales, encumbers or
disposes of any interest in any manner which creates separate
ownership of production within the Contract Area, then such party
shall indemnify Operator from all liability to such party for the
allocation of production from wells on the Contract Area, as long
as Operator uses production allocation methods provided for in
this Operating Agreement. Should any party to this agreement
demand a different method of production allocation other than the
method selected by Operator, then such demanding party shall bear
alone all the costs to purchase, install and operate such
equipment required to measure and allocate such production.

f:\an\addprov.c&w
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This agreement shall be binding upon and shall inure to the benefit of tne parties hereto and to their respective heirs, devisees,

legal representatives, successors and assigns.

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

OPERATOR IS EXPRESSLY GRANTED THE AUTHORITY TO COMPILE THE SIGNATURE PAGES OF THE

ARTICLE XVI.
MISCELLANEOUS

COUNTERPARTS WITH THE BODY OF ONE COUNTERPART FOR ALL PURPOSES.

TRILOGY OPERATING,

o A

INC.

OPERATOR

JERRY ASHWEANT, PRESIDENTV

BY:

NON OPERATORS

PRINT NAME:

TITLE:

COMPANY:

(if applicable)

TAX ID OR SS#:

STATE OF TEXAS
COUNTY OF MIDLAND

The foregoing instrument was acknowledged before me t
1999, by Jerrv A. Weant, President of Trilogy

on behalf of said corporation.

My Commission Expires:

TONJUA METCALF

7 -
N . NOTARY PUBLIC STATE OF TEXAS
\“”: ! Commission Expires
"1 JULY 8, 2002
"

STATE OF TEXAS
COUNTY OF MIDLAND

The foregoing instrument was acknowledged before me this

1999, by

FIPS

3

BY:

PRINT NAME:

TITLE:

COMPANY :

(if applicable)

TAX ID OR SS#:

his;)% —day of September,

O}Jerating\, Inc., a Texas corporation,

AU

Notary Public

Leten )
La

day of

a

My Commission Expires:

corporation, on behalf of said covporation.

Notary Public

-
» . ﬁ-z -
PO oo~ .

>

of Cnllins & Ware, Inc.,



EXHIBIT "A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT DATED
OCTOBER 1, 1999, BETWEzZN TRILOGY OPERATING, INC., A3 OPERATOR, AND
NON-OPERATORS.

[

II.

IITI.

IV,

CONTRACT AREA: NE/4 Section 1, T-19-S, R-38-F, NMPM,
Eddy County, New Mexico, contalning
acres of land, more or less.

DEPTH RESTRICTIONS: See Individual Leases

AGREEMENTS TO WHICH THIS OPERATING AGREEMENT IS SUBJECT TO:

TO BE PROVIDED

WORKING INTEREST OWNERS ADDRESSES AND PERCENTAGES:

TO BE PROVIDED

f:\ex\zinkeoa.ne4



Producer’s 88— (Producer’s Revised 19671 New Mo .ol Form 342.U Printed and b .le by Hall-Poorbaugh Press, Inc., Roswell, N. M,

OIL & GAS LEASE

THIS AGREEMENT made this day of 19, between —— .

of

{Post Office Address:

herein called lessor (whether one or more: and . leasee:

1. lLesmar, in conmderation of TEN AND OTHER DOLLARS in hand paid, receipt of which is here acknowledged, Bnd of the royalties herein provided and
of the wgreements of the lessee herein contained, hereby grants. lessce and fetn exclusively unto Jeasee for the purprse of investigating, exploring. pros,ecting,
driling. and operating for and producing o, and gas, injecting Kas. waters, other fluids, and air into subsurface alrata. laying pipe lines, storing oil, building
tarnks, rosdways. telephons lines, anc other structures and things thereon tu produce, save take care of, treal, proc=ss, store and transport seid minersls, the

follawing deecribed land :n County, New Mexico, torwit:

EXHIBIT ''B"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT DATED  October | s
1999 , BETWEEN TRILOGY OPERATING, INC., AS OPERATOR, AND NON-OPERATORS.

For the purpose of calculating the rental payments hereinrfter provided for, said land 1s eatimated to comprise
CAMUTIces More OF [ess.

acrea, whether it nctually

2 Subiect 10 the other provisions herein contaired. this lemse shall remain in force for &8 term of vears from this date (called “primary term”), and
ke fong thereafter ax oil or gus, v nroauced from srid land or land with which said land s pooled .

3. The royaities to be peid by lessee ure: (&) on o1l and an other hquid Wydrocarhbons saved al the well, A/Qtn of that produced and saved {rom said land,
same 10 he delivered &l the wella 01 Lo the credit of lessar in the pipe line to which the weils may be connected b)) un gas, including casinghesd gas and all g
ewus sutstances, produced from suwid 1und and sold ¢r used of f the premises or in the menufacture of wasoline or other product therefrom, the market value
the moulh of the well of (‘t uf the gas %0 30id or used, provided that on gas sold at the wells the rovalty sha.l be Q}‘ of the amount realized from
such ssie. tel und at nny]\ m t\hwn this lease 1s not validated by other provisions hereof and there 18 a gas and/or conde 2 1l on said land. or land pocled

therewith, hut gas and/or condensate is not being so sold or used and such well 1 shut in, either before or after production therefrom, then on or before 80 days
after suid well is shot in, and thereafter #f annua! intervals, lessee may pky or lender an advance annus! shu:-in royklty cqual to the smount of delay rentals
provided for in this jease for Lhe acreage then held under this lease by the party making such paymenl or tender, avd 8o long as said ashut-in royalty is paid or
tendere: thiy lease shall not terminate and it will be considered under mll clauses hereof thal gas 18 being produced f{-om the leased premises in paying quantities.
Fiach sxuch payment shall be paid o1 tendered to the party or parties who at the time of such payment would be entitied to receive the royalties which would be
paid under this lease ([ the well were in fact producing, or be paid or tendered to the credit of such party or parties in the depository bank and in the manner
hereinnfter provided for the payment of 1entals.

4. If uperatious for drilling aie not commencw! on antd land or on land pooled therewith on or befure one 1) y2ar from this date, Lhis lewse ahall terminkte

as to hoth pRrties. unless on or before one (11 year from this date lessee shall pRy or tender .o the lessor & renta) of § which
xhall cover the privilexe of deferring commencemert of such operations for a period of twelve [1Z} months. In like manner and upon like payments or tenders.
annually. the commo-icement of aaid operastions may be further deferred for successive periods of tweive [12] montns each during the primary term. SPayment

or tender may be made to the lessor or to the credit of the leasor in the Bank

at , which bank, or any successor thereof, shall
continue to be the agent for the lessor and lessor’s heirs and assigna. [f auch bank (or any successor bank) shall fa:i, liquidate, or be succeeded by another bank,
or for any reason shall fail or refuse to accept rental, lessee shall not be held in default until thirty 130) days after lessor shall deliver to lessee & recordable
instrument muking provision for another ncceptable method of payment or tender, and any depository charge is & liability of the lessor. The payment or tender
of rental may be made by check or draft of lessee, mailed or delivered to said bank or lessor, or any lessor if more than one, on or before the rental paying
date. Any timely payment or tender of renta! or shut-in royalty which i5s made in & bona fide attempL to make proper payment, but which is erroreous in
whole or 1n purt as to parties amounts. or depositories shall neverthelesz be sufficient to present termination of this lease in the same manner as though a
proper puyment hal been made: provided, however, lessee shall correct such error within thirty (30) days after lcssee has received written notice thereof by
certitied mu:l from lessor together with such insirumenls as sre necesssry 1o ensble lesaee 10 mawe broper payment

9. Lessec is nereby granted the right and power, from time to time, to poal or combine his lease, the .and covered by it or any part or horicon thereof
with any otner land, lease, leuses, mineral estales or parts thervof far the production of oil or gas, Units pooled hercunder shall not exceed the stancard pro-
ration .n:t fixed by law or by the New Mexico O1 Conservation Commission or by other lawful authority for the puol or area in which said land ia aituated, plus
a tolerance of 1070, Lessee shall file written unit designations n the county in which the premisee are located and such units may be designated from time to
tme wnd cither before or after the compietion of weils. Dinlling aperations on or production from any part of zny such unit shall be considered for all pur.
poses, except the puyment of royaily, as opersiions conducted upon or production from the land deseribed in thir [ease. There shali be allocated to the lang
covered hy this lease inecluded in any such unit that portion of the total production of pooled minerals from wells :n the unit, after deducting any used in lease
7 unit aperations, which the number of surface acres in the lund covered by thisx lease included in the unit bears Lo the total number of surface acres in the
unmit. The prdduction 80 mliocated shall be considered for all purposes. including the payment or delivery of royaity to be the entire production of poolea minerals
from tne portion of said lend covered hereby mnd included in said unit 1n the same manner s though produced from said land under the terms of tnis lease.

Any paaled unit designated by fessee. my provided nercin, muy he dissolved by lersee by recording an appropriste instrument in the County where the iand is sit-
uated a' any Lme sller the ecompiction of 4 dry hale or the cossation of production on seid unit, Lessee is further granted the right and power to commit this
lease as tu all or any portion of the above described lands ¢r horizons thereof to sny unit agreement for the purpcee of conserving the natural resourccs of any
otl or ers pool, fcld ar srea coverwl therchy . nrovided. such unit agreement contans usual and customary provisions for the allocation of oil and gas produced

fram the unit area and such unit agreement emhreaces lands nf either the United States or Siate of New Mexico or both, and the form of unit agreement has
hern approved by either the United States Geolomical Survey or Commissioner of Public Lands or both and the New Mexico Oil Conservation Commission. and
unnn sucr commitment the provisions of thix lease skail he conformed to the unit agreement

6. If prior w the diacovery of oil or gas hereunder. fessee should dr.ll and apandon a dr, hole or holes nereunder, or (( aflter diacovery of oil or gas the
sroduction thereof should cemse for any cause, this iease shull not terminate if lessee commences reworking or additional drilling operations within 60 days
thereafter anc diligently prosecutes the same. or (if it be within the primary téerm} commences or resumes the payment or tender of rentals or commences
operationa for drilling or reworking on or before the rental paying date next ensuing after the expiration of three months from qlate of adandonment of said
dry hole or holea or the cessatian of production. [f a: the expiraiion of the primary term o1l or gas is nolvbe\ng produced but lessee is then ergaged in operations
for drilling or reworxing of any well, this lease whali remain in force 3o long 88 such operations are diligently prosecuted with no cessation of more than §¢
consecutive days. If during the drilling or reworking of sny weii under thia paragraph, lessee loges or junks the hole ar well and after diligent efforts in good
faith s unable to complete said operations then within 30 days after the abandonment of said opermlions lessee may commence another well and drill :he same
with due diligence. If any driiling, additional driiling or reworking operstions hereunder resuit 1n production ther this lesse shall remsin in full force so long
thereafter as o1l or gas is produced nereunder

T Lessee shall have free use of oil. gas ang water from said jand, except water from leesor's wells and tanke, for all operations hereunder. and the royalty
shal! be computed after deducting any so used. Lessee shall have the right at any time during or after the expivation of thia |ease to remove all property and
fixtures placed by lessee on aaid Jand. including the right to draw and remove all casing. When required by iessor, lesaee will bury all pipe lines on cultivated
landsx below ordinary piow depth, and no well ahall be drilled within two hundred feet 1200 ft) of any residence o- barn now on said land without lessor’s con-
sent. Lessar shell have the privilege, at his risk and expense, of using gas from any gas wel) on said land for swoves and inside lights in the principal dwelling
thereon, out of sny s.Tplus RRE not needed for operations hereunder

n. The rights of either party hereunder may be sasigned in whole or in part and the provisions hereo! shall 2xtend o the heirs, executors, administrators,
mucceasors and aasigna; oul no change or division in the ownership of the land, or in the ownerahip of or right 1o receive rentals, royalties or payments, however
accomplished shall operate to enlarge the obligations or diminish the rights of lessee: and no such change or division ahall be binding upon lessee for any pur-
pose until 30 days after lessee has been furnished by certified mail &l lessee's principa. piace of businesas with acceptable inatruments or certified copies
thereof constituting the chain of title {rom the original lessor. If any auch change in ownership occurs through the death of the owner, leasee may pay or
tender any rentals, royalties or payments to the credit of the deceased or his estate in the depository bank until such time =s lessee has been furnished with
evidence satisfactory to lessee as to the persona entitled to such sums. In the event of an masignment of this lease as to egregated portion of said land, the
rentals payable hereunder shall be apportioned as between the several leasehold owners ratably according to the surface ares of each, and default in renta!
payment by one shall not affect the righta of other leasehold owners hereunder. An assignment of this lease, in whole or in part, shall, to the exten: of such
amsignment, relieve and discharge leasee of any obligations hereunder. and, if lessee or mssignee of part or parts hereof ghall fuil or make default in the payment
of the proportionate part of the renials due from such lessee or asaignee or fail to comply with any other provision of the lease, such default shall nol sffect this
lesae in 80 {mr aa it covers & part of said lands upon which lessee or any assienee thereof shkll 80 comply or make such payments. Rentals as uaed in this
paragraph sha!l alac include shut-in rayalty,

9. Should lessee be prevented from complying with any eapress or implied covenant of thia leaae, or from conducting drilling or reworking operstions here-
under or from producing oil or gas hereunder by reason of scarcity or inability to obtain or use equipment or riaterial, or by operation of force mujeure, or
by wny Federal or state law or any order, rule or regulation of governmental authority, then while 30 prevented, lessee's duty shall be suspended, and lessee
shall not be liable for failure to comply therewith: and thiz lease shal!l be extended while and so long as leasee ls prevented by any such cause from conducting
drilling or reworking operationa on or from producing oil or gas hereunder: and the time while lessee is 30 prevented shall not be counted against lesaee,
anything in this lesse to the contrary notwithatanding.

10. Lessor hereby warrants and agrees to defend the title to said land, and agrees that lesaee, at its option, may discharge any tax, mortgage, or other
lien upon said land, snd in the event lessee does ao, it shall be subrogated to such lien with the right to enforce same and apply rentala and royelties accruing
hereunder toward isfying same. Without impairment of lessee’s rights under the warranty, if this Jease coveras a less interest in the oil cr gas in all or any
part of said land .han the entire and undivided fee simple estate {whether lessor's interest is herein specified or not) then the royaltiea, shut-in royalty, rental,
and other payments, if any, accruing from any part ar to which this Jease covers less than such fu)) interest. sha)l be peid only in the proportion which the
interest therein, if any, covered by this lease, bears to the whole and undivided fee simple estate therein, Should any one or more of the parties named above as
lessors fail to execute this lease. it shall neverthetess be binding ubpon the party or parties executing the same.

11. Lessee, ita/his successor:, heirs and assigns shall have the right at any time to surrender this lease, in whole or In pa.t, to lessor or his heirs, succes-
sors, wnd assigna by delivering or mailing & release thereof to the lessor, or by placing & reiease thereof of record in the county in which said land is
there:pon lessee shall be relieved from all obligstions, expressed or implied, of thia agreement s to acreage 30 surrendered, and thereafter the reqta
shut-in royally puyable hereunder shall be reduced ir the proportion that the acreage covered hereby is reduced by id release ar releases.

Executed the dey and year first above written
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EXHIBIT R

Attached to and made a part of _that certain Operating Agreement dated October 1, 1999 a
between Trilogy Opevrating, Inc., as Operator, and Non-Operators

1

o

ACCOUNTING PROCEDURE
JOINT OPERATIONS
I. GENERAL PROVISIONS
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. protectior and
maintenance of the Joint Property.

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

“Operator” shall mean the party des:gnated to conduct the Joint Operations.

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

"Parties” shall mean Operator and Non-Operators.

“First ievel Supervisors” shali mean those employees whose primary funcuon .n Joint Operations is the direct
supervision of other employees and/or contract labor directly employed on tne Joint Property in a field operating
capacity.

“Technical Employees” shall mean those employees having special and specific engineering, geological or other
professional skills, and whose primary function in Joint Operations is the hand:ing of specific operating conditions and
problems for the benefit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees

“Material” shall mean personal property, equipment or supplies acqu red or held for use on the Joint Property.
“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual as
most recently recommended by the Council of Petroleumn Accountants Societies.

Statement and Billings

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

Advances and Payments by Non-Operators

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

B.  Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not made
within such time, the unpaid balance shall bear interest monthly at she—pumre—tgteit-eifeetet

—_— e nthrefirstdayaithemonth e deHrroremerseeureprhas—Hiror—the
maximum contract rate permitted by the applicable usurv laws in the state in which the Joint Property is located.

ieheven—io-the~tesmer, Dlus attorney’s fees, court costs. and ozher costs in conrection with the collection of unpaid
amounts.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator (o protest or question the correctness thereof:
provided. however, all bills and statements rendered to Non-Operators by Operator during any calerdar vear shall
conclusively be presumed to be true and correct after twenty-four (24) months follcwing the end of any such calendar
vear, unless within the said twenty-four (24) month period a Non-Dperator takes written exception thereto and makes
claim on Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made vwithin the same
prescribed period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of
Controllable Material as provided for in Section V.

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.

1
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Audiis

A

B

A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right 1o audit
Operator’s accounts and records relating to the Joint Account for any calendar year within the twenty-four
(24) month period following the end of such calendar year; provided, however, the making of an audit shall not
extend the time for the taking of written exception to and the adjustments of accounts as provided for in
Paragraph 4 of this Section I. Where there are two or more Non-Operators, the Non-Operators shall make
everv reasonable effort to conduct a oint audit in a manner which will result in a minimum of inconvenience
to the Operator. Operator shall bear no portion of the Nen-Operators’ audit cost incurred under this
paragraph unless agreed to by the Operator. The audits shall not be conducted more than once each year
without prior approval of Operator, except upon the resignation or removal of the Operator, and shall be made
at the expense of those Non-Operators approving such audit.

The Operator shall reply in writing to an audit report within 1&0 days after rece pt of such report,

Approval By Non-Operators

Where an approval or other agreement of the Parties or Non-Operatcrs is expressly rejuired under other sections of
this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no
contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and the
agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Operators.

[1. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

Ecological and Environmental

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

Rentals and Royalties

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

Labor

Al

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

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

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

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

Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section 11
Such costs under this Paragraph 3B may be charged on a “when and as paid 2asis” or by “percentage assessment”
on the amount of salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section I1. If
percentage assessment is used. the rate shall be based on the Operator’s cost experience.

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

Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
Paragraph 3A of this Section II.

Employee Benefits

Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, retirement,
stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Crperator’s labor cost chargeable to the
Joint Account under Paragrapns 3A and 3B of this Section II shall be Operator’s actual cost not to exceed the percent
maost recently recommended by the Council of Petroleum Accountar.ts Societies.
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Material

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

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

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

B.  If surplus Material is moved to Operator’s warehouse or other storage point, no charge shall be made t the Joint
Account for a distance greater than the distance to the nearest reliable supply store where like mater.al is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the
Parties.

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

Services

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

Equipment and Facilities Furnished By Operator

A.  Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating
expense, insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not w
exceed __twelve percent { 12.00_ %) per annum. Such rates shall not exceed average commercial
rates currently prevailing in the immediate area of the Joint Property.

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

Damages and Losses to Joint Property

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

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgeinents and
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to
protect or recover the Joint Property, except that no charge for services of Operatcr's legal staff or fees or expense of
outside attorneys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be
covered by the overhead provisions of Section 111 unless otherwise agreed to by the Parties, except as provided in Section
I. Paragraph 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 paicd by the Operator for the benefit of the Parties. If the ad
valorem taxes are based in whole or in part upon separate valuations of each party’s working interest, then
notwithstanding anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties
hereto in accordance with the tax value generated by each party’s working interest.
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13.

)

Insurance

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

Abandonment and Reclamation

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

Communications

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, inciuding radio and
microwave facilities directly serving the Joint Property. In the even: communicatior facilities/systems serving the Joint
Property are Operatwr owned, charges to the Joint Account shall be made as provided :n Paragraph 8 of this Section II.

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section I1I and which
is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
Operations.

II1. OVERHEAD
Overhead - Drilling and Producing Operations

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

{ XX) Fixed Rate Basis, Paragraph 1A, or

Unless otherwise agreed w» by the Parties. such charge shall be in leu of costs and expenses of all offices and
salaries or wages plus applicable burdens and expenses ol all personnel, except those directly chargeable under
Paragraph 3A. Section Il. 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 ruates provided for in the above selected Paragraph of this Section 1[I unless such cost and expense are
agreed w by the Parties as a direct charge to the Joint Account.

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

L AN b PN
+ # 2
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{ XX) shall not be covered by the overhead rates.

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

I AR IR TP N 1o, -l r
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( XX) 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 we'l per month:

Drilling Well Rate $ __4,500.00
(Prorated for less than a full month)

Producing Well Rate 3 __430.00
(2)  Application of Overhead - Fixed Rate Basis shall be as follows:
(a)  Drilling Well Rate

(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date
the drilling rig, completion rig, or other units used in completion of the well is released, whichever

i

|
o1 '
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is later, except that no charge shall be made during suspersion of drilling or completion operations
for fifteen (15) or more consecutive calendar days.

12)  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 date of rig or other unit release, except that no charge shall be made curing
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 sevarate
well by the governing regulatory authority.

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

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

(5) Al other inactive wells (including but not lirrited to inactive wells covered by unit allowable, lease
allowable, transferred allowable, ete.} shall nct qualify for an overhead charge.

The well rates shall be adjusted as of the first day of April each year following the effective date of the
agreement to which this Accounting Procedurs is attached. The adjustment shall be computed by multiplying
the rate currently in use by the percentage increase or decrease in the average weekly earnings of Crude
Petroleum and Gas Production Workers for the last calendar year compared to the calendar year preceding as
shown by the index of average weekly =arnings of Crude Petroleum and Gas Production Workers as published
by the United States Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as
published by Statistics Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or
minus the computed adjustment.

ol _a do -~ I b i8] H
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(1)  Operator shall charge the Joint Account at the following rates: /

(a) Development

__ _ Percent{( %) of the cost of development of the Joint Pfoperty exclusive cof costs
provided under Paragraph 10 of Section II and al! salvage credits.

(b) Operating

_——_Percent( %) of the cost of operagsg the Joint Property exclusive of costs provided
under Paragraphs 2 and 10 of Section II, all salvaee credits, the value of injected substances purchased
for secondary recovery and all taxes and asseSsments which are levied, assessed and paid upon the
mineral interest in and w the Joint Prope

(2)  Application of Overhead - Percentage Jdsis shall be as foliows:

For the purpose of determipiffg charges on a perceniage basis under Paragraph 1B of this Section III,
deveiopment shall include”all costs in connection with drilling, redrilling, deepening, or any remedial
operations on any or.l wells involving the use of drilling rig and crew capable of drilling to the producing
interval on the d6int Property; also, preliminary expenditures necessury in preparation for drilling and

Qverhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of |
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the
Joint Property, Operator shall edeesnegotiate a rate prior to the beginning of construction, es—shet-eharge-tho—gomnt




COPAS - 1984 - ONSHORE

Recommended by the Council
of Petroleum Accountants

[V SN

=3 3 O e

[TeRNS']

39
40
41
42
43

3
o

46

48
49
50
51
52
51

55
56
57
58
59
60
61
62
63
64
65
66
67
63
69

= fliy

A %of first $100.000 or totalcost if less, pius /

B, %of costs in excess of $100,000 but less than

Co_ % of costs in ¢xcess of §

Total cost shall mea ross cost of any one project. For the purpese of this paragraph, the component parts of a single
Sh Ot be treated separately and the cost of drilling and workover wells aad artificial lift equipment shall be

Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resalting from a single occurrence due
w oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are
necessary to restore the Joint Property to the equivalent condition that existed prior to the event causing the
expenditures, Operator shall-esker negotiate a rate prior to charging the Joint Account ensheH-eharpe-the-domt—rreconnt
for-gverhend-based-on—thefellowmp-rates

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

Amendment of Rates
The overhead rates provided for in this Section III may be ameaded from time to time only by mutual agreement

between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

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

Operator 1s responsible for Joint Account Material and shall make proper and timely charges and credits for all Material
movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at
Operator’s option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or
surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale w
outsiders. Operator may purchase, but shall be under no obligation to purchase. interest of Non-Operators in surplus condition
A or B Material. The disposal of surplus Controltable Material not purchased by the Operawor shall be agreed to by the Parties.

1

Purchases

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

Transfers and Dispositions

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

A.  New Material (Condition A)
(1)  Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill
published carload base prices effective as of date of movement plus transportation cost using the 80,000
pound carload weight basis to the railway receiving point nearest the Joint Property for which
published rail rates for tubular goods exist. If the 30,000 pound rai. rate is not offered, the 70,00C¢ pound
or 90,000 pound rail rate may be used. Freight charges for tubing will be calculated from Lorain, Chio
and casing from Youngstown, Ohio.

(b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus
transportation cost from that mill to the railwayv receiving point nearest the Joint Property as provided
above in Paragraph 2.A.(1)a). For transportation cost from points other than Eastern mills. the 30,000
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1 pound Oil Field Haulers Association interstate truck rate shall be used.
2
3 (c) Special end finish tubular goods shall be priced at tne lowest published out-of-stock price, f.o.b. Houston,
4 Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate,
5 to the railway receiving point nearest the Joint Property.
6
7 (d) Macaroni tubing (size less than 2% inch OD) shall be priced at the .owest published out-of-stock prices
8 f.0.b. the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate
9 per weight of tubing transferred. to the railway receiving point nearest the Joint Property.
10
11 (2)  Line Pipe
12
13 ta)  Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30,000 pounds or
14 more shall be priced under provisions of tubular goods pricing in Paragraph A.(1Xa) as provided above.
15 Freight charges shall be calculated from Lorain, Otio.
16
7 (b) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) less than 30,000
18 pounds shall be priced at Eastern mill published carload base prices effective as of date of shipment,
19 plus 20 percent, plus transportation costs based on freight rates as sst forth under provisions of tubular
20 goods pricing in Paragraph A.(1)a) as provided above. Freight charges shall be calculated from Lorain,
21 Ohie.
22
23 (¢c) Line pipe 24 :nch OD and over and % inch wall and larger zhall be priced f.o.b. the point of
24 manufacture at current new published prices plus transportation cost to the railway receiving point
25 nearest the Joint Property.
26
27 (d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed or published vrice lists shall
28 be priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at
29 prices agreed to by the Parties.
3C
31 (3)  Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable
32 supply store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the
33 railway receiving point nearest the Joint Property.
34
35 (4)  Unused new Material, except tubular goods. moved from the Joint Property shall be priced at the current
36 new price, in effect on date of movement, as listed by & reliable supply store nearest the Joint Property, or
37 point of manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint
38 Property. Unused new tubulars will be priced as provided above in Paragraph 2.A.(1; and (2).
39
40 B.  Good Used Material (Condition B}
41
42 Material in sound and serviceable condition and suitable for reuse without reconditioning:
44 {1} Material moved w the Joint Property
1
46 At seventy-five percent {75%) of current new price, as determined by Paragraph A.
48 (2)  Material used on and moved from the Joint Proper-y
49
50 (a) At seventy-five percent (756%) of current new price, as determired by Paragraph A, if Material was
51 originally charged to the Joint Account as new Material or
52
53 (b) At sixty-“ive percent (656%) of current new p-ice, as determined by Paragraph A, if Material was
54 originally charged to the Joint Account as used Material.
55 |
56 (3)  Mater:al not used on and moved from the Joint Prcperty
57
58 At seventy-five percent (75%) of current new price as determined by Paragraph A.
54
60 The cost of reconditioning, if any, shall be absorbea by the transferring property.
61
62 C.  Other Used Material
63
64 (1) Condition C
65
66 Material which is not in sound and serviceable condition and not suitable for its original function until
67 after reconditioning shall be priced at fifty percent (50%) of current new price as determined by
6% Paragraph A. The cost of reconditioning shall be charged to the receiving property, provided Condition
69 C value plus cost of reconditioning does not exceed Condition B valua.
70




COPAS ~ 1984 - ONSHORE

Recommended by the Council
of Petroleum Accountonts

GO 40 03 GO O MO DD BN DO IO DO DO DD DO DO rot bt 2 b b b b b e
ER R, 00008 0O~ SO0 -1 A R v & 00 ~1C Ut 00 BRD -

35

42
43

64
65
66
67
68
69
™

==

(2) Condition D

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

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

{b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g.
power oil lines, shall be priced under normal pricing procedures for casing, tubing, or drill pipe.
Upset tubular goods shall be priced on a non 1pset basis.

(3) Condition E

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

D. QObsolete Material

Material which is serviceable and usable for its original function but condition and/or value o7 such Material
is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by
the Parties. Such price should result in the Joint Account being charged with the value of the service
rendered by such Material.

E.  Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢)
per hundred weight on all tubular goods movernents, in lieu of actual loading or unloading costs
sustained at the stocking point. The above rate shall be adjusted as of the first day of April each year
following January 1, 1985 by the same percentage increase or decrease used to adjust overhead rates in
Section 11, Paragraph L.A(3). Each vear, the rate calculated shall be rounded to the nearest cent and
shall be the rate in effect until the first day of April next vear. Such rate shall be published each year
by the Council of Petroleum Accountants Societies.

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

Premium Prices

Whenever Material 1s not readily obtainable at published or listed prices because of national emergencies, strikes or other
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required
Material at the Operator’s actual cost incurred in providing such Material, in making it suitable for use, and in moving it
to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing
Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator within
ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use
and acceptable to Operator.

Warranty of Material Furnished By Operator

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

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material,

1.

Periodic Inventories, Notice and Representation

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice
of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that
Non-Operators may be represented when any inventory is taken. Failure of Nor-Operators to be represented at an
inventory shall bind Non-Operazors to accept the inventory taken by Operator.

Reconciliation and Adjustment of Inventories

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six
months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for

-8 -




CCPAS - 1984 - ONSHORE

Recommended by the Council
of Petroleum Accountants

=1 DD O W DD e

w o

—

= iy

overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.
Special Inventories

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

Expense of Conducting Inventories

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

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




EXHIBIT "D

ATTACHED TO AND MADE A PART OF THAT CERTAIN JOINT OPERATING AGREEMENT
DATED October 1, 1999 , BETWEEN TRILOGY OPERATING, INC., AS
OPERATOR, AND NON-OPERATORS.

COMPREHENSIVE GENERAL LIABILITY INSURANCE

BODILY INJURY & PROPERTY DAMAGE: $500,000.00 EACH OCCURRENCE
(Minimum Limits) $500,000.00 AGSREGATE
AUTOMOBILE LIABILITY INSURANCE
FOR OWNED AND NON-OWNED VEHICLES
BODILY INJURY & PROPERTY DAMAGE: $500,000.00 COMBINED SINGLE
LIMIT

WORKER’S COMPENSATION

STATUTORY LIMITS

ALL POLICIES SHALL CONTAIN THE EXCLUSIONS OPERATOR DEEMS APPROPRIATE,
AND ALL PARTIES SHALL BE BOUND BY SUCH EXCLUSIONS. OPERATOR IS NOT
REQUIRED TO CARRY BLOWOUT OR WELL CONTROL INSURANCE FOR THE JOINT
ACCOUNT, BUT MAY PURCHASE SAME FROM TIME TO TIME.

f:\ex\exhibitd. joa



