PATTERSON PETROLEUM vp

A LIMITED PARTNERSHIP
410 N. Loraine, Suite B < Midland, Texas 79701

GTTERSO

SNYDER B TEXAS

& < 915) 685-1414 « Fax (915) 685-1133
O roLen (915) (915)
April 25, 2001
Leasehold Owners of the
E/2 SE/4 of Section 31,
T-17-S, R-34-E,
Lea County, NeW Mexico BEFORESTHtE (])?IL ;ON?}[RYATION DIVISION
(See Address List Attached) Case No. 12668 Exhibit No. 4

Submitted by: Patterson Petroleum, LP
Hearing Date: May 31, 2001

Re:  Proposal to drill the Gach “31" State #1 Well,
to be located 990' FEL & 1650’ FEL of Section 31,
T-17-S, R-34-E, Lea County, New Mexico

Dear Owners:

Patterson is proposing the drilling of the captioned well to a depth of 13,600 feet in order to test
the Morrow Formation. Because the well is being proposed to the Morrow Formation it will require
a 320 acre unit. The N/2 of Section 31 is already in a Morrow unit. Therefore, the S/2 of Section
31 will be dedicated to this well. We also believe economic production may exist in shallower
horizons, including but not limited to the Abo, Wolfcamp, Strawn and Atoka. We will want to have
the right to test and possibly complete and produce said zones, if or when the Morrow is not
economical to produce. We have a rig scheduled to commence drilling the subject well between
August 15, 2001 and September 1, 2001.

Patterson, pursuant to an agreement with Phillips Petroleum Company, owns leasehold rights
below the base of the San Andres Formation in Lots 3 &4, the E/2 SW/4 and the W/2 SE/4 of the
subject Section 31. (Section 31 is a short acre Section due to the lots on the West side. Lots 3
contains 35.3 acres and Lot 4 contains 35.39 acres; therefore the S/2 of Section 31 only contains
310.69 acres.) In said agreement with Phillips, Patterson operates all the wells drill pursuant to
same through completion; after which, Phillips takes over operations if they have eiected to own
a working interest in such well(s). Patterson and its partners, including Phillips and others, are
subject to an operating agreement which covers all of Section 31and other acreage.

We invite you to join in the drilling of the proposed well with us. Each party’s working interest for
a S/2 unit well is indicated on the enclosed name and address list. Also enclosed for your review
is a copy of the AFE for the proposed well. Enclosed is a copy of the drilling permit and survey
we filed with NMOCD. When | get an approved permit | will forward same to you for your file. As
presented on the AFE the total estimated costs to drill and complete the weli are, $1,787,550.00.
Also enclosed for your review is the Operating Agreement we propose to utilize. The Operating
Agreement is the same form which we are subject to with Phillips and our other partners as to
Section 31.

We realize this is a very expensive well and you may not wish to participate in same at this time;
therefore we would offer to purchase your leasehold interest. We would purchase your leasehold
interest pursuant to a mutually acceptable form of a Term Assignment. Said Term Assignment



would provide for a three (3) year term, delivering a 75% NRI leasehold interest as to all rights
below the base of the San Andres. Patterson would pay as consideration for said Term
Assignment, $200.00 per net acre delivered. At the end of the three year term, subject to a 180
day continuous development clause, the leasehold interest not then contained in a pool unit and
rights 100 feet below the deepest depth drilled would revert back to you.

As an altermnative to the Term Assignment, Patterson would enter into a mutually acceptable
Farmout Agreement covering your interest. Said Farmout Agreement would provide, upon
compietion of a well capable of commercial production, for the delivery of a 75% NRI leasehold
interest of your rights in the pool unit from the base of the San Andres to 100 feet below the total
depth drilled. Said Farmout Agreement would also provide for a 25% backin after payout and a
180 day continuous development clause.

As | stated above we have a rig scheduled for the second half of August. As you know rigs are
in very short supply right now. My drilling contract representative informed me if we don't utilize
the rig when it becomes available in August it would be eight months or more before he could
reschedule us. Plus, Patterson drilled a well in the N/2 of Section 31 in December of last year
and the AFE costs were $344,000.00 less than they are for the well we are proposing herein. Our
engineer says if we wait for the next time a rig is available the cost could go up another
$300,000.00 or more. Also gas prices are good right now and no one knows how long that will
last; we need to get this well drilled now so we can have it producing during the winter months and
receive the best commodity price we can for the risk we are taking. Therefore, due to the timing,
risk and expenses outlined above, but not to force you into making a trade, we will be filing for
a hearing before the NMOCD to compulsory pool the acreage underlying the S/2 of Section 31
for the soonest possible date.

The offer herein to join in the drilling of the proposed well, grant a Term Assignment or Farmout
is extended to each individual party named on the attached list. Each party may choose which
option is best for them. Due to the time constraints, subject to limitations of licensing agreements
and/or confidentiality agreements, | will make available any information which Patterson has in its
possession, including well logs and production data. | am available to meet with or discuss this
proposal with any party at your convenience. If you need further information or have any
questions please do not hesitate to call. My toll free phone number is 1-800-470-4200. Because
of the time constraints involved, if you plan to join in this well, | will need your joinder by Friday,
May 11, 2001.

Your prompt attention to this matter shall be greatly appreciated. | look forward to working with
each of you to the success of all parties.

Sincerely,

=

Joe Fitzgerald
Land Manager
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WORKING INTEREST OWNERS NEEDED TO FROM A UNIT COVERING
THE S/2 OF SECTION 31, T-17-S, R-34-E, LEA COUNTY, NEW MEXICO

OWNERS INTERESTS % IN S/2 UNIT

The foliowing Owners own the leasehold rights in Lots 3 8 4, the E/2 SW/4, and the W/2 SE/4 of Section 31-17-
34, Lea County, New Mexico, containing 230.69 acres, and are subject to an Operating Agreement covering
alt of said Section 31:

Patterson Petroleum, LP, et al 230.69/310.69 = 74.250860%
P. 0. Drawer 1416
Snyder, Texas 79550

The foliowing Owners own the leasehold rights in the E/2 SE/4 of Section 31-17-34, containing 80 acres, and
are NOT subject to an Operating Agreement with the leasehold Owners of the balance of the S/2 of said
Section 31:

L. Chuck Sammons 4.3220692976/310.69 = 1.391120%
401 W. Texas, Ste. 1003
Midland, TX 79701

R. Robert Statton 4.3220692976/310.69 = 1.391120%
401 W. Texas, Ste. 1003
Midiand, TX 79701

S. Rhett Gist 4.3220692976/310.69 = 1.391120%
301 N. Colorado, Ste. 217
Midland, TX 79701

Ben D. Taylor 4,3220692976/310.69 = 1.391120%
401 W. Texas, Ste. 1225
Midiand, TX 79701

Jay Pulte 1.00/310.69 = .321864%
8729 Glencrest Lane
Dallas, TX 75209

J. Chiis Statton 4.3220692976/310.69 = 1.391120%
401 W. Texas, Ste. 1003
Midland, TX 79701

The Ninety-Six Comporation 19.525861304/310.69 = 6.284676%
Attn: W.D. Kennedy

550 W. Texas, Ste. 1225

Midiand, TX 79701

Arden R. Grover 9.762930736/310.69 = 3.142338%
505 N. Big Spring
Midland, TX 79701

Grover Brothers, Ltd. 9.762930736/310.69 = 3.142338%
Attn; Arden R. Grover

505 N. Texas

Midtand, TX 79701

Arthur R. Wilson 8.575/310.69 = 2.759986
wife Deborah Wilson

2340 Carefree Circle

Flagstaff, AZ 86004

KNW Oil & Gas, Inc. 4.881465368/310.69 = 1.571169
Attn: Ben Taylor

401 W. Texas, Ste. 1005

Midland, TX 79701

RRS Oil, Inc. 4.881455368/310.69 = 1571169
Attn: Robert Statton

401 W. Texas, Ste. 1003

Midland, TX 79701
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Diatriet I State of New Mexico

PO Box 1980, Hobby, NM 332411980 Encrgy, Minerals & Natural Rexourees Department
Disriet O

PO Drawer DD, Ancsia, NM 83211-0719 OIL CONSERVATION DIVISION
Distriet 01 PO Box 2088

1000 Rio Brazos Rd... Asec. NM F7410 Santa Fe, NM 87504-2088
Diswrict [V

PO Box 2088, Saom Pc, NM 87504-2088

Form C-101
Revised February 10, 1994
{nstructions on back
Submit to Appropriate District Office
Stata Lease - 6 Copies

Fee Lease - 5 Copies

(] AMENDED REPORT

APPLICATION FOR PERMIT TO DRILL, RE-ENTER, DEEPEN, PLUGBACK, OR ADD A ZONE

" Operstar Name and Address. ! OGRID Numbet

Patterson Petroleum LP 141928
P.0O. Drawer 1416 ! AF? Nawber
Snyder, TX 79550 30-0

* Property Code ! Property Name ' Well Na.

Gach ""31" State 1
7 Surface Location
UL oriot mo. | Sectiom | Towmship| Range Lot |da Fret from the North/South line | Fext from lhe Exst/ West lioe Coanty
9} 31 178 34E 99Q South 1650 East Lea
¥ Proposed Bottom Hole Location If Different From Surface
UL ot lot g6, | Sextion | Township | Range Lot Ida Fext from the North/South ilne Fott from the East/ Went line Coanty
* Propossd Pood 1 '* Proposer Poot 2
Vacuum; -Morrow
" Work Type Code  Well Type Code ¥ Cable/Rotary " Lease Type Code “ Ground Levei Elevasion
N G Rotary S
“* Muktiple ¥ Proposed Depth * Formation " Contracor M Spad Dets
No 13,600 _Moxrow Patterson Drlg 09/01
2 proposed Casing and Cement Program ,

Hole Sixx Caring Size - A Caming weight/foot Setting Degex -Sacks of Coment Estdmatai TOC
17-1/2" 13-3/8" 4874 400! 500 Surface
12-1/4" 9-5/8" 40# 4800 2500 Surface

8-3/4" 7' 26# 12,950° 650 8000

6-1/8" 5" liner 18# 13,600 180 12,700

nbwdhu-mwdm. If thia appdicntion is to DEEPEN or PLUG BACKﬁnmedm-amemwwprwpudedn
mpe. Deseribe the blowout proventian program, if any. Use additional sheets if doceesary,

Drilling fluid synopsis attached

BOP: Series 9000# WP ~ See figure 2.5 attached

Additional casing & cementing information attached

2 [ hershy cortify that the mfommaliomn given sbave i3 e wd COMPIEE 10 the best

of my knowledge sod belief,
7/Z N S

OIL CONSERVATION DIVISION

Signature:

Appraved by
Frmted nme: Nolan von Roeder Titles
Tive: Petroleum Engineer Approval Dese: Bxpiration Dates
Dust 04/12/01 Phom 915/573-1935 || Co0tions of Approval:

Atached O




PATTERSON PETROLEUM rp

A LIMITED PARTNERSHIP
P.O. Drawer 1416 » Snyder, Texas 79550
(915) 573-1938 .« Fax (915) 573-1939%

PRILLING FLUID SYNOPSIS

PATTERSCN PETROLEUM LP

Gach "31" State No. 1

Section 31

T-17-S
R-34-E
Lea County, New Mexico
CASING
13-3/8"  at 400"
g-s/8" at 4,800
7" at 12,9507
g at 13,600°

DEPTH MUD WEIGHT VISCOSITY FLULD LOSS DRILL COMMENTS
SOLIDS
o' - 400" 3.6 to 9.5 32 to 45 No control 5% Spud mud,
v paper

" " 400' -4800' 10.0 to 10.1 28 to 29 No contrel 1%> Brine water,
o e paper, causgtic
43Q00' -12,50Q° .4 to 9.2 28 to 29 No control 1% Fresh water
caustic, paper
(Brine if needed)
12,500'-13,600' 9.0 to 9.5 36 to 42 10 cc 5%  Xanthan gum,

white starch,
pac¢, caustice
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PATTERSON PETROLEUM LP
PROPOSED CASING & CEMENTING PROGRAM

GACH "31" STATE WELL NO. 1

13 3/8", 48 Ib/ft, H-40 Surface Casing Set at 400' - in a 17 1/2" Hole

Circulate to surface with 500 sacks of Class "C" + 2% CaCl2 + Y Ib/sk cellofiake

Slurry Weight: 14.8 ppg
Slurry Yield: 1.32 cu.ft/sk
Water Requirement: 6.3 gal./sk

9 5/8", 40 Ib/ft, J-55 & N-80 Intermediate Casing Set at 4800' - in a 12%4" Hole

Lead: 2250 sx of 35:65 Poz Class "C" + 5% salt + 6% gel + 1/4 Ib/sk celloflake
+ 2/10 % antifoamer .
Desired TOC = Surface

Slurry Weight: 12.4 ppy
Slurry Yield: ' 2.15 cu.ft/sk
Water Requirement: 11.99 gal/sk

Tal: 280 sx of Class "C" Neat

Siurry Weight: 14.8 ppy
Slurry Yield: 1.32 cu.it/sk
Water Requiremeant: 5.31 gal/sk

7", 26 Ib/ft, N-80 & P110 Protection String Casing Set at 12,950' - in an 8 3/4" Hole

Cement w/ 650 sx of Class "H" + 5% salt + 2% gel + 3/10% retarder + 2/10% antifoamer

Desired TOC = 8000’

Slurry Weight: 16.4 ppg
Sturry Yield: 1.09 cu.ftfsk
Water Reguirement; 5.49 galisk

5* 18 |b/ft, N8B0 Preduction Liner Set from 12,600 to 13,600' - in a 6 1/8" Hole

Cement w/ 180 sx of Ciass "H" + 3/10% retarder + 2/10% antifoamer + 6/10% Gasblock

Slurry Weight: 16.4 ppg
Slurry Yield: 1.08 cu.ft/sk

Water Requirement: 5.49 gallsk



DISTRICT I State of New Mexico

¢ P.0. Box 1880, Hobba, NM 88341-1880 : _ Form C-102
Energy, Mt and Department Revised February 10, 1984
Submit to Appropriate District Office
e e OIL CONSERVATION DIVISION State Lease - 4 Coples
P.0. Box 2088 Pos Laann = & Coyles
DISTRICT IO Santa Fe, New Mexico 87504-2088
1000 Rio Brazos Rd., Axtec, NM 87410
DISTRICT IV
P.O. BOX 2083, SANTA VX, NOL A7504-2083 WELL LOCATION AND ACREAGE DEDICATION PLAT O AMENDED REPORT
AP Number Pool Code Pool Name
N. Vacuum; Atoka - Morrow
Property Code Property Name Well Number
GACH "31” STATE 1
OGRID No. Operator Name Elevation
141928 PATTERSON PETROLEUM L.P. 4083’

Surface Location

UL or lot No. Section | Township Range Lot Idn Feet from the North/South line Feet from the East/West line County

0 51 17-S| 34-E 990 SOUTH 1650 EAST LEA
Bottom Hole Location If Different From Surface
UL or lot No. Section Township Range Lot Idn Feet from the North/South line Feet from the East/West line County

Dedicated Acres Joint or Infill Consolidation Code Order No.

310.69

NO ALLOWABLE WILL BE ASSIGNED TO THIS COMPLETION UNTIL ALL INTERESTS HAVE BEEN CONSOLIDATED
OR A NON-STANDARD UNIT HAS BEEN APPROVED BY THE DIVISION

e OPERATOR CERTIFICATION

I hereby certify the the information
contained herein is frue and complete lo the
best of my knowledge and beliaf

35.11 AC Sunlt.ure

v e N°/401 l/bb\ Ie:eo(?.r‘

Printed Name
E P\q inee.

mco ¥ /18/o!1

Date

SURVEYOR CERTIFICATION

35.20 AC
LoT 3
I hereby certify that the well location shown
on this plat was ploited from field notes of
actual swrveys made by me or under my
supervison, and that the same is true and
correct to the best of my bdelief.
APRIL 13, 2001
Date Survexed W \\“\\\\ Wy, AWB
\
= Sxmnt@ e Self of /, My ,
Lot 4 ProtQ_li‘li;ngl-Siiﬁr'e?ox; QL
=, :'J =iy e o /

1650°

RONALY 32 %msox 3238
---- CARY 12641

<./
'1‘\\ ’OFX'DS\G\\ =~
A\!&&\“\

~——990'—=9

|. 35.39 AC
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VICINITY MAP

NoRTN

SEC._31 _TWP.17-S RGE._34-E

SURVEY, N.M.P.M.

g::g;::now ggo'FstA& 1650'FEL JOHN WEST SURVEYING
ELEVATION 4083’ HOBBS, NEW MEXICO
(505) 393-3117

OPERATOR _PATTERSON PTERQLFUM I P.
LEASE GACH "31" STATE




LOCATION VERFICATION MAP
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[GACH "31" STATE #1

[

SCALE: 1" = 2000’

SEC. 31 TWP.17—S RGE. 34—E
SURVEY. N.M.P.M,
COUNTY__ LEA

DESCRIPTION S90Q'FSL. & 1650'FEL
ELEVATION___ 4083’

OPERATOR _PATTERSON PTFROIFUM L P.

LEASE GACH "31" STATE

U.S.G.S. TOPOGRAPHIC MAP
BUCKEYE, N.M.

CONTOUR INTERVAL: &
BUCKEYE, N.M.

ca
a5

JOHN WEST SURVEYING
HOBBS, NEW MEXICO
(505) 393-3117

noars



PATTERSON PETROLEUM LP
DRILLING & COMPLETION DETAILED COST ESTIMATE
e ST T
Lease Name: Gach "31" State Well No. 1 Depth: 13,600'
Location: 990' FSL & 1650' FEL of Sec. 31, T-17-S, R-34-E
Field: N. VACUUM State: NM
b'ective Formation: MORROW County: LEA

Contract Type: Daywork

CATEGORY DRILL & TEST COMPLETION TOTAL
1. Acreage Cost..............occii i B - $ - -
2. Abstracts/Legal .........ccooii i 2,000 2,000
3. Location CoStS....ooii i e 22,000 2,500 24,500
4. Footage Contract @ /M. -
5. Daywork Contract 58 days @ $ 13500 /day......... 742,500 40,500 783,000
8. Mobilization... TSP, 50,000 50,000
7. Fixed Ovemead 5,000 5,000
8. Well Control Insurance................ccccceviieeee e 6,000 6,000
9. Bits, Reamers & Stabilizers........................... 51,000 51,000
10. Directional Services... -
11. Equipment Rentals.. 45,000 6,500 51,500
12. Labor/Supervision - Contract 16,000 4,500 20,500
13. Labor/Supervision - Company. 3,000 3,000 6,000
14. Trucklng 2,000 2,000 4,000
15. Fuel/Power... 50,000 50,000
16. Water/Well.. 30,000 30,000
17. Chemlcals/Mud&Semces 80,000 80,000
18. Drill Stem Testmg 6,000 6,000
19. Coring... 12,000 12,000
20. Loggmg 60,000 60,000
21. Geologlcal Geophysncal 27,000 27,000
22, Engmemng Services.. 1,000 1,000
23 Cemenl&Equipmem 40,000 55,000 95,000
24 T -
25 10,000 10,000
26 16,000 16,000
27 -
28 : 7,000 7,000
29. Sutiacke Jél"\ages 2,000 2,000
30. Mlavceha‘ne\‘;us..........,‘..“....A............,....‘.... 15,000 10,000 25,000

TOTAL INTANGIBLES $ 1,274,500 $ 150,000 $ 1,424,500

31. Casing - Surface

440 ftof 13 3/8"OD 545 #/ft @ $ 18/ft....... 7,920 7,920
32. Casing - intermediate -

4800 ft of 9 5/8"0D 36840#/ft @ $ 14/ft....... 67,200 67,200
33. Casing - Production -

13000 ft of 7'OD 26 #/ft @ $ 12.75/ft....... 165,750 165,750

900 ftof 5"OD 18 #/ft @ $ 9.20/fi............. 8,280
34. Production Tubing -

13600 ft of 2 7/8"0OD 6. 5#/ft@ $ 3.8/Mt.. 51,680 51,680
35. Weilhead.. 7,500 33,000 40,500
36. Pumping Umt -
37. Rods... -
38. Sub—surface Eqmpment 30,000 30,000
39. Line Pipe & Battery megs......,..4...‘........‘.. -
40. Surface Production Facilities........................ -
41. Miscellaneous Equipment............................ -

TOTAL TANGIBLES $ 248,370 $ 122,960 $ 363,050

TOTAL WELL COST, $ 1,522,870 $ 272,960 $ 1,787,550

Prepared By: Nolan von Roeder Date: 04/12/01

Approved By: Date;
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OPERATING AGREEMENT
PATTERSON PETROLEUM LP

THIS AGREEMENT, entercd inlo by and between
Lot d and

. L 4

hereinafl ferred 1o individually herein

referred to as “Operator”, and the signatory party or partics other than Op \
as “Non-Operator”, and collectively as “Non-Opceralors”,

WITNESSETII:

WHEREAS, the parties 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 panties hereto have reached an agreement to explore and develop these Jeases and/or oil and gas interests for the

production of oil and gas to the extent and as hereinafter provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLEL.
DEFINITIONS

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

A. The term “oil and gas™ shall mean oil, gas, casinghcad gas, gas condcnsate, and all other liquid or gascous hydrocarhans
and other marketable substances produced therewith, unless an intent 10 limit the inclusiveness of this term is specifically stated.

B. The terms “oil and gas leasc”, “lease™ and “leaschold” shall mean the oil and gas leases covering tracts of land
lying within the Contract Area which arc awned by the parties 1o this agreement.

C. The term “oil and gas interests” shall mcan unleased fec and mineral interests in tracts of land lving within the
Coniract Arcd which are cwned by partics to this agreement.

D. The' term “Corazact Area™ shalt mean all of the lands, oil and gas leaschold interests and oil and gas intcrests intended 10 by
developed and operated for ol and gas pumoses under this agreenxnt.  Such lands, oil and pas leaschold intercsts and oil and gas interests
are described in Exhibit “A™.

E. The term “‘drilling unit” shall mean the arca fixed for the drilling of onc well by order or mule of any siate or
federal body hlving authority. If a drilling unit is not fixed by any such rul¢ or order, a drilling unit shall be the drilling unit as establish-
ed by the pattemn of drilling in the Contract Area or as fixed by express agreement of the Drilling Partics.

F. The term “drilisite” shall mean the oil and gas lease or interest on which a propased well is 10 be located.

G. The terms “Drilling Parly” and “Consenting Party™ shall mean a pany who agrees to join in and pay its share of the cost of

any operation copducted under the pravisions of this agreement,
. The terms “Non-Drilling Party” and “Noa-Conscuting Party” shall miean a party  who clects nat o participate

in apr cd pperalipn. . .
i FP' “\efrm llurmanon shall mean the stratum of earh containing, or thought to contain an accumulation of
oil and/or gas.

Unless ‘the context othenwise clearly indicates, words used in the singular include the plural, the plural includes the

singular, and the neuler gender includes the masculine and the feminine.

ARTICLE 1.
' EXMIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereol:

& A, Exhibit “A™, shall include the following information:

(1) 'Identification of lands subject 1o this agrcement,

(2) Restriclions, if any, as to depths, formations, or substances,

(3) Percentages of fractional interests of panties to this agreement,

(4) Oil and pas leases and/or oil and gas interests subject to this agreement,

(5) Addresscs of parties for notice purposes.
B. Exhibit “B", Ferm-of-tease: Memorandum of Operating Agreement
C. Exhibit “C", Accounting Procedure.
D. Exhibit “D", Insurance.
E. Exhibit “E", Gas Belancing Agreement.
F. Exhibit “F”, Non-Discriminatian and Certification of Non-Segregated Facilitics.

L~-Exhibit "I‘"‘ he o v} hi

DEEREO

i

If any provision of sny exhibil, except Exhibits “E—and—GZ, is inconsistent with any provision contained. in the bady

of this agreement, the provisions in the hody ol this agrecment shalt prevail,
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ARTICLE 1.
INTERESTS OF PARTIES

A. OHand Gas Interests:

If any party owns an oil and gas interest in the Conteact Arca, that interest shall be treated for all purposcs of this agreement
and dusing the lerm hereof as if it were covered by the Torm o wil and gas lease atached hereio as Exhibit "B, and the owner thereol

shall be deemed to own both the roynlty interest reserved in such lease and the interest ol the lessee thereunder.

B. Interests of Parties in Costs and Praduction:

Unless changed by ather provisions, all costs and liabilitics incureed i operations nader s agecement shall be borie and
paid, and all equipment and materials acquised in operations on the Contract Area shall be owned. by the parties as iheir interests are sel
fosth in Exhibit “A". In she same manner, the panies shall also own all production wf oil and gas trom the Comtract Area subject tw the

X rn ('wcmdmg rpyalties L | R o K
payment of royalties / to the extentof currently existing leasehold/burdens ot which shafl be borne s hereinatier set forth.
TTTEOrdTRs or e aae wereot

Regardless ol which party has contributed the lease(s) and/or oil and gas ineresi(s) hereto o which rsvaly is due and
payable, each party entitled 1o reccive a share of production of vil and gas from tie Contsact Area shall bear and shall pay or Jeliser. o
cause Lo he paid or delivered, to the extent ol its interest in such production. the rovalty amomnt stipulated hercinabore and shall hold the
other parties free frum any lahility therefor. No party shall ever be responsible, however, on i price basis higher than the price received
by such patty, 1o any other panty’s lessor or royally owner, and i any such other party’s lessor or royally onaer should demand and
receive setliement on a higher price basis, the party contributing the affected lease shall hear the additional rayalty burden ansibutable 1w
such higher piice.

Nothing conta’fied in this Article 111.B. shall be d § an assig of c1a iy of interests covered herehy.

C. Excess Royalties, Overriding Royalties and Other Puyments:

Unless changed by other provisions, il the imerest of any paty in any lease covered herchy s subject 10 any  eovalty,
overriding royaity, production payment or other burden on production in excess of the amount stipulated in Anicle LB, such pany so
burdened shail assume and alone bear alt such excess obligations and shat! indemnify snd hold the othee panies heecto harmiless from any

and all claims and demands for payment asseried by owners of such excess burden,

D.  Subsequently Created interests:

Il sny party should hereafler create an averriding royaity, production payment or other burden payable owt of production
attributabic to its working interest hereunder, or if such a burden existed prior ta this agreement and is nat set forth in Exhibit “A™, or
was not disclosed in writing to all other panies prios 10 1he execution of this agreement by all panics. or Is nor a jointly acknow ledped and

accepted obligation of all parties (any such interest being hercinalter referred W as “subseq ly created interest” imrespective of the
timing of its creation and the party oul of whose working interest the subsequently created interest is derived being hereinafter referred

Lo as “burdencd party™), and:

[, If the burdened pany is required under this agreement 0 assign or relinguish 10 any other party. or panies, all or 3 portion
of its working interest and/or the production attributable thereto. said other party, or pacties, shall receive said assignment and’or
produclion free and clear of said subsequently creared interest and the burdened pany shall indemnity and suve said other pany,
or panies, harmless from any and all claims and demands tor payment asserted by owners of the subsequently Created interest

and,

2. If the burdened pany fails 1o pay, when due, ils share of expenses chargeable hercunder, all provisions of Aaicle VIEB shall be
st the working inteeest of

enforceable against the subsequently created interest in the same manner as ey e entoreeshle
the burdened party.

See Article XV.L.
ARTICLE Y.

TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any propased well prive 10 commencement of Jrilling operations or. if’
the Drilling Parties so request, title examination shalf he made on the feases and/or oil and gos inferests included. or planned to be includ-
ed, in the drilling unit around such well. The apinion will include the awnership o the warking imterest, ntinerals. rayvaky, overridiog
royalty and production payments unae,‘)'nﬂi"};?,'ﬁ.gmm: leases. Al the time a well is proposed, each pany contribiing leases andor wib and
gas interests 1o 1he drillsite, or o be included in such drilling unit, shall furnish o Operator all abstracts (including federal lease status
Al such information ot in the possession ol or

reponts), litle opinions, lile papers and curative malerial in its possession free of char,
made available to Operator by the panies, bul necessary for the examination of the title, shall he obtained by Operator. Operatg shall
cause title to be examined by attorneys on #s stafl’ or by outside attosneys, Copies of alb lide opinions shall be fumished @ cach pany

herelo. The cost incurred by Operator in this title program shatl be borne as follows:

Nt —Costs—ie | by £ o H abst PYCV I HY WY O LGasludi Linsd s unank ik
k2 ks r Li T - B - 1 i LS
I i Y d-divisi S ftitio—opHions—shat -t AR Ot st it A Breitd—is ided it i
L e P P Ml i o) ikt T
d-shall-hot-be-a-direct-charae—wliethe § L O torsSrabbatt b PR T
Rl A b £y T J L w . e
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ARTICLE IV
continued

Costs incurred by Operator in procuring abstracts wwd fees paid outside attomeys  for title  examination

B Option No. 2;
i [ af, shut-in gas royalty opinions and division oeder Gitle opinions) shalf be bome by the [rifling Panics

(including preliminary, supy
in the proportion that the interest of cach Drilling Party bears to the total interest of all Deilling Pativs as such interests appear e bix-

hibit “A”. Operator shall make no charge for services rendered by its staf¥ attomeys or athier personnel in the peclormance ol the above

functions.

Fach pany shall be responsible for sccuwring curalive matter and pooling ; I o agreenients required in o
with leases or oil and gas interesis contributed by such party. Operator shall be responsible for the preparation and recording of pooling
designations or declarations as well as the conduct of hearings before governmental agencies fivr the securing of spaciog or poaling orders.

This shall not prevent any pasty from appearing on jts own behall ai any such hearing.

No well shall be drilled on the Contract Asca until after (1) the title ta the drillsite or drilling unit has been examined as abave
provided, and (2) the titte has been approved by the examining attomney or title has heen accepted by all ol the parties who are to par-

ticipate in the drilling of the well.

B. lassof Title:

I F.‘l oy B‘ I e She LJ ',v! v £ HRierest K - Interest—thiaret - balaat b Ja_£aik il hida | TRy

TRYYH ali fxmsl_._g{ I e Lahibit "ri'“‘ =| _L] ._n-.. . 1sihaiis g2 the—attected—loas HATY Jeall lia FTH ._u-- :th'L .A:“
Lom--final-det T !'.'n fatbuta—t @ H AW lnu.xv v:_:"r H Carbbira—ih i b THIRW A} R 3 e
tion-will-not-ba-subjecito-Artich-VHLE-—and-faiting—to-do-sothisag - AoV el shatl-Rminu- i-far-a5-t-aH-Fanating-oil

J—The-pory-whose-oil-and-gastease—ori is—atlected-by—the—titletatlureshall-bear-alonsthi—entidassand—ishall-avi-be
i H iohi . 8 (i 4

o 1@ 5
P J
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—{b}—hore- - -y $ 4 4 e
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) that—-the—i f ihe at ho- I} i i &5, d-bav—thie—titde—iailt it 13, h '} i i I N AV TP R )
g Py Y
Azaa ba ol 1 ofih " s bocs.
¥ . tost
Lo} —tf—the £t 4 . —af—+ ! Ls— e la—H—aRA Jercs well-—4) 5 il el — Gt Fav—) H
16— Prop * T t 2 | £ + * il
f d-byreason—ol-the—title—faiturethe—pary—whose-tilehas—taied-shall O ) hastabldnto—the- in s
10£05t—{1055-005ts—ane-burd sributable—Hwreio}—untili-—has-been—seimb 5 J-cosipitid—Py—i- tor—ith-sush
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ARTICLEY,
OPERATOR

A.  Designation and Responsibilities of Operator:

PATTERSON PETROLEUM LP shatl be the

Operator of the Contract Area, and shall conduct and direct and have full canteol ol all operations on the Cantract Area as peritted and

required by, and within the limits of this agreement. It shall conduct all such operations in a good and worknunlike manner, but i shall
have no liability as Operator 10 the ather panties for lasses sustained or linbilitics incurred. except such as may result from gross

negligence or willful misconduct.  See Articte XV.T, XV.U.

B.  Resignation or Removal of Operator sind Sclection of Successur: See Article XV.L
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C. Employees:

The number of employees used hy Operator in conducting operations heecunder. their selection, and the hours of labor and the
compensation for scrvices performed shall be determined by Operator, and all such employ ees shall be the ¢mploy ees of Operator.

D.  Drilling Contracts: Sce Anticle XV.Y.
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ARTICLE VL.
DRILLING AND DEVELOPMENT
A.  Initia) Well:
Onorbefore the _15th  yay or _September , 2001 , Operator shall commence the drilling of a well for

oil and gas at the following location:

57 660 _ FSL and1980FEL, Section 31, T1 78, R34-E, NMPM, Lea County, New Mexico

and shall thereafier continuie the drilting of the well with due ditigence 1o
a depth sufTiclent 10 adequately test the MOXTCOWrarmation or 10 4 depth of 13 1600' «whichever is the lesser depth
unless granile or other practically impencirable substance or vondition in the hole, which renders turther drilling impractical, is ene
countered at a lesser depih, or unless all partics agree 10 complete or abandon the wetl ata esser depih.
Operator shall make reasonable tests of all furmativas cacountered during drilling which give indication of containing il and

gas in quantitics sufficient ta test, unless this agreement shall be timiwd in its application o a specitic formation or fommations. in which
event Operator shall be required (o (est only the [drmation or formations 1 which this agrecment may apply .
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ARTICLE VI
continued
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See Articles XV.C., XV.E,, XV.G,, and XV.J.

B.  Subsequent Operations:

. Proposed Qperations: Shouid 2%],“1‘?3[ s?jrlc't:\c desire to drill any well an the Contract Arca wih—than—tw—web-pravided
For-in-AsticleMhAy, o 10 rework, deepen / or plug back a dry hole drilled at the jaint expense of all p;migs :\ ;1 _\\:Ell Jointly owned by all
the parties and not then producing in paying quantities, the pany desiring to drill, rework. deepen 7‘1!',“{\1‘..; gnc ";I:i«:h a well shall give the
other pantics written notice ol the proposed operation, specifying the work 0 be perfurmed. the loeation, propused depih, objective lorma-
tion and the estimated cast ol the apermion. The parties receiving such a notice shall have thiny (30) diys after receipt of the notice
within which 1o nolify the party wishing 10 Jo the work \\h-:llsr;{nlll‘m'v rIS\;clt lnr.?“pgniuipnlc in the cost of the proposed operation. 11 a Jrill-
ing rig is on location, notice of a proposal 1o rework, plug back /ot dril) deepe iy be given by telephone and the sresponse period shall be
limited to forty-cight (48) hours, exclusive of Saturday, Sunday, and legal hatidiys.* Faiture of a party receiving such potice o rephy within
the period above fixed shall constiiue an election by that party aot to participate in the cost o the proposed opention  Any natice of
response given by felephone shall be prompily cantirmed in writing.

*ln the event iy receiving suph notice fhils 10 respoand within forty-vight {(48) honrs as 3 resibt 1 e exclusion of Satnpday, Supday W a
I;:%laﬂmii a ﬁlr]f)c)::ﬁculuun% ol the response pertad, such party >lm1l bereaponsible fy the stand-by og eypeise wver ;mJ abw e the
y-eight (y-i ) hours,

If all parties elect to participate in such a proposed operation. Operator shall. within ninety (90) days afier expiration of the notice
period of thirty (30} days (or as promptly as possible after the expiration of the furty-vight (48} hour period when a drilling rig is on loca-
tion, as the case may he), actually commence the proposed operation and complute it with due diligence at the risk and expense of all par-
ties hcr:_!lo;:pm\{idc'é, however, said commiencement date may be extended upon written notice of same by Operator 10 the other parties.,
for a period of up o thirty (30) additional days if, in the sole opinion of Operator, such additional time is bly necessary W0 obtain
permits ﬁ('om éovcmmcn(nl authorities, surface rights (including rights-of-way} ar appropriate drilling equig O plete dithe ex-
amination or curative matter required for title approval or acceptance. Notwithstanding the force majenre provisions of Anicle X1, if the
actual operation has not been commenced within the time provided (including any extension thercof as specifically permitted hercin) and
if any party hereto still desires to conduct said operation, written notice proposing same must he resubmitied to the other panies in accor-

dance wilh the provisions hereof as if no prior proposal had been made,

2. Operations by bess than All Panics: I any pany recciving such notice as provided in Articke VIR, or VILD 1 (Option
Na. 2) elects not to participate in the proposed speration, then, in order o be entitled to the beactits of this Adicle, the party or partics
giving the notice and such other parties as shall clect to participate in the operation shall. within ainety () days atter the expiration of
the notice period of thirty (30) days (or as prompily as passible alter the expiration of the fony -cight (48) hour perind when a Jdrilling rig is
on location, as the case may be) aclually commence the propased operation and complete it with due ditigence,  Operator shall perfonn ald
wark for the account of the Cansenting Parties; provided, however, i no drilling rig or other equipment is on locition. and i Operator is
a Non-Consenting Party, the Consenting Parties shalt cither: (a) request Operator o petform the wark requited by such proy J opera-
tion for the account of the Consenting Panies, or (h) designate one (1) of the Consenting Parties as Operator to perform such work. Cone

senting Parties, when conducting operations on the Contract Arca pursuant 10 this Article VI.I.2, shall comply with all terms and con-

ditions of this agreement,

See Article XV.F.

Ticahd,
™

If less than all parties approve any propased operation, the proposing party. immediately afler the expiration of the
notice period, shall advisc the Consenting Parties of the 1012 interest of the panies approving such of ion and its ¢ Jation as
1o whether the Consenting Parties should proceed with the operation as proposed. Lach Consenting Panty. within forty-eight (48) hours
(exclusive of Saturday, Sunday and legal holidays)® after receipt of such notice, shall advise the proposing pamy of its desire w0 (a) limit par-
ticipation to such party®s interest as shown on Exhibit "A™ or (b) carry its proponionate part of Noan-Consenting Parties’ interests, and
failure to advise the proposing party shall be deemed an election under {a). “In the event a drilling rig is on location. the time permitted for
such a response shall not exceed a 101! of forty-cight (48) howrs (inclusive of Saturday, Sunday and legal holidays). The proposing panty,
at its election, may withdraw such proposal if'there is insufficient panticipation and shall promptly nwily all panties ot such decision.

*In lhfl‘“?‘ [ Pnrly reccivin; such notice fails 10 rc,sm:nd within forty-¢jaht (48) hours as a result n‘;lhc, exchision nl’SaluTgk Sunday or

3 lega ,l?‘h ag g tlie calcutation ot the response period, such party shall be responsible tur the standby rig expense over an e the
lorty-eight (48) hours.

The entire cast and risk of canducting such operations shiall be homie by the .('ulh'-:miug Parties in the propostions they have
clected 10 bear same under the terms ol the preceding paragraph.  Consenting Partics shall keep the Jeasehobd estates involved in such
operations free and clear of all tiens and encumbrances of every Kind created by or arising fram the operations of the Consenting Partics.
If such an operation results in a dry hole, the Consenting Pacties shall pluF_ qﬁd A.’xhqn_d‘_»in.thc well and restore the surface location at their
sole cost, risk and expense.* 1f any well drilied, reworked, deepened 7‘3‘%“&!{:?}' h".'\léwul‘\( vr the provisions of this Anticle results in a pros
ducer of oil and/or gas in paying quantitics, the Consenting Pagties shall complete and equip the wetl w produce al their sofe cost and risk,
T o At A Sy G TR IR Sl R TR eyt et e K e e
as thase costs were &limcrcasctphy the subsequent operations of i Cdnsenting Pactics”
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ARTICLE V]
continued

aad the well shall then be turned over ta Operator and shall be operated by it at the expense and Sor the account of the Conscnting Par-
ties, Upan commencement of operations for the drilling, reworking, deepening or plugging back of any such wetl by Consenting Panies
in accordance with the provisions of this Article, cach Non-Consenting Party shall be deemed to have relinquished o C ing Partics,
and the Conscnting Parties shall own and be centitled to ceceive, in praportion 1o their respective interests. all of such Non-Conacenting

Party's interest in the well and share of production therefrom until the proceeds of the sale of such share. caleutaled 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 Anticle [[[.D. payahle out of or measured hy the production fram such well accruing with respect o such intesest

untit it reverts) shall equal the total of the follawing:

{a) —Wor each such Non-Consenting Pany’s share of the cost of any aewly acquired suelace equipnient beyond the welthead
connections {including, bul not limited 10, stock tanks, separators, treaters, pumping equipment and piping). plus 100% of cach such
Non-Consenting Party's share af the cost ol operation of the well copunencing with dirst production and continuing until vach such Non
Consenting Party's relinquished interest shatl revent 1o it under ather provisions of this Anicle. it being agreed that cach Now-
Consenting Party’s sharc of such costs and equipment will be that interest which would hine been chargeable 10 such Noa-Conzenting

Party had it participated in the well from the heginning of the operations; and

(b) 500 % of that portion of the costs and expenses of drifling. reworking, deepening, plugging back. testing and compleling.
sfier deducting any cash contributions received under Anticte VIILC,, and 300 s ol that portion of the cost of newly acquired equip-
ment in the well (1o and including the wellhcad connections), which would have been chargeable o such Non-Consenting Pany it it had

participated therein.
An election not 10 participate in the drilling or the deepening of a well shalf be deemed an election not v panicipale in any re-
working or plugging back operation proposed in such a well, or portion thereof, v which the initial Non-Consent election applied that is

conducted at any lime prior ta full recovery by the Consentiog Partics of the Nun-Cansenting Party's cecoumment accownt.  Any such
reworking or plugging back operation conducied during the recoupment period shall be deemed past of the cost ol operation of said well
and there shall be added 1o the sums to be recauped by the Consenting Pagties one hundred percent (100°4) of ihat pagion ol the costs of
the reworking or plugging back operation which wauld have been chargeable 1o such Non-Consenting Panty had it panicipated thercin, 10
such a reworking or plugging back aperation is proposed during such recoupnient pecind, the provisions of this Articke VL. shall be ap-

plicable as between said Consenting Parties in said well.

Dursing the period of time Consenting Parties are emitled 1o receive Non-Consenting Pany’s share of production, or 1he
proceeds therefrom, Consenting Partics shall be responsible for the paymuent of all production. severance. excise. gathering and athee
taxes, and all royalty, overriding royally and other burdens applicable to Non-Conscating 'arty s share of production not excepted by Ar-

ticle 111.D.

In the case of sy rewoeking, plugging back or deeper drilling operation. the Coascating Partivs shall be permiitted 10 use, free
of cost, all casing, tubing and other equipment in the well. but the ownership of all such equipment shall remain anchanged: and upon
abandonment of a well aler such reworking, plugging back or deeper drithing, the Consemting Pasties shall accoum Sor all sich equip-
ment to the pwaers thereof, with each party receiving its proportionate part in kind ar in s alue. less cost ol salhvage.

Within sixty (60) days after the completion of any aperation under this Anicle. the pany conducting the operations v the
Consenting Panies shall fumish cach Non-Consenting Panty with an inventory of the equipment in and connected to the well, and an
and cquipping the well for production: or, at its

ilemized statement of the cost of driiling, deepening. pingeing back, testing, completin
option, the operating party, in licu of an ilemized stateincnt of such costs of aperation, may subaiit a detailed statement of moathly bill-
ings. Fach month ihereafier, during the time the Consenting Panies are heing seimbursed as provided above, the pany conducting the
operations for the Consenting Partics shall (umish the Non-Consenting Partics with an iteimized statement o all costs and lishilities .
curred in the operation of the well, 1ogether with a statement of the quantity of oit i gas produced from it and the anount of procecds
realized from the sale of the wetl's working interest production during the preceding mouth.  fn detcemining the quantity of oil and gas
produced during any month, Consenting Pactics shatl use industny sccepted methads such as, bt not liswited s, metesing o perindic
well tests. Any amount realized from the sale or other disposition of cquipment newly acquired in connection with any such operation
which would have been owned by a Non-Consenting Pany had it panticipated therein shall be credited against the to1al unretumed costs
of the work done and of the equipment purchased in deiermining when the interest of such Non-Consentiag Party shall severt to it as
abave provided, and if there is a credit balance, it shall be paid 1o such Noa-Consenting Pany.

- G-
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ARTICLE V1
continued

If and when the Consenting Parlivs recover drom a Non-Consenling Party's selinquished st e provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revent 1o it, and. from and after such reversion. such Non-

Consenting Party shnll own the same interest in such well, the material and equipment in or g ini thereto, and the production
therefrom as such Non-Consenting Party would have bheen entitled 1o had it panticipmed in the drilling, reworking. deepening or plugging
back of said well. Thereafler, such Non-Consenting Party shall be charged with and shall pay s proportionate part of the tuther costs of
the operation of said well in accordance with the terms of this agreement and the Accounting Procedure atached hereto,

Notwithstanding the provisions of this Anicte VED.2., it is agreed that withount the mutaa! conseat of all partics, oo wells shalt
he completed in of produced from a source af supply from which a well tocated elsewhere an the Contract Arca s producing, untess such

well conforms to the then-existing well spacing pattem fur such source of supply.

The provisions of this Anicle shall have no application whatsoever to the drilling of the initial well deseribed in Anicle VEA.
except (a) as to Article VIL.D.1. (Option No. 2), if selected, or (b} as to the reworking, decpening and plugy back of such initial well
after if has been drifled 10 the depth specified in Anicle VIA, if it shall terealier prave to be a dry hole or. il initially completed for pro-

duction, ceases to produce in paying quantitics.

3. Stand-By_Time: When a well which has been drilted or deepened has reached its authorized depth and all tests have been
completed, and the results thereof furnished to the parties, stand-by cosls i I peading resg o a pany’s notice proposing a
reworking, decpening, plugging back or completing operation in such a well shall be charged and bome as pan of the drilling or decpen-
ing operalion just completed. Stand-by costs subsequent 10 all parties responding, or expiration of the response tioe permitied, whichever
first occurs, and prior 10 agreemenl as o the participating interests of all Consenting Pasties pursuant o the terms of the second grani.
matical paragraph of Article VI.3.2,, shall be charged to and bome as part of the propused operation, but it the proposal is subsequently
withdrawn because of insufficicnt participation, such stand-by casts shall he allacated hetween the Consenting Pacties in the propadtion
each Conscnting Party's intcrest as shown oa Exhibit =A™ bears 1o the iotab interest as shown on Exhibit “A™ of all Consenting Par-

ties.

4. Sidetracking: Except as hereinafier provided, those pravisions of this agreement applicable 10 o “deepening™ apesation shall
also be applicable 10 any proposal to directionally control and intentionally deviate @ well from ventical so a3 10 change the bottom hule
focation (herein call “sidetracking™), unless done to swraighten the hole or 10 diill around junk in the hole or because of ather
mechanical difficullics. Any party having the right to participate in a proposed sidetracking pperation that does not own an interest in the
affected well bore 8t the time of the notice shall, upon clecting 10 participate, lender 1o the well bore owaers its proportionate share (equal
1o its interest in the sidetracking operation) of the value of that portion of the existing well bose 1o be utilized as follows:

{a) 1f the proposal is for sidetracking an existing dry hole, reimbursemem shall be on the basis of the actual costs incuned in
the Initial drilling of the well down ta the depth at which the sidetracking aperation is initiated.

(b) If the proposal is for sidetracking a well which has previously produced. reimbursement shal) be on the basis of the well's
salvable materials and equipment down to the depth at which the sidetracking opersation is initiated. detenmined in accardance with the
provisions of Exhibil “C”, less the ¢stimated cost of salvaging and the estimated cost of plugging and abanduoning.

i
In the event (hat notice for a sidetracking operation is given while the drilling rig 10 be utilized is on location, the response period
shall be liinited to forty-cight (48) hours, exclusive ol Saturday, Sunday and fegal holidays: provided. however, any party may reyuest and
receive up fo zight {8) additional days after expiration of the fory-cight (48) haurs within which w respond by paying for all stand-by time
incurred during such exteaded response peciad. I more than one party elects e tthe stch additiomat tine o respond 1o the natice, stand
by costs shail be allocaled between the panies taking additional time to respond on a day-to-day basis in the propontion each elesting par-
ty's interest as shown on Exhibit “A™ bears w0 the total inlerest as shawn on Exhibit “A™ of all the clecting paties.  tn all other ine

stances the response period to a proposal for sidetracking shall be limited to thiny (30) davs.

C. TAKING PRODUCTION IN KIND: See Article XV.V,

Each party shall take in hind or separaicly dispose of its proportionate share of all wil and gas produced from the Contract Area,
exclusive of production which may be used in development ad producing operations and in preparing the treating wil and gas hr
matkeling purposes and production unavoidably lost.  Any estra expendilure incurred in the taking in Kind ar separate disposition by any
panty of its propontionate share of the production shali be borie by such party.  Any pany 1aking its share of production in Kind shall be
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ARTICLE VI
continued

required to pay fir only its proportionate share of such part of Operator’s surface facilities which it uses.

Each paorty shall execuic such division orders and contracis as may be nccessary for the sale of its interest in production from
the Contract Arca, and, excepl as provided in Article VILB., shall be entitled to receive payment directly $rom the purchaser thereof for

its share of alt production.

In the event any party shall fail to make the arcangements necessary o take in hind or separately disg of its proparti shate of
the oil prodiced from the Conlract Area, Operator shall have the right, subject to the revocation at will by 1he party owning it. but oot
the obligation, 10 purchase such ail or sell it 1o others at any time and from lime o time, for the accomnt ot the non-1aking pany at the
best price obtainable in the arca for such production.®  Any such purchase or sule by Operator shall be subject always o the sight of the
owner of the production 10 exercise at any lime its right to take in kind, or sepuritely dispose ol, its share of all oil na previousty
defivered to a purchaser.  Any purchase oc sale by Operator of any other party’s shace of ol shall be only e such reasonable periods of

time ‘as are i with the needs of the indusiry under the particular circumstances, bt in no event Jor a period in excess

of one (1) year,
*but in no event lcss than the price actually received by Operator
In the event anc of more parties’ separate disposition of its share of the gas' causes split-stream deliveries (0 separate pipelines and'or

deliverics which on u day-to-day basis for any reason are not exactly equal e a pany s respective proportionite share of total gas sales 10
be allocated to it, the balancing or accaunting between the cespective accounts of the parties shall be in accardance with any gas halancing

agreement between the parties hereto, wheiber such an agreement is attached as Exhibin 17, or is o sepasate agreenwnd,

D.  Access to Coniract Arer and Information:

Sm}jﬁ‘;‘c o;’\\arr‘ll)slflgl\{lhi!c access to 1he Contract Area at all reasonable times, at its sole cost and risk w inspect or observe operations,
and shall have access at reasanable times to information pertaining to the developent or aperation thereoll including Qperatar’s books
and records relating thereto, Operator, upon request, shall furnish each of the other panies with copies of all forms or repons filed with
governmental agencics, daily drilting reports, well logs, tank lables, daily gauge and run tickets and reposts of stock on hand at the finst of
each month, and shall make available samples of any cores or cullings taken fram iy well drilled on the Contract Area.  The cost off
gathering and fumishing information 10 Non-Operator, other than that specified above, shall be charged 1 the Non-Operator that re-

quests the fnformation.
E.  Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well diilled ar deepened pursuant 10 Aricle VEIL2. any well which has been
drilled or deepened under the terms of this agreement and is proposed to he compleled as a dry hole shall not be plugged and abandoncd
without the conscat of all parties. Should Operator, afier diligent effort, be unable 10 contact any pany., or should any party 1ail w reply
within forty-cight {48) hours {exclusive of Saturday, Sunday and legal holidays) afier receipt of notice of the proposal w plug and abandon
such well, such party shall be deemed to have consented 10 the proposed abandonment. Al such wells shall be plugged and abandoned in
accordance with applicable regulations and al the cosl, risk and expense of the partics who panicipated in the cost of drilting or deepening
such well. Any party who objects to plugging and abandoning such well shall have ihe right 10 take over the well and conduct further
operations in search of oil and/or gas subject to the provisions of Article VI.03.

2. Abandonment of Wells that have Produced; Except for any well in which a Non-Consent operation has been conducied
hereunder for which the Consenting Pasties have not been fully reimbursed as hercin provided. any well which has been completed as a
producer shatl not be plugged and abandoned without the consent of all panties. 1 alt partics consent to such abandonnient, the well shall
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense ot all the parties hereto. (1, within
thirty (30) days afier receipt of notice of the praposed abandonment of any well, all pacties do not agree o the abandoament of such well,
those wishing to continue jts operation from the inlerval(s) of the formation(s) then apen 10 production shall tender 10 cach of the vther
partics its proportionate share of the value of the well's salvable material and equipment, deiermined in accordance with the provisins of
Exhibit “C”, less the estimated cost of salvaging and the estimated cost of plugging and abandoning.* Each abandoning party shall assign
the non-abandoning partics, without warranty, express or implied, as to title or as 1 quantity, or fitness for use of the equipmenmt and
material, all of ils interest in the wefl and refated equipment, together with its interest in the leaschold estate as 10. but onfy as tv, the in-
terval or intervals of the formation or formations then open to production. If the interest of the shandoning party is ar includes an oil and
gas interest, such party shall execute and deliver to the non-abandoning party or panics an oil and gas }ease. limited 10 the intenval or in-

tervals of the formation or formations then open to production, for a term of one (1) year and so long thereatter as oil and/or gas is pro-
to—ha—cti—the—k 2 chod—ac—bahibi

duced from the interval or intervals of the formation or formations covered therchy, sweh-4

*Sec Anticle XV.K.
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ARTICLE VI
continued

2B, The assipnments or leases so imited shall encompass the “drilling unit”™ upan which the well is lwated. The paynients by, and the
assignments or lvases lo, the assignees shall be in a ralio based upon the relationship of their sespective percentage ol panicipation in the
Contract Arca to the aggregate of the percenlages of participation in the Contract Arca of all assignees. There shall be no readjustment of

interests in the reanaining portion of the Contract Arca.

Thereafer, abandoning partics shall have no further sesponsibility, liability. of interest in the operation of or production from
the well in the uerval or inlervals then open other than the royaliies retained in any lease made under the wems ol this Anicle. Upon re-
quest, Operator shall continue to operate the assigned well for the account of the non-abandoning partics at the rawes and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned
well. Upon proposed abandonment of the producing interval(s) assigned or leased. the assignor or lessar shall then have the ogtion ta
hase its prir i in the well (using the same valuation Jormula) and panicipate in further operations therein subject 10 the pro-

L)
visions hereof.

3. Abandimnent of Non-Consent Operations:  The provisions of Anicle VLE.), or VLE2 above shall be applicable as hetween
Cansenting Partics in the eveat of the proposed abandanment of any well excepted from siaid Articles; provided, howerver, oo well shall he
pemanently pligued and abandoned unless and until all partics having the right to conduct further operations therein have been mtified
of the proposed ubandonment and afforded the oppartunity to elect to ake over the well in accardance with the provisions of this Anicle

VLE.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A.  Liablllty of tParties:

The liability ol the partics shall he several, not joint or collective. [Lach party shall he responsible only for its obligations, and
shall be liable onty for its proportionale share of the costs of developing and operating the Contract Area.  Accardingly, the liens granted
among the partivs in Anicle VILB. arc piven 10 secure only the debis of each scverally. It is not the intention of the panies 10 create, nor
shall this agreement be construed as creating, a mining or other paninesship or association. or 1 reader the partis Liable as pantners.

N,  Liensand PPayment Defaulis:

Each Non-Cyperator grants to Operator a tien upon its oil and gas gights in the Contract Area, and a securits interest in its shate
of ol snd/or gas whun extracted and its interest in all equipment, 1o secure payient ol its share of expense, together with interest thereon
at the rate providad in Exhibit “C". To the extent that Operator has a security interest under the Unidorm Commercial Code of the
state, Operator shalt be entitled to exercise the rights and remedies of a secured party unders the Code.  The bringing ol a suit and the oh-
taining of judgomumt by Operator for the secured indebtedness shall not be deemed an efection of remedics or otherwise affect the lien
rights or sccurity intcrest as security for the payment thereof.  [n addition, upon default by any Non-Opcrator in the payvment of its share
of expense, Operator shall have the right, without prejudice to other rights or remedics. W coliect from the purchaser the procecds trom
the sale of such Nun-Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest. has been paid. Fach
purchaser shall be ¢ntitled to rely upon Operalor's writlen statement conceming the amount of any default.  Operator grants a like licn
and security interesi to the Non-Operators 10 secure payment of Operatos's proportionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (60) duys after rendition of a statement thesefor by
Operator, the non-fefaulting partics, including Operator, shall, upon request by Operator, payv the unpaid amount in the proportion that
the Interest of cach stich party bears ta the interest of all such panties. Each party so paying its share o ahe uapaid anmwwnt shall, 1w ohiain

reimbursement thereof, be subrogaled ta the security rights described in the foregoing paragraph.

C. Payments und Accounting:

Except as horein otherwise specifically provided, Operator shall prompily pay and discharge expenses incurred in the development
and operation of sl Cantract Arca pursuant to this agreement and shall charge each of the parties hesewy with theis respective propor-
tionate shares upon sthe expense basis provided in Exhibit “C". Operator shall keep an accurate record of 1he joint account hereunder,

showing expenses incurred and charges and credits made and received.

Operator, at its election, shalt have the right from time to time to demand and receive from the othee partics pagment in advance
of their respective shares of the estimated amoaunt of the expense (o be incurred in operations hivrcunder during the nest sucveeding
month, which right may be exercised onty by submission to each such party of an itemized siate of such vsti { expense. together
with an invoice for its share thereof. Each such statement and invoice for the paymem in advinee of estimawed expense shall be submitied
on or before (he 20th day of the next preceding month.  Each panty shalf pay 1o Operator its propontionate share of such estimate within
filleen (15} days afler such estimate and invoice is received. (1 any pacy fails o pay its share of said estimate within said thime, the amount
due shail bear interest as provided in Exhibit “C” until paid. Proper adjustment shall be made manthly between advances and actual ¢x-
pense (o the end that cach party shaif bear and pay its proportionate share of actual expenses incurred. and no more,

See Articles XV.M., XV 5. and XV.W.
0. Limitation of Expenditures:

[. Drill or Deepen: Without the consent of all parties, no well shall be drifled or decpened. except any well drifled o deepencd
pursuant to the provisions of Anticle VI.B3.2. of this agreement. Consent 10 the drilling or deepening shall include:
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B Option No. 2; All necessary expendilures for the drilling or deepening and testing of the well. When such well has reached its

Jiate notice

authorized depth, and all tests have been compleled, and the results thereol fumished tw the paniies, Oy shall give i
10 the Non-Operators who have the gight 1o participate in the completion costs.  The parties receiving such nuice shalt have fony -ciplt
(48) hours (exclusive of Saturday, Sunday and kegal holidays} in which ta elect to participate in the setting of casiag and the completion ac-
temp!. Such election, when made, shall include consent 10 all necessary expenditiees for the completing snd cquipping of such well. in-
cluding necessary tankage and/or surface facilities. Failure of any pany receiving such notiee 10 reply within the perind above fived shall
constitute an ¢lcction by that party not to participate in the cost ol the completion allemipr. If one or More, but less than alk ol the panics.
elect 10 set pipe and 10 attempt a completion, the provisions of Anicle VLB.2. hercot {(the phease “reworking, deepening or plugging
back” as contained in Anicle VI.B.2. shall be deemed 1o include “completing™) shall apply to the operations therealter conducted by less

than all parties.

2, Rework or Plug Buck; Without the consent of ull partics, no well shall be rewarked o plugged back excepl @ well reworked of
plugged back pursuant to the provisions of Anticle VELD.2. of this agreement. Consent o the reworking or plugging back of o well shail
include all necessary expenditures in conducting such aperations and completing and cquipping of said woll. including necessany tankage

and/or surface facilities.

3. Other Opcrations; Without the consent of all parties, Operator shall nol undertake any single project reasonably eitimated
to require en expenditure in excess of __Fifty-Thousand and no/{00- Daollars (S, 50.000.00 )
except in connection with a well, the drilling, rewotking, deepening, completing, recompleling, or plugging back of which has heen
previously authorized by or pursuant to this agreement; provided, hawever, that. in case of explusion. fire, tlood or other sudden
emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required
to deal with the emergency 1o safeguard lile and propenty but Operator, as promptly as passible, shall repon the emergency 10 the other
panties. [ Operator prepares an authority for expenditure (AFE) for ils own use, Operator shafl furnish any Non-Operator so fequesting
an information copy thereaf for any single project costing in excess of ___ Fifty-Thousand and ao/t00
Dotlars ($. 50,000.00 ) but less than the amount first set forth abave i this paragraph.

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

Rentals, shut-in swell payments and minimam royabties which may be requised under the teems of any bease shall be paid by ihe
party or partics who subjected such lease 10 this agreement at its or their expense. I e event 1we of more partics owa and have con-
tributed interests in the same lease to this agreement, such partics may designale one ol such panies 1o make said payments for and on
behalf of afl such parties. Any party may request, and shall be entitfed to receive, proper evidence of alf such payments. In the event of
failure to make proper payment of any rental, shist-in well payment or minimum coyatty theough mistake or aversight swhere such pay-
ment is required to continue the lease in force, any lass which results from such non-payment shall be bome in accordance with the pro-

visions of Anticle BLB-d 1V.B.].

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shulling in or retum W production
of a producing gas well, at least five {3) days (excluding Satwday, Sunday and legal honlidayvs). or at the cardicst opponunity permitted by
circumstances, prior to taking such action. but assumes no liability for failure to dov sa. I the event of fuilure by Operator to 3¢ notify
Non-Operator, the loss of any Icase contributed hercto by Non-Operator for failure to make timely payments of any shut-in well pay ment
shali be bome jointly hy the purties hereto under the provisions ot Anticle (V.B.3.

F.  Taxes:

Beginning with the first calendar year afier the effective date hereof. Operntor shall render for ad valorem lm:ﬂmn all propeny
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such 1axes assesse l Hiereon befose—her
become-delinquent. Prior Lo the rendition date, cach Non-Operatar shall furnish Operator information as 10 burdens (1o include, it ot
be limited to, royaltics, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
Operator. If the assessed valuation of any leaschold estate is reduced by reason af its heing subject o omtstanding excess rovalties. over-
riding royalties or production payments, the reduction in ad valorem laxes resulting theretrom shall inure 1o the henelit of the owner o
owners of such feaschold estate, and Operator shall adjust the charge 10 such owner or owners so as o sellect the henelit of such redug-
tion. lf the .ad valorem taxes are hased in whale ar in part upon separate valuations of each party’s working interest. then nots ithstanding
anyl)nng 1o lhc contrary herein, charges to the joint account shall he made and paid by the parties heseio i aceordance with the 1y
value generslcd by, each party's warking interest. Operator shall hill the other panivs for their prapertionate shares of all tax payments in

the manaer provided in Exhibit *C™,

If Operalor considers any tax assessmuent improper, Operator nay, al its discrction, protest within ahe  time and - manier
prescribed ﬁy faw, and prosecutc the protest to a tinal determination, unless afl pastics agree 1o abandon the protest priog o fingd Jeter-
mination. During the pendency of administiative or judicial proceedings, Operator miay elect (o pay, snder protest. all such aves and any
interest and penatty. When any such pratested assessment shall have been finally detennined, Opecator shall pay the tax for the joint ac-
count, together with any interest and penalty acerued. and the to1al cost shall then be assessed against the partics, and be paid by them, as
provided in Exhibit “C".

Each pany shall pay or cause (o be paid all praduction, severance, excise. gathering and other axes impased upor o with respect
10 the production or handling of such pany s share af oil and/or gas produced under the wems of this agreement.

10 -
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o ARTICLE VI
continued

G. Inturapce: .

At all times: while operations are conducted hereunder. Operatr shall comply  with the wtama compensation faw  of
the stale where the operations arc being conducted, provided, however, that Operator may be a sell“insurer for liability under said com-
pensation laws in which event the only charge that shall be made to the joint accomnt shall be as provided in Exhibit “C™. Operawe shall
also carry or provide insurance for the benefit of the joint account of the partics as outined in Exhibic <17, aua\cl:;qet;;,md niade @ pan
tereaf. Operator shall requice all contractors engaged in work on or for the Contract Area to comply with the HiwRs compensation
taw of the state where the operations arc being conducted and 1o maintain such other insurance as Opesalor may require.

In the event automabile public liability insurance is specificd in said Exhibit “D7, or subsequently receives the appraval ol the
partics, no direct charge shalt he made by Operator for premiums paid for such insurance fur Operalor’s automotive equipment,

ARTICLE VIH.
ACQUISITION, MAINTENANCE OR TRANSFER OF AINTEREST

A, Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Comract Area. shall sot be sugreadered in whole
or i part unless all parties consent theret. Dowever, no consent shalk be necessany i gedeasst i ease which his espired or athenyise
lennihaled.

However, should any pany desire to surrender its interest in any fease or in any ponion thereol. mnd the other partics Ju nat
agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, alt of its interest in
such lease, or portion thereol, and any well, materinl and equipment which may be located thereon and any rights in production

thereafier secured, to the partics not consenting 1o such surrender. §f the nterest ol the assigning pany is or includes an il and gas in-
ing to such der an oil and gas lease convering

terest, the assigning party shall cxccule and deliver ta the pany or parties not cu
such oil and gas intctest for a term of one (1) year and so long therealter as oil and/or gas is produced from the land covered therchy, swush

lease-to-be-on-the—form—attachedtareto—as—Exhibi=B2,  Upon such assigninent or lease, the assigning pany shall be relieved from all

ohligations thereafler accruing, but nat theretolore accrued, with respect to the interest assigned or feased and the aperation of any welt

attributable thereto, and the assipning party shall have no further interest in the assigned or leased ises and its equiy t and pro-

duction other than the rayaltics retained in any lease made under the tenms of this Anicle. The pany assigaee or lessee shall pay to the
bic 1 the pned of leas-

party assignor or lessor the reasonable salvage value of the lauer's interest in any wells and equif attrib
cd acreage. The value of all material shall be delermined in accordance with the provisins of Exhibit “C™, Jess the estimated cost of
salvaging and the estimated cost of plugging and abandoning. 11 the assignment or ease is in fives of more than one panty, the interest
shall be shared by such parties in the propontions that the interest of cach bears to the totat interest af all such parties.

See Article XV.D.
Any assignment, lease or surrender made under this provision shall not reduce or change the assignor’s, lessor's o surrendering

party’s interest as it was immediately before the assipnment, lease or surrender in the balunce of the Contract Arcal and the arcage
assigned, leased or surrendered, and subsequent operations thereon, shall not thereafier be subject w the terms and provisions of this

agreement.
B. Renewal or Extenasion of eases:

If any party secures a renewal of any oil and gas lease subject 10 this ageeement. all viher parties shall be notified promptly. and
shall have the right for a period of thirty (30} days follawing receipt of such notice in which to clect W panicipate in the osaenship o the
renewal lease, insofar as such lease afTects lands within the Conlract Area, by paving to the party who acquired it their several proper pooe
ponionate shares of the acquisition cost allocaled to that pan of such lease within the Contract Area, which shall be in proportion o the

interests held at that time by the parties in the Contract Area.

If some, but less than all, of the parties clect to panicipale in the purchase of a rencwal lease. it shall be owned by the parties
who elect 10 panicipate therein, in a ratio based upon the relationship of iheir respeciive percentage of panicipation in the Contract Area
lo the aggregate of the percentages of participation in the Contract Area of alf panies panticipating in the purchase of such renewal fcise
Any rencwal lease in which less than all parties elect to participaie shall not be subject t this agreement.

Each party who panicipates in the purchase of a rencwal lease shall be given an assig of its propost intcrest hesein

by the acquiring party.

The provisions of this Article shall apply to rencwal leases whether they are for the entire interest covered by the ¢xpiring lease
or cover only a portion of its arca or an interest therein, Any rencwal lease taken before the expiration ot its predecessor lease, or taken or
contracted for wiihin six (6) months atler the expiration of e existiog lease shall be subject w0 this provision: but s lease taken or cone

tracted jor more than six (6) months after the expiration of an existiog lease shall not be deemed a renewal bease and shidl not be subject

the pravisions ol t.is agrcement.

The provisions in this Anticle shall also be applicable 1o extensions of oil and gas heases.

. Cearitg - oo o
C.  Acreage or Cash Contributions: u

While thic agreement is in force, il any party contracts fir a contribution ol cash wwards the drifling o a well or amy other
operation cn the Conlract Arca, such contribution shall be paid to the pany who conducied the drilling or other operation and shall be
applied by. it agapst the cost of such drilling or other operation. 1 the contribution be in the form of acreage. the pany 0 whom the con-
tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Panies in the proportions

-1t .
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said Drilling Parties shared the cost of drilling the well. Such acreage shail become a separate Contract Arca and, 1o the extent possible, be
govemed by pravisions identical to this agreement. Each party shall promptly notify alt other pastics of any acreage or cash contribations
it may obtain in suppont of any well or any other operation on the Contract Aren. The above provisions shalt also be applicable w ap-
tional rights to cam acreage outside the Contract Area which are in support of a well drilled inside the Contract Area.

If any party contracts for any consideration refating 10 disposition of such party’s share of substances produced hereunder. such

consideration shall not be decemed a contsibution as contemplated in this Article VIRLC.

D. Maintenance of Uniform interests: See Anicle NV.Q,
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E. Waiver of Rights to Partition:

t0 permitted by the laws of the state or states in which the property covered hereby is focuted, cach party heets owning an
undivided intcrest in the Cantract Arca waives any and alt rights it may liave o pacition and hase se aside @ it in severalty its undis ided

interest therein.
F.  Preferential Right 1o Purchasc: See Article XV.N.

Should any pany desire Lo sell all ar any part ol its interests under this apreement. or its rights and interests in the Conlract
Area, it shall promplly give written notice to the other parties, with full information conceming its proposed sale, which shall inchnde the
name and address of the prospective purchaser {who musl be ready, willing and able 1p pu[ﬁ}mu). the purchase price, and all oiher terms
of the offer. The other panties shall then have an optional prior righ, for a period ol 10) days afier receipt of the nolice, 1o purchase
on the same terms and conditions the interest which the other party propases to sell: and, if this optional right is exercised, the purchas-
ing partics shall share the purchased interest in the proportions that the interest af cach bears to the total interest of all purchasing par-
ties. However, there shall be no preferential right 1o purchase in those cases where any panty wishes to maortgage its interests. or o
dispose of ils interests by merger, reorganization, consolidation, or sale of all or substamially al} of its asscts 10 2 subsidian’ or parent com-
pany or 10 a subsidiary of a parent company, or 10 any company in which any one pany awns a majority of the shek,

See Anicle XV.R.
ARTICLE IN.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed 10 create. a relationship of parinership or an association
for profit between or among the parties hereto.  Notwithstanding any provision hercin that the rights and liahilities hereunder are several
and not joint or collective, ar that this agreement and operations hereunder shall not constitute a pantnership, if, s federal income tax
purposes, this agreement and the operations hercunder are regarded as a partnership, cach party herehy af¥ecied elecis 10 be excluded
from the application of all of the provisions of Subchapier “K™, Chapter 1, Subltile “A™, of the Internal Revenne Code of 1986, as per-
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder.  Operator is authorized and directed to ex-
ccute on behalf of ecach party hereby affected such evidence af this clection as may be required by the Seeretany of the Treasury of the
United Slates or the Federal Intemal Revenue Scrvice. including specificatly, but not by way of limitation. atl of the returns, statements,
and the data required by Federal Regulations 1.761, Should there be any reguiccment i each party herehy affected give funther
evidence of this election, each such pany shall execite such documents and furnish such ather evidence as may be required by whe
Federal Internal Revenue Service ar as may be necessary to evidence this clection, No such pany shall give any natices or take any other
aclion inconsistcnt with the clection made hereby. I any present or futise income tax faws of the state or states in which the Contracy
Area is focatzd of any future income lax faws of the United States contain provisions similar w those in Subchapter K™, Chaper 1,
Subtitls “AZ, of ihe Internal Revenue Code ol 1986, under which an election similar o that provided by Scction 761 of the Code is per-
mitied, each party hereby affected shall inake such etection as nm)" he permitted of required by such laws.  In making the foregoing elec-
tion, edch such party states- that the income derived by such party from operations hereunder can be adequately detenmined without the
computation of pannership taxable income.

o
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ARTICLE X,
CLAIMS AND LAWSUITS

Operator may sctile any single uninsured third party damage claim or suil asising lrom operations hereunder if the expendituce
does not exceed __Twenty-Thoussnd and no/190 Dullars
(S, 20,000.00 ) and if the payment is in complete scitlement of such claim or suit. 1 the amount requited for sertlement ex«
ceeds the above amount, the partics hereto shall assume and (ke vver the further handling of the clainy or suit, uniess such suthwrity is
delegated 1o Operator. All costs and expenses of handling, scttling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the ctaim or suit arises. 1o claim is made against any party or if any pasty is
sued on account of any maticr arlsing from operntinng hereunder uver which such individual has no contd hecause of the rights given
[¢) by this agr such pany shall immediately notify all other parties, and the claim or suit shall be treated as any other claim

(

of sujt lnvolvinﬁo rations hereunder,  All claims or suits involving title 1o any interest subject W this agreement shall be treated as a claim
ar suil against al {chmcs wereto, )

ARTICLE X1,
FORCE MAJEURE

If any perty is rendered unable, wholly or in part, by foree nugeure o carey out its obligations uader this agreement, othcr than
the obligation to make money paymenis, that panty shall give w all other panies prompl wrilten notice of the vrce majeure with
reasonably full panticulars conceming it; thereupon, the obligations of the pary giving the notice. sa far us they are affected by U fopce
, shall be suspending during, but no longer than, the continnance of the force majenre. The affecied panty shall use alf reasonable

diligence 1o remove the force majeure situation as quickly as practicable,

The requisement that any force majeurc shall be remedied with all reasonable dispatch shall not sequire the setlement of suikes,
fockouts, or other iabor difficulty by the peny involved, contrary 1o its wishes; how all such difficulties shal! be handied shall be entirely
within the discretion of the party concemed.

The term “force majcure”, as here employed, shall mean an act of God, sirike, lockout, or other industrial disturbance, act of
the public enemy, war, blockade, public riot, lighining, fire, storm, flood, explosion. gover | action. gov | delay, i

or inaction, unavailability of equipment, and any other cause, whether of the kind speciticatly enumerated above or atherwise. which is

not reasonably within the control of the panty claiming suspension.

ARTICLE X1,
NOTICES

Al notlces authorized of required hetween the parties and required by any ol the provisions of this agreement. unless otherwise
specifically provided, shall he given in writing by mail or wlegram, | e or chirges prepaid, or by welen or telecapicr and addressed w
the parties 10 whom the notice is given at the addresses listed on Exhibit A", The originating notice given undee any provision hereof
shall be deemed given only when received by the party to whom such notice is directed, and the time Tor such pany 1 give any natice in
response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given
when deposited in the mail or with the tclegraph company, with postage or charges prepaid. or sent by welex or telecopier.  Each pany
shall have the right to change its address a1 any lime, and from time w time, by piving writtct notice thereof t all uther parties.

Sec Anticle XV.N,

ARTICLE XHI.
TERM OF AGREEMENT

This agreement shall remain in full force and effect as to the oil and gas leases and/or oil and gas intesests subject hercto for the
period of time sclected below; provided, however, no pany hereto shall ever be construed as having any right. title or interest in o W any
Icase or oil and gas interest contributed by any ather party beyond the term of this agrecinent,

&  Option No. 2: In the event the well described in Anticle VLA., or any subsequent well drilled under any provision of this
sgreement, results in production of oil and/or gas in paying quantilies, this agreement shall continue in force so long as any such well o
wells produce, or are capable of production, and for an additional period of 120 days from cessation of all production; provided,
however, if, prior to the expiration of such additional period, one or more of the partics hereto are engaged in drilling. rewodking, deepen-
ing, plugging back, testing or auempting to compliete o well or wells hereunder, this agreement shafl continue in force untit such opera-
tions have been completed and if production resulis thesefrom, this agreement shall continue in force as provided herein. In the event the
well described in Anicle VI.A., or any subsequent well drilled hereunder, tesulis in a dry hole, and no other well is producing. or capable
of producing oil and/or gas from the Contract Area, this agreement shall erminate unless drilling. decpening. plagging back or reworke
ing operations are ¢ d within 120 days from the date of abandonmuent of said well.

It is agreed, however, that the termination of this agreement shall not relieve any pany hereto from any liability which has

accrued or attached prior 10 the date of such termination,

- 13-
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e ARTICLE X1V,
[ COMPLIANCE WITH LAWS AND REGULATIONS
A. Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the Contract Area is located. to the valid sules,
regulations, and orders of any duly constituted regulatary body ol said state: and 10 all ather applicable Tederat. state, and local aws, oe

dinances, rules, regulations, and orders.

B. Governing Law:

This agreement and all matters pentaining hercio, including, bt not limited to. maners of perli ¢. non-perlt ¢. breach,
nmcdics.'pmc:durts. rights, duties, and interpretation or construction, shall be governed and deicnnined by Hiwdan—af-the—state-in-whish

the-Contrast-Arsa-is-losated—Hhe-Coniract-Afea-is-intwe-or-mor-states, thie law of the state of Texas

shall govern.

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the gight or authority o waive or release any sights,
privileges, or obligations which Non-Operutors may have under federal or state laws or under rules. regulations or orders promulgated
under such laws in reference to oil, gas and mincral operations, including the location. operation. or production of wells, on tracts offset-

ting or adjacent 1o the Contract Arca.

With respect 1o operalions hereunder, Non-Operators agree 1o release Operator from any and all losses. damages, injuries, claims
and couses of action arising out of, incident 10 or resulting dircctly or indircctly from Operator’s interpretation or application of rules,
rulings, regulations or orders of the Depaniment of Energy or predecessor or successor agencies to the extent such interpretation or ap-
plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any aniounts applicable 10 such Non-
Operatar’s share of production that Operatar may be required ta refund, rebate or pay as a result of such an incorrect interpeetation or
application, together with interest and penaltics thereon awing hy Operator as a resull of such incorrect interpretation ar application.
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"ARTICLE XY,
OTUER PROVISIONS

See next page for the beginning of Article XV.

S



o ARTICLE XV.

A. This Cperaiing Agreement will be subject to the applicable terms of the Joint Venlure Agresment (o which this
Operaling Agreement i3 attached. Any conflict between the lerms of this Operating Agreement and the Joint Venture
Agreement shali be resolved in favor of the Joint Venlure Agreement,

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

1, Resignation of Removal of Operator; Operator may resign at any time by giving wrillen nolice thereof lo Non-
Operators. If Operalor terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no
longer capable of serving as Operator, Operator shall be deemed 1o have resigned without any action by Non-Operalors,
except the selaction of a successor. Operator may be removed only for good cause by tha affirmative vote of Non-
Oparators owning a majority interest based on ownership as shown on Exhibit "A" remaining alter excluding the voling
interest of Operator; such vole shall not be deemed effective until a writien notice has been delivered to the Operator by
a Non-Operator delalling the alleged defauit and Operator has failed to cure the defaull within thirty (30) days from its
recelpt of the nofica or, if the default concerns an operation then being conducled, within forty-eight {48) hours of its
recaipt of the notice. For purposes hereof, “good cause” shall mean not only gross negligence or willful misconduct but
also the material breach of or inability to meet the standards of operation contained in Adicle V.A. or material failure or -

inability to perform its obligations under this agreement.

Resignation or removal shall not become effective until 7:00 o'clock A.M. on the first day of the calendar month following
the expiration of ninety (90) days afier the giving of nolice of resignation by Operator or aclion by the Non-Operators to
remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier date.
Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change
of a corporate name or structure of Operator or transfer of Operator's interest to any single subsidiary, parent or
successor corporation shall not be the basis for removal of Operator.

2. Selection of Successor Operalor: Upon the resignation or removal of Operator under any provision of this
Operating Agreement, a successor Operator shall be selected by the parlies. The successor Operalor shall be selected
from the parties owning an interest In the Contract Area at the time such successor Operator is selected. The successor
Openator shall be selected by lhe affirmalive vole of the party(ies) owning a majorily interest based on ownership as
shown on Exhibit "A*"; provided, however, if an Operator which has been removed or is deemed to have resigned fails lo
vote or votes only to succead ilsell, the successor Operalor shall be selected by the affirmative vote of the party or
parties owning a majority interest based on ownership as shown on Exhibit “"A" remaining after excluding the voting
interest of the Operator that was removed or resigned. The former Operator shall promplly deliver to the successor
Operator all records and data relating to the operations conducted by the {ormer Operator to the extent such records and
data are not already In the possession of the successor-Operator. Any cost of obtaining or copying the former Operator's

records and data shall be charged to the joint account.

3. Effect of Bankruptcy: If Operator becomes insolvent, bankrupt or is placed in receivership, it shall be deemed
to have rasigned without any action by Non-Operators, except the selection of a successor. if a petition for reliel under
the federal bankruptcy laws is filed by or against Operator, and the removal of QOperator is prevented by the federal
bankrupicy court, all Non-Operators and Operalor shall comprise an interim operating committee to serve until Operator
has elected to reject or assume this Operating Agreement pursuant to the Bankruptcy Code, and an election 1o reject this
Operaling Agreement by Operator as a debtor in possession, or by a truslee in bankruplcy, shall be deemed a
resignation as Operator without any action by Non-Operalors, except the selection of a successor. During the period of
time the operating committee controls operations, all actions shall require the approval of two (2) or more parties owning
a majority interest based on ownership as shown on Exhibit “A”. In the event there are only two (2) parties 1o this
agreement, during the period of time the operating commiltee conlrols operations, a third parly accaplable to Operator,
Non-Operator and the federal bankruptcy court shail be selecled as a member of the operating committee, and all actions
shall require the approval of two (2) members of the operating committee without regard for their interasl in the Contract

Area based on Exhiblit *A",

If, following the granting of relief under the Bankruptcy Code o any parly hereto as deblor thereunder, this
Agreement should be he!d to be an executory contract wilhin the meaning of 11 U.S.C. §365, then the Operator, or (if the
Operator is the debtor in bankruplcy) any other party, shall be entitled to a delermination by deblor or any lrustes for
dgbtor within thirty (30) days from the date an order for rélief is entered under the Bankruplcy Code as fo the rejaction or
assumption of this Operating Agreement. [n the event of an assumplion, Operator or said other party shall be enlilled to
adequate assurances as to future performance of debtor's obligation hereunder and the protection of the interest of ail

olher parties.
C. Mandatory Operatlons:

Notwithstanding the other provisions hereof, and particularly Article V1., if the proposed well is an obligation well, a
party nol participating In drilling the well shall assign 10 the participating parties ils interest in the leases or portion thereol
which would be lost or not eamed if the well was not drilled and thereafter shall not be subject to the JVA nor be
covered by this Agreement. Such assignment shall be due upon the commencement of operations for such well and
shall be free and clear of all morigages (unless such morigages are subordinaled to this agreement), claims, liens,
overriding royality inlerests, production payments, net profits interests, and other encumbrances or leasehold burdens
placed thereon by or resuliing from the Assignor's ownership and operations subsequent 1o the date of this Operating
Agreement, but otheswise without warranty of tilfe, either express or implied. An “obligation well” is defined as a well
which must be driled o maintain a lease or poriion thereof which cannot otherwise be maintained. A well proposed



within the fast one hundred eighty (180} days of the primary term of a fease of term assignment (whether as a unit well or
lease well) shali constitute an “obligation well".

In the event a parly should propose to rework or recomplete a well which has ceased lo produce and such
operation is necessary o perpetuate a lease or leases which would otherwise expire, a party choosing to go non-consent
on such operation shall assign 1o the consenting parties its interest in the lease or leases or portion thereof which would
expire if the proposed operation was not conducled. Such assignment shall be made in the manner provided for
hereinabove for the drilling of an obligation well. Provided, however, if such a non-consenling party has proposed or
indicated a willingness to participate in another operation or well which would perpeluale the lease or leases, such non-
consenting party shall be subject to the penalty provisions of Arlicle VI.B.2. hereof, rather than forfeiture.

D. New Contract Area:
In the event one or more of the parties hereto shall:

1) elect not to pay a delay rental;

2) . elect to abandon a lease; or

3) elect not to participate in an obligation well as defined in Article XV.C. (Mandatory Operalions);
and assigns its interest in a lease, or portion thereof, to two or more of the parties hereto, or if some, but not
all, of the parties hereto elect to acquire an interest in a lease or conlract affecting a lease pursuant to the
Area of Mutual Interest provisions hereof, il is agreed that the leasehold interests covered by the contract
rights shall no longer be subject to this Operating Agreement. In such event, the lease or contract rights and
the lands covered thereby shall be deemed lo be subject to an Operating Agreement identical to this
Operating Agreement, changed only to reflect the proper owners and percenlages and, if the parties so desire,
to designate a new operator if the operator under the Operaling Agreement is not a co-owner.

E.  Priority of Operations:

Where a well that has been authorized under the terms of this Agreement by all parties (or by one or more, but
less than all parties under Article Vi.B.2.) has been drilled to the objective depth and the paries participating in the well
cannot agree upon the sequence and timing of further operations regarding such well, the following eleclions shall control

in the order enumerated below:

an election to do additional logging, coring or tesling;

an election to attempt 1o complete the well at either the objective depth or objective formation;
an eleclion to deepen said well;

an eleclion to plug back and attempt to complete said well;

an elec:ion to sidetrack the well,
an election to rework said well by generally accepted stimulation techniques whether or not said well had

previously produced in commercial quantities or is capable of commercial production, subject to the
pravisions of Article XV.J. (Reworking of Producing Comptelion} hereof,

7. an election to temporarily abandon the well;

B. an eleclion to plug and abandon the well.

SO ALN

it is provide«l, however, that if at any time said participating parties are considering the above eleclions, the hole is
in such a condition that, in the opinion of the party(ies) owning a majority in cost-bearing, possessory interest as set forth
on Exhibit “A” hereto, a reasonably prudent operator would not conduct the operations contemplated by the paricular
election involved for fear of placing the hole in jeopardy or losing the same prior to completing the well in the objective
depth or objective formation, such election shall not be given the priority hereinabove set foth. In such event, the
operation which, in the opinion of the party(ies) owning a majorily in cost-bearing, possessory interest as set forth on
Exhibit “A" hereto, is less likely to jeopardize the well, will be conducted. It is further understood that if some, but not all
parlies, elect to padicipate in the additional logging, coring, or testing, they may do so and the party or parties not
participating in such operations shall not be entitied to the logs, cores or the results of the tests but shall suffer no other

penalty,

In the event a party elects 10 deepen the well under item 3 immediately above and the other party elecls not to
participate in such deepening, but such non-participating party has proposed o complete the well at a shallower depth,
then the deepening operation shall be conducted at the sole cost, risk and expense of the participating party(s), subject
to the potential obligation for a substitute well set forth below. If the well is not completed for production in a horizon or
formation deeper than the original depth drilled in such well and, as a resull of such deepening operation the well is lost
or damaged to the extent that it may not be plugged back and recompleted in the shallower formation that had been
proposed by the non-participating parly(s) in the deepening operation, then the deepening party(s) shall be obligated to
promptly drill for the benefit of the parties, at its sole cost, risk and expense, a substitute well for the damaged or lost well
to a depth and to a condition 1hat the well may be completed in the formation originally proposed for completion by the

non-participating party in the deepening operation.
F.  Operations by Less than All Parties:

Notwithstanding anything herein to the contrary, Adicle VI.B.2. shall apply separately to each separate Completion
or Recomplelion attempt undertaken hereunder, and an election to become a Non-Consenting Party as 10 one
Completion or Recompletion attempt shall not prevent a party from becoming a Consenting Pary in subsequent
Completion or Recompletion attempts, regardless of whether the Consenling Parties as to earlier Completions or
Recompletions have recouped their costs pursuant to Anicle VI1.B.2.; provided, furiher, that any recoupment of costs by a
Consenting Party shall be made solely from the production attributable to the Zone in which the Completion attempt is
made, Election by a previous Non-Consenting Parly to panicipate in a subsequent Completion or Recompletion attempt
shall require such party 1o pay its proportionate share of the cost of salvable materials and equipment installed in the well
pursuant to the previous Completion or Recomplelion attempt, insofar and only insofar as such malerials and equipment

benefit the Zone in which such party participated in a Complelion attempt.



G. Disputes as to Depth:

if during the drilting of any well being drilled hereunder, a bona fide dispute shail exist as to whather the authorized
depth has been reached In such well (as for example, whether a well has been drilled to a depth sufficient to test a
particular sand or formation or if the well has reached the straligraphic equivalent of a particutar depth), the opinion of
two or more parties owning a majority in cost bearing, possessory interest as set forth in Exhibit *A” hereto, shall control

and ba binding upon all parties.
H. Paragraph Headings for Convenience:

The Article and paragraph headings used in this Operating Agreement are inserted for convenience only and
shall be disregarded in construing this Operating Agreement.

i Assignments:

Notwithstanding any provision of this Operaling Agreement to the contrary where, under the terms of this
Operating Agreement, a party hereto is required to assign to one or more of the other parties its interest in one or more
leases or portion or pan thereof, such assignment shall be made free and clear of all mortgages (unless such morigages
are subordinated to this agreement), claims, liens, overriding royally interests, production payments, net profils interests,
and other encumbrances or leasehold burdens placed thereon by the assigning party or resulling from ils ownership and
operation of such lease or interest on and after the date of this instrument, as reflected by the records of the appropriate
county, other than those provided in Article XVI. of the Agreement but otherwise without warranty of litle, either express

or implied.
J.  Reworking of Producing Completion:

It is agreed that without the mutual consent of all parties participating in a well, no reworking or other operations
shall be conducted under the provisions of Article V1. hereof so long as any completion is producing in paying quantities

in the well with respect to which such proposal is made.

K. Proposal to Plug and Abandon:

Notwithsténdlng anything herein 1o the conirary, if no written response to a proposal to plug and abandon the well
Is received within thirty (30) days of the date of the receipt of the proposal, it will be conclusively deemed for all purposes
that an afﬁrmalive,gleciion to plug and abandon the well has been made.

L. Access to contract Area and Information:

Notwithstanding anything herein to the contrary, it is agreed and understood that any non-consenting party under
Atticle VI.B or Article VI1.D.1. (Option 2) who is not an Operator shall be denied access to the well site until thirty (30)
days following the date of the release of the rig used to conduct the operation.

M. Payment Default:

Notwithstanding anything herein to the contrary, if any Non-Operator neglects or fails {o pay sums due and owing
Operator hereunder for a period of forty-five (45) days afier receipt of invoice therefor, Operator may, al Operator's
option, notify Non-Operator of its election to regard such Non-Operating Party as a Non-Consenting Party hereunder as
to sald cost, whereupon Operator shall be liable for such amount. If Non-Operator fails to pay any such amount within
ten (10) days after receipt of such notice, then Operator's election shall be effective, and Non-Operator will no longer owe
said sum to Operator but shall be subject to the Non-Consent penalty from the inception of the operation but only with
respect to the sums remaining unpaid by such Non-Operator. it is provided, however, that this provision shall not be
applicable to any sums allegedly owed Operator but which Non-Operator contests in good faith. Any interest that
Operator acquires under this paragraph shall be subject 1o the terms of the last two senlences of Adicle VI1.B. herein.
Non-Operators shall be accorded reciprocal protection to secure payment of Operalor's proporlionate share of expenses

as set forth in Article VII.

N. Notice:
Adicle XIl. is amended to add the following:

Any notice(s) and/or response(s) may be made by telephone in person, bul not by recorded message, and must
be confirmed in writing consistent with the other provisions hereof.

0. Public Announcement:

No public announcement or statement regarding operalions hereunder shall be made or released without the
approval of the parties unless required by law or regulation or the requirements of an applicable Stock Exchange. Any
party making a public announcement as required by law, regulation, order, or applicable Stock Exchange shall
immediately furnish the other party with a full transcript of such public announcement or statement. Except as otherwise
pravided in this paragraph, no public announcement or statements shall be made until all testing in a well is completed.
Any proposed public announcement or statement regarding a well drilled under the terms of this Operating Agreement
shall contain at a minlmum the following information:

Name of well
Location of well by section, township, range, county and state

Tested interval(s}, if appropriate
Test results, if appropriate
Development/confirmation plans, if appropriate

sopop



f. Participants and percentages
g. Acreage controlied, if appropriate

Either party may elect to exclude its name from a proposed public announcement or statement and thus remove
itself from the approval process. The operator of an affected well or operation will coordinale the approvals of any
proposed public announcement or statement (but shall not be liable for failure or error in exercising such responsibility).
The operator of an affected well or operation may make such public announcements as it deems appropriate in the event
of an emergency or imminent harm to people, property or environment without prior consultation with the Non-Operator.

P.  Confidentiality of Information:

All geophysical, geological or engineering dala acquired by the parties under this Operating Agreement as a rasult
of joint operations conducted hereunder shall be kept confidential by the parties unless the release of such information to
a third party is agreed upon by the parties or is required by law. The term during which information is to be kept secret
and confidential shall extend for the term set forth in the Agreement unless the parlies agree either to extend or reduce
the term of such confidentiality requirement. Any release of information to a third party must have the prior written
consent of all parties herefo and said third party must agree in writing fo be bound by the provisions of this paragraph.

Subject to the provisions of Article XV.Q. (Public Announcements). nothing herein shall prohibit any party from
disclosing whatever information in such manner as may be required by statute, rule or regulation, including the rules or
regulations of any stock exchange on which any securities of such party or any affiliates are traded; nor shall any party
be prohibited by the terms hereof from disclosing information acquired under this Operating Agreement to any financiat
institution or investors providing or propasing financing ta the disclosing party.

Q. Maintenance of Uniform Interest:

For the purpase of maintaining unifermity of ownership in the oil and gas leasehold interest covered by this
Agreement, the JVP shall not sell, encumber, transfer or make other disposition of its interest in the leases located
within the Subject Lands and in the wells, equipment and production, unless such disposition covers eithar:

1. the entire leasehold interest of the JVP in all leases and equipment and production; or
2. a contractual interest.

Every such sale, encumbrance, transfer, or other disposition made by the JVP shall be expressly subject to
this Agreement and shall be made without prejudice to the right of the other parties.

For all matteis pertaining to this Agreement, Phillips shall deat directly with Patterson and Patterson shall be
appointed as the single trustee or agent of JVP with full authority to receive notices, dispense revenue, approve
expenditures, receive billings for, approve and pay JVP’s share of the joint expenses and to deal generally with, and
with the power to bind, the co-owners of JVP's interest within the scope of the operations embraced in this
Agresment.

R.  Sales Necessitating Separate Measurements:

In the eveni of transfer, sale, encumbrance or other dispasition of interest within the Contract Area which
necessilates separate measurement of production, the party creating the necessity for such measurement shall alone
bear the cost of purchase, installation and operation of such facilities.

S. Regulatory Expenses:

Notwithstanding anything o the conlrary contained in this Operating Agreement or the Accounting Procedure
{Exhibit “C"), the following items peraining to the Contract Area shall not be considered as administrative Overhead, but
Operator shall be entitied ta make a direct charge againsi the joint account for same,

Fees for outside or contract legal services, title costs, costs and expenses incurred by consulling engineers,
geologists and other consultants in connection with preparations and presentation of evidence and exhibits at hearing,
preparations and handling of application to and hearings before the Bureau of Land Management and the New Mexico
Qil Conservation Commission on behalf of the Parties hereto.

T.  Other Party Acting as Operator:

If any Party other than Operator is authorized pursuant to the terms hereof or the Agreement to perform duties
contemplated by this agreement as the duty of Operator, the Party performing such duties shall be accorded all rights
and privileges provided to Operator under the terms hereof. '

U. Operator:

Patterson shall be designated Operator for the purpose of drilling, completing and equipping the wells through the
wellhead. Phillips shall have the oplion, on a well by well basis, 1o assume Operatorship at either, (i) prior to the selting
of production equipment and facilities beyond the welthead. if Phillips etected (o participate in the completion attempt; or
(i) at the point at which the non-consent penalty has “paid-aut”, if Phillips elected not to panticipate either in the welt or in
the completion, whichever may be the case, and operate all subsequent productlion phases.

V. Payment of Taxes:

At and during such lime or times as any Non-Operator is exercising the right o take in kind or separately dispose
of its proportionate share of the production as set forth in Article VI.C. hereof, such Non-Operator shall pay or arrange for
the payment of all produclion, severance, gathering, sales or similar taxes imposed upon such party's share.



At and during such time or times as Operator is purchasing or selling Non-Operator's proportionate part of the
production, as set forth in said Article VI.C. hereof, Operator shall pay or arrange for the payment of ali such production,
severance, gathering, sales, or similar faxes imposed upon such party's share.

W. Advance Billing for Certain Operations:

In addition to the rights granted to Operalor in Article VIL.C., if a proposal is made pursuant hereto for the drilling,
sidetracking, deepening or recompletion of any well where the estimated cosis exceed $50,000.00, any party electing to
pariclpate in the proposed operation may, at Operator's request, within thirty (30) days after making such election, either
advanca its portion of the proposed costs or make arrangement for such payment satisfactory to Operator. Failure of any
panty either to advance its share of the costs or to make such arrangement for such payment within the 30 day period
shall constitute a withdrawal of its prior election to parlicipate in the proposed operations and an election by such party lo
become a Non-Consenting Party to such operations. For the purposes of this paragraph, if the proposal is for the drilling,
deepening or sidetracking of a well, the estimated costs of the proposed operations shall be exclusive of completion.

Payment of an advance shall In no event relleve a Non-Operator of its obligation to pay its share of the actual cost
of a drilling operation, and when the actual costs have been determined, Ogerator shall adjust the accounts of the parties
by refunding any net amounts due or invoicing the parties for additional sums owing, which additional sums shall be paid
In accordance with the Accounting Procedure. Advance payment by a Non-Operator of his share of compleled well costs
shall in no event prevent such Non-Operator from electing not to panicipate in completion of a well pursuant to Option
No. 2 of Article ViL.D.1 and, in the even! such a Non-Operator elects not to participate in completion, the sums which
such Non-Operator has advanced shall not be charged with any share of the costs of any completion attempted.

in the event Operator prepares a supplemental AFE for its internal use due to anticipated or actual over
expendilure of any existing AFE, Operator agrees 1o furnish copies of such supplemental AFE to the Non-Operators,
whether or not Operator requests advance payment for the supplemental amount under the provisions hereof. Such
supplemental AFE's will be for informational purposes only and will not require execution or approval by the Non-

Operator.
X. Preferential Right to Purchase:

Philllps preferentlal right to purchase and its right to approve sales, assignments or transfers as provided
herein shail extend to any subsequent sales, assignments or transfers by Assignee or any third party(s).

In addition to the exceptions referenced in Aricle VIILF., and notwithstanding anything to the contrary
contained herein, thare shall be no preferential right to purchase in those cases whereby contractual interests are
conveyed by the JVP for the sole purpose of raising drilling capital for purposes herein.

Y. Drilting Céntracts:

All wells drilled on the Subject Lands shall be drilled on a competitive contract basis. If it so desires,
Operator may employ its own tools and equipment or the tools and equipment of its alfiliates and/or subsidiaries in
the drilling of wallg, but its charges therefor shall not exceed the prevailing rates in the area and/or any bid(s)
raceived by the Parties. The rate and/or bid for such charges shall be agreed upon by the Parties in writing before
drilling operations are commenced, and such work shall be performed by Operator under the same terms and
conditions as are customary and usual in the area in contracts of independent contractors who are doing work of a
similar nature and utilizing similar quality or superior quality equipment.

Z. Other Operations:

Notwithstanding anything herein, it is expressly agreed and understood that Operator may underiake without Non-
Operator's consent any single project, including a rework, 1o maintain, restore, continue, increase, or improve production
from any well or wells drilled and/or operated under this agreement so long as such single project is nol reasonably
estimated to require an expenditure in excess of $50,000.00 and may charge and collect the cost of the project as a joint
expense, excepl that if the subject well or wells have been drilled pursuant to the provisions of Anicle VI1.B.2.. then
expenses shall be apportioned pursuant to the provisions of that Article; provided, however, that, in case of explosion,
fire, flood or other sudden emergency, whether of the same or different nature, Operator may take such steps and incur
such expenses as in lis opinion are required to deal with the emergency o safeguard life and property but Operator, as
promptly as possible, shall report the emergency to the other panties. Operator shall provide Non-Operator with a copy of
Operator's Authorily for Expenditure or Cost Estimate for said project.

“Necessary Cxpenditures,” as used in Article VIL.D.1. of this Operating Agreement, shall not include sidetracking
operations unless covered specifically in an Authority for Expenditures approved by the Participating Parties.
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A.AP.L.FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982
ARTICLE XVI
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees,

legal representatives, successors and assigns.

O W oo o~ L s W N

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

[

IN WITNESS WHEREOF, this agreement shall be effective as of Ist day of __May , 2001

S E o

OPERATOR

-~ o

PATTERSON PETROLEUM LP

o o

Joe FitzgeralAtiorney-TicFact

NN N NN NN DN
O N R W N~ O

NON-OPERATORS

oW W W W
G -
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EXHIBIT “A”

Attached to and made a part of Operating Agreement dated May 1, 2001 by and between Patterson Petroleum LP, as Operator, and
other Non-Operators.

1, IDENTIFICATION OF LANDS SUBJECT TO THIS AGREEMENT:
S/2 of Section 31, T-17-8, R-34-E, Lea County, New Mexico

2. RESTRICTIONS, IF ANY, AS TO DEPTHS, FORMATIONS OR SUBSTANCES:
All rights below the base of the San Andres Formation.

3. ADDRESSES OF THE PARTIES:
To be completed later.

4, ' OIL & GAS LEASES SUBJECT TO THIS AGREEMENT:

To be completed later.
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EXHIBIT "B"

MEMORANDUM OF OPERATING AGREEMENT

STATE OF NEW MEXICO )
) KNOW ALL MEN BY THESE PRESENTS:

COUNTY OF LEA )

The undersigned have entered into an Operating Agreement. dited May 1, 2001, in
order to explore for, develop and produce oil and gas from their respective oil and gas leases or

interests to the extent described in Exhibit "A* attached hereto and hereinafter referred to as the

"Contract Area".

The term of the Operating Agreement shall be:

Through the drilling and completion of the initial well under Article V1 ofthe
Operating Agreement until one hundred twenty (120) days after all production
(which includes shut-in wells) from the Contract Area ceases or a dry hole is drilled
and abandoned, if there is no production elsewhere attributable to the Cantract Area,
unless drilling or reworking operations commence within said one hundred twenty

(120) days.

Termination of the Operating Agreement does not relicve any party of any ol its obligations
accrued prior to termination.

Among other provisions, the Operating Agreement appoints Patterson Petroleum Inc.. a
Texas corporation, as Operator and designates the other parties thereto as Non-Operator(s). The
Operating Agreement grants said Operator the authority, with certain limitations. to incur expenses
on behalf of the Non-Operator(s) and, at the Operator's election, the right to bill the Non-Operator(s)
in advance for the estimated expenditures.

The Operating Agreement provides that the liability of the parties shall be several and not
joint or collective, with each being liable only for its prdponionatc share of the costs and linbilities

incurred therewith as set forth in the Operating Agreement and as may change by subsequent

assignment of interest. Said Operating Agreement also provides that:

Each Non-Operator grants to Operalor a lien upon its oil and gas rights in the
Contract Area, and a sccurity interest in its share of oil and/or gas when extracted and
its interest in all equipment, to secure payment of its share of expense. together with
interest thereon at the rate provided in the Exhibit "C". To the extent that Operator
has a security interest under the Uniform Commercial Code ol the State. Operator

-1-



shall:be entitled to exercise the rights and remedies of a secured party under the

Code. The bringing of a suit and the obtaining of judgment by Operator for the

secured indebtedness shall not be deemed an election of remedies or othenwise affect

the lien rights or security interest as security for the payment thereof. In addition,
upon default by any Non-Operator in the payment of its share of expense, Operator
shall have the right, without prejudice to other rights or remedies, to collect from the
purchaser the proceeds from the sale of such Non-Operator's share of oil and/or gas
until the amount owed by such Non-Operator, plus interest, has been paid. Each
purchaser shall be entitled to rely upon Operator's written statement concerning the
amount of any default. Operator grants a like lien and security interest to the Non-
Operators to secure payment of Operator's proportionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (60)

“days after 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, to obtain reimbursement

thereof, be subrogated to the security rights described in the foregoing paragraph.

Further, the Operating Agreement has attached to it various Exhibits, including but not
limited to, an Area of Mutual Interest, a Gas Balancing Agreement, which among other provisions,
allows one or more parties to take more than their working interest share of gas production if another
party or parties cannot or does not take their respective working interest share. It also provides for
volumetric balancing on an Mcf basis and for cash balancing on permanent cessation of gas
production from a well, cessation of a gas category if different pricing categories are imposed by
governmental regulation and if a party sells its interest.

Copies of the Operating Agreement and/or the Gas Balancing Agreement Exhibit can be
obtained from any of the undersigned or their sticcessors in interest.

The said Operating Agreement and the Exhibits attached thereto are binding upon the

undersigned and their respective heirs, devisees, legal representatives, successors and assigns, This
Memorandum of Operating Agreement §hall not be deemed an amendment of said Operating
Agreement or of said Gas Balancing Agreement Exhibit and shall in no way increase the obligations
or decrease the rights of the undersigned thereunder, but is entered into for the sole purpose of
providing notice of the existence of said Operating Agreement, the securily intcrest granted
thereunder, and the Gas Balancing Agreement attached as an Exhibit thereto.

This Memorandum of Operating Agreement may be executed in any number of duplicate or
counterpart copie;s, including counterpart signature pages, each of which shall be considered an
original for all purposes. Photocopies of this Memorandum of Operating Agreement may be filed

in the appropriate records as proof of the security interest created hereunder.



Executed as of the date and year indicated in the acknowledgement of each signature, to be

effective the date of the Operating Agreement recited above.

OPERATOR

PATTERSON PETROLEUM LP

WITNESS OR ATTEST: 'BY:
TITLE:

NON-OPERATOR(S)

3.
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ACKNOWLEDGMENTS

STATE OF TEXAS }
COUNTY OF }

This instrument was acknowledged before me on this day of .20,
by , the ,a corporation,

on behalf of said corporation.

STATE OF TEXAS }
COUNTY OF )

This instrument was acknowledged before me on this

by

4-

Notary Public, State of Texas

My commission expires:

day of , 20

Notary Public, State of Texas

My commission expires:




EXHIBIT “A”

Attached to and made a part of that certain Memorandum of Operating Agreement dated May
1, 2001, by and between Patterson Petroleum LP, and other Non-Operators.

IDENTIFICATION OF LANDS SUBJECT TO THIS AGREEMENT

S/2 of Section 31, T-17-S, R-34-E, Lea County, New Mexico

RESTRICTIONS, IF ANY, AS TO DEPTHS, FORMATIONS OR SUBSTANCES
All Rights below the base of the San Andres formation

* ADDRESSES OF THE PARTIES

To be completed later.

OIL & GAS LEASES SUBJECT TO THIS AGREEMENT

To be completed later.
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EXHIBIT "o "

'

Attached to and m.dggpgrtof that certain Joint Operating Agreement effective May 1,
2001, by and between Patterson Petroleum LP, Operator, and other Non-Operators

1L

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Definitions

“Joint Property” shall mean the real and persanal property subject to the agreement to which this Accounting Provedure

is attached.
“Joint Operations™ shall mean all operations necessury or proper for the development, operation, protevtion und

maintenance of the Joint Property.

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

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

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

“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direet
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operating
capacily.

*Technical Employees™ shall mean those employees having special and specific engineering, geologicul or other
professional skills, and whose primary function in Joint Operations is the handling of specifie aperating conditions and

problems for the benefit of the Joint Property.
“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operators employees.

“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual us

most recently recommended by the Council of Petroleum Accountants Societies,

Siatement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their propurtionate share of the Juint
Account for the preceding month. Such bills will be accompanied by statements which identify the authurity 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 sepurately ideatificd nnd

fully described in detail.

Advances and Payments by Non-Operators

g;rov,ided expenditures are expected to exceed $50,000,00 .
A. Unless otherwise providéd foryin the agreement, the Operator may require the 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. Qperator shall adjust
each monthly billing to reflect 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 miude
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at Chase Manhattan
Bank, New York, NY at noon on the first day of the month in which delinquency oveurs plus 1% or the
maximum contract rate permitted by the applicable uswry laws in the state in which the Joint Property is locuted,
whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with the collection of unpaid

amounts,

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or guestion the correctness thervof:
provided, however, ali bills and statements rendered to Non-Operators by Operator during any calendar year shall
conclusively be presumed to be true and correct after twenty-four (24) months following the end of any such calemdar
year, unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto umd makes
claim on Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the smne
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.
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1 6. Audils
2 .
3 A. A Non-Operalor, upon notice in writing to Operatar and nll othier Non-Operators, shall have the right to audit
4 Operators accounls and records relating to the Joint Account for any calendur year within the twenty-four
6 (24) month periwml following the end of such calendar year; pravided, however, the making of an audit shall not
6 extend the time fur the laking of wrillen exception to and Lhe adjustments of accounts as provided for in
7 Pacagraph 4 of this Section 1. Where there are two or more Non-Operalors, the Non-Operators shall make
R every reasonalile effort lo conduct a joint audit in a manner which will resull in 2 minimum of inconvenience
9 o the Operator. Operalor shall bear no portion of the Non-Operalors' audit cost incurred under this
10 paragraph unless agreed Lo by the Operator. The audits shall not be conducted more than once each year
1n without prior npproval of Operalor, excepl upon the resignation or removal of the Operator, and shall be made
12 at the expense of those Non-Operators approving such audit.
13 ’
14 B. The Operator shall reply in writing to an audit report within 180 days afler receipt of such report.
16 :
16 6. Approval By Nou-Operalors
17
18 Where an approval or other agreement of the Parlies or Non-Operalors is expressly required under other sections of
19 this Accounting Procedure and if the agreement to which this Accounting Procedure is atlached contains no
20 conlrary provisions in regard thereto, Operalor shall nolify all Non-Operators of the Operator's propasai, and the
21 agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Operators.
2
»3 7. Affiliates (See “"Affiliates" page 10 herein.)
2 {I. DIRECT CIARGES
26
26 Operatar shall charge the Juinl Account with the following items:
27
28 1, Eecological and Eavirenmental
29
0 Costs incurred for the benefit of the Joint Properly as a result of governmental or regulalory requirements to satis
A environmental considerations applicable to the Joinl Operations. Such costs may include surveys of an ccological
32 archneological nalure and pollution control procedures as required by applicable taws and regulations.
a3
34 2. Renlals and Royallics
35
36 Lease rentals and royalties paid by Operator for the Joint Operations.
37
38 8. Labor (See "Direct Labor Fixed Rate" on Page 10 herein.)
39
40 A, (1) Salaries nnd wages of Operator'y ficld employees directly employed on the Joint Properly in the conduct
41 Joinl Operations,
42
43 (2) Salaries of Pirst Level Supervisors in the field.
44
45 (3) Saluries and wages of Technical Employees directly employed on the Joint Property if such charges a
46. excluded from the overhead rates.
47
48 (4)  Salaries aml wages nf Technical Employces either temporarily or permanenlly assigned o and direct
49 employed in the operation of the Joint Property if such charges are excluded from the overhead rates.
60
61 B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid
62 employees whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Seclion
63 Such costs under this Muragraph 3B may be charged on a “when and as paid basis” or Ly “percenlage nssessmer
B4 on the amount of salarics and wages chargeable to the Joint Account under Paragraph 3A of this Section II.
65 percentage asscssinenl is used, the rate shall be based on the Operator's cost experience.
56
67 C. Expendilures or contributions made pursuant lo assessments imposedd by governmental autherity which a.
58 applicable Lo Operalor's costs chargeable to the Joint Aecount under Paragraphs 3A and 3D of this Section 1),
59
G0 D, DIPersonai Expanses of those employees whose salaries and wapges are chargeable to the Joint Account und
61 Paragraph 3A of this Scetion I1.
62
63 4. Employce Benefils (See "Direct Labor Fixed Rate" on Page 10 herein.)
" .
05 Operalor’s current costs of established plans for employees’ group life insurance, hospitalization, pension, retireme:
66 stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to ¢
G7 Joint Account under Paragraphs 3A and 31 of this Scetion I shall be Operalor’s actual cost nol to exceed the perce
G8 mast recently recommended Ly the Council of Pelroleum Accountants Sacieties.
G9
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Material

Material purchised 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
except as defined under "Direct Labor Cost® on Page 10 herein

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

A It 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 Materia) is moved to Operatlor's warehouse or other storage point, no charge shall be made to the Joint
Account for a distance greater than the distance o the nearest reliable supply store where like material is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the

Parties.

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

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section Il and Paragraph i, ii, and iii, of Section 111. 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
For equipment other than drilling equipment
A. /Operator shall charge the Joint Account for use of Operator owned equipment and facilities/At rates commensurate
with costs of ownership and operation, Such rates shall include costs of maintenance, repairs, other operating
expense, insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to
exceed ___twelve  percent(.12 ___ %) per annum. Such rates shall not exceed average commercial
rates currently 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 judgements and
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to
protect or recover the Joint Property, except that no charge for services of Operator's legal sta{f 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 1] 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 paid 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 pail for insurance required to be carried for the Joint Operations for the protection of the Purties. In the
event Joint Operations are conducted in a state in which Operator may act as sell-insurer for Workers Compensution
and/or Employers Liability under the respective state's laws, Operator may, at its election, include the risk under its self-
insurance program and in that event, Operator shall include a charge at Operator's cost not to exceed manual vates.

Abandonment and Reclamation

Costa incurred for ubandonment of the Joint Property, including costs required by governmental or other regulatory
authority. o

Communications

Cost of acquiring, leusing, installing, operating, repairing amnd maintaining communication systems, including radio and
microwave facilities directly serving the Joint Property. In the event communication facilities’systems serviny the Juint
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 3 of this Section 11,

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section [, or in Section 1H 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,

III. 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:

( X ) Fixed Rate Basis, Paragraph 14, or
{( ) Percentage Basis, Paragraph 13

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs anl expenses of all uffices and
salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under
Paragraph 3A, Section II. The cost and expense of services from outside sources in connection with matters of
taxation, traffic, accounting or matters before or involving governmental agencies shall be considered as included in
the overhead rates provided for in the above selected Paragraph of this Section I unless such cost and expense are
agreed to by the Parties as a direct charge to the Joint Account.

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

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

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

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

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

Driliing We!l Rate $ _5,000.00
(Prorated for less than a full month)

Producing Well Rate § 650.00
(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 dute
the drilling rig, completion rig, or other units used in completion of the well is released. whichever
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is latler, except thal no charge shall be made during suspension of drilling or completion operation
for lifleen (15) or more consccutive calendar days.

(2) Charges for wells undergoing any lype of workover or recomplelion for & period of five (5
conscculive work days or more shall be made al the drilling well rate. Such charges shall b
applied for the period from date warkover aperations, with rig or other units used in workover
commence through date of rig or other unit relense, except that no charge shall be made during
suspension of operations for fifteen (15) or more consecutive calendar days.

(L) Procducing Well Rates

(1) An aclive well cither produced or injected inlo for any portion of the month shall be considered a
a onc-well charge for the entire month, )

Pl

liole shall be considered as a one-well charge providing each completion is considered a separat
well by the governing regulatory authority.

Fonch active completion in a multi-completed well in which production is not commingled dow:

@

(3)  An inactive gas well shut in because of overproduction or failure of purchaser to take th
production shall be considered as a one-well charge providing the gas well is directly connected t
n permancnl sales outlel,

' f
e
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i} A onewell charge shall be made for the month in which plugging and abandonment operation

4t yuve completed on any well. This one-well charge shall be made whether or not the well ha
N o wpreduced except when drilling well ratle applies.

{8y Allother inactive welis (including bul not limited lo inactive wells covered by unit allowable, jeas

’ allowable, transferred allowable, ete.) shall not qualify for an overhead charge.

(1) The well rzley shall be adjusted as of the first day of April each year lallowing the effective date of th
ngreement to which this Accounting Procedure is attached, The adjustment shall be computed by multiplyin
the rate currently in use by the percentage increase or deecrease in the average weekly earnings of Crud
Petroleum and Gas Prauction Workers for the last calendar year compared Lo the calendar year preceding a
shown by the inilex of average wecekly earnings of Crude Petroleum and Gas Production Workers as publishe
by the United Stules Depariment of Labor, Bureau of Labor Slalistics, or the equivalent Canadian index z
published Ly Siatistics Canada, as applicable, The adjusted rates shall be the rates currently in use, plus ¢

minus the computed adjustment.

—B——0verhead—PereeilageNasiv

(1} Operator shall charge the Joint Account at the following rates:

(a) Development

Property exclusive of cost

—_ DPercent ( %) of the cost of development of the Joi
provided under Paragraph 10 of Section IT and all salvage credits.

(LY Operaling

—_— rating the Joint Property exclusive of casts pravide
under Varagraphs 2 and 10 of Section' I, a) vage credits, the value of injected substances purchase
for seeondary recovery iand all laxes assessments which are levied, assessed and paid upon tl:

mineral interest in and to the JointPloperty.

Percent { %) of the cost of

(2)  Appliealion of Overhend - Pergefilage Basis shall be as follows:

For the purpose of_délermining charges on a percentage basis under Paragraph IR of this Section 1!
development shaudf” include all costs in connection with drilling, redrilling, deepening, or any remedi:
aperations n{ny or all wells invalving the use of drilling rig and crew capable of drilling 1o the producin
interyat’on lhe Joinl Properly; nlso, preliminary expenditures necessary in preparation for drilling an
enditures incurred in abandening when the well is nol completed as a producer, and original cost «
construclion or installation of fixed asscls, the expansion of fixed nsscls and any other project clear
discernible ns a fixed asset, except Major Construction as defined in Paragraph 2 of this Section I1I. All oth

Fhe-canuidered-ua-operating
niidepred-ua-operabing

Overhiend - Major Construction

To compensate Operator for overhead costs incurred in the construetion and installation of fixed assets, the expansion 1
fixed assots, and any other project elearly discernible as o fixed asset required for the development and operation of tt
Joint Praperty, Operator shall cilher negoliale a rale prior W the beginning of construction, or shall charge the Joir
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Account for overhead based on the following rates for any Major Construction project in excess of $ 50,000.00 .

A.5 9% of first $100,000 or total cost if less, plus
B.._ 3 %of costs in excess of $100,000 but less than $1,000,000, plus

C..——2 % of costs in excess of $1,000,000,

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single
project shall not be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be

excluded.
Catastrophe Overhead

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

for overhead based on the following rates:
A B %of total costs through $100,000; plus

B.——3 . %of total costs in excess of $100,000 but less than $1,000,000; plus

Coo_ 2 - % cf total costs in excess of $1,000,000.

Expenditures sybject to the overheads above will not be reduced by insurance recoveries, and no other overhead
provisions of thig Section 111 shall apply.

Amendment of Rates

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

1V. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Materia!
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 to
outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition
A or B Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties.

L

Purchases

Material purchased shall be charged at the price paid by Operator 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

Materia! 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  (See page 10 for definition of "Competitive Marke
Prices") competitive market prices
(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at/Bzsterm—miit
pubtistred-carioad baseprives effective as of date of movement plus transportation cost using the 80,000
pound carload weight basis {o the railway receiving point nearest the Joint Property for which
published rail rates for tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound
or 90,000 pound rail rate may be used. Freight charges for tubing will be calculated from Lorain, Ohiu

and casing from Youngstown, Ohio.
at competitive market prices
(b) For grades which are special to one mill only Aprices-stratt-be-commputed-a ittbase of that mill plus
transportation cost from that mill to the railway receiving point nearest the Joint Property as provided
above in Paragraph 2.A.(1Xa). For transportation cost from points other than Eastern mills, the 30,000
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1))

pound Oil Field Haulers Association intersiate truck rate shall be used.

(¢) Special end finish tubular goods shall be priced at o RRet GobBsed oGRS rtcer fo:b-Houstom~
~Texas, plus transportation cost, using Qil Field Haulers Association interstate 30,000 pound truck rate,

to the railway receiving point nearest the Joint Property.
competitive market prices
(d) Macaroni tubing (size less than 2% inch OD) shall be priced at thedowestpub
~£obr. the supplier plus transportation costs, using the Oil Field Haulers Association interslate truck rate
per weight of tubing transferred, to the railway receiving point nearest the Joint Property.

Line Pipe

‘(a) Line pipe movements (except size 24 inch OD and larger with walls ¥ inch and over) 30,000 pounds or
more shall be priced under provisions of tubular goods pricing in Paragraph A.(1Xa) as provided above.
Freight charges shall be calculated from Lorain, Ghio.

(b) Line pipe movements (except size 4 mch OD apd larger with walls % inch and over) less than 30,000
pounds shall be priced at 5&3%- .e%i'%féﬁ smeprmreffeclive as of date of shipment,

plus 20 percent, plus transportation costs based on freight rates as set forth under provisions of tubular
goods pricing in Paragraph A(1Xa) as provided above. Freight charges shall be calculated from Lorain,

Ohio.

t competitive market prices
(¢} - Line ‘pipe 24 inch OD and over and ¥ inch wall and larger shall be priced /ke: b—-&ﬁ-—pomt-oﬁ-

MH&&M-&GMM@MP—WWW plus transportation cost to the railway receiving point
nearest lhe Joint Property.’

(d; Tine pipe, mr-ludm fabri cated line drwe and conduit not listed on published price lists shall
* be pnced no%égit Kt &Me—fm receiving-point-nearest-the-Joint-Properiy-or-at-

‘ fpréeeeigreed to by the Parties.

competitive market prices
Other Material shall be priced avlehe-euneﬂ&-new—pﬂe&m effect at date of movement, as listed by a reliable
supply store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the

railway receiving point nearest the Joint Property.
ompetitive market prices
Unused new Material, except tubular goods, moved from the Joint Property shall be priced at
-nesv-priee; in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or
point of manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint
Property. Unused new tubulars will be priced as provided above in Paragraph 2.A.(1) and (2).

Good Used Material (Condition B)
Materia) in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property

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

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

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

(38) Material not used on and moved from the Joint Property
At seventy-five percent (75%) of current new price as determined by Paragraph A.

The cost of reconditioning, if any, shall be absorbed by the transferring property.
Other Used Material

(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (50%) of current new price as determined by
Paragraph A. The cost of reconditioning shall be charged to the receiving property, provided Condition
C value plus cost of reconditioning does not exceed Condition B value.
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(2) Condition D

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

(8) 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 upset 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 prior approval of Non-Operators.

D. Obsolete Material

Matefi;a] which is serviceable and usable for its original function but condition and/or value of such Material
is, notlequn,alent to that which would justify a price as provided above may be specially priced as agreed to by
the Rarties. Such price should result in the Joint Account being charged with the value of the service

readered by such Material.

E. Pr.cnz;g w"dlllons )
{4mwﬂmdwmrﬂm%mwmwmwwm

‘per nundred weight on all tubular goods movements, in lieu of actua! loadj
sustained at the stocking point. The above rate shall be adjus € lirst day of April each year
following January 1, 1985 by the same percen ase or decrease used to adjust overhead rates in
Section 111, Paragraph LA, €ar, the rate calculated shall be rounded to the nearest cent and
ecl until the first day of April next year. Such rate shall be published each year
H-of-Petroteum—Accountanias-Boctetier——
: Operator’s actual cost.

(2): ‘Material involving erection costs shall be charged atAppti of-the-eurrent-inocited-down-

. =price-of-new-Material~

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required
Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving it
to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior o billing
Non-Operators for such Material. Each Non-Operator shall have the right, hy 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.
Warrantly of Material Furnished By Operator

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

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

L

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 Operatar at least thirty (30) days before any inventory is to begin so that
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an
inventory shall bind Non-Operators to accept the inventory taken by Operator.

Reconciliation and Adjustment of Inventories

Adjustments to the Joint Account resulting from the reconciliation of 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
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overages and shortages, Lbut, Operator shall be held accountable only for shortages due to lack of reasonable diligence.

Speclal Inventories

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

Expense of Conducting Inven{orics

A. The expense of conducling 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 recuuurg' such inventories, except
inventories required due lo change of Operator aha!l be charged to the Joint Accoum B




Affiliates

Charges to the Joint Account for any services or Materials provided by an Affiliate shall not exceed average commercial rates for suc
services or Materials.

Unless otherwise indicated below, Affiliates performing services or providing Materials for Joint Operations shall provide the Operato
with written agreement to make their records relating 1o the work performed for the Joint Account available for audit upon request b
a Non-Operator under this accounting procedure. These records shall include, but not be limited to, invoices, field waork ticket:
cquipment use records, employee time reports, and payroll summaries relating to the work performed for the Joint Account. Al audit

will be conducted pursuant to Section I, Paragraph 5.

Direct Labor Fixed Rate

Operator shall charge Non-Operators a fixed rate of $450.00 per month per active well completion for Direct Labor Costs. An actis
well completion for any pomon of the month shall qualify for a one-well charge for the entire month. An active well completion is on

that is:
1) Procaced

2) lﬂe"tcd o for recavery or disposal, or
3) Lﬂsed ;o omam water supply to suppon production operations.

Each active completior. ie: a mulu -completed well in which production is not commingled downhole shall qualify for a one-well charg
providing each comp}r:lmr. :s consxdercd a separate well by'the governing regulatory authority.

A one-well charge shall be made for the month in which plugging and abandontment operations are completed on any well previous):
completed as a commercial producer.

All wells not meeting the criteria set forth above shall not qualify for the monthly fixed rate charge.
The direct labor fixed rate shail be adjusted each year as of the first day of the production month of April fotlowing the effective dit

of the agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate currentl
in use by the percentage increase or decrease recommended by COPAS each year. The adjusted rates shall be the rates currently in us.

plus or minus the ¢computed adjustment.

Direct Labor Costs included in the fixed rate fee shall include but not be limited 1o the following:

O] Salaries and wages of Operator’s field employees and contract employees directly employed on The Joint Property in th
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 th
overhead rates.

@) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed in 1l
operation of the Joint Property if such charges are excluded from the overhead rates.

(5) Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to employees an
contract employees referenced above.

(6) Expenditures of contributions made pursuant to assessments imposed by governmental authority.
N Personal Expenses of those employees and contract employees refereinced above.
8) Operator's current costs of established plans for employees’ and coniract employees’ group life insurance, hospitalizatio

pension, retirement, stock purchase, thrift, bonus, and other benefit plans of a like nawre,
© Transportation costs incurred by the employees and contract employees while traveling to and from the Joint Property.

Excluded from the flat rate monthly fee for Direct Labor Costs shall be all downhole well work below the wellhead and or projects th:
exceed $50,000.00.

DEFINITION

Competitive Market Price: The value of Material transferred 10/from the Joint Property should generally reflect the market value «
the date of transfer. Transfers of new Material will be priced based on published prices in effect on the date of movement as adjust.
by the appropriate COPAS Historical Price Multiplier (HPM) or prices provided by the COPAS Compinterized Equipment Pricing Syste

(CEPS).

wpliies\2IRANG 6063 AL Licopasait.wpd

10



Exhibit "D"

INSURANCE

At all times while operations are conducted hereunder, Operator shall comply with all federal and
state Workers' Compensation Laws where the Operations are being conducted and inchwule
Employer's Liability with limit of $1,000,000; provided, however, that Operator may qualify as a
sclf-insurer for liability under appropriate state workers' compensation laws in which event the only
charge that shall be made to the joint account shall be an amount equivalent to the premium which
would have been paid had such insurance been obtained. Operator shall, within reason, require all
Contractors engaged in work on or for the contract area to comply with all state and federal workers'
compensation laws where the operations are being conducted and to maintain such other insurance

as Operator may require.

No other insurance shall be purchased, or carried, by the Operator for the benefit of the Parties hereto
except as directed by the operating committee or as required by third party contract to the joint
account. Any liability, loss, damage, claim or expense resulting from occurrences not covered by
or in excess of itisurance required under this provision shall be borne by parties hereto in the same
proportion as their interests may appear at the time of the loss.

Each party may procure and maintain, at its own cost and expense such public liability. third party
property damage, fire and extended coverage and/or other insurance as it shall determine, and any
such insurance so procured and/or maintained shall inure solely to the benefit of the party procuring
such insurance and such party shall indemnify and hold Operator and other parties to this agreement
harmless against any claim of such insurance carrier arising against such other party by subrogation,
or otherwise, in connection with operations hereunder,



Exhibit "E"
GAS BALANCING AGREEMENT

1. The parties to the Operating Agreement referred to above own working interests in
the gas rights underlying the lands and leases covered by such agreement ("Contract Area") in
accordance with the percentages of participation ("Working Interest") set forth therein.

2. Each party has the right to take, market, or otherwise dispose of its Working Interest
share of gas produced from the Contract Area. Each party's Working Interest share shall be
calculated on an MMBtu basis as determined at lease semiannually by Operator through testing a
sample of each gas stream following primary separation at the lease under standard conditions by
means of chromatography or another accepted method used in the industry, All references in this
agreement to quantity or volume shall refer to the number of MMBtu's contained in such volume or
quantity of gas. In the event any party at any time does not take in kind or market its Working
Interest share of gas from a well, or has contracted to sell its Working Interest share of gas to a
purchaser which fails to take all of such gas, the other parties shall be entitled, in proportion to their
Working Interest, to produce, take and deliver each month up to one hundred percent (100%) of the
anticipated allowable gas production to be assigned to such well by the govemmental entity having
jurisdiction (if applicable). The purpose of this provision is to permit any party not taking or
marketing all of its Working Interest share of current gas production to defer its production and
permit the other parties to pass clear title to quantities of gas in excess of their Working Interest.

3. Each party which fails to take or market its full Working Interest share of gas from
any well at any time shall be credited with gas in an imbalance account for such well equal to that
volume of gas taken or marketed by the other parties hereto in excess of their Working Interest share,

4. Each party shall endeavor to take or market its full Working Interest share of gas
production from such well. Further, each party shall give Operator reasonable notice and sufficient
data either to nominate such party's Working Interest share of pas to the transporting pipeline(s) or,
if Operator is not nominating such party's gas, to inform Operator of the manner in which to dispatch
such party's gas. Except as and to the extent caused by Operator's gross negligence or willful
misconduct, Operator shall not be responsible for any fees and/or penalties associated with
imbalances charged by any pipeline to any Non-Operator.

5. To allow for the recovery of gas from an imbalance account and to balance the gas
account of the parties, a party which has taken less than its full Working Interest share of gas at any
time ("negative balance"), shall be entitled to produce, take and deliver each month upon reasonable
notice to the Operator and to the other affected parties, its Working Interest share of the anticipated
allowable gas production to be assigned to such well by the governmental entity having jurisdiction
(if applicable) plus an amount up to an additional fifty percent (36%) ("Make-up Gas") of the
Working Interest share of each party which has taken more than its full share of gas at such time
("positive balance"). However, a party with a negative balance shall never be allowed to take more
than its Working Interest share of such allowable gas (if applicable) plus an amount up to an
additional twenty-five percent (25%) Make-up Gas of the Working Interest share of each party with
a positive balance during the months of November, December. January and February. [f more than
one party has a negative balance and elects to take Make-up Gas. they shall divide the Make-up Gas
to be taken from any party with a positive balance in proportion to the respective working interest
participation of each such party with a negative balance in such well.

6. This Agreement shall apply separately to each well, proration unit. conservation unit.



and to each producing formation within such well, proration unit or conservation unit (uniess such
formations are accounted for all purposes as commingled production), and as to instances where any
price controls apply to Make-up Gas, to each regulated price category: all uncontrolled gas is ina
single price category for this purpose. The term “well" is used throughout the other paragraphs of
this Agreement for convenience only and shall be deemed to include the other delineations herein
set forth to the extent relevant. Imbalances in one well, proration unit, conservation unit, producing
formation or category shall not be used for balancing any other well. proration unit. conservation
unit, producing formation or category, as the case may be.

7. {f, at the permanent termination of production of’ gas from a well, an imbalance exists
between the parties, statements or invoices for a monetary settlement ot the imbalance between any
of the parties relative to such well shall be issued within one hundred eighty (180) days. Operator
shall promptly provide all parties with a final comulative balance for each party upon receipt of all
relevant data from all other parties after permanent termination of production from each well, For
the purposes hereof, the value per unit in calculating a monetary settlement shall be defined as the
weighted average of the actual values received by a party with a positive balance on all of'its gas
sales under an arms-length contract in excess of its Working Interest share ("Extra Gas™). beginning
when such party was last in balance. [f such party did not sell all or part of such Extra Gas under
an arms-length contract, such Extra Gas not sold will be valued in the same manner used tor
production and severance taxes when produced. The amount of the manetary settlement due each
party with a negative balance for any well shall be determined by: (a) multiplying the value per unit
(as defined above) received by each party with a positive balance for each well by the volume of gas
(same unit basis) such party has produced; (b) subtracting production and severance taxes (and
royalties if paid on a gas taken rather than on a working interest basis) paid on such Extra Gas: (¢)
totaling the figures computed in (a) and (b) for all parties with a positive balance: and (d) allocating
to each party with a negative balance its pro rata share of the total reached in (¢) above on the basis
of the ratio of each party's negative balance volume to the total negative balance voiumes for all
parties. Each party with a positive balance shall provide a settlement schedule to each party with
a negative Balance detailing how its settlement amount was calculated. That portion of the procecds
by each par{y with a positive balagce which is or may be subject to refund or other dispute by
order(s} of the FERC, the Minerals Management Service, the courts or other authorities may be
withheld by such party until such prices or disputes are fully resolved, unless the relevant parties
with a negative balance furnish satisfactory undertakings agreeing to hold the relevant parties with
a positive balance harmless from any financial loss due to the orders or disputes. Settlement as
provided herein shall also be made by any party with a positive balance prior to any sale, assignment
or other disposition of all or any part of its interest in any well in which such party has a positive
balance. If the provisions of this Agreement are breached by the transferring party, any pany
receiving any part of the transferred interest shall be jointly and severally liable for its pro rata share
of such positive balance upon the demand of any party with a negative balance.

8. Balancing payments from parties with a positive balance to parties with a negative
balance under this Agreement shall be paid not later than sixty (60) days (1) after the amount of the
monetary settlement due such party has been determined and a statement or invoice issued, or (2)
after the date when the period for calculation of amounts due has passed. whichever is the earlier,
pursuant to the provisions of Paragraph 7 above. No interest shall accrue or be duce among the
parties as to the period prior to this payment date. Interest on late payments (including payments
rightfully made on a late basis because amounts are subject to potential refund or other dispute as
stated in Paragraph 7 above or which are delayed because computations are not timely completed)
shall accrue at the prime rate in effect at Chemical Banking Corp.. New York. New York. at noon
on the first day of the month in which the payment due date occurs plus two percent (2%) ar the
maximum contract rate permitted by applicable law, whichever is less. Attorneys' fees, court costs
and other reasonable costs of collection of amounts owning due to breach of this Agreement shall
also be payable to the affected party(ies).

9. Each party taking gas from a well shall promptly furnish or cause 10 be furnished 1o
Operator a monthly statement of gas taken. Operator shall regularly furnish to each party a statement
of the gas balance among the parties, including the total quantity of gas produced from each well.

o



the portion thereof used in operations, vented or lost, and the total quantity delivered for each pany's
account. Each party shall retain records of valumes of gas taken or marketed from each well and
revenues or values accruing thereto for the full term of the Operating Agreement and two (2) vears
thereafter. Any party with either a positive or negative balance shall have the right during the two
(2) years following each statement/invoice due date under Paragraph 7 above to audit the records of
the other parties with positive or negative balances as to volumes. revenues. values and other
relevant information concerning such well. No party will use any of the information obtained
pursuant to the provisions of this paragraph for any other purpose than implementing the terms of
this Agreement and enforcing rights thereunder.

10. In addition to any rights granted in the Operating Agreement, if’ any well produces
casinghead gas and any party is not selling all of its Working Interest share, Operator shall have the
right but not the obligation to sell the non-selling party's share of casinghead gas for the account of

such party.

11.  Each party hereto shall share in and own the condensate recovered from each well
by primary separation at the lease in accordance with its Working Interest in such well as provided

in the Operating Agreement.

12, Gasused in lease operations, vented or lost shall not be considered taken by any party
for purposes of the balancing hereunder. Nothing herein shall change or affect each party's
obligation to pay its Working Interest share of all costs and liabilities incurred in accordance with

such party's Working Interest,

13.  Atall times while gas is produced from the Contract Area, unless otherwise required
by any laws, rules or regulations, each party shall make appropriate settlement of all royalties,
overriding royalties and other payments out of or in lieu of production for which it is responsible
(“royalty payments™) as if each party were taking or delivering to a purchaser its Working Interest
share and its Working Interest share only, of such gas production. Each party hereto agrees to
defend, indemnify and hold each other party hereto harmless from all claims for royalty payments
asserted by third parties to whom any party hereto is accountable.

i4. Each party taking or marketing gas hereunder shall pay. or cause to be paid, all
production and severance taxes due on all volumes of gas actually taken or marketed by such party,
unless otherwise required by any laws, rules or regulations.

15.  Nothing contained herein shall be construed to deny any party the right, from time
to time, to produce and take or deliver to its purchaser the entire well stream, if necessary, to meet
such deliverability tests as may be reasonably required by its gas sales contract.

16.  The parties shall communicate, as necessary, the contents of this Agreement to any
of their respective gas purchasers or transporters and monitor their respective deliveries so as to
ensure to the extent reasonably practicable that such third parties do not take gas in excess of the

quantities provided herein.

17.  This Agreement shall remain in force and effect as long as the Operating Agreement
is in effect and thereafter until the gas balance accounts of the parties are settled in full or the audit
period provided in Paragraph 9 has expired, whichever shall be longer. The obligations of the
parties shall survive the termination of this Agreement.



Exhibit "F"

The word “Contractor” as used herein refers to Second Party/Operator in the Agreement to which this Exhibit =2"s
attached.

The following clause shall be included in all contracts excecding $10.000,

{a) The Contractor will not discriminate against any employee or applicant for employment because of race. color,
religion, sex, or natiopal arigin.  The Conmtractor will take alirmative action fo ensure that applicants are employed, and thin
employees are treated during employment, without regard 10 their race, color. religion. sex. ur national origin. Such action shall
include, but not be limited 1o the following employment, upgrading. demation. or transter. recruitment or recruitment advertising.
Inyoff or termination; rates of pay or other forms of compensation: and selection for Iraining. including apprenticeship, The
Contractor agrees to post in conspicuous places, available 10 employces and applicams for employment notices to he provided by
the Contracting officer setting forth the provisions of this nondiscrimination clause,

{b) The Contractor will, in all solicitations or adveniisements for employcees placed by or on behalf of the Contractor,
state that all qualified applicants will receive consideration for employment withoul regard o race. color, religion. sex or national

origin,

{c) The Contractor will send to each lahor union or representative of workers with which it has a collective
hargaining agreement or other contract or understanding, a notice to be provided by the agency contracting oflicer, advising the labor
union or workers’ representative of the Contractor's commitments under Section 202 ol Exceutive Order (1246 of September 24,
19635, and shall post copies of the notice in conspicuous places available to employees and applicants Tor employment.

(d) The Contractor will comply with all provisions of Executive Order 11246 of Septeniber 24, 1965, and ol the
rules, regulations, and relevant orders ol the Secretary af labor,

(e) The Contractor will furnish all information and reports required by Executive Order 11246 ol Seprember 24,
1965, and by the rules, regulations, and orders of the Secretary of Labor, or pursuant thereto. and will permit access to books, records,
and sccounts by the contracting ngency and the Secretary of Labor for purposes of investigation to asceriain compliance with such
rules, regulations, and orders.

N tn the event of the Contractor’s noncompliance with thie nondiscrimination cligses of this contract ar with iy
of such rules, regulations, or orders, this contract may be canceled. terminated or suspended in whole or it pant and the Contractor
may be declared ineligible for further govermment conteacts in accordance with procedures authorized in Executive Order 11246 of
September 24, 1965, and such other sanctions may be imposed and remedies invoked as provided in Excenfive Order 11246 of

Scptember 24, 1965, or by rule, regulation. or order of the Secretary of Labor. or as otherw ise provided by faw,

(g) The Contractor will include the provisions of Paragraphs (a) through (g} in every subcontract or purchuse onder
unfess exempted by rules, regulations, or orders of the Secretary of Labor issued pursuant to Section 204 of Exeeutive Order 11246
of September 24, 1965, so that such pravisions will be binding upon each subcontractor or vendor, The Contractor will take such
action with respect (o any subcontract or purchase order as the contracting agency may direct as 3 means of enforcing such provisions
including sanctions for noncompliance; provided however, that in the event the Cantractor becomes involved in or is threatened with,
litigation with a subcontractor or vendor as a result of such direction by the contracting agency. the Contractor may reqquest the Uniited
Sintes 10 enter into such litigation to protect the interests of the United States.

SECTION 2
-MP, S

(a) The Contractor will not discriminate against any employee or applicant for employment because of phy sical or
mental handicap in regard to any position for which the employee or applicant far employment is qualitied. The Contractor agrees
1o make affirmative action to employ, advance in employment and otherwise treat qualified handicapped individuals withow
discrimination based upon their physical or mental handicap in all employment practices such as the following: employ ment.
upgrading, demotion or transfer, recruitment, advertising. layofT or leemination. rates ol pay or other forms of compensation. and

selection for training, including apprenticeship.

(b) The Contractor agrees lo comply wilh the rules, regutations, and relevant orders of the Sectetary of Labor issued
pursuant to the Act.

(c) In the event of the Contractor's noncompliance with the requirements of this clause. actions for noncompliance
may be taken in accordance with the rules, regulations, and relevant orders of the Secretary of Labor isstied pursuant to the Act.

(d) The Contractor agrees to post in conspicuous places. available 1o emptoyees and applicants for employment.



notices in a form to be prescribed by the Director, provided by or through the contracting oflicer. Such notices shall state the
Contractor’s obligation under the law 10 take affirmative action 10 employ and advance in employment qualified handicapped
employees and applicants for employment, and the righis of applicants and employees.

(e) The Contractor will notify each Iabor union or representative of workers with which it has u colfective bargaining
apreement or other contract undersianding, that the Contractor is bound by the termis of Section 503 of the Rehabitition Act of 1973,
and is committed to take allirmative action to employ and advance in eriploymeat physically and mentally: hamticapped individuals,

n The Contractor will include the provisions of this clause in every subcontract or purchase order af $2,500 or more
unless exempted by rules, regulations, ar arders ol the Secretary issted pursuan? to Section 503 ol the Act. so that such provisions
will be binding upon ench subcontractor or vendor. The Contracior will rake such action with respect to any subcontract or purchase
order as the Director of the Ofice of Federal Contract Compliance Programs miay direct to enforee such provisions, inchuding action

for noncompliance.

S R
SRTIC N QOF NONSE ED T S

The following clause shall be included in all contracts and related subcontracts exceeding $10.000 which are not exempt
from the Equal Opportunity Clause.

The Contractor certifies that it does not maintain or provide for its employvees any segregated facilities at any of its
establishments, and that it does not permit its employees to perforny their servives at i Jocation, under its conteol, where segregated
Tacilities are maintained. The Contraclor certifies further that it will not maintain or provide for its employees any segregated
facilities at any of its establishments, and that it will not permit its employees 1o perform their services at any location, under its
control, where segregated facilities are maintained. The Contractor agrees that a breach of this centification is a vielation of the Equal
Opportunity Clause in this contract. As used in this certification, the term “Segregated Facilities” means any waiting room. work
areas, rest rooms and wash rooms, restaurants and other eating areas, time clocks, locker rooms or other storage or dressing arcas.
parking lots, drinking fountains, recreation or entertainment areas, transportation, and housing lacilities provided for employees
which are segregated by explicit directive or are in fact segregated on the basis of race. color, religion, ur national origin, hecause
of habit, local custom, or othenwise. The Contractor agrees that {except where it has obtained identical certifications from proposed
subcontractors for specific time periods) it will obtain identical centifications friom proposcd subeoniractors prior 10 the anard of
subcontracts exceeding $10,000 which are not exempt from the provisions ol the Equal Opportunity Clause, and that it will retiin
such certifications in its files.

NOTE: The penalty (or making lilse statements in olfers is preseribed in 18 VLS.C. 1001,

The failure of a prime Contractor or subcontractor to comply with the terms of' its certilication of nonsegregated facilities
or with the terms of Equal Opportunity Clause shall be a ground for termination or cincellition of contracts or subcontracts us

provided in §1-12.805-9.

SECTION 4

The Contractor certifies that il it has 50 or more employees and il il anticipates sales to us in connection with povernment
contracts of $50,000 or more, it will develop a written Affirmative Action Compliance Program for each of its establishments
consistent with the rules and regulations published by the Department of Labor in 41 CFR Chapter 60,

SECTION §
VE G VETE
VETE v

The following clauses shall be included in all contracts exceeding $10.000,

(a) The Contractor will not discriminate against any employee or applicant for employ ment beeause he or she is a
disahled veteran or veteran of the Vielnam Fra in regard 10 any position for which the employee or applicant for employ ment is
qualified. The Contractor agrees to take aflinnative action to employ, advance in ¢mployment and otherw ise treat gualified disabled
veterans and veterans of the Vietnam Cra without discrimination based on their disability or veterans status in aff employment
practices such as the following; employment upgending. demotion or transfer, recruitment. advertising. ks 01t or termination. rates
of pay or other forms of compensation, and selection for training. including appremticeship.

()] The Contractor agrees that all suitable employment apenings ol the Contractor which exist at the time of the
execution of this contract and thase which occur during the performance ot this contract, including those not generated by this
contract and including thase occurring at an establishment of the Contenctor other than the one wherein the contract is being
performed but excluding those of independently operated corporate attiliates, shafl be listed at an appropriste local oftice of the State
employment service system whercin the apening occurs. The Contractor further agrees to provide such repons to such local oftice
regarding employment openings and hires as may be required.

State and local government agencics holding Federal contracts of $10,000 or more shall also list all their suitable openings
with the appropriate office of the Siate employment service, but are not required o provide those reports set fonth in paragraphs (J)

and (3).

{c) Listing of employment openings with the employment seryvice system pursuant 10 1his clause shalf he minde a1
least concurrently with the use of any other recruitment source or effort and shall invalve the normal ehligations which attach 1o the
placing of a bona fide job order, including the acceptance of referrals of veternns iond nonveterms,  The fisting of employ ment
openings does not require the hiring of any particular job applicant or [rom any panicular group of job applicams. and nothing hercin



is intended to relieve the Contractor from any requirements in Exccutive Orders or regulations regarding nondiserimination in
employment.

(d) The reports required by parageaph (b) of this clause shall inclnde. but not be limited 1o, periodie reports which
shall be filed at least quarterly with the apprapriate local office or, where the Contractor hax more than one hiring location in a Stne.
with the central office of that State employment service. Such reports shall indiciie for ¢ach hiring Tocation (1) the nuimber of
individuals hired during the reporting perind, (2) the number of nondisabled velerans of the Vietam Lra hired. (3) the number of
disabled veterans of the Vietnam Era hired, and (4) the total number of disabled veterans hired, The eeponts shoutd include covered
veterans hired for on-the-job training under 38 USC 1787. The Contractor shall submit a report within 30 days after the end of each
reporting period wherein any performance is made on the contract identitying data for cach hiring location, The Contractor shall
maintain at each hiring location copies of the reports submitted until the expiration o’ one year ater linat pavment under the contract,
during which time these reports and related documentation shall be made available, upon request. for examination by any puthorized
representatives of the contracting officer or of the Secretary of Labar, Documentation would include personned records respecting
job openings, recruitment and placements.

(e) Whenever the Contractor becomes contractually bound to the listing provisions of this clause, it shatl advise the
employment service system in ench State where it hos estnblishmenis of the nome nnd Joention of each hiring location in the Sunte.
As long as the Contractor is contractitatly bound to these provisions and has so advised the Stme system, there is not need to miy ise
the State system of subsequent contracts. ‘The Contractor may advise the Stite system when it is no longer bound by this vontract

clause.

(N This clause does not apply to the listing of emplovment apenings which occur and are litled vmside of the 5t
states, the District of Colimbia, Puerto Rico, Guans, snd the Virgin Eshunds,

() The provisions of paragraphs (b), (c). (d) and (¢) of this ¢lause do not apply to openings which the Contractor
proposes to fill from within its own organization or to {ill pursuant to a customary and teadditional employer-union hiring arangement.
This exclusion does not apply to a particulas opening once an employer decides 10 consider applicants outside of ils own organization
or employer-union arrangement for that opening.

{h) As used in this clause:

(¢)] "All suitable employment openings” includes, but is not limited 10, openings which occur in the
following job categories: production and nonproduction; plant and oflice; laborers and mechanics; supervisory and nonsupervisory:
technical; and executive, administrative; and professional openings as are compensated on a salary basis of less than $25,000 per
year. This term includes full time employment of more than three (3) days' duration. and part-time employment. 1t does not include
openings which the Cantractor propases ta tilt from withia its own organization or to fitl pursuant to a customary and traditional
employer-union hiring arrangement nor openings in an education institution which are restricted to students of that institution. Under
the most compelling circumstances an emplayment opening may not be suitable for listing. including such situations where the necds
ol the Government cannot reasonably be otherwise supplied, where fisting would be contrary to national security. or where the
requirement of listing would otherwise not be for the best interest of the Government.

(2) "Appropriate ofTice of the State employment service sy stem” means the local ollice of the Federal-State
national system of public employment ofTices with assigned responsibility for serving the aren where the employment opening is to
be filled, including the District ol Columbia. Guam. Puerto Rico, and the Virgin Islands.

3) "Openings which the Contractor proposes to filt from within its own organization” means employ ment
openings for which no consideration will be given to persons outside the Contractor's orpanization {including any affiliates,
suhsidiaries, and the parent companies) and includes any openings which the Contractor proposes to fill from regularly established
“recall” lists.

4 "Openings which the Contractor proposes to fill pursuant to a customary and iriditional employer-union
hiring arrangement” means employment openings which the Contractor propaoses to {ill from union halis. which is part of the
customary and traditional hiring relationship which exists between the Coniractor and representatives of its employees.

(i) The Contractor agrees 1o comply with the rules, regulations, and relevant orders ol the Secretary of Labar issued
pursuant to the Act.

) In the event of the Contractor's noncompliance with the requirements ol this clause. uctions for noncompliance
may be taken in accordance with the rules, regulations and relevant orders of the Sceretary of Labor issued pursuant to the Act.

(k) The Contractor agrees to post in conspicuous places, available 10 employees and applicants Tor employment,
notices in a form to be prescribed by the Director, provided by or through the contracting oflicer. Such notice shall stute the
Contractor’s obligation under the law to 1ake affirmative nction to employ and advance in employment gualified disabled veterans
and veterans of the Vietnam Era for employment, and the rights ol applicants and employvees.

[0} The Contractor will notily each labor union or representative ol workers with which it has a collective bargaining
agreement or ather contract understanding, that the Contractor is bound by the werms of the Vietnam Era Veterans Readjustiment
Assistant Act, and is committed 10 take affirmative action to employ and advance i employment qualitied disabled veterans and
veterans of the Vietnam Era.

(m) The Contractor will include the provisions of this clause in every subcnntnict or purchase order of STOURKY ve
more unless exempted by rules, regulations. or orders of the Secretary issued pursuant 1 the Act, so that such provisions will be
binding upon each subcontractor or vendor. The Contractar will 1ake such action with respect to any subcontract or purchase eder
as the Director of the Office of Federal Cantract Compliance Programs may direct 10 enlorce such provisions. including action tor

noncompliance.



The following clause shall he included in all contracts over $10.000 except conteacts for seryjces which are personal in
nature and contracts which will be performed entirely (including all subcontracts) outside any State. teeritory, or possession of the
United States, the District of Columbia, or the Commonwealth of Puerto Rivo.

(a) 1t is the paticy of the United States that small husiness cancerns ad small business concerns awned and
controlled by socially and economically disadvantaged individuals shall have the maximum practicable appanunity o panicipate
in the performance of contracts let by any Federal agency.

{b) The Contractor hereby agrees to carry out this policy in the awarding of subconiracts to the fullest extent
consistent with the efficient performance of this contract. The Contractor further agrees to coopernte in any studies or surveys as
may be conducted by the Small Business Administration or the contracting agency Which may be necessary 1o determine the extent
of the Contractor’s compliance with this clause,

(c) As used in this contrac(:

) The tenn “small business concen® shall mean a small business as defined pursnant fo Scetion 3 of the
Small Business Act and relevant regulations promuigated pursuant thereto.

(2) The term "small business concemn owned and contralled by socially and economically disadvantaged
individuals” shall mean a small business concern--

(i) which is at Jeast 51 per centum owned by one or more socially and cconomically disadvantaged
individuals; or in the case af any publicly owned business, at least 51 per centum of the stock af which is owned by one or more
socially and economically disadvantaged individuals; and

(ii) whose management and daily business operations are controlled by one or more of such individuals,

The Contractor shall presume that sacially and economically disadvantaged individuals inctude Black Americans,
Tlisponic Americans, Native Americans, Asian-Pacilic Americans, and other minorities. or any other individual found 10 be
disadvantaged by the Small Business Administration pursuant to Scction 8(a) of the Small Rusiness Act,

(d) Contractors acting in good faith may rely on writien representations by their subeontrictors reparding theie status
as a small business concern or a small business concern owned and controlled by socially and economically disadvantaged

individuals.

F\y

The following clause shall be include in all contracts expected to excead S10,000 except comracts which, including all
subcontracts thereunder, are to be performed entirely outside the United Staics, its possessions, Poerto Rica and the Trust Territory
of the Pacific Islands, and contracts for services which are personal in nature,

(a) It is the policy of the United States Government that women-owned businesses shall have the maximom
practicable opportunity to participale in the performance of contracts awarded by any Federal agency.

(b) The Contractor agrees to use its best efforts to carry out this policy in the award of subcontracts to the fullest
extent consistent with the efficient performance of this contract. As used in this contract, 2 “woman-owned business” concern means
a business that is at least 51 per centum owned by a woman or women who also control and operate it. “Control” in this context
means exercising the pawer to make policy decisions. "Operate” in this cantext means being actively involved in the day<to-day
management, “Women" means all women business owners,



