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STATE OF NEW MEXICO ~
DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES
OIL CONSERVATION DIVISION

IN THE MATTER OF THE APPLICATION OF
MCQUADRANGLE, LC FOR

STATUTORY UNITIZATION OF THE
SOUTH REDLAKE II UNIT AREA,

EDDY COUNTY, NEW MEXICO.

Wd T 130 K002

CASE NO. Z éé 70

MCQUADRANGLE, LC ("McQuadrangle"), pursuant to the provisions of the New Mexico

T

APPLICATION

Statutory Unitization Act (NMSA 1978, §§ 70-7-1 through 70-7-21, NMSA, 2004) hereby applies to the
Qil Conservation Division for an order unitizing the South RedLake II Unit Area, Eddy Coimty, New
Mexico, and in support of its application states:

1. McQuadrangle, LC is a Texas Limited Liability Company that is authorized to transact
business in the State of New Mexico and is engaged in the business of, among other things, producing
and selling oil and natural gas.

2. McQuadrangle seeks an order pursuant to the Statutory Unitization Act providing for
unitized management, operation and further development of a portion of the Grayburg formation, Red
Lake Queen-Grayburg-San Andres Pool which consists of 961.61 acres, more or less, of Federal and State
lands located in Eddy County, New Mexico, and is more particularly described as follows:

TOWNSHIP 17 SOUTH, RANGE 27 EAST, NMPM

Section 35: E/2, E/2 SW/4, SE/4A NW/4,
Section 36: W/2, SW/4 NE/4

TOWNSHIP 18 SOUTH, RANGE 27 EAST, NMPM

Section 1: Lot 4
Section 2: Lots1,2,3

A map of the proposed Unit Area is attached to this application as Exhibit A.
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3. The vertical limits of the unitized formation to be included within the proposed Unit Area
extends from an upper limit described as 100 feet below mean sea level of at the top of the Grayburg
formation, whichever is higher, to a lower limit at the base of the San Andres formation; the geologic
markers having been previously found to occur at 1,430 feet and the base of which is found at 1,762 feet
in the Carper-Sivley Joint Account Magruder Well No. 13, located 330 feet from the South line and 480
feet from the East line of Section 35, Township 17 South, Range 27 East, NMPM, Eddy County, New
Mexico, as recorded on Welex Electric log taken on March 28, 1960, said log being measured form a
kelly bushing elevation of 3,654 feet above sea level.

4. The portions of the Grayburg reservoir involved in this application have been reasonably
defined by development.

5. The type of operations to be conducted in this Unit include secondary recovery by means
of waterflooding.

6. Attached to this application as Exhibit "B" and incorporated herein is a copy of the
proposed plan of unitization that McQuadrangle considers fair, reasonable and equitable.

7. Attached to this application as Exhibit "C" and incorporated herein is a copy of the
proposed operating plan covering the manner in which the unit will be supervised and managed and costs
allocated and paid.

8. McQuadrangle further states:

A. Unitized management, operating and further development of the portion of the
Grayburg formation, Red Lake Queen-Grayburg-San Andres Pool, which is the
subject of this application, is reasonably necessary in order to effectively carry on
secondary recovery operations and, at a later date, tertiary recovery operations,
and to substantially increase the ultimate recovery of oil from the unitized portion

of the pool.
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9.

The proposed unitized methods of operations to be applied to this portion of the

- Red Lake Queen-Grayburg-San Andres Pool are feasible, will prevent waste and

will result with reasonable probability in the increased recovery of substantially
more oil and/or gas from the pool, or unitized portions thereof, than would
otherwise be recovered.

The estimated additional costs, if any, of conducting such operations will not
exceed the estimated value of additional oil recovered plus reasonable profit.
Unitization and adoption of unitized methods of operation will benefit the
working interest owners and the royalty owners of the oil and gas rights within
this portion of the pool.

McQuadrangle, LC, as operator, has made a good faith effort to secure voluntary
unitization within the portion of the Red Lake Queen-Grayburg-San Andres Pool
affected by this application.

The participation formula contained in the unitization agreement allocates the
produced and saved unitized hydrocarbons to the separately owned tracts in the

Unit Area on a fair, reasonable and equitable basis.

McQuadrangle requests that any order issued in this case include each matter set forth in

NMSA 1978, § 70-7-7 (2004) and that it specifically provide for carrying any working interest owner on a

limited, carried net profits basis, payable out of production, and include a non-consent penalty for risk to

be charged against carried working interests within the unit area upon such terms and conditions to be

determined by the Division as just and reasonable.

10.

Statutory unitization of the South RedLake II Unit Area, Red Lake Queen-Grayburg-San

Andres Pool, is in the best interest of conservation, the prevention of waste and the protection of

correlative rights.

APPLICATION FOR STATUTORY UNITIZATION
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WHEREFORE, McQuadrangle, LC, respectfully requests that this application be set for hearing
before a duly appointed Examiner of the Oil Conservation Division on November 4, 2004, and, that after
notice and hearing as required by law and the rules of the Division, the Division enter its order granting
this application statutorily unitizing the subject portions of the Red Lake Queen-Grayburg-San Andres
Pool, Eddy County, New Mexico.

Respectfully submitted,

Post Office
Santa Fe, New Mexico 87504-2208

ATTORNEYS FOR MCQUADRANGLE, LC
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STATE/FEDERAL/FEE
WATERFLOOD UNITS
UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
SOUTH REDLARE IT ONIT
EDD g COUNTY, NEW MEXICO

THIS AGREEMENT, entercd into ss of the __1SC  aayor_ MATCh 55 03 '\ o borween the parties
subscribing, ratifying, or consenting hereto, and hercin referred 1o as the "partics hareto,”

WITNESSETH:

WHEREAS, the parties hereto arc the owners of working, royalty or other oil and gas interests in the Unit Area subject to this Agreement;
and

WHEREAS, the Mineral Leasing Act of February 25, 1920, 41 Stat. 437, as amended, 30 U.S.C. Sec. 181 et seq., authorizes Federal
lessees and their representatives to unite with cach other, or jointly or separately with athers, in collectively adopting and operating a cooperative or
unit plan of development or operation of any oil or gas pool, field, or like area, or any part thereof for the purpose of more properly conserving the
natural resources thereof whenever determined and certified by the Scoretary of the Interior 10 be necessary or advisable in the public interest; and

WHEREAS, the Commissioner of Public Lands of the State of New Mexioco is authorized by an Act of the Legislature (Section 1, Chapter
88, Laws 1943, as amended by Section 1 of Chapter 176, Laws of 1961) (Chapter 19, Article 10, Scotion 45, New Maxico Statutes 1978 Annatated),
10 consent to and approve the development or operation of State lands under agreements made by. kessecs. of State land jointly. or scverally with-other

lmeesmemnhagrmmtspwideforthennitopaaﬁonord:velopnmtofpntofcnllofmyoﬂa’gnspool,ﬁeldoruu;and

WHEREAS, the Commissioner of Public Lands of the State of New Mexico is suthorized by an Act of the Legislature (Section 1, Chapter
88, Laws 1943, as amended by Section 1, Chapter 162, Laws of 1951) (Chapter 19, Artiole 10, Section 47, New Mextioo Statutes 1978 Annotated) to
amend with the approval of lessee, evidenosd by the kessee's execution of such agreement or otherwise, any oil and gas lease embracing State lands so
that the length of the term of said lcase may ooincide with the term of such agreements for the unit operation and development of part or all of any oil
or gas pool, field or ares; and

'WHEREAS, the Oil Conservation Division of the State of New Mexico (hereinafter referred to as the *Division®) is authorized by an Act
of the Legislsture (Chapter 72, Laws of 1935 as amended) (Chapter 70, Artiole 2, Section 2 et seq., New Mexico Statutes 1978 Amotated) to approve
this Agreement and the conservation provisions hereof, and

WHEREA&&eOﬂCanwuﬁmDMsimd&eEnugymdMDq:mmofﬂw&mdeMndéohmﬂn‘izedbyluw
(Chapter 65, Article 3 and Article 14, N.M.S. 1953 Annotated) to approve this Agreement and the conservation provisions hereof, and

WHEREAS, the partics hereto hold sufficient interest in the Unit Area covering the land hercinafier described to give reasonably effective
control of operations thercin; and

WHEREAS, it is the purpose of the parties hereto to conserve natural resources, prevent waste, and secure other benefits obtainable
through development and operation of the area subject to this Agreement under the terms, conditions, and limitations herein set forth;

NOW THEREFORE, in consideration of the premises and the promises herein contained, the parties hereto commit to this Agreement their
respective interest in the below-defined Unit Area, and agree severally among themsclves as follows:

SECTION 1. ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of February 25, 1920, as amended, supra,
and all valid pertinent regulations, including operating and unit plan regulations, herctofore issued thereunder or valid, pertinent, and reasonable
regulations hereafter issued. thercunder sre acoepted and made a part of this Agrecment as to Federal lands, provided such regulations arc not
inconsistent with the terms of this Agreement; and as to non-Federal lands, the oil and gas operating regulations in effect as of the Effective Date hereaof
goveming drilling and producing operations, not inconsistent with the terms hereof or the laws of the state in which the non-Federal land is looated, are
hereby accepted and made a part of this Agreement.’ )

SECTION2. UNIT AREA AND DEFINITIONS. For the purpose of this Agreement, the following terms and expressions as
used herein shall mean:

(8) "Unit Arca” is defined as those lands described in Exhibit "B and depicted on Exhibit "A" hereof, and such land is hereby designated

and recognized as constituting the Unit Area, conteining 961,61 acres, more or less,in __ EAdy County, New Mexioo.
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(b) *Land Commissioner" is defined as the Commissioner of Public Lands of the State of New Mexico.
(c) "Division" is defined as the Oi] Conscrvation Division of the Department of Encrgy and Minerals of the State of New Mexico.

(d) “*Avthorized Officer” or "A.O." is any employee of the Burcau of Land Management who has been delegated the required authority to
act on behalf of the BLM.

(¢) "Secretary" is defined as the Secretary of the Interior of the United States of America, or his duly anthorized delegate.
(f) *Department” is defined as the Department of the Interior of the United States of America.

(2) "Proper BLM Office” is defined as the Burean of Land Management offioe having jurisdiction over the federal lands includsd in the
Unit Area.

¢h) "Unitized Formetion” shall mean that interval underlying the Unit Area, the vertical limits of which extended from an upper limit
described as 100 feet below mean sea level or at the top of the Grayburg Formation, wlud:evernhs yloa Jower limit at the base of the

San Andres formation:; the geologic markers having been previously found to ocour at 1, 430" and the base of
which is found@ 1,762' in the Carper-Sivley J01nt Account Magruder #13
(330' FSL, 480' FEL of Sectiomn 35, T17S, R27E, Eddy County, NM) as record-
ed.0m e} en Electris Log. [akes Myreh, 20,1960, 2aid Lpe being measured

(i) "Unitized Subétanoes” are and all agsociated and
oonsﬁtnentliquidorliquﬁablehydmwbons, dhzﬂ:mmhxdambﬁm,mtbmmdpoduoedﬁmﬁcUnﬂmdFamnﬁm

(i) "Tract" is each parcel of land desoribed as such and given a Tract number in Exhibit "B*.

(k) "Tract Participation” is defined as the peroentage of participation shown on Exhibit *B" for allocating Unitized Substanoes to 8 Tract
under this agreement.

(@) *Unit Participation" is the sum of the peroentages obtained by multiplying the Working Interest of a Working Interest Ovner in each
Tract by the Tract Participation of such Tract.

(m) "Working Interest” is the right to search for, produce and soquire Unitized Substanoes whether held as an incident of ownership of
mineral foe simple title, under an oil and ges lease, operating agreement, or otherwise held, which interest is chargeable with and obligated
to pay or bear, cither in cash or out of production, or otherwise, all or a portion of the oost of drilling, developing and producing the
Unitized Substances from the Unitized Formation and operations thereaf hereunder, Provided that eny royalty interest created out of a
working interest subsequent to the execution of this Agreement by the owner of the working interest shall continue to be subject to such
working interest burdens and obligations.

(n) "Working Interest Owner” is any party hereto owning a Working Interest, moluding a carried working interest owner, holding an
interest in Unitized Substanoes by virtie of a lease, operating agreement, fee titie or otherwise. The owner of oil and gas rights that are fiee
of lesse or cther instrument creating 8 Working Interest in another shall be regarded as 8 Working Interest Owner to the exteat of seven-
eighths (7/8) of his interest in Unitized Substances, and as 2 Royalty Owner with respect to his remaining one-cighth (1/8) interest therein.
(o) "Royalty Interest” or "Royalty” is an interest other than a8 Working Interest in aor right to reoeive a portion of the Unitized Substanoces or
the proceeds thereof and includes the royalty interest reserved by the lessor or by an oil and gas lease and any overriding royalty interest, oil
payment interest, net profit oontracts, or any other payment or burden which does not carry with it the right to search for and produce
unitized substances.

(P) "Royalty Owner" is the owner of a Royalty Interest.

@ "UmtOperatmgAgmmt"mtheageanaﬂentuedmbbymdbﬂvnmﬂ:elhitOpﬁabrandtthakmghh&Omu

provided in Section 9, mﬁ'a,mdshallbestyled"UmtOpemmgAgmem, dd County,
New Mexioo™. South R'eEIIaEe

(r) "Oil and Gas Rights" is the right to explore, develop and operate lands within the Unit Area for the production of Unitized Substanoes,
or to share in the production so obtained or the proceeds thereof.

(8) "Outside Substances” is any substance obtained from any sovroe other than the Unitized Formation and injected into the Unitized

Rev. 1/92



Formation.

(t) "Unit Manager” is any person or corporation appointed by Working Interest Owners to perform the duties of Unit Operator until the
selection and qualification of a successor Unit Operator as provided for in Section 7 hereof.

(u) "Unit Operator” is the party designated by Working Interest Owners under the Unit Operating Agreement to conduct Unit Operations.
(v) "Unit Operations" is any operation conducied pursuant to this Agreement and the Unit Operating Agreement.

(W) "Unit Equipment” is all personal property, lease and well cquipment, plants, and other facilities and equipment taken over or otherwise

(x) "Unit Expense” is all cost, expense, or indebtedness inourred by Working Interest Owners or Unit Operator pursuant to this Agreement
and the Unit Operating Agreement for or on account of Unit Operations.

(y) "Effective Date" is the date determined in accordance with Seotion 24, or as re-determined in accordance with Scotion 39.

SECTION 3. EXHIBITS. The following exhibits are incorporated herein by reference: Exhibit "A" attached hereto is a map
showing the Unit Area and the boundaries and identity of tracts and leases in said Unit Area to the extent known to the Unit Operator. Exhibit "B"
attached hereto is & schedulc showing, to the extent known to the Unit Operator, the acreage comprising cach Tract, percentages and kind of ownership
of oil and gas interests in all Jand in the Unit Arca, and Tract Participation of each Tract. However, nothing herein or in said sohedule or map shall be
construed as a representation by any party hereto as 10 the ownership of any interest other than such interest or interests as arc shown in said map or
schedule as owned by such party. The shapes and descriptions of the respective Traots have been established by using the best information available.
Each Waorking Interest Owner is responsible for supplying Unit Operator with accurate information relating to each Working Interest Owner's interest.
If it subsequently appears that any Tract, because of diverse royalty or working interest ownership on the Effective Date hereof, should be divided into
more than one Tract, or when any revision is requested by the A.O., or any oorrection of any error other than mechanical miscaloulations or olerical is
needed, then the Unit Operator, with the approval of the Working Interest Owners, may correct the mistake by revising the exhibits to conform to the
facts. The revision shall not include any reevaluation of engineering or geological interpretations used in determining Tract Participation. Each such
revision of an exhibit made prior to thirty (30) days afier the Effective Date shall be effective as of the Effective Date. Each other such revision of an
exhibit shall be effective at 7:00 a.m. on the first day of the calendar month next following the filing for record of the revised exhibit or on such other
date as may be determined by Working Interest Owners and set forth in the revised exhibit. Copies of such revision shall be filed with the Land
Commissjoner, and not less than four copies shall be filed with the A O. In any such revision, there shall be no retroactive allocation or adjustment of
Unit Expense or of interests in the Unitized Substances produced, or proceeds theroof.

SECTION 4. EXPANSION. The above described Unit Area may, with the approval of the A.O. and Land Commissioner, when
-practicable be expanded to include therein any additional Tract or Tracts regarded as reasonably necessary or advisable for the purposes of this
Agreement provided, however, in such expansion there shall be no retroactive allocation or adjustment of Unit Expense or of interests in the Unitized
Substances produced, or proceeds thereof. Pursuant to Subsection (b), the Working Interest Owners may agree upon an adjustment of investment by
reason of the expansion. Such expansion shall be effected in the following manner:

(a) The Working Interest Owner or Owners of a Tract or Tracts desiring to bring such Tract or Tracts into this unit, shall file an
application therefor with Unit Operator requesting such admission.

(b) Unit Operator shall ciroulate a notice of the proposed expansion to each Working Interest Owner in the Unit Area and in the Tract
proposed to be included in the unit, setting out the basis for admission, the Tract Participation to be assigned to each Tract in the enlarged
Unit Arca and other pertinent data. Afier negotiation (at Working Interest Owners' meeting or otherwise) if at lcast three Working Interest
Owners having in the aggregate seventy-five percent (75%) of the Unit Participation then in effect have agreed to inolusion of such Tract or
Traots in the Unit Area, then Unit Operator shall:

1. Afier obtaining preliminary concurrence by the A.O. and Land Commissioner, prepare a notioe of proposed expansion
describing the contemplated changes in the boundaries of the Unit Area, the reason therefor, the basis for admission of the additional Tract
or Tracts, the Tract Participation to be assigned thereto and the proposed effective date thereaf, and

2. Deliver copies of said notice to Land Commissioner, the A.O. at the proper BLM Office, each Working Interest Owner and
to the last known address of each lessee and lessor whose interests are affected, advising such parties that thirty (30) days will be allowed
for submission to the Unit Operator of any objection to such proposed expansion; and

3. File, upon the expiration of said thisty (30) day period as set out in (2) immediately shove with the Land Commissioner and

AO. the following: (a) evidence of mailing or delivering copies of said notice of expansion; (b) an application for approval of such
cxpansion; (c) an instrument containing the appropriate joinders in compliance with the participation requirements of Section 14, and
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Section 34, infra; and (d) a copy of all objections received along with the Unit Operator’s response thereto.

The expansion shall, after due consideration of all pertinent information and approval by the Land Commissioner and the A.O., become
effective as of the date presoribed in the notice thereof, preferably the first day of the month subsequent to the date of notice. The revised Tract
Participation of the respective Tracts included within the Unit Area prior to such enlargement shall remain the same ratio one to another.

SECTION 5. UNITIZED LAND. All land committed to this Agreement as to the Unitized Formation shall constitute land
referred to herein as "Unitized Land” or "Land subject to this Agreement”. Nothing herein shall be construed to unitize, pool, or in any way affect the
od,gumdodwrmmaalsomnmedmorﬂutmnybcpmdmedfrmmyfamnhmdheﬂxmﬂwUmhmdmeahonasd:ﬁncdmSedwn2(h)of

this Agreement.
McQuadrangle, LC . . . N
SECTION6. UNIT OPERATOR. : is hereby designated the Unit Operator, and by signing this
instrument as Unit Operator, agrees and consents to aooept the duties and obligations of Unit Operator for the operation, development, and production
of Unitized Substances as herein provided. Whenever reference is mads herein to the Unit Operator, such reference means the Unit Operator acting in
that capacity and not as an owner of interests in Unitized Substanoes, when such interest are owned by it and the term "Working Interest Ovwner” when
used herein shall include or refer to the Unit Operator as the owner of & Working Interest when such an interest is owned by it.

Unit Operator shall have a lien upon interests of Working Owners in the Unit Area to the extent provided in the Unit Operating Agreement.

SECTION 7. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have the right to resign at any time,
but such resignation shall not become effective 8o as to release Unit Operator from the duties and obligations of Unit Opersator and terminate Unit
Operator’s rights as such for a period of six (6) months afier written notice of intention to resign has been given by Unit Operator to all Waorking
Interest Owners, the Land Commissioner and the A.O, unless a new Unit Operator shall have taken over and assumed the duties and obligations of
Unit Operator prior to the expiration of said period.

The Unit Operator shall, upon default or failure in the performance of its duties and obligations hercunder, be subject to removal by
Working Interest Owners having in the aggregate cighty peroent (80%) or more of the Unit Participation then in effect exolusive of the Working
Interest Owner who is the Unit Operator. Such removal shall be effective upon notice thereof to the Land Commissioner and the A.O.

In all such instances of effective resignation or removal, uniil a sucoessor to Unit Operator is selected and approved as hereinafter provided,
the Working Interest Owners shall be jointly responsibie for the performance of the dutics of the Unit Operator and shall, not later than thirty (30) days
befare such resignation or removal becomes effective, appoint 8 Unit Manager to represent them in any action to be taken hereunder.

The resignation or removal of Unit Operator under this Agreement shall not terminate its right, title or interest as the owner of a Working

Interest or other interest in Unitized Substances, but upon the resignation or removal of Unit Operator becaming effective, such Unit Operator shafl

deliver possession of all wells, equipment, books and records, materials, appurtenances and any other assets used in connection with the Unit

Operations to the new duly qualified successor Unit Operator or to the Unit Manager if no-such new Unit Operator is eleoted. Nothing herein shall be

construed as authorizing the removal of any material, equipment or appurtenances needed for the preservation of any wells. Nothing herein contained

shall be construed to relieve or discharge any Unit Operator or Unit Manager who resigns or is removed hereunder from any liability or duties accruing
or performable by it prior to the effective date of such resignation or removal.

SECTION 8. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator shall tender its resignation as Unit Operstor or
shall be removed as hereinabove provided, the Working Interest Owness shall select a sucoessor Unit Operator as herein provided. Such selection shall
not become effective until (a) 8 Unit Operator 50 selected shall acoept in writing the duties and responsibilities of Unit Operator, and (b) the selection
shall have been approved by the Land Commissioner and the A.O. If no sucoessor Unit Operator or Unit Manager is selected and qualified as herein
provided, the Land Commissioner and/or the A.O., at their election, may declare this Agreement terminated.

In selecting a sucoessor Unit Operator, the affimative vote of threc or more Working Intercst Owners having a total of sixty-five peroent
(65%) or more of the total Unit Participation shall prevail; provided that if any one Working Interest Owner has a Unit Participation of more than
thirty-five percent (35%), its negative vote or failure to vote shall not be regarded as sufficient unless supported by the vote of one or more other
Working Interest Owners having a total Unit Participation of at least five percent (5%). If the Unit Operator who is removed votes only to succeed
itself or fails to vote, the sucoessor Unit Operator may be selected by the affirmative vote of the owners of at least seventy-five peroent (75%) of the
Unit Participation remaining afier excluding the Unit Participation of Unit Operstor so removed.

SECTION 9. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT.
CostsandexpmsammrredbyUmtOperalcrmeonmonngUnnOpaaumshawndashaﬂbepmd,appmhmedammgmdbanebyﬂwWahng
Interest Owners in accordanoe with the Unit Operating Agreement. Such Unit Operating Agreement shall also provide the manner in which the
Working Interest Owners shall be entitled o receive their respective proportionate and allocated share of the benefits acoruing hereto in conformity
with their underlying operating agreements, Jeases or other contracts and such other rights and obligations as between Unit Operator and the Working
Interest Owners as may be agreed upon by the Unit Operator and the Working Interest Owners; however, no such Unit Operating Agreement shall be
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deemed cither to modify any of the terms and conditions of this Agreement or to relieve the Unit Operator of any right or obligation established under
this Agreement, and in case of any inconsistency or conflict between this Agreement and the Unit Operating Agreement, this Agreement shall prevail.
Copies of any Unit Operating Agreement excouted pursuant to this Section shall be filed with the Land Commissioner and with the A.O. at the Proper
BLM Office as required prior to approval of this Agreement.

SECTION 10. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as otherwisc specifically provided herein, the
exclusive right, privilege and duty of exercising any and all rights of the parties hereto inoluding surface rights which are neocssary or convenient for
prospecting for, producing, storing, allocating and distributing the Unitized Substanoes are hereby delegated to and shall be exercised by the Unit
Operator as herein provided. Upon request, acceptable evidence of title to said rights shall be deposited with said Unit Operator, and together with this
Agreement, shall constitute and define the rights, privileges and obligations of Unit Operator. Nothing herein, however, shall be construed to transfer
title to any land or to any lease or operating agreement, it being understood that under this Agreement the Unit Operator, in its capacity as Unit
Operator, shall exervise the rights of possession and use vested in the partics hereto only for the purposes hercin specified.

SECTION 11. PLAN OF OPERATIONS. It is recognized and agreed by the parties hereto that all of the land subject to this
Agreement is reasonably proved to be productive of Unitized Substances and that the object and purpose of this Agreement is to formulate and to put
into effect an improved recovery project in order to effect additional recovery of Unitized Substances, prevent waste and conserve natural resouroes.
Unit Operator shall have the right to inject into the Unitized Formation any substances for secondary recovery or enhanced recovery purposes in
acoordanoe with a plan of operation approved by the Working Interest Owners, the A.O., the Land Commissioner and the Division, including the right
to drill and maintain injection wells on the Unitized Land and completed in the Unitized Formation, and to usc abandoned well or wells producing
from the Unitized Formation for said purpose. Subject to like approval, the Plan of Operation may be revised as oconditions may warrant.

The initial Pian of Operation shall be filed with the A.O., the Land Commissioner and the Division conourrently with the filing of the Unit
Agreement for final approval. Said initia]l plan of operations and all revisions thereof shall be as complete and adequate as the A.O., the Land
Commissioner and the Division may determine to be necessary for timely operation consistent herewith. Upon approval of this Agreement and the
initial plan by the A.O. and Commissioner, said plan, and all subsequently approved plans, shall constitute the operating obligations of the Unit
Operator under this Agreement for the period specified therein. Thereafler, from time to time before the expiration of any existing plan, the Unit
Operator shall submit for like approval a plan for an additional specified period of operations. After such operstions arc commenoced, reasonable
diligence shall be exercised by the Unit Operator in complying with the obligations of the approved Plan of Operation.

Notwithstanding anything to the contrary herein contained, should the Unit Operator fail to commence Unit Operations for the scoondary
recovery of Unitized Substances from the Unit Ares within cighteen (13) months after the effective date of this Agreement, or any extension therecf
approved by the A O., this Agreement shall terminate automatioally as of the date of default. '

SECTION 12. USE OF SURFACE AND USE OF WATER. The parties to the extent of their rights and interests, hereby grant to
Unit Operator the right to use as much of the surface, including the water thereunder, of the Unitized Land as may reasanably be neoessary for Unit
Operations.

UnitOpsata‘sﬁuuseof‘m«hineérbothforUnitOpaaﬁms,uhnllnotimludemywaterﬁunmvall,hke,pondcrhﬁgaﬁm
ditch of a surface owner, unless approval for such use is granted by the surface owner.

Unit Operator shall pay the surface owner for damages to growing crops, fenoes, improvements and structures on the Unitized Land that
result from Unit Operations, and such payments shall be considered as items of unit expense to be bore by all the Working Interest Owners of lands
subject hereto.

SECTION 13. TRACT PARTICIPATION. In Exhibit "B" attached hereto there are listed and numbered the verious Tracts within
the Unit Arca, and set forth opposite cach Tract are figures which represent the Tract Participation, during Unit Operations if all Tracts in the Unit
Arca qualify as provided herein. The Tract Participation of cach Tract as shown in Exhibit "B" was determined in acoordance with the following
formula:

Tract Participation = 50% A/B + 40% C/D + 10%EF

A= the Tract Cumulative Oil Production from the Unitized Formation as of September 30, 1982.
B = the Unit Total Cumulative Oil Production from the Unitized Formation as of September 30, 1982.
C= the Remaining Primary Oil Reserves from the Unitized Formation for the Tract, beginning October 1, 1982, as determined by

the Techmical Committee on February 25, 1983.

D= ﬂteRunainingPrimaryOﬂResmesﬁnmtthniﬁmdFamaﬁmfor,aﬂU!ﬁtdes,begimthﬂoberl,1982,as.
determined by the Technical Committee on February 25, 1983.
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E= the amount of oil produced from the Unitized Formation by the Tract from January 1, 1982, throngh September 30, 1982.
F= the amount of oil procuiced from the Unitized Formation by all Unit Tracts from Januery 1, 1982, through September 30, 1982.

In the event less than all Tracts are qualified on the Effective Date hercof, the Tract Participation shall be calculated on the basis of all such
qualified Tracts rather than all Tracts in the Unit Area.

SECTION 14. TRACTS QUALIFIED FOR PARTICIPATION. On and after the Effective Date hereof, the Tracts within the Unit
Area which shall be entitled to participation in the production of Unitized Substances shall be those Tracts more particularly described in Exhibit "B"
that corner or have a common boundary (Tracts scparated only by a public road or a raiiroad right-of-way shall be considered to have a common
boundary), and that otherwise qualify as follows:

(a) Each Tract as to which Working Interest Owners owning one hundred peroent (100%) of the Working Interest have beoome parties to
this Agreement and as to which Royalty Owners owning seventy-five percent (75%) or more of the Royalty Interest have become parties to
this Agreement.

(b) Each Tract as to which Working Interest Owners owning ane hundred percent (100%) of the Working Interest have become parties to
this Agreement, and as to which Royalty Owners owning less than seventy-five peroent (75%) of the Royalty Interest have become partics
to this Agreement, and as to which (1) the Working Interest Owner who operates the Tract and Working Interest Owners owning at least
seventy-five peroent (75%) of the remaining Working Interest in such Tract have jomned in a request for the inclusion of such Tract, and as
1o which (2) Working Interest Owners owning at least scventy-five peroent (75%) of the combined Unit Participation in all Traots that meet
the requirements of Section 14 (a) above have voted in favor of the inclusion of such tract.

(c) Each Tract as to which Working Interest Owners owning less than one hundred percent (100%) of the Working Interest have become
parties to this Agreement, regardless of the percentage of Royalty Interest therein that is committed hereto; and as to which (1) the
Waorking Interest Owner who operates the Tract and Working Interest Owner owning at least seventy-five percent (75%) of the remaining
Working Interest in such Tract who have become parties to this Agreement have joined in a request for inclusion of such Tract, and have
executed and delivered, or obligated themselves to execute and deliver an indemnity agreement indemnifying and agreeing to hold harmiess
the other owners of committed Working Interests, their sucoessors and assigns, against all claims and demands that may by made by the
owners of Working Interest in such Tract who are not parties to this Agreement, and which arise out of the inclusion of the Tract; and as to
which (2) Working Interest Ownecrs owning at least seventy-five percent (75%) of the Unit Participation in all Tracts that meet the
requirements of Scction 14 (a) and 14 (b) have voted in favor of the inclusion of such Tract and to acocpt the indemanity agreement. Upon
the inolusion of such a Tract, the Tract Participation which would have been attributed to the non-subscribing owners of Working Intercst
in such Tract, had they become parties to this Agreement and the Unit Operating Agreement, shall be attributed to the Working Interest
Owners in such Tract who have beoome parties to such agreements, and joined in the indemnity agreement, in proportion to their respective
Working Interests in the Tract.

If on the Effective Date of this Agreement there is any Tract or Tracts which have not been effectively committed to or made subject to this
Agreement by qualifying as above provided, then such Tract or Tracts shall not be entitled to participate hereunder. Unit Operator shall, when
submitting this Agreement for final approval by the Land Commissioner and the A.O., file therewith a schedule of those tracts which have been
committed and made subject to this Agreement and are entitled to participate in Unitized Substances. Said schedule shall set forth opposite each such
committed Tract the lease number or assignment number, the owner of record of the lease, and the peroentage participation of such tract which shall be
computed according to the participation formula set forth in Section 13 (Tract Participation) above. This schedule of participation shall be revised
Exhibit "B" and upon approval thereof by the Land Commissioner and the A.O., shall become a part of this Agreement and shall govern the allocation
of production of Unitized Substances until a new schedule is approved by the Land Commissioner and A.O.

SECTION 15.A. ALLOCATION OF UNITIZED SUBSTANCES. All Unitized Substanoes produced and saved (less, save and
except any part of such Unitized Substances used in conformity with good operating practioes on unitized land for drilling, operating, camp and other
production or development purposes and for injection or unavoidable loss in accordance with a Plan of Operation approved by the A.O. and Land
Commissioner) shall be apportioned among and allocated 1o the qualified Tracts in accordance with the respeotive Tract Participations effective
hercunder during the respective periods such Unitized Substances were produced, as set forth in the schedule of participation in Exhibit "B, The
amount of Unitized Substances 50 allocated to cach Tract, and only that amount (regardless of whether it be more or less than the amount of the actual
production of Unitized Substances from the well or wells, if any, on such Tract) shall, for all intents, uses and purposcs, be deemed to have been
produced from such Tract.

TheUniﬁmdSubsmlcesallocatedtothmdshallbedisuibutedammg,oraccauﬂedfor,tbﬁ:epmﬁesmﬁﬂedtoshminthc

production from such Tract in the same mannex, in the same proportions, and upon the same conditions, as they would have participated and shared in
the production from such Tracts, or in the prooeeds thereof, had this Agreement not been entered into; and with the same legal foroe and effect.
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No Tract committed to this Agreement and qualified for participation as above provided shall be subsequently excluded from participation
hereunder on account of depletion of Unitized Substances.

If the Working Interest and/or the Royalty Interest i any Tract arc divided with respect to separate parcels or portions of such Tract and
owned now or hereafier in severalty by different persons, the Tract Participation shall in the absence of a recordable instrument executed by all owners
in such Tract and furnished to Unit Operator fixing the divisions of ownership, be divided among such parcels or portions in proportion to the number
of surface acres in cach.

SECTION 158. EXCESS IMPUTED NEW].Y DISCOVERED CRUDE OIL. Each Tract shall be allocated any excess imputed
newly discovered crude oil in the proportion that its Tract Participation bears to the total of the Tract Participations of all Tracts not previously
allocated the total number of barrels of crude oil allocable to these Tracts out of unit production in accordance with the Tract Participations of such
Tracts; provided, however, that exoess imputed newly discovered crude oil allocated to cach such Tract, when added to the total number of barrels of
imputed newly discovered crude oil previously allocated to it, shall not exceed, in any month, the total number of barrels of oil allocable to it out of
unit production in accordance with its Tract Participation.

SECTION 15.C. EXCESS IMPUTED STRIPPER CRUDE OIL. Each Tract shall be allocated any exoess imputed stripper crude oil
in the proportion that its Tract Participation bears to the total of the Tract Participations of all Tracts not previously allocated the total number of crude
oil barrels allocable to these Tracts out of unit production in accordance with the Tract Participations of such Tracts; provided, however, that exoess
imputed stripper arude oil allocated to each such Tract, when added to the total number of barrels of imputed stripper crude oil previously aliocated to
it, shall not exoeed, in any month, the total number of barrels of 0l allocable to it out of unit production in accordance with its Tract Participation.

SECTION 15D. TAKING UNITIZED SUBSTANCES IN KIND. The Unitized Subetances allocated to each Tract shall be
delivered in kind to the respective parties eatitled thereto by virtue of the ownership of oil and gas rights therein. Each such party shall have the right to
construct, maintain and operate all necessary facilities for that purpose within the Unitized Ares, provided the same are 5o constructed, maintained and
operated as not to interfere with Unit Operations. Subject to Section 17 hereof, any extra expenditure inourred by Unit Operator by reason of the
delivery in kind of any portion of the Unitized Substances shall be bore by the party teking delivery. In the event any Working Interest Owner shall
fail to take or otherwise adequately dispose of its proportionate share of the production from the Unitized Formation then so long as such condition
continues, Unit Operator, for the acoount and at the expense of the Working Interest Owner of the Tract or Tracts concemed, and in order to avoid
curtailing the operation of the Unit Area, may, but shall not be required to, sell or otherwisc dispose of such production to itseif or to others, provided
that all contracts of sale by Unit Operator of any other party's share of Unitized Substanocs shall be only for such reasonable periods of time as are
oconsistent with the minimum needs of the industry under the circumstanoes, but in no event shall any such contract be for a period in exoess of one
year, and at not less than the prevailing market price in the area for like production, and the account of such Working Interest Owner shall be charged
therewith as having received such production. The net proceeds, if any, of the Unitized Substances so disposed of by Unit Operator shall be paid to the
Working Interest Owner of the Tract or Tracts conoerned. Notwithstanding the foregoing, Unit Operator shall not make a sale into interstate commerce
of any Working Interest Owner's share of gas production without first giving such Working Interest Owner sixty (60) days' notioe of such intended
sale.

Any Working Interest Owner receiving in kind or separately disposing of all or any part of the Unitized Substanoes allocated to any Tract,
or receiving the prooecds therefrom if the same is sold or purchased by Unit Opesator, shall be responsible for the payment of all royalty, overriding
royalty and production payments due thercon, and each such party shall hold each other Working Interest Owner harmless against all claims, demands
and causes of action by owners of such royalty, overriding royalty and production payments.

If, after the Effective Date of this Agreement, there is any Tract or Tracts that are subsequently committed hereto, as provided in Section 4
(Expansion) hereof, or sny Tract or Tracts within the Unit Area not committed hereto as of the Effective Date hereof but which are subsequently
committed hereto under the provisions of Section 14 (Tracts Qualified for Participation) and Section 32 (Non-joinder and Subsequent Joinder); or if

any Tract is excluded from this Agreement as provided for in Section 21 (Loss of Title), the schedule of participation as shown in Exhibit *B” shall be
revised by the Unit Operator; and the revised Exhibit "B”, upon approval by the Land Commissioner and the A.Q., shall govern the allocation of
production on and after the effective date thercof until a revised schedule is approved as hereinabove provided.

SECTION 16. OUTSIDE SUBSTANCES. If gas obtained from formations not subject to this Agreement is introduced into the
Unitized Formation for use in repressuring, stimulating of production or increasing ultimate recovery which shall be in conformity with a Plan of
Operation first approved by the Land Commissioner and the A.O., a like amount of gas with sppropriate deduction for loss or depletion from any
cause may be withdrawn from unit wells completed in the Unitized Formation royalty free as to dry gas, but not royalty free as to the products
extracted therefrom; provided that such withdrawal shall be at such time as may be provided in the approved Plan of Operation or as otherwise may be
consented to or prescribed by the Land Commissioner and the A.O. as conforming to good petrolcum engincering practices and provided further that
such right of withdrawal shall terminate on the termination date of this Agreement.

SECTION 17. ROYALTY SETTLEMENT. The State of New Mexico and United States of America and all Royalty Owners
who, under an existing contract, are entitled to take in kind a share of the substances produced from any Tract unitized hereunder, shall continue to be
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entitled to such right to take in kind their share of the Unitized Substances allocated to such Tract, and Unit Operator shall make deliveries of such
Royalty share taken in kind in conformity with the applicable contracts, laws and regulations. Settlement for Royalty not taken in kind shall be made
by Working Interest Owners responsible therefor under existing contracts, laws and regulations on or before the last day of each month for Unitized
Substances produced during the preceding calendar month; provided, however, that nothing herein contained shall operate to relieve the lessoes of any
land from their respective lease obligations for the payment of any Royalty due under the leases, except that such Royalty shall be computed on
Unitized Substances as allocated to each Tract in acoordanoe with the terms of this Agreement. With respect to Federal leases committed hereto on
which the royalty rate depends upon the daily average production per well, such average production shall be determined in accordance with the
operating regulations pertaining to Federal leases as though the committed Tracts were included in a single oonsolidated lease.

- If the amount of production or the prooeeds thereof acoruing to any Royalty Owner (exoept the United States of America) in a Tract
depends upon the average production per well or the average pipeline runs per well from such Tract during any period of time, then such production
shall be determined from and after the effective date hereof by dividing the quantity of Unitized Substances allocated hereunder to such Tract during
such period of time by the number of wells located thereon capabie of producing Unitized Substances as of the Effective Date hereof, provided that any
Tract not having any well so capable of producing Unitized Substances on the Effective Date heroof shall be considered as having one such well for the
purposeofﬂuspmmm

All Royalty due the State of New Mexico and the United States of America and the other Royalty Owners hereunder shall be computed and
paid on the basis of all Unitized Substances allocated to the respective Tract or Tracts committed hereto, in licu of actual production from such Tract
or Tracts.

With the exoeption of Federal and State requirements to the contrary, Working Interest Owners may use or consume Unitized Substances

for Unit Operations and no Royalty, overriding royalty, production or other payments shall be payable on account of Unitized Substanoes used, lost, or
consumed in Unit Operations.

Each Royalty Owner (other than the State of New Mexico and the United States of America) that exeoutes this Agreement represents and
warrants that it is the owner of a Royalty Interest in a Tract or Tracts within the Unit Area as its interest appears in Exhibit "B" attached hereto. If any
Royalty Interest in a Tract or Traots should be lost by title failure or otherwise in whole or in part, during the term of this Agreement, then the Royalty
Interest of the party representing himself to be the owner thereof shall be reduced proportionately and the interest of all parties shall be adjusted

SECTION 18. RENTAL SETTILEMENT. Rentals or minimum Royalties due on the leases committed hereto shall be paid by
Working Interest Owners responsible therefor under existing contracts, laws and regulations provided that nothing herein contained shall operate to
relieve the Jessees of any land from their respective lease obligations for the payment of any rental or minimum Royalty in lieu thereof, due under their
leases. Rental for lands of the State of New Mexioo subject to this Agreement shall be paid at the rate specified in the respective leases from the State
of New Mexico. Rental or minimum Royalty for lands of the United States of America subject to this Agreement shall be paid at the rate specified in
thaeresped:velmﬁmtthmwdSm:sofAmmos,nnlessmohm!al«mmmmkoyakymwuved,mspmdedormd\medby law or by
approval of the Seoretary or his duly suthorized representative.

SECTION 19. CONSERVATION, Operations hercunder and production of Unitized Substances shall be conducted to provide for
the most economical and efficient recovery of said substances without waste, as defined by or pursuant to Federal and Statc laws and regulations,

SECTION 20. DRAINAGE. The Unit Operator shall take all reasonable and prudent measures to prevent drainage of Unitized
Substanoes from unitized land by wells on land not subject to this Agreement.

The Unit Operator, upon approval by the Working Interest Owners, the A.O. and the Land Commissioner, is hereby empowered to enter
into a borderline agreement or agreements with working interest owners of adjoining lands not subject to this Agreement with respect to operation in
the border area for the maximum economic recovery, conservation purposes and proper protection of the parties and interest affected.

SECTION 21. LOSS OF TITLE. In the event titlc to any Tract of unitized land shall fail and the true owner cannot be induced to
join in this Agreement, such Tract shall be automatically regarded as not committed hereto, and there shall be such readjustment of future oosts and
benefits as may be required on acoount of the loas of such title. In the event of a dispute as 1o title to any Royalty, Working Interest, or other intercsts
subject thereto, payment or delivery on acoount thereof may be withheld without Lability for interest until the dispute is finally settled; provided, that,
as to State or Federal lands or leases, no payments of fands due the United States or the State of New Mexico shall be withheld, but such funds shall be
deposited as directed by the A.O. or Land Commissioner (as the casc may be) to be held as uncamed moncy pending final settlement of the title
dispute, and then applied as eamed or returned in sccordance with such final settiement.

If the title or right of any party claiming the right to receive in kind all or any portion of the Unitized Substances allocated to a Tract is in
dispute, Unit Operator at the direction of Working Interest Owners shall either:

(a) require that the party to whom such Unitized Substance are delivered or to whom the prooeeds thercof are paid furnish security for the
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proper accounting therefor to the rightful owner if the title or right of such party fails in whole or in part, or

(b) withhold and market the portion of Unitized Substanoes with respect to which title or right is in dispute, and impound the prooeeds
thereof until such time as the title or right thereto is established by a final judgement of a court of competent jurisdiction or otherwise to the
satisfaction of Working Interest Owners, whercupon the prooeeds so impounded shall be paid to the party rightfully entitled thereto.

Each Working Interest Owner shall indemmnify, hold harmiess, and defend all other Working Interest Owners against any and all claims by
any party against the interest attributed to such Working Interest Owner on Exhibit *B*".

Unit Operator as such is relicved from any responsibility for any defect or failure of any titie hereunder.

SECTION 22. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms, conditions and provisions of all
leases, subleases and other contracts relating to exploration, drilling, development or operation for oil or gas on lands committed to this Agrecment are
hereby expressly modified and amended to the extent necessary to make the same conform to the provisions hereof, but otherwise to remain in full
foroe and effect, and the parties hereto hercby consent that the Secretary and the Land Commissioner, respectively, shall and by their approval hereof,
or by the approval hereof by their duly authorized representstives, do hereby establish, alter, change or revoke the drilling, producing, rental, minimum
Royalty and Royalty requirements of Federal and State leases committed hereto and the regulations in respect thereto to conform said requirements to
the provisions of this Agreement.

Without limiting the generality of the foregoing, all icases, subleases and contracts are particularly modified in accordance with the
following:

(a) The development and operation of lands subject to this Agreement under the terms hereof shall be deemed full performance of all
obligations for development and operation with respect to each Tract subject to this Agreement, regardicss of whether there is any
development of any Tract of the Unit Area, notwithstanding anything to the oontrary in any leasc, operating agreement or other contract by
and between the parties hereto, or their respective predecessors in interest, or any of them.

(b) Drilling, producing or improved recovery operations performed hereunder shall be deemed to be performed upon and for the benefit of
cach Tract, and no lease shall be deemed to expire by reason of failure to drill or produce wells situated on the land therein embraced.

(c) Suspension of drilling or producing operations within the Unit Area pursuant to direction or consent of the Land Commissioner and the
A.O., or their duly authorized representatives, shall be deemed to constitute such suspension pursuant to such direction or consent as to
cach Tract within the Unitized Area.

(d) Each lease, sublease, or contract relating to the exploration, drilling, development, or operation for oil and gas which by its terms might
e)qmepnortoﬂletummucnoftlnsAgreemem,mhuebyenmdedbeymdmymhtnmmmdedﬂlmwﬂmtanccontnmed
in full force and effect for and during the term of this Agreement.

(e) Any lease embracing lands of the Statc of New Mexico which is made subject to this Agreement shall continue in foroc beyond the tenm
provided therein as to the lands commitied hereto until the termination hereof.

(£) Any lease embracing lands of the State of New Mexico having only a portion of its land committed hereto shall be segregated as to that
portion committed and that not committed, and the terms of such lease shall apply separately to such segregated portions commencing as of
the Effective Date hereof. Provided, however, that notwithstanding any of the provisions of this Agreement to the contrary, such lcase
(including both segregated portions) shall continue in full foroe and effect beyond the term provided therein as to all lands embraced in
such lease if oil or gas is, or has heretofore been discovered in paying quantities on some part of the lands embraced in such lease
committed to this Agreement or, so long as a portion of the Unitized Substances produced from the Unit Area is, under the terms of this
Agreement, allocated to the portion of the lands covered by such lease committed to this Agreement, or, at any time during the term hereof,
as to any lease that is then valid and subsisting and upon which the lesses or the Unit Operator is then engaged in bona fide drilling,
reworking, or improved recovery operations on any part of the lands embraced in such lease, then the same as to all lands embraced therein
shall remain in full force and effect so long as such operations are diligently prosecuted, and if they result in the production of oil or gas,
said lease shall continue in full foroe and effect as to all of the lands embraced therein, 50 long thereafier as oil or gas in paying quantities is
being produced from any portion of said lands.

(8) The segregation of any Federal lease committed to this Agreement is governed by the following provision in the fourth paragraph of
Section 17 (j) of the Mineral Leasing Act, as amended by the Act of September 2, 1960 (74 Stat. 781-784): "Any (Federal) lease
heretofore or hereafier committed to any such (unit) plan embracing lands that are in part within and in part outside of the area covered by
any such plan shall be segregated into scparate leases as to the lands committed and the lands not committed as of the effective date of
unitization; provided, however, that any such lease as to the non-unitized portion shall continue in force and effect for the term thereof but
for not Jess than two years from the date of such segregation and so long thereafier as oil or gas is produced in paying quantities.”
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SECTION 23. COVENANTS RUN WITH LAND. The covenants herein shall be construed to be covenants running with the land
with respect to the interest of the parties hereto and their sucoessors in interest until this Agreement terminates, and any grant, transfer or conveyance of
interest in land or Jeases subject hereto shall be and hereby is conditioned upon the assumption of all privileges and obligations hereunder by the
grantee, transferee or other successor in interest. No assignment or transfer of any Working Interest subject hereto shall be binding upon Unit Operator
until the first day of the calendar month after Unit Operator is fumnished with the original, or acceptable photostatio or certified copy, of the recorded
instrument or transfer; and no assignment or transfer of any Royalty Interest subject hereto shall be binding upon the Working Interest Owner
responsible therefor until the first day of the calendar month after said Working Interest Ovmer is furnished with the original, or acoeptable photostatic
or oertified copy, of the recorded instrument or transfer.

SECTION 24. EFFECTIVE DATE AND TERM. This Agrecment shall become binding upon each party who executes or ratifies
it 8s of the date of execution or ratification by such party and shall become effective on the first day of the calendar month next following the approval
of this Agreement by the A.O., the Land Commissioner and the Commission. :

If this Agreement does not become effective on or before _August 31, 2003 , it shall ipso facto expire on said date
(hercinafter call "Expiration Date') and thereafter be of no further foroe or effect, unless prior thereto this Agreement has been executed or ratified by
Working Interest Owners owning a combined Participation of at least seventy-five percent (75%); and at least seventy-five peroent (75%) of such
Working Interest Owners committed to this Agreement have decided to extend Expiration Date for a period not to exceed one (1) year (hereinafter
called "Extended Expiration Date"). If Expiration Date is so extended and this Agreement does not beoome effective on or before the Extended
Expiration Date, it shall ipso fasto expire on Extended Expiration Date and thereafier be of no further foroe and effect.

Unit Operator shall file for reocord within thirty (30) days after the Effective Date of this Agreement, in the office of the County Clerk of
County, New Mexico, where a counterpart of this Agreement has become effective according to its terms and stating further the
effective date.

The terms of this Agreement shall be for and during the time that Unitized Substanoes are produced from the unitized land and so long
thereafter as drilling, reworking or other operations (including improved recovery operations) are prosecuted thereon without oessation of more than
ninety (90) conscoutive days unless sooncr terminated as herein provided.

This Agreement may be terminated with the approval of the Land Commissioner and the A.O. by Working Interest Owners owning eighty
percent (80%) of the Unit Participation then in cffect whenever such Working Interest Owners determine that Unit Operations are no longer profitable,
or in the interest of conservation. Upon approval, such termination shall be effective as of the first day of the month after said Working Interest Owners'
determination. Notioe of any such termination shall be filed by Unit Operator in the offioe of the County Clerk of Eddy County, New
Mexioo, within thirty (30) days of the effective date of termination.

UpontaminntionofthisAgmmt&epuﬁuha&odmﬂbegwcmdhyhmmdpwﬁmofﬂnhsuandcmmm
the separate Tracts just as if this Agreement had never been entered into.

Notwithstanding any other provisions in the leases unitized under this Agreement, Royalty Owners hereby grant Working Interest Owners
a period of six months afier termination of this Agreement m which to salvage, sell, distribute or otherwise dispose of the personal property and
facilitics used in connection with Unit Operations.

SECTION 25. RATE OF PROSPECTING, DEVELOPMENT & PRODUCTION. All production and the disposal theroof shall
be in conformity with allocations and quotas made or fixed by any duly authorized person or regulatory body under any Federal or State Statute. The
AO. is hereby vested with authority to alter or modify from time to time, in his disoretion, the rate of prospecting and development and within the
limits made or fixed by the Division to alter or modify the quantity and rate of production under this Agreemeat, such suthority being hereby limited to
alteration or modification in the public interest, the purpose thereof and the public interest to be served thereby to be stated in the order of alteration or
modification; provided, further, that no such alteration or modification shall be effective as to any land of the State of New Mexico as to the rate of
prospecting and development in the absence of the specific written approval thereof by the Land Commissioner and as to any lands in the State of New
Moo or privately-owned lands subject to this Agreement or to the quantity and rate of production from such lands in the absence of specific written
approval thereof by the Division.

Powers in this Section vested in the A.O. shall only be exercised after notioe to Unit Operator and opportunity for hearing to be held not
less than fifteen (15) days from notice, and thercafier subject to administrative appeal before becoming final.

SECTION 26. NONDISCRIMINATION. Unit Operator in connection with the performance of work under this Agreement
relating to leases of the United States, agrees to comply with all of the provisions of Section 202 (1) to (7) inclusive of Executive Order 11246, (30
FR 12319), which are hereby incorporated by reference in this Agreement.

SECTION 27. APPEARANCES. Unit Operator shall have the right to appear for or on behalf of any interests affected hereby
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before the Land Commissioner, the Department, and the Division, and to appeal from any order issued under the rules and regulations of the Land
Commissioner, the Department or the Division, or 1o apply for relief from any of said rules and regulations or in any prooeedings relative to operations
before the Land Commissioner, the Department or the Division or any other legally constituted authority; provided, however, that any other interested
party shall also have the right at his or its own expense to be heard in any such prooeeding.

SECTION 28. NOTICES. All notices, demands, objections or statements required hereunder to be given or rendered to the parties
hereto shall be deemed fully given if made in writing and personally delivered to the pasty or pasties or sent by postpaid cestified or registered mail,
addressed to such party or parties at their last known address set forth in connection with the signatures hereto or to the ratification or consent hereof or
to snch other address as any such party or parties may have furnished in writing to the party sending the notice, demand or statement.

SECTION 29. NO WAIVER OF CERTAIN RIGHT. Nothing in this Agreement contained shall be construed as a waiver by sny
party hereto of the right to assert any legal or constitutional right or defense as to the validity or invalidity of any law of the State wherein said Unitized
Lands are located, or regulations issued thereunder in any way affecting such party, or as a waiver by any such party of any right beyond his or its
authority to waive; provided, however, cach party hereto covenants that it will not resost to any action to partition the unitized land or the Unit
Equipment.

SECTION 30. E AND F, ITIES NOT S ATTA (6] . Each Working Interest Owner
has heretafore placed and used on its Trect or Tracts committed to this Agreement various well end lease equipment and other property, equipment and
facilities. It is also recognized that additional equipment and facilities may hereafter be placed and used upon the Unitized Land as now or hercafter
constituted. Therefore, for all purposes of this Agrecment, any such equipment shall be considered to be personal property and not fixtures attached to
realty. Accordingly, said well and lease equipment and personal property is hereby severed from the mineral estates affected by this Agreement, and it
is agreed that any such equipment and personal property shall be and remain personal property of the Working Interest Owners for all purposes.

SECTION 31. UNAVOIDABLE DELAY. All obligations under this Agreement requiring the Unit Operator to commence or
continue improved recovery operations or to operate on or produce Unitized Substanocs from any of the lands ocovered by this Agreement shall be
suspended while, but only so long as, the Unit Operator, despite the exercise of due care and diligenoe, is prevented from complying with such
obligations, in whole or in part, by strikes, acts of God, Federal, State or municipal law or agency, unavoidabie accident, uncontrollable delays in
transportation, inability to obtain necessary materials or equipment in open market, or other matters beyond the reasonabie control of the Unit Operator
whether similar to matters herein enumerated or not.

SECTION 32. NONJOINDER AND SUBSEQUENT JOINDER. Joinder by any Royalty Owner, at any time, must be
socompanied by appropriate joinder of the corresponding Working Interest Owner in order for the interest of such Royalty Owner to be regarded as
effectively committed. Joinder to this Agreement by a Warking Interest Owner, at any time, must be accompanied by appropriate joinder to the Unit
Operating Agreement in order for sach interest to be regarded as effectively committed to this Agreement.

Any oil or gas interest in the Unitized Formations not committed hereto prior to submission of this Agreement to the Land Commissioner
and the A.O. for final approval may thereafier be committed hereto upon compliance with the applicable provisions of this Section and of Section 14
(Traots Qualified for Participation) hereof, at any time up to the Effective Date hereof on the same basis of Tract Participation as provided in Section
13, by the owner or owners thereof subscribing, ratifying, or consenting in writing 1o this Agreement and, if the interest is 8 Working Interest, by the
owner of such interest subscribing also to the Unit Operating Agreement.

1t is understood and agreed, however, that from and afier the Effective Date hereof the right of subsequent joinder as provided in this
Seotion shall be subject to such requirements or spprovals and on such basis as may be agreed upon by Working Interest Owners owning not less than
sixty-five percent (65%) of the Unit Participation then in effect, and approved by the Land Commissioner and A.O. Such subsequent joinder by a
proposed Working Interest Owner must be evidenced by his execution or ratification of this Agreement and the Unit Operating Agreement and, where
State or Federal land is involved, such joinder must be spproved by the Land Commissioner or A.O. Such joinder by a proposed Royalty Owner must
be evidenoed by his excoution, ratification or consent of this Agreement and must be consented to in writing by the Working Interest Owner
responsible for the payment of any benefits that may aocrue hereunder in behalf of such proposed Royalty Owner. Except as may be otherwise herein
provided, subsequent joinder to this Agreement shall be cffective as of the first day of the month following the filing with the Land Commissioner and
A.O. of duly executed counterparts of any and all documents necessary to establish effective commitment of any Tract or intercst to this Agreement,
unless objection to such joinder by the Land Commissioner or the A.O., is duly made sixty (60) days after such filing.

SECTION 33. COUNTERPARTS. This Agreement may be executed in any number of counterparts, no one of which needs to be
executcd by all parties and may be ratified or consented to by separate instrument in writing, specifically referring hereto, and shall be binding upon all
those parties who have executed such a counterpart, ratification or consent hereto with the same foroe and effect as if all parties had signed the same
document, and regardless of whether or not it is executed by all other parties owning or claiming an interest in the land within the described Unit Area.
Furthermore, this Agreement shall extend to and be binding on the parties hereto, their sucoessors, heirs and assigns.

SECTION 34. JOINDER IN DUAL CAPACITY. Exccution as herein provided by any party as either a Working Interest Owner
or a Royalty Owner shall commit all interests owned or controlled by such party; provided, that if the party is the owner of a Working Interest, he must
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also execute the Unit Operating Agreement.

SECTION 35. TAXES. Each party hercto shall, for its own account, render and pay its share of eny taxes levied against or
measured by the amount or value of the Unitized Substances produced from the unitized Jand; provided, however, that if it is required or if it be
determined that the Unit Operator or the several Working Interest Owners must pay or advanoe said taxes for the acoount of the parties hereto, it is
hereby expressly agreed that the parties so paying or advancing said taxes shall be reimbursed therefor by the parties hereto, including Royalty
Owmers, who may be responsible for the taxes on their respective allocated share of said Unitized Substances. No taxes ghall be charged to the United
States or to the State of New Mexico, nor to any lessor who has a contract with a lessee which requires his lessee to pay such taxes.

SECTION 36. NO PARTNERSHIP. The duties, obligations and Liabilities of the parties hereto are intended to be several and not
joint or collective. This Agreement is not intended to create, and shall not be construed to create, an association or trust, or to impose a partnership
duty, obligation or lisbility with regard to any one or more of the parties hereto. Each party hereto shall be individually responsible for its own
obligation as herein provided.

SECTION 37. PRODUCTION AS OF THE EFFECTIVE DATE. Unit Operstor shall make a proper and timely gauge of all
leases and other tanks within the Unit Area in order to ascertain the amount of merchantable oil above the pipeline connection, in such tanks as of 7:00
am. on the Effective Date hereof. All such oil which bas been produced in acoordanoe with established allowables shall be and remain the propesty of
the Working Interest Owner entitled thereto, the same as if the unit had not been formed; and the responsible Working Interest Owner shall promptly
remove said cil from the unitized land. Any such oil not so removed shall be sold by Unit Operator for the account of such Working Interest Owners,
subject to the payment of all Royalty to Royalty Owners under the terms hereof. Thcmlﬂutmmmensofthe]morallowableofthewensﬁunwhnh
it was produoed shall be regarded as Unitized Subetances produced after Effective Date hereof.

If, as of the Effective Date hereof, any Tract is overproduced with respect to the allowable of the wells on that Tract and the amount of
over-production has been sold or otherwise disposed of, such over-production shall be regarded as a part of the Unitized Substances produced after the
Effective Date hereof and shall be charged to such Tract as having been delivered to the parties entitled to Unitized Substances allocated to such Tract.

SECTION 38. NO SHARING OF MARKET. This Agreement is not intended to provide and shall not be construed to provide,
direotly or indirectly, for any cooperative refining, joint sale or marketing of Unitized Substances.
SECTION 39. STATUTORY UNITIZATION. If and when Working Interest Owners owning at least seventy-five peroent (75%)

Unit Participation and Royelty Owners owning at least seventy-five peroent (75%) Royalty Interest have beoome partics to this Agreement or have
approved this Agreement in writing and such Working Interest Owners have also become parties to the Unit Operating Agreement, Unit Operator may
make application to the Division for statutory unitization of the unoommitted intercsts pursuant to the Statutory Unitization Act (Chapter 65,. Article
14, NMS. 1953 Amnotated). If such applioation is made and stamiory unitization is approved by the Division, then effective as of the date of the
Division's order approving statutory unitization, this Agreement and/or the Unit Opersting Agreement shall automatically be revised and/or amended
in acoordance with the following:

Q) Section 14 of this Agreement shall be revised by substituting for the entire said section the following:

"SECTION 14. TRACTS QUALIFIED FOR PARTICIPATION. On and after the Effective Date hereof, all Tracts within the Unit
Area shall be entitled to participation in the production of Unitized Substances.”

2) Section 24 of this Agreement shall be revised by substituting for the first three paragraphs of said section the following:

"SECTION 24. EFFECTIVE DATE AND TERM. This Agreement shall become effective on the first day of the calendar month
next following the effective date of the Division's order approving statutory unitization upon the terms and conditions of this Agreement, as amended
(if any amendment is neoessary) to conform to the Division's order; approval of this Agreement,nssoammded,byﬂxeLdeommmwnﬂ-,andh
A.O. and the filing by Unit Operator of this Agreement or notice thereof for record in the office of the County Clerk of Z County, New
Mexico. Unit Operator shall not file this Agreement or notice thereof for record, and hence this Agreanmtshallnotbeoomedi‘edwe, uniess within
ninety (90) days afier the date all other prerequisites for effectivencss of this Agreement have been satisfied, such filing is approved by Working
Interest Owners owning a combined Unit Participation of at Jeast stxty-five peroent (65%) as to all Tracts within the Unit Area.

"Unit Operator shall, within thirty (30) days afier the Effective Date of this Agreement, file for record in the office of the County Clerk of
Eddy County, New Mexico, a certificate to the effect that this Agreement has become effective in accordance with its terms, therein
identifying the Division's arder approving statutory unitization and stating the Effective Date.”

(3) This Agreement and/or the Unit Operating Agreement shall be amended in any and all respects necessary to conform to the Division's
order approving siatutory unitization.

Any and all amendments of this Agreement and/or the Unit Operating Agreement that are neccssary to conform said agreements to the
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Division's order approving statutory unitization shall be deemed to be hereby approved in writing by the parties hercto without any necessity for further
approval by said parties, exoept as follows: .
(a) If any amendment of this Agreement has the effect of reducing any Royalty Owner's. participstion in the production of Unitized
Substanoes, such Royalty Owner shall not be deemed 1o have hereby approved the amended agreement without the necessity of further
-approval in writing by said Royalty Owner; and

(b) I any amendment of this Agreement and/or the Unit Operating Agreement has the effect of reducing any Working Interest Owner's
participation in the production of Unitized Substances or increasing such Working Interest Owner's share of Unit Expense, such Working
Interest Owner shall not be deemed 10 have hereby approved the amended agreements without he neocssity of further approval in writing by
said Working Interest Owner.

uadrangle, LC

By:
Delbert McDougal, Manager
Date of Execution:

g Sl vt

L F-22-03

staTEcF TEXAS ) as:

COUNTY OF Lub)l;;)ck
T’heﬁxegoinginx&nmmtwadmowledgedbdixemeﬁﬁsﬁ/;”%ﬂ &ydw,m 03 b
Delbert McDougal, Manager  fuwor McQuadrangle, LC 8

Texas Limited Liability Companyq pehsifofssid COMPANY

My Commission Exgires: ~ (=2 — (2 -0L

- <:nyiﬁzZEJ§Avre¢’“2_ gomosens

L

TERRY ROWLAND
Notary Public, State of Texas

& %
%;,;.m%sf My Commission Expires 124208

SO
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AMENDED EXHIBIT “B”. SCHEDULE OF OWNERSHIP

Schedule Showing All Lands and Leases Within the
SOUTH REDLAKE II UNIT, EDDY COUNTY, NEW MEXICO

Tract  Description Acres Serial Number Basic Royalty  Lessee of Overriding Royalty Working Interest
Number of Lands and Expiration and Percentage Record and Percentage and Percentage
1. Section 35: 80 LC-028755-A USA/All OXY USA Losee, et al McQuadrangle, LC
SW/4SE/4, HBP Sliding Scale =~ WTP, LP 5.00% 100%
SE/4SW/4 '
T17S, R27E

2. Section 35: 80 LC-050158 USA/AI BP America Trigg, et al McQuadrangle, LC
SE/ANW/4, HBP Sliding Production Co. 5.00% 100%
SE/4ANE/4 Scale
T17S, R27E

2A. Section 35: 40 LC-050158 USA/AIl BP America Trigg, et al McQuadrangle, LC
NE/4NE/4 HBP Sliding Production Co. 5.00% 100%
T17S, R27E Scale

3. Section 35: 80 LC-055561 USA/Al Occidental Cockburn, etal McQuadrangle. LC
W/2NE/4 HBP Sliding Permian, LTD. 5.00% 100%
T17S, R27E Scale

4, Section 35: 160 LC-057798 USA/All OXY USA Donohue, etal McQuadrangle, LC
SE/4SE/4, HBP Sliding WTP, LP 5.00% 100%
NE/4SW/4, Scale
N/2SE/4
T17S, R27E

5. Section 1: 4022 LC-0624121 USA/AI BP America Paul Slayton, = McQuadrangle, LC
Lot4 HBP Sliding Scale ~ Production Co. etal 100%
(NWNW) 5.00%

T18S, R27E
6 Federal Tracts totaling 480.22 Acres or 49.94% of the Unit Area.

6. Section 2: 40.60 2029-75 State of NM OXY USA Paton, et al McQuadrangle, LC
Lot 3 HBP 12.5% WTP, LP 12.5% 100%
(NENW)

T18S, R27E

7. Section 36: 80 B-752-2 State of NM Wm. P. Dooley Wm. P. Dooley, McQuadrangle, LC
E/2SW/4 HBP 12.5% etal 100%
T17S, R27E 16.25%

8. Section 2: 4046 B-1483-26 State of NM OXY USA Laura Kaempf, McQuadrangle, LC
Lot 2 (NWNE) HBP 12.5% WTP, L.P. etal 100%

T18S, R27E

12.5%



9. Section 36: 40 B-8318-134 State of NM BP America Harlan Steed, = McQuadrangle. LC
SE/ANW/4 HBP 12.5% Production Co. etal 100%
T17S, R27E 16.25%

10. Section 2: 40.33 B-9299-4 State of NM BP America Hudson, et al McQuadrangle, LC
Lot 1 (NENE) HBP 12.5% Production Co. 15.00% 100%
T18S, R27E

11. Section 36: 40 B-11538-14 State of NM Conoco Inc.; Manix Energy  McQuadrangle, LC
NW/4SW/4 HBP 12.5% Pure Energy LLC, etal 100%
T17S, R27E Group, Inc.; 16.25%

Bellwether
Exploration Co.

12. Section 36: 40 B-11538-14 State of NM «“ “ McQuadrangle, LC
NE/4NW/4 HBP 12.5% 100%
T17S, R27E

13. Section 36: 40 E-379-5 State of NM Occidental McQuadrangle, McQuadrangle, LC
SW/4SW/4 HBP 12.5% Permian, LP LC, etal 100%
T17S, R27E 10.00%

14, Section 36: 40 E-1059-2 State of NM BP America « McQuadrangle, LC
SW/4NE/4 HBP 12.5% Production Co. 100%
T17S, R27E

15. Section 36: 80 V-5512 State of NM Southwestern  Southwestern  Southwestern
W/2NW/4 HBP 16.67% Energy Prod. Energy Prod. Energy Production
T17S, R27E Company Company Company

100%

10 State Tracts Totaling 481.39 Acres or 50.06% of Unit Area
Total Federal Acreage: 480.22 Acres or 49.94%
Total State Acreage: 481.39 Acres or 50.06%
Total Acreage in Unit Area: 961.61 Acres or 100.00000%
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EXHIBIT “C”. SCHEDULE OF TRACT PARTICIPATION (production)

2A.

10.

7.99535%

6.41114%

6.41114%

4.82955%

8.82591%

1.99737%

12.90584%

2.99767%

4.99586%

1.99818%

Section 35: SW/4SE/4, SE/ASW/4.

T17S,R27E

Section 35: SE/4NW/4, SE/4ANE/4
T17S, R27E

Section 35: NE/4NE/4
T17S, R27E

Section 35: W/2NE/4
T17S, R27E

Section 35: SE/4SE/4, NE/4SW/4,
N/2SE/4
T17S, R27E

Section 1: Lot 4 (NWNW)
T18S, R27E

Section 2: Lot 3 (NENW)
T18S, R27E

Section 36: E/2SW/4
T17S, R27E

Section 2: Lot 2 (NWNE)
T18S, R27E

Section 36: SE/4ANW/4
T17S, R27E

Section 2: Lot 1 (NENE)
T18S, R27E

Federal Lease #L.C-028755-A
Sliding Scale Royalty
Reduced to 2.1% effective 7/1/00

Federal Lease #L.C-050158
Sliding Scale Royalty
Reduced to 1.3% effective 7/1/00

Federal Lease #1.C-050158
Sliding Scale Royalty
Reduced to 1.3% effective 7/1/00

Federal Lease #1.C-055561
Sliding Scale Royalty
Reduced to 2.9% effective 7/1/00

Federal Lease #LC-057798
Sliding Scale Royalty
Reduced to 0.5% effective 7/1/00

Federal Lease #1.C-062412
Sliding Scale Royalty
Reduced to 0.5% effective 7/1/00

State Lease #2029-75
12.5%

State Lease #B-752-2
12.5%

State Lease # B-1483-26
12.5%

State Lease #B-8318-134
12.5%

State Lease #B-9299-4
12.5%



A.AP.L. YOKM 610 - 1989

MODEL FORM OPERATING AGREEMENT

1}
i

excepd whon autbouized in viling by e
Attaatican Assoriation o) Patrakaun dandme

OPERATING AGREEMENT

DATED _
October 31 ,19 2003

OPERATOR ___ McQuadrangle, L.L.C.

CONTRACT AREA __Section 35: E/2, SE/4NW/4, L/25W/4;

Section 36: . NW/4, SW/4NE/4, SW/4, -T-17-S, R-27-E; Section l: Lot 4;

Section 2: N/2NE/4, NE/4NW/4 being Lots 1, 2 and 3, T-18-§, R-27-E, NMPM,

Eddy County, New Mexico

"COUNTY OR PARISH OF 244 , STATE pp __New Mexico

COPYRIGHT 1989 — ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 4100 FOSSIL CREEK BLVD.,
FORT WORTH, TEXAS, 76137, APPROVED FORM.
AAPL NO. 610 - 1989

EXHIBIT C



11.

12.

13.

14.

15.

2.99767%

2.99767%

16.81945%

2.99767%

14.82127%

Section 36: NW/4NW/4
T17S, R27E

Section 36: NE/ANW/4
T17S, R27E

Section 36: SW/4SW/4
T17S, R27E

Section 36: SW/4NE/4
T17S, R27E

Section 36: W/2NW/4
T17S, R27E

State Lease #B-11538-14
12.5%

State Lease #B-11538-14
12.5%

State Lease #E-379-5
12.5%

State Lease #E-1059-2
12.5%

State Lease #V-5512
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OPERATIN. ‘: ?REMENT

THIS AGREEM| NT, entered into by and between ____ -~ ‘@44rangle, LLC
hereinafter designat. + and referred to as “Operator,” and thy sig..atory party or parties other than Operator, s ometimes.
hercinaftes referred .5 individually as “Noa-Operator,” and colfe. iiveiy as “Non-Operators.”

WITNESS UTk:

WHEREAS, 1] : parties to this agreement arc owners of Oi! and Gas Leases and/ar Oil and Gas Intesests in the land
identified in Exhit  “A,” and the pasties heseto have reached an :gree e nt to explore and develop these Leases and/or Oil -
and Gas Intetests fo.- the production of Oil and Gas ta the extent a « as i.creinafter provided, .

NOW, THER):FORE, it is agreed as follows:

ARTICLE ».
DEFINITIORN: S

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

A. The term "AFE" shall mean an Authority for Expeaditure pr. pared by a party to this agreement for the purpose of
estimating the costs to be incurred in conducting an operation hereund r.

B. The tecm "Completion” or "Complete” shall mean a single ape.ation intended to complete a well as a producer of Oil
and Gas in one or more Zones, including, but not limited to, the setting of production casing, perforating, well stimulation
and production testing conducted in such operation.

C. The tecm "Contrace Area” shall mean all of the lands, Oil and Gas Leases and/or Oil and Gas Interests intended to be
developed and operated for Oil and Gas purpases uader this agreement. Such Jands, Oil and Gas Leases and Oil and Gas
Interests are described in Exhibic "A.”

D. The term "Deepen” shall mean a single operation whereby a well is drilled ta an objective Zone below the deepest
‘Znne in which the well was previously drilled, or below fhe Deepest Zone proposed in the associated AFE, whichever is- the
esser.

E. The terms "Drilling Party” and "Consenting Party” shall mean a pacty who agrees to join in and pay its share of the
cost of any operation conducted under the provisions of this agreement.

F. The term "Drilling Unit” shall mean the area fixed for the drilling of one well by order or rule of any state or federal
body having authority. If a Drilling Unit is not fixed by any such rule ot order, a Drilling Unit shall be the drilling unit as
established by the pattern of drilling in the Contract Area unless fixed by express agreement of the Drilling Parties.

G. The term "Drillsite” shall mean the Oil and Gas Lease or Oil and Gas Iaterest on which a proposed well is to be
located.

H. The term “Initial Well” shall mean the well required to be drilled by the parties hereto as provided in Article VLA.

I The term “Noa-Consent Well” shall mean 8 well in which less than all pacties have conducted an operation as
provided in Article VIB.2.

J. The tecms "Non-Drilling Party” and “Non-Consenting Party” shall mean a party who elects not to participate in a
proposed operation. .

. K. The term "Oil and Gas” shall mean oil, gas, casinghead gas, gas condensate, and/or all other liquid or gaseous
hydrocarbons and other macketable substances produced therewith, unless an intent to limit the inclusiveness of this term is
specifically stated.

L. The tecen “Oil and Gas latecests” ac “laterests” shall mean ualeased fee and mineral interests in Oil and Gas in tracts
of land lying within the Contract Area which are owned by parties to this agreemeat. '

M. The terms "Oil and Gas Lease,” “Lease” and “Leasehold" shall mean the oil and gas leases or interests thereia
covering tracts of land lying within the Contract Area which ate owned by the parties to this agreement.

N. The teem "Plug Back™ shall mean a single operation izheteby a deeper Zone is abandoned in order to attempt a
Completion in a shallower Zone.

O. The term "Recompletion” or “Recomplete” shall mean an operation whereby a Completion in one Zone is abandoned
in order to attempt a Completion in a different Zone within the existing wellbore.

P. The term "Rework” shall mean aa operation conducted in the wellboce of a well after it is Completed to secure,
restore, or improve production in a Zone which is currently open to production in the wellbore. Such operatians include, but
are not limited 1o, well stimulation operations bus exclude any routine repair or maintenance work or drilling, Sidetracking,
Deepening, Completing, Recompleting, or Plugging Back of a well.

Q. The term “Sidetrack™ shall mean the dicectional contral and intentional deviation of a well from vertical so as to
change the boctom hole location unless done 1o straighten the hole or to drill around junk in the hole to overcome other
mechanical difficulties.

R. The term "Zone” shall mean a stratum of carth coataining or thought to contain a common accumulation of Oil and
Gas separately producible from any other common accumulation of Oil and Gas.

Ualess the context atherwise clearly indicates, words used in the singular include the plural, the word “person” includes
natural and artificial persons, the plural includes the singular, and any gender includes the masculine, feminine, and neuter.

ARTICLE I1.
EXHIBITS

The following exhibits, as indicated below and atached hereto, are incorporated in and made a part hereok:
A. Exhibit "A,” shall include the following information:

(1) Description of lands subject ta this agreemeat,

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

(3) Parties to agreement with addresses and telephone numbers for notice purposes,

(4) Percentages os fracsional interests of parties to this agreement,

(5) Oil and Gas Leases and/or Oil and Gas Interests subject to this agreement,

(6) Burdens on production. . C .

X p—Pxhipic*B;" Form of Lease. All State and Federal/various forms
X C. Exhibit “C,” Accounting Pracedure.
X D. Exhibit "D,” Insurance.

X __ F. Exhibit “E,” Non-Discrimination and Certification of Non-Segregated Facilities. .
L vrro gl bl antlionrad wveativg by e
H. Ocher: - Lmhn..\ag..ci.mnn af V‘m.'uh-wlwuwv
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If any provision of any exhibit, excepc Exhibits "E,” “F” a1 | “G,” is inconsisteat with any provision contained in
the body of chis agreement, the provisions in the body of thi. agreemei shall prevail.
ARTICLE 1.
INTERESTS )F PAl t IES
A. Oil and Gas Interests:
If any party owns an Oil and Gas lnterest in the Contract Area, that Interest shall be treated for all purposes of this

agreemeat and during the term hercof as if it were cavered by the form of Oil and Gas Lease attached hereto as Exhibit “B," -

and the owner thereof shall be deemed to own both royalty interest in such lease and the interest of the lessee thereunder.
B. Iaterests of Parties in Costs and Production:

Ualess changed by other provisions, all costs and liabilities incucred in operations under this agreement shall be borne
and paid, and all equipment and macerials acquired in operations on the Contract Area shall be owned, by the parties as their
interests are set forch in Exhibit “A.” In the same manner, the partics shall also own all production of Oil and Gas from the
Contract Area subject, however, to the paymept of royalties and othe: Lurdens on production as described hereafter.

Regardless of which party has contributed any Oil and Gas Lease or Oil and Gas Interest on which royalty or other
burdens may be payable and except as atherwise expressly provided in this agreement, each party shall pay or deliver, or
cause tg be paid or delivered, all burdens on its share of the production from the Contract Area up to, but not in excess of,

0% and shall indemnify, defend and hold the other parties free from any liability therefor.
Except as otherwise expressly provided in this agreement, if any party has contribured hereto any Lease or Interest which js
burdened with any royalty, overriding royalty, production payment or ather burden on production in excess of the amounts
stipulated abave, such party so burdened shall assume and alone bear afll such excess obligations and shall indemnify, defend
and hold the other parties hereto harmless from any and all claims acwcibutable to such excess burden. However, so long as
the Drilling Uait for the praductive Zone(s) is identical with the Contract Area, each party shall pay or deliver, or cause to
be paid or delivered, all burdens on production from the Contract Area due under the terms of the Oil ‘and Gas Lease(s)
which such party has coatributed to this agreement, aad shall indemnify, defend and hold the ather pacties free from any
liability therefor.

No party shall ever be responsible, on a price basis higher than the price received by such party, to any other party's
lessor or royalty owner, and if such other party’s lessor oc coyalty owner should demand and receive settlement on a higher
price basis, the party coniributing the affected Lease shall bear the additional royalty burden attributable to such higher price.

Nothing contained in this Article HILB. shall be deemed an assignment or cross-assignmeat of interests cavered hereby,
and in the event two or more parties contribute to this agreement jointly owned Leases, the parties’ undivided interests in
said Leascholds shall be deemed separate leasehold interests for the purposes of this agreement. l
C. Subsequently Created laterests: _

I any party has contributed hereto a lease or Interest that is burdened with an assignment of production given as security
for the payment of money, ot if, after the date of this agreement, any party crestes an overriding royalty, production
payment, net profits interest, assignment of production or other burden payable out of production atiributable to its working
interest hereunder, sach burden_ shall be deemed a “Subsequently Created Interest.” Further, if any party has contributed
herewo a Lease or Interest burdened with an overriding royalty, production payment, net profits interest, or other burden
payable out of production created prior to the date of this agreement, and such burden is not shown on Exhibit “A,” such

burden also shall be deemed a Subsequently Created Interest to the extent such burden causes the burdens an such party's

1Lease or Interest to exceed the amount stipulated in Acticle HLB. above, ,

The party whose interest is burdened with the Subsequently Created Interest (the “Burdened Party”) shall assume and
alone bear, pay and dischacge the Subsequently’ Created laterest and shall indemaify, defend and hold harmless the other
parties from and against any liability therefor. Further, if the Burdened Party fails to pay, when due, its share of expenses
chargeable hereunder, all provisions of Article VILB. shall be enforceable against the Subsequently Created Interest in che
same manaer as they are enforceable against the working interest of the Burdened Party. If the Burdened Party is required
under this agreement to assign or relinquish to any other party, or parties, all or a porrion of its working interest and/or the
productioa attcibutable thereto, said other pacty, or parties, shall receive said assignmeat and/ar production free and clear of
said Subsequently Created Interest, and the Burdened Party shall inde'innify, defend and hold harmless said other party, or
parties, from any and all claims and demands for payment asserted by owners of the Subsequently Created Interest.
ARTICLE IV,
. TITLES
A. Tide Examinarion:

Title examination shall be made on the Drillsite of any proposed well prior to commencement of drilling operarions and,
if a majority in interest of the Drilling Parties so request or Operator so elects, title examination shall be made on the entire
Dxilling Uait, or maximum anticipated Drilling Unit, of the well. The apinion will include the ownership of the working
interest, minerals, royalty, overriding royalty and production payiments under the applicable Leases. Each party concributing
Leases and/or Oil and Gas Interests to be included in the Drillsite or Drilling Unic, if appropriate, shall furnish to Operator
all abstracts (including federal lease status reports), title opinions, title papers and curative material in its possession free of
charge. All such information not in the possession of or made available to Operator by the parties, but necessary for the
examination of the title, shall be obtained by Operator. Operator shall cause title to be examined by attorneys on its staff oc
by outside artorneys. Copies of all title opinions shall be furnished to each Drilling Party. Cosrs incurred by O rator in
procuring abstracts, fees paid outside attorneys for title examination (including preliminary, supplemental, shut-,i';xﬁ royalty
opinions and division order title opinions) and other direct charges as provided in Bxhibit "C" shall be borne by th'g:f Drilling
Pacties in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Panié‘s_ as such
interests appear in Exhibit “A.” Operator shall make no charge for services rendered by its staff attorneys or other 'e sonnel
in the performance of the above functions. I

Each party shall be responsible for securing curative matter and pooling amendments or agreements rg ﬁ_xred in
connection with Leases or Oil and Gas Intesests contributed by such party. Operator shall be responsible for the:prejiaration
and recording of pooling designations or declarations and communitization agreements as well as the Fo'bd%:C{‘ qf -.\hh.]arings
before governmental ageacies foc the securing of spacing or pooling orders or any other orders nccessal;y(on’:a'ap]?}ogr ate to
the conduct of operations hereunder. This shall not prevent any party from appearing on its own behilf"qf ;x}ﬁﬁ’;héﬂtings.
Costs incucred by Operator, including fees paid to outside attorneys, which are associated with hearings bcf?iM‘M "'p‘ta_l_
agencies, and which costs are necessary and proper for the activities contemplated under this agreémént, "shill' bé ‘diréce!

s

T Y e

charges to the joint account and shall not be covered by the administrative overhead charges as prbyi@qd‘m,};ﬂ:\mhm‘,‘ 'w

-2-
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Operator shall make no charge for secvices rendered by ity saff attorneys .. other personnel in the performance of the above
functions. :

No well shall be drilled on the Contract Area uatil ..ftor.(1) che title to 1he Drillsite or Drilling Unit, if appropriate, has
been examined as above provided, and (2) the title has been approvcd by thi. ¢xamining attoraey or title has been accepted by
all of the Drilling Parties in such well.

B. Loss or Failure of Tide:

N Failuce of Title: Should any Oil and Gas Interest or Oil and Gas Lease L« lost through failure. of title, which results in g -
reducea of interest from that shown on Exhibit "A," the party credited v ith contributing the affected Lease or Inteyst
(includin, if applicable, a successoc in interest to such party) shall have ni. .y (90) days from final determination q title
failure to a\guire a new lease or other instrument curing the entirety of the . ..le failure, which acquisition will nac bsubject
to Arcicle VI.B., and failing to do so, this agreement, nevertheless, slmll continue in force as to all remaining Qff and Gas
Leases and Iatégests; and,

(a) The pNty credited with coatributing the Oil and Gas Lease or Intecest affected by the ritle faitupf (including, if
applicable, a succes\r in interest to such party) shall bear alone the entire loss and it shall nor be entitledto recaver from
Operator or the othel parties any development or operating costs which it may have previously paid ofincurred, but there
shall be no additional Ii\pility on its part to the other parties hereto by reason of such title failure;

(b) There shall bAao retroactive adjustment of expenses incurred or revenues received frofa the operation of the
Lease or Interest which had\failed, but the interests of the parties contained on Exhibit “A" shalf be revised on an acreage
basis, as of the time it is detdgmined finally that title failure has occurred, so that the interesy/bf the party whose Lease or
Interest is affected by the tidle fatlyre will thereafter be reduced in the Contract Area by the amoyék of the Lease or Interest failed;

(c) If the proportionate in¥rest of the other parties hereto in any producing well previously drilled on the Contract
Arca is increased by reason of the tiNe failure, the party who bore the costs incurred in gftnection with such well attriburable
to the Lease ot Interest which has failyd shall receive the proceeds attributable to the Mcrease in such interest (less costs and
burdens ateributable thereto) until it hig been reimbursed for unrecovered costs Faid by it in connection with such well
attributable to such failed Lease or Interes )

(d) Should any person not a party iy this agreement, who is determigld to be the owner of any Lease or Interest
which has fuiled, pay in any manner any part & the cost of operation, develgpment, or equipment, such amount shall be paid
to the party ot pacties wha bore the costs which Zee so refunded;

(e) Any liability to account to a person not )\ party to this agreegfent for prior production of Oil and Gas which acises
by reason of title failure shall be borne severally bj\each party (induding a predecessor to a current party) who received
production for which such accounting is required based\gn the amgfint of such production received, and each such party shall
severally indemnify, defend and hold harmless all other pities hfteto for any such liabifity to account;

(f) No charge shall be made to the joint account fot\jpfal expenses, fees or salaries in connection with the defease of
the Lease or Interest claimed to have failed, but if the party£0quributing such Lease or Interest hereto elects to defend its title
it shall bear all expenses in connection therewith; and

- (g) I any party is given credit on Exhibit "4/ to a Lea\¢ or Interest which is limited solely to ownetship of an
interese in the wellbore of any well or wells and thgfproduction thésgfram, such party’s absence of intesest in the remainder
of the Contract Area shall be considered a Failurg/Of Title as to such Nmaining Contract Area unless thar absence of i interest
is ceflected on Exhibic “A.” |

2. Loss by Noan-Payment ot Erroncous Pygfment of Amount Due; 1f, thigugh mistake or oversight, any rental, shut-in well
payment, minimum coyalty oc royalty paypfient, or other payment necessary\to meintain all or a portion of an Oil and Gas
lLease or Interest is not paid or is errongl usly paid, and as a result a Lease or Wterest terminates, there shall be no maonetary
liability agasinst the pacty who failed/to make such payment. Unless the partj\who failed to make the required payment
secures a3 new Lease or lnterest coyfring the same interest within ninety (90) days\from the discovery of the failure to make
proper payment, which acquisitigh will noc be subjece to Acticle VIILB,, the intereseN\of the parties reflected on Exhibit “A”
shall be revised on an acreagg/basis, effective as of the date of terminacion of the Leayg or Interest involved, and the party
wha failed (o make proper pyment will no longer be credited with an interest in the Coract Area on acconnt of ownership
af the Lease or lnterest which has terminated. If the party who failed to make the required Rayment shall not have been fully
reimbursed, at the timy of the loss, from che proceeds of the sale of Oil and Gas artributab¥ to the lost Lease or Interest,
calculated on an acrpdge basis, for the developmeat and operating costs previously paid on accowat of such Lease or Incerest,
it shall be reimbpfsed for unrecovered actual costs previously paid by it (but not for its share & the cost of any dry hole
previously drillpd or wells previously abandoned) from so much of the following as is necessary 1o eff¢ct reimbursement:

(a) Pylbceeds of Oil and Gas produced prior to terminati‘_m of the Lease or Interest, less operaNpg expenses and lease
burdens chfrgeable hereunder 1o the person who tailed to make payment, previously accrued to the credMof the lost Lease or
Interest/on an acseage basis, up to the amount of unrecovered costs;

(b) Procecds of Oil and Gas, less operating expenses and lease burdens chargeable hereunder to the p\gson who failed
to gake payment, up ta the amount of unrecovered costs attributable to that portion of Oil and Gas thereafteNproduced and

arketed (excluding production from any wells thereafrer drilled) which, in the absence of such Lease or Interest Yermination,
would be attributable to the lost Lease or Interest on an acreage basis and which as a result of such Lease d¢ Interest
termination is credited to other parties, the proceeds of said portion of the Oil and Gas to be contributed by the otheNparties
in proportion to their respective interests reflected on Exhibit “A”; and, -;,;-..

(c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, tl\é ower
of the Lease of Inicrest lost, for the privilege of participating in the Contract Area or becoming a party to rhxs_grecment
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3. Other Losses: All losses of Leases or Interests committed to this agreement, iheAreictes
RLB.1—3ad-LB.2-3bous, shall be joint losses and shall be horne by all parties in proportion to their interests Lhown on
Exhibit "A.” This shall include but not be limited to the loss of any Lease or Interest through failure to develop 9 . hecause
express or implied covenants have not been performed (other than performance which requires only the payment i noney),
aad the loss of any Lease by expiration at the end of its primary term if it is not renewed or extended. Thete & ell be no
readjustment of interests in the remaining portion of the Contract Area on account of any joint loss.

G ‘ g Title: In the event of a Failure of Title under Article IV.B. l or a loss of mlc under Amcl

" - p At “"VlllB .
or was lUS( Shau bC O“Cl‘é : > l'OVlSIpﬂsl v.(l)fn ﬁ{f‘ﬁlﬁ" weillssg by Ioe
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{RTICLE VY,

JPERATOR
A. Designation and Responsibilities of Operator: ’

_McQuadrangle, TLC

and direct and have ;:Il control of all operations on d & Cont:::l‘l&:,:a t::p(:fr:;:::; :r:d[?: Si‘::;‘;"cr Arja' : :d sl;all c m.)du“
this agreement. ln its performance of services hereunder for the Non-Operatars, Operator :hall be !:n‘i‘:‘d:::n:;;“i:::‘::‘: ;
not subject to the control ¢ direction of the Non-Op: .ators’except .. to the type of operation to be underraken in ﬂccordanc:
with the election procedutes contained in chis agreeai. nt. Operator shall not be deemed, or hold itself ouc as, che agent of the
Non-Operators with authority to bind them to any ubligation or liability assumed or incurred by Operator as o any third
party. Operator shall conduct its activities under thi: igreement as a reasonable prudent operator, in a good and workmanlike
manaer, wich due diligence and dispatch, in accord. e with good oilfield practice, and in compliance with applicable law and
regulation, but in no event shall it have any lisbility ..; Operator to the oclier parties for losses sustained or liabilities incurred
except such as may resulc from gross negligence or willful misconduct.
B. Resignation or Removal of Operasor and Selection of Successor:

1. Resignation or Removal of Operator; Opecator may resign at any time by giving written notice thereof to Non-Operarors.
If Operator cen‘ninntes its legal existence, no longer owns an interest herennder in the Contract Area, or is no longer capable of
serving as Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a
successor. Operator may be removed only for good cause by the affirmative vote of Non-Operators owning a majarity iacecest
based on ownership as shown an Exhibic “A” cemaining after excluding the voting interest of Operator; such vote shall not be
deemed effective until a written notice has beea delivered co the Operatar by a Non-Operator detailing the alleged default and
Operator has failed 1o cure the default within thirty (30) days from its receipt of che notice or, if the default concerns an
opesation then being conducted, within forry-eight (48) hours of its receipt of the notice. For purposes hereof, “good cause™ shall
mean aot only gross aegligence or willful misconduct but also the material breach of or inability to meet the standards of
operation contained in Article V.A. or material failure or inability to pecform irs obligations under this agreement.

Subject to Article VILD.1, such 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 after the giving of notice of resignation by Operator
oc action by the Naon-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of
Operator at ao earlier date. Opesator, after effective date aof tesignation or removal, shall be bound by the terms hereof as a
Non-Operator. A change of a corporate name or struciure of Operator or transfer of Operator's interest to any single
subsidiary, parent or successor corporation shali not be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator under any provision of this agreement, a
successor Operator shall be selected by the pacties. The successor Operator shall be selected from the pﬁrties owning an
interest in the Contract Area at the time such successor Operator is selected. The successor Operator shall be selected by the
affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown on Bxhibit "A";
provided, however, if an Operator which has been removed or is deemed to have resigned fails to vote or votes only to
succeed itself, the successor Operator shall be selected by the affirmative vote of the purty or parties owning a majority
interest based on ownership as shown on Exhibit "A” remaining after excluding the vatiag interest of the Operator that was
removed or resigned. The former Operator shall promptly deliver to the successor Operator all records and data relatin'g to
the operations conducted by the former 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 Bankruprcy: If Operator becomes insolvent, bankrupe or is placed in receivership, it shall be deemed 1o have
resigaed without any action by Non-Operators, except the selection of a successor. If a petition for relief undec the federal
bankrupicy laws is filed by or against Operator, and the remaoval of Operator is prevented by the federal bankruptcy court, all
Non-Operators and Operatar shall comprise an interim operating commistee to serve until Operator has elected 1o reject or
assume this agreement pursuant to the Bankruptcy Code, and an election to reject this agreement by Operator as a debtor in
possession, or by a trustee in bankrupicy, shall be deemed a resignation as Operator without any action by Non-Operators,
except the selection of a successor. During the period of time the operating committee controls operations, all actions shall
require che approval of two (2) or more pasties owning a majority interest based on ownership as shown on Exhibit “A." In
the event there are only two (2) parties to this agreement, during the period of time the operating committee controls
operations, a third party acceptable to Operator, Non-Operator snd the federal bankruptey court shall be selected as a
member of the operating committee, and all actions shall require the approval of two (2) members of the operating
commistee without regacd for their interest in the Contract Area based on Exhibit "A.”

C. Employees and Contraciors:

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

D. Rights and Duties of Operator:

1. Competitive Rates and Use of Affiliates: All wells drilled on the Contract Area shall be drilled on a competitive
contract basis at the usual rates prevailing in the srea. If it so desites, Operator may employ its own tools and equipment in
the drilling of wells, but its charges cherefor shall not exceed the prevailing rates in the area and the rate of suclj' charges
shall be agreed upon by the parties in writing before drilling operations are commenced, and such work shall be pcrfﬁitmcd by
Operator under the same terms and conditions as are customary and usual in the area in contracts of independent cdﬁtracrors
who are daing work of a similar nature. All work performed or materials supplied by affiliates or related parties of’; fug_(:ratur
shall be pesformed or supplied at competitive cates, pursunant to wreitten agreement, and in accordance with cp{t,;'ms and
standards prevailing in the industry. ik

2. Discharge of Joint Account Obligations: Except as herein otherwise specifically provided, Operator shall prg \prly pay
and discharge expenses incurred in the development and operation of the Contract Area pursuant to this agreemen and shall
chacge each of the pacties heteto with theit respective proportionate shares upon the expense basis prov,idc_:d in} }jl;kh_ib‘it “C.”
Operator shall keep an accurate record of the joint -account hereunder, showing expenses incurred and \qlilatﬁ';gé; f;;gd;; redits

made and received. =

3. Protection from Liens: Operatos shall pay, of cause to be paid, as and when they become due and Ra}g’l}ﬁ!}
of wontractors and suppliess and wages and salaries for services rendeted or pecformed, and for materia Sst!pp & ﬁon,top ¢
sespect of the Contract Area or any operations for the joint account thereof, and shall keep the Contract.,

Area,fren. from,,

-4-
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l.en_§ ;;md encus?'\bmnces resulting < erefrom except for ti.se .sulting from a bona fide dispute as to services rendered or
maserials supplied.

4. Custody of Fuads: Operator ihall hold for the account . £ k- Non-Operators any funds of the Non-Operatars advanced
or paid to the Operatar, either f i the conduct of aperations he. cunder or as a result of the sale of production from the
Contract Area, and such fuads sh.ll remaia the funds of the No - O, :erators on whase account they are advanced or paid until
used for theic intended purposc or otherwise delivered to the Mov: Operators or applied toward the payment of debts as
pravided in Acticle VILB. Nothiag in this paragraph shall be con::ru. 1 10 establish o fiduciary relationship between Operator -
and Non-Operators for any pm p0se other than to account for Non Op ator funds as herein specifically provided. Nothing in
this paragraph shall require il.c maintenance by Operator of seps rate accounts for the funds of Non-Operators unless the
pariies otherwise specifically « gree. .

5. Access to Coantract Ay, and Records: Operator shall, except 45 0 - wise provided herein, pecmit each Non-Operator
or its duly authorized represeiitative, at the Non-Operator's sole risl. .. 1 cust, full and free access at all reasonable times o
all operations of every kind sad character being conducted for the jo'i- account on the Contract Area and to the records of
opecations conducted thereon or production therefrom, including Oy .or’s books and records relating thereto. Such access
rights shall not be exercised in a manner interfering with Operator’s conduct of an operation hereunder and shall not abligate
Operator 10 fu.mish any geologic or geophysical data of an interpretive nature unless the cost of preparation of such
interpretive data was charged to the joint account. Operator will furnish to each Non-Operator upon request copies of any
and all reports and information obtained by Operator in connection with production and related items, including, without
limitation, meter and chart reports, production purchaser statements, run rickets and monthly gauge reports, but excluding
purchase contracts and pricing information to the extent not applicable to the production of the Non-Operator seeking the
informasion. Any audit of Operator’s records selating to amounts expended and the appropriateness of such expenditures
shall be conducted in accordance wich the audic protocol specified in Exhibit “C." :

6. Filing and Furnishing Governmental Reports: Operator will file, and upon written request promptly furnish copies to
each requesting Non-Operator not in default of its payment obligations, all operational notices, reports or applications
requited to be filed by local, State, Federal or Indian agencies or suthorities having jurisdiction over operations hereunder.
EBach Non-Operator shall provide 1o Operator on a timely basis all information necessary to Operator to make such filings.

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

(a) Operatar will promptly advise Non-Operators of cthe date on which the well is spudded, or the date on which
drilling operations are commenced. '

(b) Operator will send to Non-Operators such reporis, test results and notices regarding the progress of operations on the well
as the Non-Operators shall reasonably request, induding, but not limited to, daily drilling reports, completion reports, and well logs.

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

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

9. lnsurance: Ac all cimes while operations are conducted hereunder, Operator shall comply with the workers
compensation law of the state where the operations are being conducted; provided, hawever, that Operator may be a self- .
insurer for liability under said compensation laws in which eyent the only charge that shall be made to the jaint account shatl
be as provided in Exhibic “C." Operator shall also carry or provide insurance for the benefit of the joint account of the parties
as outlined in Exhibit "D" artached hereto and made a part hereof. Operator shall require all contractors engaged in work on
or for the Coatract Area ta comply with the workers compensation law of the stase where the operations are being conducted
and (o maintain such other insurance as Operator may require. )

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

ARTICLE VL
DRILLING AND DEVELOPMENT
A. Initial Well: _
On or before the day of —— 19 » Operator shall commence the drilling of the Initial
Well at the following location: )

and shall thereafter continue the drilling of the well with due diligence to

The drilling of the Initial Well and the participation therein by all parties is obligatory, subject to Article VL.C.1. as fo pagtidi
in Completion operations and Article VLF. as to termination of operations and Article X1 as to occurrence of foreeinajénre

B. Subsequent Operations: 25, j . l'f;‘?g.

1. Proposed Operations: If any party hereto should desire to drill any well on the Contract Area other thap i ',‘Initihl N.J,.-ell, or
if any party should desire to Rework, Sidetrack, Deepen, Recomplete or Plug Back a dry hole or a well na"\lé{iﬁg__egféﬂ ible of
producing in paying quaatities in which such party has nat otherwise relinquished its interest in the proms@_gpﬁwzﬁ&@gg_
this agreement, the party desicing to drill, Rework, Sidetrack, Deepen, Recomplete or Plug Back such a jwell bshz'ill"'gnn:hmtl.'o;.ﬂ"
notice of the proposed operation to the parties who have not otherwise relinquished their interest i, such.. ;gg}%ﬁé;hm:,
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under this agreement and to alf other parties in the' case of a pro, wsal for Sidetracking or Deepening, specifying the work to be
petformed, che location, proposed depth, objective Zoie and the « stimated cost of the operation. The parties 0 whom such a
notice is delivered shall have thirty (30) days after receipt of the noiice within which o notify the party proposing to do thie work
whether they elect t participate in the cost of the proposed oper ition. If a drilling rig is oni location, notice of a proposal to
Rework, Sidetrack, Recomplere, Plug Back or Deepen may be given | y telephone and the response period shall be limited to forty-
eight (48) hours, exclusive of Sarurday, Sunday and legal holidays.  '..re of a party to whom such notice is delivered 10 reply
within the period above fixed shall constitute an election by that §.rty nor 10 participate in the cost of the proposed operation,”
Any proposal by a party to conduct an operation conflicting with ¢ operation initially proposed shall be defivered to afl parties
within the time and in the manner provided in Acticle VLBG.

If all parties to whom such notice is delivered elect to participate in such a proposed operation, the parties shall be
contractually committed to pacticipate therein provided such operations ate commenced within the time period hereafter set
foreh, and Operator shall, no later than ninety (90) days ‘after expiration of the notice period of thirty (30) days (or as
promptly as practicable after the expiration of the forty-eight (48) hour period when a drilling rig is on location, as the case
may be), actually commence the proposed operation and thereafter complete it with due diligence at the risk and expense of
the parties participating therein; provided, however, said commencement date may be extended upon written notice of same
by Operator to the other parties, for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such
additional time is reasonably necessary to obtain permits from governmental authorities, surface rights (including rights-of-
way) or apptopriate drilling equipment, or to complete title examination or curative matter required for title approval or
acceptance. If the actual operation has not been commenced within the time pravided (including any extension thereof as
specifically permitted herein ot in the force majeure provisions of Article XI) and if any parey hereto still desires to conduct
said opecation, written notice proposing same must be resubmitted to the other pacties in accordance herewith as if no prior
proposal had been made. Those parties that did not participate in the drilling of a well for which a proposal ta Deepen or
Sidetrack is made hereunder shall, if such parties desire to participate in the proposed Deepening or Sidetracking operation,
reimburse the Drilling Parties in accordance with Article VI.B.4. in the event of a Deepening operation and in accordance
with Asticle VILB.5. in the event of a Sidetracking operation.

2. Operations by Less Than All Parties:

(a) Determination of Participation. If any party to whom such notice is delivered as provided in Article VI.B.1. or
VLC1. (Option No. 2) clects not to participate in the proposed operation, then, in order to be entitled to the benefits of this
Article, the party or parties giving the notice and such other parties as shall elect to participate in the operation shall, no
later chaa ainety (90) days after the expiration of the notice period of thirty (30) days (or as promptly as practicable after the
expication of the forty-eight (48) hour period when a drilling rig is on location, as the case may be) actually commence the
psoposed operation and complete it with due diligence. Operator shall perform all work for the account of the Consenting
Pariies; provided, however, if no drilling rig or other equipment is on location, and if Operator is a Non-Consenting Party,
the Conseating Parties shall eithee: (i) request Operatar to pesform the work required by such proposed operation for the
account of the Consenting Parties, or (ii) designate one of the Consenting Parties as Operator to perform such work. The
cights and duties granted to and imposed upon the Operator under this agreement are granted to and imposed upon the party
designated as Operator for an operation in which the original Operator is a Non-Consenting Party. Consenting Parties, when
conducting operations an the Contract Area pursnant to this Acticle VI.B.2,, shall comply with all terms and conditions of this
agreement. .

If less than all pacties approve any propased operation, the proposing party, immediately after the expiration of the
applicable notice period, shall advise all Parties of the total interest of the parties approving such operation and its
recommendation as to whether the Consenting Parties should praceed with the operation as proposed. Each Consenting Pacty,
within forty-eight (48) houcs (exclusive of Saturday, Sunday and legal holidays) after delivery of such notice, shall advise the
proposiag party of its desire to (i) limic participation to such pacty’s interest as shown on Exhibit "A” or (ii) cacry only its
proportionate pare (determined by dividing such party’s interest in the Contract Area by the interests of all Consenting Parties in
the Contract Area) of Non-Consenting Parties’ interests, or (iii) carry its proportionate part (determined as provided in (ii)) of
Non-Consenting Parties’ interests together with all or a portion of its proportionate part of any Non-Consenting Parties’
interests that any Consenting Party did not elece to take. Any interest of Non-Consenting Parties that is not carried by a
Consenting Party shall be deemed to be carried by the party proposing the operation if such party does not withdraw its
proposal. Failure to advise the l)i'oposing party within the time required shall be deemed an election under (i) . In che event a
Jdrilling rig is on location, notice may be given by telephone, and the time permitted for such a response shall not exceed a

- total of forey-eight (48) hours (exclusive of Saturday, Sunday and legal holidays). The proposing party, at its election, may

withdraw such proposal if there is less than 100% participation and shall notify all parties of such decision within ten (10)
days, or within twenty-four (24) hours if a drilling rig is on location, following expiration of the applicable response period.
If 1009 subscription to she proposed operation is obtained, the proposing party shall promptly notify the Consenting Parties
of their proposiionate interests in the operation and the party serving as Operator shall commence such operation within the
period provided in Article VIB.1,, subject to the same extension right as provided therein.

(b) Relinquishmeat of loterest for Non-Participation. The entire cost and risk of conducting such operations shall be
borne by the Consenting Parties in the proportions they have elected to bear same under the terms of the preceding
paragraph. Consenting Parties shall keep the leasehold estates involved in such operations free and clear of all liens and
encumbrances of every kind created by or arising from the operations of the Consenting Pacties. If such an opcratiq;h resules
in a dry hole, then subject to Acticles VI.B.6. and VLE3,, the Consenting Parties shall plug and abandon the well arié restore
the sucface location at their sole cost, risk and expense; provided, however, that those Non-Consenting Pa'r:;ties that
participated in the drilling, Deepening or Sidetracking of the well shall remain liable for, and shall pay, their proﬁhﬁionate
shages of the cost of plugging and abandoning the well and restoring the sucface location insofar only as those cost: ,"gi;v'scrc not
increased by the subsequent operations of the Consenting Parties. 1f any well drilled, Reworked, Sidetracked, ngcncd,
Recompleted or Plugged Back uader the provisions of this Article results in 3 well capable of producing Oil and,t f IGas in
paying quantities, the Consenting Parties shall Complete and equip the well 1o produce at their sole cost. 'a'md "1'-‘1'8_‘\.-" ;?l;pd the
well shall thea be turned over to Operator (if the Operator did not conduct che operation) and shall be qpe,ta'{efl‘ h‘y. lig'-,at the
expense and for the account of the Consenting Parties. Upon commencement of operations for the 4ri‘lli Y ;El“sglfq‘ king,
Sidetracking, Recompleting, Deepening or Plugging Back of any such well by Consenting Parties in acgg@;nd’g_ .yi_‘i_(h the
provisions of this Article, each Non-Consenting Pacty shall be deemed to have relinquished to Consenting ,gm&ﬁf 4ndiche
Coasenting Partics shall own and be entitled to receive, in proportion to their respective interefts, il *of ich' 'No ""‘]

REURCIL FE S I

Consenting Party's interest in the well and sharc of production therefcom or, in the case of a Re quggﬁujﬁich“ ,'i'g'gm_;;i
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Deepening, Recompleting or Plogging i or a Completivi, purse .t to Arcicle VI.C.1. Option No. 2, all of such Non-
Consenting Party's interest in the prode  .n obtained from t4e opera-ion in which the Noa-Consenting Parry did not elect
to participate. Such relinquishmens sh..i: e effective until tle proceed - of the sale of such shae, calculated at the wel] o
macket value chereof if such share is 0 sold (after deducting applicable ad valorem, production, severance, and excise ta;ces
royalty, overriding royalty and ocher i cerests not excepted by Acticle 11.C. payable out of or measured by the producn'on'
from such well accruing with respect 1. such interest until it ceverts), shali equal the toral of che following:

® % of ef‘d‘ st N?“‘CO“SC“"“S_ P"""Y's shate of the cost of any newly acquired surface equipment -
beyond the wellhead connections (: «luding but not limited to stock tan: 5, separators, treaters, pumping equipment and
piping), plus 100% of each such 1 sn-Conseating Party’s share of the cost of operation of the well commencing with first
production and continning until : ach such Non-Consc..ting Parey's relin juished interest shall revert to it under other
provisions of this Acticle, it being agreed that each Non- Consenting Party’s .hare of such costs and equipment will be thac
interest which would have been cl: argeable to such Non-Consenting Parcy had it participated in the well from the beginning
of the operations; and

(i) % of (a) that portion of the costs and expenses o} drilling, Reworking, Sidetracking, Deepening,
Plugging Back, testing, Compl.. g, and Recompleting, after deducting any .ash contributions received under Acticle VIILC.,
and of (b) thac portion of the . st of newly acquired equipment in the well {to and including the wellhead connections),
which would have been chargeab! to such Non-Consenting Party if it had participated therein.

Notwithstanding anything 1. the contrary in this Acticle VLB, if the well does not reach the deepest objective Zone
described in the natice proposing the well for reasons other than the encountering of granite or pracrically impenetrable
subscance or other condition in the hole rendecing further aperations impracticable, Operator shall give notice thereof to each
Non-Consenting Party who submitted or voted for an alternative proposal under Article VIB.6. to drill the well to &
shallower Zone than the deepest objective Zone proposed in the notice under which the well was drilled, and each such Non-
Consencing Party shall have the option to participate in the initial proposed Completion of the well by paying its share of the
cost of drilling the well ta its actual depth, calculated in the manner provided in Article VLB.A4. (a). If any such Non-
Consenting Party does noc elect to participate in the ficst Completion proposed for such well, the relinguishment provisions
of this Article VI.B.2. (b) shali apply to such party's interest.

{¢) Reworking, Recompleting or Plugging Back. An election not o participate in the drilling, Sidetracking or
Deepening of a well shall be deemed an election not ¢o participate in any Reworking or Plugging Back operation proposed in
such a well, or portion thereof, to which the initial non-consent election applied that is conducted at any time prior to full
recovery by the Consenting Parties of the Non-Consenting Party’s recoupment amouat. Similacly, an election not to
patticipate in the Completing or Recompleting of a well shall be deemed an election not to participate in any Reworking
operation proposed in such a well, or portion chereof, ta which the initial non-consent election applied that is conducted at
any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment amount. Any such
Reworking, Recompleting or Plugging Back operation conducted during the recoupment period shall be deemed part of the
cost of operation of said well and there shall be added to the sums to be recouped by the Consenting Parties ——_____ 9% of
thae portion of the costs of the Reworking, Recompleting or Plugging Back operation which would have been chargeable to
such Noa-Consenting Party had it pacticipated thetein. If such a Reworking, Recompleting or Plugging Back operation is
proposed during such recoupment period, the provisions of this Acticle VLB. shall be applicable as between said Consenting
Pacties in said well.

(d) Recoupment Matters. During the period of time Consenting Parties are entitled to receive Non-Consencing Party's
share of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of all ad valorem,
production, severance, excise, gathering and other taxes, and all royalty, overriding royalty and other burdens applicable to
Non-Consenting Party's share of production not excepted by Article I11.C,

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

Within ninety (90) days after the completion of any operation under this Article, the party conducting the operations
for the Consenting Parsies shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to
the well, and an itemized statemeat of the cosc of drilling, Sidetcacking, Deepening, Plugging Back, testing, Completing,
Recompleting, and equipping the well for production; or, at its option, the operating party, in lieu of an itemized statement
of such costs of operation, nay submit a detailed statement of monthly billings. Each month thereafter, during the time che
Consenting Parties are being reimbursed as provided above, the party conducting the operations for the Consenting Parties
shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the operation of
the well, cogethes with a stacement of the quantity of Oil and Gas produced from it and the amount of proceeds realized from
the sale of the well's working interest production during the preceding month. In determining the quantity of Oil and Gas
produced during any month, Consenting Parties shall use industry accepted methods such as but not limited ro metering or
periodic well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with
any such operation which would have been owned by s Non-Conseating Pacty had it participated therein shall be credited
against che toral unreturned costs of the work done and of the equipment purchased in determining when the intcrc’i‘;’of such
Non-Consenting Party shall revery to it as above provided; and if there is a credit balance, it shall be paid to SH {h Non-

: ik

Consenting Party. ‘.
If and whea the Coasenting Parties recover from a Non-Consenting Party’s relinquished interest the amounts provided

foc above, the relinquished interests of such Non-Consenting Party shall automatically revert to it as of 7:00 a.m. o
following the day on which such recoupment occurs, and, from and after such reversion, such Non-Consenting 3 ;:
own the same interest in such well, the material and equipment in or pertaining thereto, and the production thér

such Non-Coasenting Pacty would have been entitled to had it participated in the drilling, Sidetrgf!‘giﬁ'gigi_;_ tking,
Deepening, Recompleting or Plugging Back of said well. Thercafter, such Non-Consenting Party shall b,é_g';éhérgsc% ‘with and
shall pay its proportionate part of the further costs- of the operation of said well in accordance wit (h ) tbrm’g of this
agreement and Exhibit “C" actached hereta. 3 :"" ik

3. Stand-By Costs: When a well which has been drilled or Deepened has treached its autcharized depth, 304 daegthave
been completed and the results thereof furnished to the parties, or when operations on thé well| hdvé Bééh""'dtliéﬁis"é"'

2ot e benn elbbpzed s ot g by 1

terminated pursuant to Article VLE., stand-by costs incurred pending response to a party’'s notice p ,lgqgjng.,p.,,,ﬁ,qwgg 1B
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Sidetmckin.g, Deepening, Recompleting, l?lugging Back or Co.npleting operation in such a well (including the period required
under Article VLB.6. to resolve competing psoposals) sh.ll be charged and borne as pact of the drilling or Deepening
operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted
whicheve; fiest occurs, and prior to “Bfeeme‘.“ as to the pa ticipating intcrests of all Consenting Parties pursuant to the term
of (h.c second Bfammfl"C“l paragraph "'f Article VLB.2. (a; s.hall be chacged ta and borne as part of the proposed operation,
but if the proposal is subsequently withdrawn becanse of insufficient participation, such stand-by costs shall be allocated
between the Consenting Parties in the proportion each Consenting Party's interest as shown on Exhibitc
interest as shown on Exhibit “A” of all Consenting Parties.

In the event that notice for a Sidetracking operation is given while th. drilling rig to be utilized is on location, any party.
may request and receive up to five (5) addicional days after expiration oi the forty-eight hour response period specified in
Acticle VL.B.1. within which to cespond by paying for all stand-by costs and other costs incucred during such extended
response period; Operator may require such party to pay the estimated stand-by time in advance as a condition to extending
the response petiod. If more than one party elects to take such additional time to respoad to che notice, standby costs shall be
allocated between the pacties taking additional time to respond on a day-to-day basis in the proportion each electing party's
interest as shown on Exhibit “A" bears to the total interest as shown on Exhibit “A” of all the electing parties.

4. Deepening: If less than all the parties elect to parcicipate in a drilling, Sidetracking, or Deepening operation proposed
pursuang to Article VLB.1,, the interest relinquished by the Non-Consenting Parties to the Consenting Parties under Article
VLB.2. shall relate only and be limited to the lesser of (i) the total depth actually drilled or (ii) the objective depth or Zone
of which the pacties were given notice under Acticle VLB.1. (*Initial Objective”). Such well shall not be Deepened beyond the
Initial Qbiective without first complying with this Acticle to afford the Non-Consenting Parties the opportunity to participate
in the Deepening operation.

In the event any Consenting Pasty desites to drill or Deepen a Non-Consent 'Well 1o a depth below the Initial Objective,
such party shall give notice thereof, complying with the requirements of Article VLB.1., to all parties. (including Non-
Consenting Pacties). Therenpon, Acticles VLB.1. and 2. shall apply and all pacties receiving such notice shall have the right to
participate or not participate in the Deepening of such well pursuant to said Articles VIB.1. and 2. If a Deepening operation
is approved pursuant to such provisions, and if any Non-Consenting Party clects to participate in the Deepening operation,
such Noa-Conseating party shall pay or make reimbucsement (as the case may be) of the following costs and expenses:

(a) If the proposal to Deepen is made prior to the Completion of such well as a well capable of producing in paying
quantities, such Non-Consenting Party shall pay (or reimburse Consenting Parties for, as the case may be) that share of costs
and expenses incurred in connection with the drilling of said well from the surface 1o the Initial Objective which Noa-
Consenting Party would have paid had such Non-Consenting Party agreed to participate therein, plus the Non-Consenting
Party’s shace of the cost of Deepening and of participating in any further operations on the well in accardance with the other -
provisions of this Agreement; provided, however, all costs for testing and Completion ar attempted Completion of the well
incurred by Consenting Parties prior to the point of actual operations to Deepen beyond the Initial Objective shall be for the
sole account of Consenting Parties. ‘ :

, (b) if the proposal is made for a Non-Consent Well that has been previously Completed as a well capable of producing
in paying quaacities, but is ao longer capable of producing in paying quantities, such Noa-Cansenting Party shall pay (or
reimburse Consenting Parties for, as the case may be) its proportionate share of all costs of drilling, Completing, and
equipping said well from the surface to the Initial Objective, calculated in the manner provided in paragraph (a) above, less
those costs recouped by the Consenting Pacties from the sale of production from the well. The Non-Consenting Party shall
also pay its proportionate share of all costs of re-entering said well. The Noa-Consenting Parties’ proportionate part (based
on the percentage of such well Non-Consenting Party would have owned had it previously pacticipated in such Non-Consent
Well) of the costs of salvable materials and equipment remaining in the hole and salvable surface equipment used in
connection with such well shall be determined in accordance with Exhibic “C." If the Consenting Parties have recouped the
cost of drilling, Completing, and equipping the well at the time such Deepening operation is conducted, then a Non-
Consenting Party may participate in the Deepening of the well with na payment for costs incurred prior to re-entering the
well for Deepening. . .

The foregoing shall not imply a right of any Coasenting Party to propase any Deepening for a Non-Consent Well priot
to the drilling of such well to its Initial Objective without the consent of the other Consenting Parties as provided in Article
VLF.

5. Sidetracking: Any party having the right to participate in a proposed Sidetracking operation that does not own an
interest in the affected wellbore at the time of the notice shall, upon electing to participate, tender to the wellbore owners its
proporsionate share (equal to its integest in the Sidetracking operation) of the value of that portion of the existing wellbore
to be utilized as follows: '

(a) If the proposal is for Sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs
incurred in the initial drilling of the well down to the depth at which the Sidetracking operation is initiated.

(b) If the proposal is for Sidetracking a well which has previously produced, reimbursement shall be on the basis of
such party’s propartionate share of drilliag and equipping costs incucred in the initial drilling of the well down to the depch
at which the Sidetracking operation is conducted, calculated in the manaer described in Article VI.B.4(b) above. Such party's
proportionate share of the cost of the well’s salvable materials and equipment down to the depth at which the Sidetracking
operation is initiated shall be determined in accordance with the provisions of Exhibic “C" i?

6. Ocder of Preference of Operations. Except as otherwise specifically provided in this agreement, if any party :"._\Fsires o,
propose the conduct of an operation that conflicts with a proposal that has been made by a party under this Ar:icl;f;Vl. such
party shall have fifteen (15) days from delivery of the initial proposal, in the case of a proposal to drill a well or r: ;Pgrform
an operation on a well where no drilling rig is on location, or twenty-four (24) hours, exclusive of Saturday, Sundgg:‘-g;\?d legal
holidays, from delivery of the initial proposal, if a drilling rig is on location for the well on which such operatiaf ‘L‘l's o be
conducted, to deliver to all parties entitled to participate in the’ proposed operation such party's alternative .prof ;ﬁgl, such
alternate proposal to contain the same information required to be included in the initial proposal. Each party:irece i‘:/jﬁg such
proposals shall elect by delivery of notice to Operatar within five (5) days alter expiration of the proposal_,.périﬁdt'qi'r'"?eithin
twenty-four (24) hours (exclusive of Saturday, Sunday and legal holidays) if a drilling rig is on location fox( ;k_\c_:«‘fw‘el! ;hk;{}is the
subject of the proposals, to participate in one of the competing’ proposals. Any party not electing within the ti;ﬁxez_quuired

’

S

A" bears to the total -

.. - . SRR
shall be deemed not to have voted. The proposal receiving the vote of parties owning the largest “539469&%,&%}?;{:1_?&%959.

interest of cthe parties vosing shall have priority over all other competing proposals; in the cabt' of a"tié - vote,” the
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initial proposal shalt prevail. ¢3; . ator shall deliver notice of such result .o all parties entitled to participate in the operation
within five (5) days after expii...ion of the election period (or within tweaty-four (24) hours, exclusive of Saturday, Sunday
and legat holidays, if a drilling 518 is on location). Lach party shall then huve two (2) days (or twenty-four (24) hour; if a rig
is on location) from reccipt of chi notice to elect by delivery of natice t1 Operator (o participace in such operation or to
celinguish intecest in the affected well pursuant to il.e provisions of Article VIB.2; failure by a party to deliver notice wichia
such period shall be deemed an election not to parti.ipate in the prevailing pri:posal.

7. Conformity to Spacing V.ttern. Natwithstanding the provisions of this Article VI.B.2,, it is agreed that no wells shall be
propased t0 be drilled o or - ompleted in or produced from a Zone from which a well lacated elsewhere on 'the Contract
Area is producing, unless suc! well conforms to the then-existing well spacing pattern for such Zone.

8. Paying Wells. No {  shall conduct any Reworking, Deepening, P:.iyging Back, Completion, Recomplcti&n, or
Sidetracking operation under this agreement with respect to any well then capable of producing in paying quaatities excepe
with the consent of all parties that have not relinquished interests in the well at the time of such operation.

C. Completion of Wells; Rewarking and Plugging Back: .

1. Completion: Without the consent of all parties, no well shell be drilled, Deepened or Sidetracked, except any well
drilled, Deepened or Sidetracked pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the drilling,
Deepening oc Sidetracking shall include:

Mg ] NEce UG 00RAHB 8tk theditllina. Daccan

equipph o Hoinehudi l 47 fave—facititics.

0 Option No. 2: All necessary expenditures for the drilling, Deepening or Sidetracking and testing of the well. When
such well has reached its authorized depth, and all logs, cores and orher tests have been completed, and the results
thereof furnished to the parsties, Operator shall give immediate notice to the Non-Operators having the right to
participate in a Completion attempt whether or nof Operator. recommends attempting to Complete the well,
together with Operator’s AFE for Completion costs if not previonsly provided. The parties receiving such notice
shall have forty-cight (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect by delivery of
nutice ta Operatac to pasticipate in a recommended Completion attempt or to make a Completion proposal with an
accompanying AFE. Operator shall deliver any such Completion proposal, or any Completion praposal coaflicting
with Operator’s proposal, to the other parties entitled to parricipate in such Completion in accordance with the
procedures specified in Asticle VL.B.6. Election to participate in a Completion attempt shall include consent to all
necessary expenditures for the Completing and equipping of such well, including necessary tankage and/or sucface
facilities but excluding any stimulation operation not contained on the Completion AFE. Failure of any party
receiving such notice to reply within the period above fixed shall constitute an election by that party not to
participate in the cost of the Completion attempt; provided, that Arcicle VI.B.G. shall control in the case of
conflicting Completion proposals. If one or more, but Jess than all of the parties, elect to attempt a Completion, the
provisions of Article VL.B.2. hereof (the phrase “Reworking, Sidetracking, Deepening, Recompleting or Plugging
Back” as concained in Article VIB.2. shall be deemed to include “Completing”) shall apply to the operations
thereafter conducted by less than all pasties; provided, however, that Article VI.B.2 shall apply separately to each
separate Completion or Recompletion attempt undertaken hereunder, and an election to become a Non-Consenting
Party as to one Completion or Recompletion attempt shall not prevent a party from becoming a Consenting Pacty
in subsequent Completion or Recompletion attempts regardless whether the Consenting Parties as to earlier
Completions or Recompletions have recouped their costs pursuant to Article VIB.2,; provided further, cthat any
recoupment of costs by a Conseating Pacty shall be made solely from the production attributable to the Zone in
which the Completion attempt is made. Elecrion by a previous Non-Consenting Party to participate in a subsequent
Completion or Recompletion attempt shall cequire such party to pay its proportionate share of the cost of salvable
materials and equipment installed in the well pursuant to the previous Completion ar Recampletion attemps,
insofar and only insofar as such materials and equipment benefit the Zone in which such party participates in a
Compleiian_ attempt.

2. Rework, Recomplete or Plug Back: No well shall be Reworked, Recompleted or Plugged Back except a well Reworked,

Recompleted, or Plugged Back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the Reworking,

Recompleting or Plugging Back of a well shall include all necessary expenditures in conducting such operations and

Completing and equipping of said well, including necessary tankage and/or susface facilities.

D. Other Operations;

Operator shall not undertake any single project reasonably estimated to require an expenditure in excessof

Twenty Five Thousand Dollars ($ 25,000.00 ) except in connection with the
drilling, Sidetracking, Reworking, Deepening, Completing, Recompleting or Plugging Back of a well that has been previously
authavized by or pursuant to this agreement; provided, however, that, in case of explosion, fite, flood or other sudden
emergeacy, 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 emergeacy ta safeguacd life and propecty but Operator, as promptly as possible, shall teport the
emergency to the other parties. If Operator prepares an AFE [or its own use, Operator shall furnish any Non-Operator so
requesting an information copy thegeof for any single pmjecg costing in excess of Twenty Five Thousand Dolfacs

(% 25,000.00 ). Any pacty who has not relinquished its interest in a well shall have the right to propose that

Operator perform tepair work or undertake the installation of artificial lifi equipment or ancillary production facilitié",'-such as

sale water disposal wells or to conduct additional work with respect to a well drilled hereunder or other similar pr‘;_;J?iéCt (but

not including the installation of gathering lines or other transportation or marketing facilities, the installation of w’,n"ich shall
be governed by sepacate agreement between the parties) reasonably estimated to require an expenditure in excé' is ,of the
amount first set forth above in this Article VI.D. (except in connection with an operation required to be propd)é{g'd under

Acticles VL.B.1. or VLC.1. Option No. 2, which shall be governed exclusively by those Articles). Operator shall df‘llv;}:r such

proposal t6 all parties entitled to participate therein. If within thirty (30) days thereof Operator secures the writtﬁé-éonsem

% of the interests of the parties eatitled to participate ig.;}ii_:b;_r;igé;ation,
k lj Pé :Qﬁlignted

ZP & (ﬂ? terms

¢

I";n';.r

of any party or parties owning ac least
each party having the right to pasticipate in such project shall be bound by the terms of such proposal aqd/sh&

to pay its proportionate share of the costs of the propased project as if it had consented to such project P{e".i“

s

of the proposal. Ao _
F. Abandonment of Wells: o Db .

1. Abandonment of Dry Holes: Except for any well drilled or Deepened pursuant to Article VLB.2,, ﬂ:nywﬁlllw‘ihlch “g%m
been dritled or Deepened under the terms of this agreement and is proposed to be completed as a{dry '

ey, hole,shall, pa b,

.9-
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plugged and abandoned without the consent of all parties. SLould Operator, after diligent effort, be unable to contact an
pacty, or should any pacty fail to reply within forty-eight (46) hours (exclusive of Saturday, Sunday and legal holidays) aftet
delivery of notice of the proposal to plug and sbandon sucl. well, such party shall be deemed to have consented to the
proposed abandonment. All such wells shall be plugged and al.andoned in accordance with applicable regulations and at the
cost, tisk and expease of the pacties who participated in the cost of drilling or Deepening such well. Any party who objects to
plugging and abandoning such well by notice delivered to Opcrator within forcy-cight (48) hours (exclusive of Sarurday
Sunday and legal holidays) after delivecy of notice of the proposed plugging shall take over the well as of the end of sud':'
forty-eight (48) hour notice period and conduct furcher operations in search of Oif and/or Gas subject to the provisions of
Atticle VLB, tailure of such party to provide proof reasonably satisfactory to Operator of its financial capability to conduce
such operations oc to tuke over the well within such period or thereafter to conduct operations on such well or plug and
abandon skuch well shall entitle Operator to retain or take posses: ion of the well and plug and abandon the well. The party
taking over the well shall indemnify Operator (if Operator is an « :1ndoning party) and the ocher abandoning parties agniﬁst
liabilicy for any further operations conducted on such well except for the costs of plugging and abandoning the well and
restoring the sucface, for which the abandoning parties shall remain proportionately liable.

2. Abandonment of Wells That Have Produced: Except for any well in which a Non-Consent opera;ion has been
conducted hereunder for which the Consenting Parties have not beea fully reimbursed as herein provided, any well which has
been completed as a producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to
such abaadonment, the well shall be plugged and abandoned in accordance with applicable regulations and at the cost, risk
and expense of all the pacties hereto. Failure of a party to reply within sixty (60) days of delivery of notice of pro;'msed
abandoqment shall be deemed an election to consent to the propasal. If, withia sixty (60) days after delivery of notice of the
proposed abandonment of any well, all pasties do not agree to the abandonment of such well, those wishing to continue its
operation from the Zone then open to production shall be obligated to take over the well as of the expiration of the
applicable notice period and shall indemnify Operator (if Operator is an abandoning party) and the other abandoning parties
against liability for any further operations on the well conduqtcd by such parties. Failute of such party or parties to pravide
proof reasonably satisfactory to Operator of theic financial capability to conduct such operations or to take over the well

within the required period or thereafter to conduct operations on such well shall entitle Operator to retain or take possession
of such well and plug and abandon the well.

Pucties taking over a well as provided herein shall tender to each of the other parties its proportionate share of the value of
the well's salvable material and equipment, determined in accordance with the provisions of Exhibit "C,” less the estimated cost
of salvaging and the estimated cost of plugging and abandoning and restaring the surface; provided, however, that in the event
the estimated plugging and abandoning and surface restoration costs and the estimated cost of salvaging are higher than the
value of the well's salvable material and equipment, each of the abandoning parties shall tender to the parties continuing
operations their proportionate shares of the estimated excess cost. Each abandoning party shall assign to the non-abandoning
parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and material, all
of its interest in the wellbore of the well and related equipment, together with its interest in the Leaschold insofar and only
insofar as such Leasehold covers the right to obtain production from that wellbore in the Zone then open to production, If the
interest of the abandoning pacty is or includes an Oil and Gas Interese, such party shall execute and deliver to the non-
abandoning party or parties an oil and gas lease, limited to the wellbore and the Zone then open o production, for a term of
one (1) year and so long therealter as Oil and/or Gas is produced from the Zone covered thereby, such lease to be on the form
attached as Exhibic "B.” The assigaments or leases so limited shall encompass the Drilling Unit upon which the well is located.
The payments by, and the assignments or leases ‘to, the assignees shall be in a ratio based upon the relationship of their
respective percentage of parricipation in the Contract Area to the aggregate of the percentages of participation in the Contract
Area of all assignees. There shall be no readjustment of interests in the remaining portions of the Contract Area.

Thereafter, abandoning parties shall have no further cesponsibility, liability, or interest in the operation of or production
from the well i the Zone then open ather thaa the royalties retained in any lease made under the terms of this Article. Upon
request, Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and
charges contemplated 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 Zone assigned or leased, the assignor or lessor
shall then have the option to repurchase its prior interest in the well (using the same valuation formula) and participate in
further operations therein subject to the provisions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Article VLE.1. or VLE2. above shall be applicable as
between Consenting Parties in the event of the proposed abandonment of any well excepted from said Arricles; provided,
however, no well shall be permanently plugged and abandoned unless and uatil all parties having the right to conduce further
operations therein have been notified of the proposed abandonment and afforded the opportunity to elect to take over the well
in accordance with the provisions of this Aricle VLE.; and provided further, that Non-Consenting Parties who owa an interest
in a poction of the well shall pay heir proportionate shares of abandonment and surface testoration costs for such well as
provided in Article VEB.2.(b). ’

F. Termination of Operations:

Upon the cammencement of an operation for the drilling, Reworking, Sidetracking, Plugging Back, Deepening, testing,
Completion or plugging of a well, including but not limited to the Initial Well, such operation shall not be terminated without
consent of parties bearing =~ % of the costs of such operation; provided, however, that in the event granirdf;{pr other
practically impenetrable substance or condition in the hole is encountered which renders further operations iﬂ;\'Pl’aClka(,
Operator may discontinue operations and give notice of such condition in the manner provided in Acticle VLB.I};and the
provisions of Acticle VLB. oc VLE. shall thereafter apply to such operation, as appropriate. l’s_’ ,
G. Taking Production in Kind: . o ;

(3~LQption No. 1: Gas Balancing Agreement Attached . ‘f
Each Pursnshall take in kind or separately dispose of its proportionate share of all Oil and Gas produced fsom
Congract Area, exclustve oi~psaguction which may be used in development and producing operatigns-endin ptep;:ipg an
reacing Oil and Gas for macketing purPoses.g nd production unavoidably lost. Any extrreXpendicure ipcﬁrq{ed: in: 'thld:\takin
a kind or separate disposition by any party of its proportienaie shase-of the production shall be borre ()y ."aucll Part?. An
party taking its shace of production in kind shgll-be-required o pay~ec.qaly its proportionate share ‘of stich” p
Dperator’s susface facilities which jsuees, ‘ 1 : ‘
Each part ; gecute such division orders and contracts as may be necessary for theL : '-"Lh lt‘g,fin‘l

G trom the Contract Area, and, except as pravided in Article VILB., shall be entitled. (o, receive PR,
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- shases-theseofforitsshe _of all peodncrion

y party fatt. co make the arrangeti:  ts necestary to take in kind or separately dispose of its proportionags

Oib i aduced from the Contrai: Area, Ope rator shall have the righe, subject to the revocation at i by
the party owliqg it, but not the obligatio. , to purchas.: such Oil or sell it to others .at any time and frpdf time to
time, for the a.dugt of the non-takic  party. Any such purchase or sale by Operator may bgAerminated by
Operator upon .t least\en (10) days - rten notice to the owner of said production and shall b€ subject always to
the right of the owner of thg produci: 1 upon at least ten (10) days written notice to Opefator to exercise at any
time its cight .o take in kind, b‘\ff-'l" ately dispose of, i : share of all Oil not previguely delivered t0'a purchaser.
Any purchase or sale by Ope . =y other party’s sha = of Oil shall be only fef“such reasonable periods of time
as ace consistuat with che i &g of the industey woder the parti
period in exceis of one (1) ye:-

Any such sale by Operator shall & in a mafmgr commescially_seisonable nnder the circumstances but Operator
shall have . duty to share any existing macket oo obtajx™a price equal to thar received under any existing
market. The sale oc delivery by Opci.tor of a non-taljaf{ party's share of Oil under the terms of any existing
contrace of Operator shall not give the non-taking ‘pgst§ any Muyerest in or make the non-taking party a party to said
contract. No purchase shall be made by Operaget” withaue ficse piying the non-taking party at least ten (10) days
written notice of such intended purchase agdthe price to be paid or the pricing basis to be used. '

All parties shall give timely writtga’notice to Operator of their Gas twgrketing arrangements for the following
month, excluding price, and shall/hotify Operator immediately in the eveoN\gf a change in such arrangements.
Operator shall maiatain recgeds of all macketing arrangements, and of volumes atyally sold or transported, which
records shall be made ayatfoble 1o Non-Operators upon reasonable request.

In the event ongASr more pacties’ separate disposition of its share of the Gas causes split-sthegm deliverios to separate
pipelines and/gstieliveties which on a day-to-day basis for any reason are not exaatly equal to a parey's™sespective proportion-
ate share pftotal Gas sales to be allocated to it, the balancing or accounting berween the parties shall be itnaccordance with
any {45 balancing agreement between the parties hereto, whether such an agreement is attached as BahibitNE" or is a
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citcumstances, but in no event for a

Option No. 2: No Gas Balancing Agreement: :

Each party shall take in kind or separately dispose of its propactionate shace of all Oil and Gas produced from
the Contract Area, exclusive of production which may be used in development and producing operations and in
preparing and treating Oil and Gas for marketing purposes and production unavoidably lost. Any extra expenditure
incurred in the taking in kind or separate disposition by any party of its proportionate share of the production shall
be borne by such party. Any party taking its share of production in kind shall be required to pay for only its
proportionate share of such part of Operator’s surface facilities which it uses.

Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in
production from the Contrace Area, and, except as provided in Article VILB., shall be entitled to receive payment
directly from the purchaser thereof foc its share of all production. ‘

If any party fails to make the arrangements necessary to take in kind or separately dispose of its proportionate
share of the Oil and/or Gas produced from the Contract Area, Operator shall have the right, subject 1o the
revocation at will by the party owaing it, but not the obligation, to purchase such Oil and/or Gas or sell it to others
at any time and from time to time, for the account of the non-taking party. Any such purchase oc sale by Operator
may be terminated by Operator upon at feast ten (10) days written notice to the owner of said production and shall
be subject always to the right of the awner of the production upon at least ten (10) days written notice to Operator
to exercise its right to take in kind, or separately dispose of, its share of all Oil and/or Gas not previously delivered
to a purchaser; provided, however, that the effective date of any such revocation may be deferred at Operatar's
clection for a period not to exceed ninety (90) days if Operator has committed such production to a purchase
contract haviag a term extending beyond such ten (10) -day period. Any purchase or sale by Operator of any other
pacty's share of Oil and/or Gas shall be only for such reasonable periods of time as are consistent with the
minimum needs of the indusery under the particular circumstances, but in no event foc a peciad in excess aof one 1)
year. ' »

Aqy such sale by Operator shail be in a manner commescially seasonable under the circumsiances, but Operaror
shall have no duty to share any existing market ot transportation atrangement ot to obtain a price or transportation
fee equal to that received uader any existing market or transportation arrangement. The sale or delivery by
Operator of a non-taking parey’s share of production under the terms of any existing contract of Operaror shall not
give the non-taking party any interest in or make the non-taking party a pacty to said contract. No purchase of Qil
and Gas and ao sale of Gas shall be made by Operator without first giving the non-taking party ten days written
notice of such intended purchase or sale and the price to be paid or the pricing basis to be used. Operator shall give
notice to all parties of the first sale of Gas from any well under this Agreement.

All pacties shall give timely written potice to Operator of their Gas marketing arrangemeats for the following
month, excluding price, and shall notify Operatar immediately in the event of a change in such arrangements.
Operator shall maintain records of all marketing arrangements, and of volumes actually sold or transported, which

records shall be made available to Non-Operators upon reasonable request. \ﬁa
ARTICLE VIL . r‘;
i

k

f

» . EXPENDITURES AND LIABILITY OF PARTIES [
A. Liability of Parties: 1

L .

The liability of the parties shall be several, nac joiat or collective. Bach pacty shall be respansible only for its ohligations,

and shall be liable only for its proportionate shace of the costs of developing and operating the Contract Area. Accord

liens granted among the parties in Article VILB. are given 1o secure only the debts of each severally, and no party 5

e

r_'lfly, the
hﬁl have

%

any Hability o hird pacties hereunder to satisfy the default of any other party in the payment of any expgqgggtérsl_ébligatinn

hereunder. It is not the intention of the patties to create, nor shall this agreement be construed as Creating,.é thiping
. » P .

ot, other

partnership, joint veniure, agency relationship or sssociation, or to render the parties liable as partners, ¢oivehujrars, of
principals. In heir relations with each other undet this agreement, the parties shall not be considered fiduciaries® br-tq have
. . . . . o heia Y i
established a confidential relationship but racher shall be free to act on an arm’s-length basis in accorfia_ggbxﬁﬁgé&ﬂjﬁgfkqu '
respective self-interest, subject, however, to the obligation of the parties to act in good faith in their déalin’gs with edch othét '

gt ¢ bt vatrainnd Bwdtes oy be

with sespect to activities hereunder.
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B. Liens and Security Intecests:

Each party grants to the ocher patties her. o a lien upoa any interest it now owns or hereafter acquires in Oil and Gas
Jeases and Oil and Gas Interests ia the Conu. ict Area, and a security interest and/or purchase money security interest in any
interest it now owns or hereafter acquices in the persanal propecty and fixtures on or used or obtained for use in connection
therewith, o secure performance of all of its . obhgamns under this agreement including but not limited 1o payment of expense,
interest and fees, the proper disbursement - * all monies paid hereunder, the assignment or relinguishment of interest in Oil
and Gas Leases as required hereunder, ».d I nroper pecformance of operations hereunder. Such lien and security interest -
granted by cach party herero shall include sw (y's leasehold interests, working interests, operating rights, arid royalty and
overriding royalty interests in the Contract Area now owned or hereafter acquired and in fands pooled or unitized therewith or
otherwise becoming subject 1o this agreement, the Oil and Gas when extracted therefrom and equipment sitwated thereon or
used or obtained for use in connection therewith (including, without limitation, all wells, tools, and tubular goods), and accounts
(including, without limitation, accounts arising from gas imbalances or from the sale of Oil and/or Gas at the wellhead),
contrace tights, inventory and genesal intangibles relating thereto or acising cherefrom, and all proceeds and products of the
foregoing.

To perfect the lien and security agreement provided herein, each party hereto shall execute and acknowledge the recording
supplement and/or any financing statement prepared and submitted by any pacty hereto in conjunction herewith or at any time
following execution hereof, and Operator is authorized to file this agreement or the recording supplement executed herewith as

a lien or mortgage in the npphcablc real estate records and a5 a financing statement with the proper officer under the Uniform
Commercial Code in the state in which the Contrace Area is situated and such other states as Operator shall deem appropriare
to perfect the security interest granted hereunder. Any pasty may file this agreement, the recording supplement executed
herewith, or such other documents as it deems necessary as a lien or mortgage in the applicable real estate records and/or a
financing statement wish the proper officer under the Uniform Commercial Code.

Each party represents and warrants to the other parties hereto that the lien and security interest granted by such party to
the other parties shall be a first and prior lien, and cach party hereby agrees to maintain the priority of said lien and security
interest against all persons acquiring an iaterest in Oil and Gas Leases and Interests covered by chis agreement by, through or
under such party. All parties acquiring an interest in Oil and Gas Leases and Oil and Gas Interests covered by this agreement,
whether by assignment, merger, mortgage, operation of law, or otherwise, shall be deemed to have waken subject
co the lien and security interest granted by this Article VILB. as to all obligations attriburable o such interest hereunder
whether oc not such obligations arise before or after such interest is acquired.

To the extent that parties have a security interest under the Uniform Commercial Code of the state in which the
Contract Area is situated, they shall be entitled to exercise the rights and remedies of a secured party under the Code.
The bringing of a suit and the obraining of judgment by a party for the secured indebtedness shall not be deemed an
clection of remedies or otherwise affect the lien rights or security interest as security for the payment thereof. 1n
addition, upon defaulc by any party in the payment of its share of expenses, interests or fees, or upon the improper use
of funds by the Operaior, the other parties shall have the right, without prejudice to other rights or remedies, to collect
from the purchaser the proceeds from the sale of such defaulting party's share of Oil and Gas until the amount owed by
such party, plus interest as provided in “Exhibit C,” has been received, and shall have the right to offset the amount
owed against the procceds from the sale of such defaulting party’s shace of Oil and Gas. All purchasers of production
may rely oa a notification of default from the non-defaulting party or parties stacing the amount due as a resuls of the
defaule, gmd all parties waive any recourse available against purchasers for releasing production proceeds as provided in '
this paragraph.

If any party fails to pay its share of cost within one hundred twenty (120) days after rendition of a statement therefor by
Operator, the non-defaulting pacties, including Operator, shall, upon request by Operator, pay the uapaid amounc in the
propaction that the interest of each such party beacs to the interest of all such parties. The amount paid by each party so
paying its share of the unpaid amount shall be secured by the liens and security rights described in Acticle VILB., and each
paying party may independently pursue any remedy available hereunder or otherwise.

1t any party does not pecform all of its obligations heceunder, and the failure to perform subjeces such party o foreclosure
or execution proceedings pursuant to the provisions of this agreement, to the extent allowed by governing law, the defaulting
pacty waives any available right of-redemption from and after the date of judgment, any required valuation or appraisement
of the martgaged or secured property prior to sale, any available right to stay execution or to requice a marshalling of assets
and any requiced bond in the eveat a receiver is appainted. I addition, to the extent permitted by applicable law, each party
hereby graats to the other parties a power of sale as ta any property that is subject to the lien and security rights granted
hereunder, such power to be exercised in the manner pravided by applicable law or otherwise in a commercially reasonable
manner and upon reasonable aotice.

Each party agrees that the other pacties shall be entitled to utilize the provisions of Oil and Gas lien law or other lien
law of any state in which the Contract Asea is situated to enforce the obligations of each party hereunder. Withour limiting
ihe generality of the foregoing, to the extent permitted by applicable law, Non-Operarors agree that Operator may invoke or
atilize the mechanics’ or materialmen's lien law of the state in which the Contract Area is situated in order to sercure the
payment to Operator of any sum due hereunder for services performed or materials supplied by Operator.

C. Advances:

Operator, at its election, shall have the right from time to time to demand and receive from one or more of che other
parties payment in advance of their respective shares of the estimated amount of the expense o be incurred in oFerauons
hereunder during the next succeeding month, which right may be exercised only by submission to each such patyy of an
itemized statement of soch estimated expense, together with an invoice for its share thereof. Bach such statement ah .invoice
fur the payment in advance of estimated expense shall be submitted on or before the 20th day of the next preceﬂn\ month
Each party shall pay to Operator its proportionate share of such estimate within fifteen (15) days after such emmﬁte and
invoice is received. If any pacty fails 1o pay its share of said estimate within said time, the amount due shall bear | ntercsr as
provided in Exhibit "C" uatil paid. Proper adjustment shall be made monthly between advances and acrual expénse ;o the end
that each pacty shall bear and pay its proportionate share of actual expenses incurred, and no more. g % b R
D. Defaults and Remedies: . ( { % f )‘

If any party fails to discharge any financial obligation under this agreement, including without limitation the fml}m: to
rake any advance under the preceding Asticle VILC. or any other provision of this agreement, within the pecigd. :gqp .564 for
such paymeat hereunder, then in addition o the remedies provided in Article VILB. or elsewhere in this ngréemcnc the !

remedics specified below shall be npphc.lble For purposes of this Amde VILD, all notices and elect‘opﬁ ahﬂ“ .lm: El: cﬁﬁ i
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only by Operator, except that Operator shall deliver any such not ice and election requested by a non-defaulting Non-Operator,
and when Operator is the party in default, the applicable notices and elections can be delivered by any Non-Operator.
Election of any one or more of the following remedies shall not preclude the subsequent use of any other remedy specified
below or otherwise available to a non-defaulting party.

1. Suspension of Rights: Aay party may deliver to the pacty in default a Notice of Default, which shall specify the default,
specify the action to be taken to cure the default, and specify that failure to take such action will result in the exercise of one
or more of the remedies provided in this Acticle. If the defanlt is not cured wichin thircy (30) days of the delivery of such
Notice of Default, all of the rights of the defaulting pasty graated b, this agreement may upon notice be suspended until the
default is cured, withour prejudice to the right of the non-defaulting party or patties to continue to enforce the obligations of
the defaulting party previously accrued or thereafter accruing under this agreement. If Operator is the party in default, the
Non-Operators shall have in addition the sight, by vote of Non-Operators owning a majority in interest in the Contract Area
aftec excluding the voting interest of Operator, to appaint a new Operatoi effective immediately. The rights of a defaulting
party that may be suspended hereunder at the election of the non-defaulting parties shall include, without limitation, the right
to receive information as to any operation conducted hereunder during the period of such defaule, the right to elect to
pacticipate in an operation praoposed under Acticle VLB. of this agreement, the right to participate in an operation being
conducted under this agreement even if the party has previously elected to pacticipate in such operation, and the right ro
receive proceeds of production from any well subject to this agreement.

2. Suit_for Damages: Non-defaulting parties or Operator for the benefit of non-defaulting parties may sue (at joint
account expense) ta collect the amouats in defaule, plus incerest accruing on the amounts recovered from the date of default
until the date of collection at the rate specified in Exhibit "C” attached hereto. Nothing herein shall prevent any party from
suing any defaulting parry to collect consequential damages accruing to such party as a result of the defaule,

3. Deemed Noa-Consent: The non-defaulcing party mdy deliver a written Notice of Non-Consent Election to the
defaulting parey at any time after the expiration of the thicty-day cure period following delivery of the Notice of Default, in
which event if the billing is for the drilling of a new well or the Plugging Back, Sidetracking, Reworking or Deepening of a
well which is 1o be or has been plugged as a dry hole, or for the Completion or Recompletion of any well, the defaulting
pacty will be conclusively deemed to have elected not to parsicipate in the operation and to be a Non- -Consenting Party with
respect thereto under Article VIB. or VIC, as the case may be, to the extent of the costs unpaid by such party,
norwithstanding any election to participate theretofore made. If election is made to proceed under this provision, then the
non-defaulting pasties may not elect 1o sue for the unpaid amount pursnant to Article VIL.D.2,

Uatil the delivery of such Notice of Non-Consent Election to the defaulting party, such parcy shall have the right to cure
its defaulc by paying its unpaid share of costs plus interest at the rate set forth in Exhibit "C," provided, however, such
payment shall not prejudice the rights of the non-defaulting parties to pursue remedies for damages incurred by the non-
defaulding parties as a result of the default. Any interest relinquished pursuant 1o this Article VI1.D.3. shall be offered to the
non-defaulting parties in proportion to their interesss, aad the non-defaulting pacties electing to participate in the ownership
of such interest shall be required to contribute their shaces of the defaulted amount upon their election to participate therein.

4. Advance Payment: If a default is not cured within thirty (30) days of the delivery of a Notice of Default, Operator, or
Non-Operators if Operatar is the defaulting party, may thereafier require advance payment from the defaulting
paccy of such defaulting party’s anticipated share of any item of expease for which Operator, or Non-Operators, as the case may
be, would be eatitled to reimbursement under any provision of this agreement, whether or not such expense was the subjeci of
the previous default. Such right includes, but is not limited to, the right to require advance payment for the estimated costs of
drilling a well or Completion of a well as to which an election to participate in drilling or Completion has been made. If the
defuulting party fails to pay the required advance payment, the non-defaulting parties may pursue any of the remedies provided
in this Arricle VILD. or any other default remedy provided elsewhere in this agreement. Any excess of funds advanced remaiqing
when he operation is complesed and all costs have been paid shall be promptly returned to the advancing party.

5. Costs and Attorneys’ Fees. In the eveat any pacey is requiced to bring legal proceedings to enforce any financial
obligation of a party hereunder, the prevailing party in such action shall be eatitled to recaver all court costs, costs of
collection, and a-1easonable attorney's fee, which the lien provided for herein shall also secure.

E. Rentals, Shut-in Well Pai/mems and Minimum Royalcies:

Rentals, shut-in well payments and minimum royalties which may be required undcr the terms of any lease shall be paid
by the party or patties who subjected such lease to this agreement at its or their expense. In the event two or mare pacties
own and have contributed interests in the same lease to this agreement, such parties may designate one of such parties to
make said payments for and on behalf of all such pacties. Any party may request, and shall be entitled to receive, proper
evidence of all such paymeats. In the event of failure to make proper payment of any rental, shut-in well payment or
minimum royalty through mistake or oversight where such payment is required to continue the lease in focce, 2ny loss which
results from such non-payment shall be borne in accordance with the provisions of Article IV.B.2,

Operator shall notify Noa-Operators of the anticipated completion of a shut-in well, or the shutting in or rewrn o
production of a producing well, ac leasc five (5) days (excluding Saturday, Sunday and legal holidays) prior to taking such
action, or at the earliest opportunity permicted by circumstances, buc assumes no liability for failure to do so. In the event of
failure by Operator to so notify Non-Operators, the loss of any lease contribated hereto by Non-Operators for failure to make
timely payments of any shut-in well payment shall be borne jointly by the pasties hereto under the provisions o{ Acrticle
VB3, - &l‘?

F. Taxes: rv"

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem mitanon all
property subject to this agreemeat which by law should be readered for such taxes, and it shall pay all such taxes! agsessed
thercon before they become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator informacion as
to burdens (to include, but not be limited ro, royalties, overriding royalties and production payments) on Leases a.q' :'S)il and
Gas Interests contributed by such Non-Operator. If the assessed valuation of any Lease is reduced by reason o At being
subject to outstanding excess royalties, overriding royalties or production payments, the reduction in ad. vhlo:.q{_ taxes
resulting therefrom shall inure to the benefit of the owner or owners of such Lease, and Operator shall fd,us} !hq chérge to
such owner or owners so as fo reflect the benefit of such reduction. If the ad valorem taxes are based in whole lorh part
upon sepacate valuations of each party’s working interest, then notwithstanding anything to the contrary hemm ch es to
the joint account shall be made and paid by the parties hereto in accordance with the tax value generatcd;by,,ggﬁ ﬂk;ys

: 2]
working interest. Operator shall bill the other parties for their proportionate shares of all tax paym met Mlﬁmmmm nafi él;r
provided in Exhibit "C.” . b Ansindatons gl Putiohsn Lkl
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If Operator considers any tax assessment improper, Op: ator .nay, at its discretion, protest within the time and manner
prescribed by law, and proseaute the protest to a final deterni.nation, unless all parties agree t0 abandon the protest prior to final
determination. During the pendency of administrative ar judici. | proceed ings, Operator may elect to pay, under protest, all such taxes
and any interest and penalty. When any such protested ussessinent shall Lave been finally determined, Operator shall pay the tax for
the joint account, together with any interest and penalty accried, and the votal.cost shall then be assessed against the parties, and be

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

Each party shall pay or cause to be paid all productios wnce, excise, gathering and other taxes imposed upon or with respect
1o the production or handliag of such party’s share of Oil ani Gas praduced uinder the tesms of this agreement. '
ARTICLE VL
ACQUISITION, MAINTENANCE OR TRA :SFER OF INTEREST
A. Surrender of Leases: '

The Leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in -whole
or in pact unless all parties consent thereto.

However, should any party desire to surrender its interest in any Lease or in any portion thereof, such party shall give written
notice of the proposed surrender 1o all parties, and the parties to whom such notice is delivered shall have thirty (30) days after
delivery of the notice within which to notify the party proposing the surrender whether they elect to consent thereto. Failure of a
party to whom such notice is delivered to reply within said 30-day period shall constitute a consent 1o the surrender of the Leases
described in the natice. I all parties do not agree or consent thereto, the pasty desiring to surrender shall assign, withour express or
implied warsanty of tide, all of its interest in such Lease, or portion thereof, and any well, material and equipment which may be
located thereon and any rights in production thereafier secured, to the parties not consenting to such surrender. If the intetest of the
assigning’ party is oc includes an Oil and Gas Interest, the assigning party shall execuce and deliver to the party or parties not
consenting o such surrender an oil and gas lease covering such Oil and Gas Interest for a term of one (1) year and so long
thereafier as Oil and/or Gas is produced from the land covered thereby, such lease to be on the form attached hereto as Exhibic “B."
Upon such assignment or lease, the assigning party shall be relieved from all obligations theteafter accruing, but not theretofore
accrued, with respect to the interest assigned or leased and the operation of any well artributable thereto, and the assigning pacty
shall have po fuccher interest in the assigned oc leased premises and its equipment and production other than the royalties retained
in any lease made under the terms of chis Article. The pacty assignee or lessee shall pay to the party assignor or lessor the
seasonable salvage value of the fatter’s interest in any well's salvable materials and equipment attributable to the assigned or leased
acreage. The value of ali salvable materials and equipment shall be determined in accordance with the provisions of Exhibit “C," less
the estimated cost of salvaging and the estimated cost of plugging and abandoning and restoring the surface. If such value is less
thaa such costs, then the party assigaor or lessor shall pay to the party assignee or lessee the amount of such deficit. If the
assignment or lease is in favor of more than one party, the interest shall be shared by such pacties in the proportions that the
interest of each bears to the total interest of afl such parties. If the interest of the parties to whom the assignment is to be made
varies according to depth, then the interest assigned shall similacly reflect such vaciances.

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor’s, lessor's or surrendering
pat:ty's incerest as it was immediately befare the assignment, lease or surrender in the balance of the Contract Area; and the acreage
assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this
agreement but shall be deemed subject to an Operating Agreement in the form of this agreement.

B. Renewal oc Extensioa of Leases: )

If any party secures a renewal or replacement of an Oil and Gas Lease or Interest subject to this agreement, then all other parties
shall be notified promptly upon such acquisition or, in the case of a replacement Lease taken before expiration of an existing Lease,
prompely upon expiration of the existing Lease. The parties notified shall have the right for a period of thirty (30) days following
delivery of such notice in which to elect to participate in the ownership of the renewal or replacement Lease, insofar as such Lease
affects lands within the Concract Area, by paying to the pacey who acquired it their proportionate shares of the acquisition cost
allocated to that part of such Lease within the Contract Area, which shall be in proportion to the interests held at chat time by the
parties in the Contract Area. Bach party who pasticipates in the purchase of a renewal or replacement Lease shall be given an
assignment of its proportionate interest therein by the acquiring party.

If some, but less thaa all, of the parties elect to participate in the purchase of a renewal or replacement Lease, it shall be owned
by the parcties who elect co participate therein, in a ratio based upon the relationship of their respective percentage of participation in
the Contract Area o the aggregate of the percentages of participation in the Contract Area of all parties participating in the
purchase of such renewal or replacement Lease. The acquisition of a renewal or ceplacement Lease by any or all of the parties hereto
shall not cause a readjustment of the iaterests of the pacties stated jn Exhibit “A," but any renewal or replacement Lease in which
less than all parries elect to participate shall not be subject to this agreement but shall be deemed subject to a separate Operating
Agreement in the form of this agreement.

If the intecests of the parties in the Contract Area vary according to depth, then their right to participate proportionately in
renewal ur replacement Leases and their right to receive an assignment of interest shall also reflect such depth variances.

The provisions of this Aricle shall apply to renewal or replacement Leases whether they are for the entire interest covered by
the expiring Lease or cover only a postion of its area or an interest therein. Any renewal or replacement Lease taken before the
expiration of its predecessor Lease, or taken or contracted for ot becoming effective within six (6) months after the expiration of the
existing Lease, shall be subject o this pravision so long as this agreement is in effect at the time of such acquisition of at the time
the renewal or replacement Lease becomes effective; but any Lease taken or contracted for more than six (6) monthéf’_her the

expiration of an existing Lease shall not be deemed a renewal or replacement Lease and shall not be subject to the provisigas of this
agreement. - Al

The provisions in this Acticle shall also be applicable to extensions of Oil and Gas Leases. r 31 i
C. Acreage or Cash Contributions: ' b

While this agreement is in force, if any party contracs for a contribution of cash towards the drilling of a well o;il] ' other
operation on the Contract Area, such contribution shall be paid 1o the party who conducted the drilling or other operatiop a};d shall

be applied by it agaiast the cost of such drilling or other operation. If the contribution be in the form of acreage, shéparty tq whom
the contribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the l?i’iuid_ ‘I"ar‘tisééz_ in the
propottions said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Com‘fgét ffca 'Lqﬂ,_ !to the

extent possible, be governed by pravisions identical to this agreement. Each party shall promptly notify all o;hg?' ga%’\ééﬁ?f aay

acreage or cash contributions it may obtain in support of any well or any other operation on the Contract)Arést Ehikiubove
provisions shall also be applicable to optional rights to earn acceage outside the Contract Area which are iri'Eu}iﬁoé?"’c‘:‘f"i’véll’ dritléd

et autherad wn withog Ay toe

JE0

inside the Contract Area.
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i any part).' contracts for any . .nsiders :io-n r?latin; 0 disposit. .0 of such party’s share of substances produced hereunder,
such consideration shall not be dev. aed a co wribution - -ontemplatec in this Article VIILC,
D. Assignment; Maintenaace of : Jaiform Interest:

For the pucpase of mainwi. ing unif. cenity of ownership in the Contract Area in the Ojl and i
Interests, wells, equipment a1:) productic. 2 covered b, this agreemeni no party shall sell, cna:mber,G ::nrf:;::e:ror:n::do(i::
dispasition of its intere;; in +. 2 Oil and Cias Leases « «d Oil and Gas luterests embraced within the Contract Area or in wellg
equipment and production usii ss such disj-sition cove -  either: '

1. the entire intecest of .he party in w.f Oil ar. 5 Leases, Oil and -ias Interests, wells, equipment and prodiiction; or

2. an equal undivided percent of ih.. pariy sent interest in !} Oil and Gas Leases, Oil and Gas Intercs;s, wells
equipment and production in the Contrace - rea. . )

Every sale, encumbray e, transfer or other disposition made by any party shall be made expressly subject to this agreement
and shall be made without ; ejudice to the right of the other pasties, and any transferee of an ownership interest in any Oil and
Gas Lease or Interest shall 1.- deemed a party to this agreement as to the interest conveyed from and after the effective date of
the transfer of ownership; pm.vide\l, however, that the ot?ler parties shall not be required 1o recognize any such sale,
encumbrance, transfer or ot disposition for any purpose hetcuqder uncil chirey (30) days after they have received a copy of the
instrument of tfansfcr or oiher satisfactory evidence thereof in writ‘ing from the transferor or transferee. No assignment or other
disposition of interest by a pacty shall relieve such pacty of obligations previously incurred by such party hereunder with respect
to the interest transfecred, including without limitation the obligation of a pacty to pay all costs attributable to an operation
cond_nczcd hereunder in which such party has agreed to participate prior to making such assignment, and the lien and security
interest granted by Article VILB. shall coatinue to burden the interest transferred to secure payment of any such obligations.

If, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion,
may requite such co-owners to appoint a single trustee or agent with full suthority to receive notices, approve expenditures,
receive billings for and approve and pay such party’s share of the joint expenses, and to deal geoerally with, and with power o
bind, the co-owners of such party's interest within the scope of the operations embraced in this agreement; however, all such co-
awaecs shall have che right to enter into and execute all coatracts or agreements for the disposition of their respective shares of
the Oil and Gas produced from the Contract Area and they shall have the right to receive, separately, payment of the sale
proceeds thereof. '

E. Waiver of Rights to Partition:

If permitted by the laws of the state or states in which the property covered hereby is located, each party hereto awning an
undivided incerest in the Contract Area waives any and all rights it may have o partition and have set aside to it in severalty ics
undivided intecest cherein. .

F. Preferential Right to Purchase:
[ 3Qptional; Check if applicable.) :

Should sy party desice to sell all or any part of its interests under this agreement, or its rights and interests_jn-the Contract
Area, it shall prompriy-give written notice to the other pasties, with full information concerning its propesed disposition, which
shail include the name and addresg of the prospective transferee (who must be ready, willing aad3ble to purchase), the purchase
price, a legal description sufficient to 1destify the property, and all other terms of the-offer. The other parties shall then have an
optional prioc right, for a period of tea (10) d¥ysgfter the notice is deliver®d, to purchase for the stated consideration on the
same terms and conditions the interest which the othér~paggy-pfoposes to sell; and, if this optional right is exercised,i the
purchasing parties shall share the purchased interest in-tlie proportioag that the interest of each bears to the total interest of all
pucchasing parties. However, there shall beag"preferential right to purchas®~aghose cases where any party wishes to mortgage
its interests, or to transfer title gp-ies”Tnterests to its mortgagee in liew of or pursuant to~fageclosure of a mortgage of its interests,
or to dispose of its injesestS by merger, reorganization, consolidation, or by sale of all or substatitislly all of its Oil and Gas assets
10 any partyerBy transler of its interests o a subsidiary or parent company or to a subsidiary of a pare ompany, or to any

apanty in which such party owns a majority of the stock. '

ARTICLE IX.
. INTERNAL REVENUE CODE ELECTION

If, for federal income tax pucposes, this agreement and the operations hereunder are regarded as a partnership, and if the
patties have not otherwise agreed to form a tax partnership pursuant to Exhibit “G” or other agreemeat between them, each
party thereby affected elects 1o be excluded from the application of all of the provisions of Subchapter “K," Chapter 1, Subtitle
"A," of the laternal Revenue Code of 1986, as amended (“Code™), as permitted and authorized by Section 761 of the Code and
the regulations promulgated thereunder. Operator is authorized and directed to execute on behalf of each party hereby affected
such evidence of this election as may be required by the Secretary of the Treasury of the United States or the Federal Internal
Revenue Service, includiag specifically, buc not by way of limitation, all of the returns, statements, and the data required by
Treasury Regulations §1.761. Should there be any requirement that each party hereby affected give further evidence of this
election, each such party shall execute such documents and furnish such other evidence as may be required by the Federal Internal
Revenue Service or as may be necessary to evidence this election. No such parcy shall give any notices or take any other action
incansistent with the election made hereby. If any present or future income tax laws of the state or states in which the Contract
Axea is located or any futute income tax laws of the United States consain provisions similar to those in Subchapter "K," Chapter
1, Subritle “A,” of the Code, under which an election similar to that provided by Section 761 of the Code is permitted, each party
hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing elecflon, each
such party states thae the income decived by such pacty from operations hereunder can be adequately determined without the

s

computation of partnership taxable income. ’1?
' ARTICLE X. (s
CLAIMS AND LAWSUITS Hey

i

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the.
docs not exceed _Twenty Five Thousand pollacs ($25:000.00 'y 04 if the payment is in complete §
of such claim or suit. If the amount required for scttlement exceeds the above amount, the pasties hereto shall assugrie __\',4:{@&19 over
the further handling of the claim or suit, unless such authority is delegated to Operator. All costs and expenses bf'ihin &_ingﬁ,':ié‘ teling,
or otherwise discharging such claim or suit shall be at the joint expense of the parties participating in the aper: (ﬁqu% v}h;h the
claim or suit acises. If a claim is made against any party or if any party is sued on account of any matter aris‘ihg"_f{qh:__é' Sarations
hereunder over which such individual has no control because of the rights given Operator by this ngr&mgpﬁj!"' o 'rkbgll_
immediately notify all other parties, and the claim or suite shall be treated as any other claim or suit involvinfqb. b Ferduited

st 8k et dudbhenrad w waitlig by mcl
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AR1ICLE X1,
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force 1 najeure to carry out jts obligations under this agreement, other
thaa the obligation to indemaify ot make money payments oc furnish security, that party shall give to all other parties
prompt written notice of the force majeure with reasonably fult particulars coacerning it; thereupon, the obligations of the
party giving the notice, so far as they are affecied by the force majeure, shall be suspended during, but no loager than, the
continuaace of the force majeure. The term “force majenre,” as-hese employed, shall mean an act of God, strike, lockout, or*
other industrial disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, storm, flood or other act of
nature, explosion, governmental action, governmental delay, restraint or inaction, unavailability of equipment, and any other
cause, whether of the kind specifically enumerated above or otherwise, which is not reasonably within the control of the parey
claiming suspension.

_ The aiffected party shall use all reasonable diligence to remove the force majeure situation as quickly as practicable. The
requirement that any force majeure shall be remedied with all reasonal:ic dispatch shall not require the settlemens of strikes,
lackouts, ar ather labor difficuley by the pacty involved, contrary to its wishes; how all such difficulties shall be handled shall
be eatirely wichin the discretion of the party concerned.
ARTICLE XIL
NOTICES

Al notices authorized or required betweea the parties by any of the provisions of this agreement, unless otherwise
specifically provided, shall be in writing and delivered in person or by United States mail, courier secvice, telegram, telex,
telecopier or any other form of facsimile, postage or charges prepaid, and addressed to such parties ar the addresses listed on
Exhibic "A." Al telephoae or oral notices permicted by this agreement shall be confirmed immediarely chereafter by written
notice. The originating notice given under any provision hereof shall be deemed delivered only when received by .the party to
whom such notice is directed, and the time for such party to deliver any notice in response thereta shall run from the date
the originating notice is received. "Receipt” for purposes of this agreement with respect to written notice delivered hereunder
shall be actual delivery of the notice to cthe address of the party (o be notified specified in accordance with this agreement, or
1o the telecopy, facsimile or telex machine of such party. The second or any responsive notice shall be deemed delivered when
deposited in the United States mail or at the office of the courier or telegraph service, or upon transmittal by telex, telecopy
o fucsimile, or when personally delivered to the party to be notified, provided, that when response is required within 24 or
48 hours, such response shall be given orally or by telephone, telex, telecopy or other facsimile within such period. Each party
shall have the right (o change its address at any time, and from time to time, by giving written notice thereof to all other
patties. If a parcy is not available to receive notice orally or by telephone when a party artemprs to deliver a notice required
to be delivered within 24 or 48 hours, the notice may be delivered in writing by any other method specified herein and shall
be deemed delivered in the same manner provided above for any responsive notice,

ARTICLE XIH.,
TERM OF AGREEMENT
. This agreement shall remain in full force and effect as to the Oil and Gas Leases and/or Oil and Gas Interests subject
hereto for the period of rime selected below; provided, however, no party hereto shall ever be construed as having any tight, title
or interest in o fo any Lease or Oil and Gas Interest contributed by any other party beyond rhe term of this agreement.

[0 Option No. 1: So long as aoy of the Oil and Gas Leases subject to this agreement remain or are continued in
force as to any part of the Contract Area, whether by production, extension, renewal or otherwise.

5] Option No. 2: In the eveat the well described in Article VI.A., or any subsequent well drilled under any provision
of this agreement, results in the Completion of a well as a well capable of production of Oil and/or Gas in paying
quantitics, this agreement shall continue in force so long as any such well is capable of production, and for an
additional period of 120 days thereafter; provided, however, if, prior to the expiration of such
additional period, one or more of the parties herefo are engaged in drilling, Reworking, Deepening, Sidetracking,
Plugging Back, testing or attempting to Complete ot Re-complete a well ar wells hereunder, this agreement shall
coditinue in force until such operations have been completed and if production results therefrom, this agreement
shall continne in force as provided herein. In the event the well described in Article VI.A,, or any subsequent well
drilled hereunder, results in a dry hole, and no other well is capable of producing Oil and/or Gas from the
Coatract Area, this agreement shall terminate unless drilling, Deepening, Sidetracking, Completing, Re-
completing, Plugging Back or Reworking operations are commenced within days from the
Jdate of abandonment of said well. “Abandonment” for such purposes shall mean either (i) a decision by all pacties
not o conduct any fuccher operations on the well or (ii) the elapse of 180 days from the conduct of any
operations on the well, whichever first occurs.

The termination of this agreement shall not relieve any party hereto from any expense, liability or other obligation or any
remedy therefor which has accrued or attached prior to the date of such termination.

Upoa termination of this agreement and the satisfaction of all abligations hereunder, in the event a memorandum of this
Operating Agreement has been filed of record, Operator is authorized to file of record in all necessaty recording offices a
notice of termination, and each party hereto agrees to execute such a notice of termination as to Operator's interest, upon
request of Operator, if Operator has satisfied all its financial obligacions.

ARTICLE XIV. : B
COMPLIANCE WITH LAWS AND REGULATIONS } '._
A. Laws, Regulations and Orders: i

This agreement shall be subject to the applicable laws of the state in which the Contrace Area is located, to the v_’_a id-rules,

cegulacions, and orders of any duly constituced regulatory body of said state; and to all other applicable fqdc:bal? state,

b=

and local laws, ordinances, rules, regulations and orders. . _ e
B. Governing Law: - ' o N

This agreement and all matters pertaining hereto, including but not limited to matters of pe.rfé'tmg_gf:é? non-
performance, breach, remedies, procedures, rights, duties, and interpretation or construction, shall be ’.gg_vcrné;l and
determined by the faw of the state in which the Contract Area is located. If the Contract Area is in (WP Or mbrg jeates,
the faw of the state of : shall govera. ;

. 49

C. Regulatory Agencies: oo L .,
+ Nothing herein contained shall grant, or be cpnstrued to grant, Operator the right or authority t ‘waiv.c_f p‘_..‘glﬁ se’ dhy !
rights, privileges, ot obligations which Non-Operators may have under federal or state laws or unde&,";.g.lg&‘;,_gsgg!ﬁgiﬂg\iﬁgsw
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orders promulgated under such laws in r - :nce 1o oil, gas and mineial operations, including the location, operation, or
production of wells, on eracts offsetting. - jaceqt to the Contract Area.

With respect to the operations 1 .. er, Non-Operators agree to release Operator from any and all losses, damages,
injuries, claims and causes of action «i=: 1. out of, incident to or resulting dicectly or indirectly from Operator's interpretation
or application of rules, rulings, regulai - 4 or orders of the Department of Eaergy or Federal Energy Regulatory Commission
or predecessor Or SuCCessor agencies . the extent such interpretation or a.lication wes made in good faith and does not
constitute gross negligence. Bach T . -Operator fusther agrees to reimbusse Operator for such Non-Operator’s share of °
production or any refund, fine, levy + - other governmeatal sanction that Operator may be required to pay as a result of such
an incorrect interprecation or appli.  .on, iogether with interest and penalties thereon owing by Operator as a result of such
incorrect interpretation or applicatii. .

ARTICLE XV,
'MISCELLANEQUS .|
A. Execution:

This agreement shall be bind' iy upon each Non-Operator when this agreement or a counterpare thereof has been
executed by such Noa-Operator ai. - Operator notwithstanding that this agreement is not then or thereafter executed by all of
the pacties to which it is tendered « ¢ which are listed on Exhibit "A” as owning an interest in the Contract Area or which
own, in fact, an ioterest in the Contract Area. Operator may, however, by written notice to all Non-Operators who have
become bound by this agreement as aforesaid, given ar any time prior to the actusl spud date of the Initial Well but in no
event later than five days prior to the date specified in Article VLA, for commencement of the Initial Well, terminate this
agreement if Operator i its sale disceetion determines that there is insufficient participation to justify commencement of
drilling operations. In the event of such a termination by Operatar, all further aobligations of the parties hereunder shall cease
as of such termination. In the event any Non-Operator has advanced or prepaid any shace of drilling or other costs
hereunder, all sums so advanced shall be remrned to such Non-Operator without interest. In the event Operator proceeds
with drilling operations for the Initial Well without the exccution hereof by all persons listed on Exhibit “A" as having a
current working interest in such well, Operator shall indemnify Noa-Operators with respect ¢o all costs incurred for the
Initial Well which would have been charged to such person under this agreement if such person had execuced the same and
Operator shall receive all revenues which would have been received by such person under this agreement if such person had
executed the same. : .

B. Successors and Assigns:

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and their tespective heics,
devisees, legal representatives, successors and assigns, and the terms hereof shall be deemed to run with the Leases or
Interests included within the Contcact Area.

C. Counterparts:

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

" For the purposes of assuming or rejecting this agreement as an executory coatract pursuant 1o federal bankrupicy laws,
this agreement shall not be severuble, but rather must be assumed or rejected in its entirety, and the failure of any party to
this agreement to comply with all of its financial obligations provided herein shall be a material default.

ARTICLE XVLI.
OTHER PROVISIONS

3
i, it proied |
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1 IN WITNESS WHEREOF, this agreemen: shall be effective as of the . 31St_ 4ay of __October ,
2 192003

3 ATTEST OR WITNESS: OPERATOR

4 " McQuadrangleg, L.L.C.

6 - ()V\'Y\}M /t)\) aur ' Delbert McDougal
7 T Type or print name
8 ~Title ,%1’}0

e;%z//éa <

9 _~Dat
10 .~ Tax ID ot S5. No. LEX -1 — 7D
11 |
12 NON-OPERATORS |
13
14
15 By
%9 Type or print name
18 Title
19 : | - Date
20 ' ; Tax ID or 8. No.
21
22
23 , By
%g . ’ Type or pr—itTt name
26 " Title
‘ 27 ‘ ' Date
28 Tax ID or S8.5. No.
29
30 By
g; - : Type or print name
33 Title
34 : Date
35 Tax ID or S$.S. No.
36
(et : s wevk it pesRTad
Anserivan Jaawciatian ot Pavodwnn Landweit
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13
14
15
16
17
18
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20
21
22

23

25
26
2
28
29
30
31
32
33
34
35

36

37

ACKNOWLEDGMENTS
Note: The following forms of acknowledgment are the short forms appréved by the Ugiform Law on Notacial Acts. The

validity and effcct of these forms in any state will depend upan the statutes of that state.

Individual acknowledgment:

Stace of , )
) ss.

County of — )
This instrument was acknowledged before me on

by

(Seal, if any)

. Title (and Rank)

My commission expires:

Acknowledgment in representative capacity:

State of Texas )
) ss.
Ct;hnty of Lubbock ' )

't'his :instrument was ackhowlcdged before me on .
%{7 z Z/M ‘ij/ %ﬂﬂ él by Delbert MCDougal as

of McQuadrangle, L.L.C., a Texas Limited Liability Cqmpany/

(Seal, if any)

4 p L dy
kg SYLVIAF VANSTORY Title (and Rank) ﬂzzz‘z"%

: ‘% Notery Public, Siale of Taxes

) hima 2 10/
2% FEBRUARY 10, 2007 My commission expires: 2 r—/ﬂ v 40 /7

%,

Il‘
A

i),
*
pos

ey
3\5

e

s il EEVIRAR By .

Uhse ol thig idvatrdyteg mak ie prahihited |
preeph whea andhpoirad in waisiug bic the
Aigsi Acsucinbun wl Patiidooin | i

-19-



COPAS - 1984 - ONSHORE

. ) . ' ) ‘ Recommended by the Council
heaffblll 601, soxeco : : : of Petroleum Accountants

TULSA OK 74101 Societies p[lp

Attached to and made a part of IHLQEEM’]‘.MEWJEM}EENMQIIAMAWT E, LLC. __AS
. AND : . )

AS NON-OPERAT KE | UNLT, EDDY' COUNTY, WEH MEXICQ

EXHIBIT - " ”

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1.  Definitions

“Jaint I;ruc{)erty" shall mean the real and personal property subject to the agreement to which this Accounting Procedure
1s attached.

“Joint Operations” shall mean all operations necessary or praper for the development, operation, protection and mainte-
nance of the Joint Property.

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

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

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

“Parties” shall mean Operator and Non-Operalars.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct supervision
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity.
“Technical Employees” shall mean those employees having special and specific engineering, geological or other profes-
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and prablems
for the benefit of the Joint Property. _

. “Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Praperty.
“Controliable Material" shall mean Material which at the time is so classified in the Material Classification Manual as
most recently recommended by the Council of Petroleum Accountants Societies.

2. Statement npd Billings -

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

3. Advances and Paymentis by Non-Operators

A. Unless otherwise provided for in 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 (16) days after receipt of the bill-
ing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust each
monthly billing to refiect advances received from the Non-Operators.

B. Each Non-Operator shall pay its proportien of al! bills within fifteen (16) days after receipt. If payment is not made
within such time, the unpaid balance shall bear interest monthly at the #§ifi rate ixrifmobut of
12% per_annum on the first day of the month in which delinquency occurs plus 1% or the maximum
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, whichever
is the lesser, plus attorney’s fees, court costs, and other costs in connection with the collection of unpdid amounts.

4. Adjustments

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

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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A. A Non-Operator, upon totice in writing to Operator and all other “lon-Operators, shall have the right to audit Opera-
lor's accounts and records relating to the Joint Account for an. calendar year within the twenty-four (24) month
peviod following the end of such calendar year; provided, however, the making of an audit shall not extend the time
for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this Section
I. Where there are twa or more Non-Operators, the Non-Operatois shall make every reasonable effort to conduct a
joint audit in a manner which will resull in a minimum of inconvernience to the Operator. Operator shall bear no por-
tion of the Non-Operators’ audit cost incurred under .this paragraph unless agreed to by the Operator. The audits
shall not be conducted more than once each year without prior app: val of Operator, except wpon the resignation or
removal of the Operator, and shall be made at the expense of those: Non-Operators approving such audit.

Audits

B.  The Operator shall reply in writing to an audit report within 180 days after receipt of such report.

Approval By Non-Operators

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

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

II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

L

Ecological and Environmental

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

Rentals and Royalties

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

Labor

A1) galariig and wages of Operator’s field employees directly employed on the Joint Property in the conduct of joint
perations. .

(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 éxcluded
from the overhead rates. ° . . :

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

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to employees
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section 1. Such costs under
this Paragraph 8B may be charged on a “when and as paid basis” or by “percentage assessment” on the amount of
salaries and wages chargeable to the Joint Account under Paragraph 8A of this Section II. If percentage assessment
is used, the rate shall be based on the Operator's cost experience. ‘

C. Expenditures or contributions made pursuant to assessmenis imposed by governmental authority which are applicable
to Operator’s costs chargeable to the Joint Account under Paragraphs 3A and 8B of this Section I1.

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

Employeg Benefits
Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, retirement, stock
purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to the Joint

Account under Paragraphs 3A and 3B of this Section I1 shall be Operator’s actual cost not to exceed the percent most recent-
ly recommended by the Council of Petroleum Accountants Societies.

Material . _
Mat‘eria] purchased or furnished by Operator for use on the J-int Property as provided under Section IV. Only such Material

shall be purchased for or transferred to the Joint Property as inay be required for immediate use and is reasonably practical
and consistent with efficient and economical operations. The accumulation of surplus stocks shall be aveided.

Transportation
Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations:
A. If Material is moved to the Joint Property from the Oyerator’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.

" -9-
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11

12.

13.

14,

15.

T | il
B. If surplus Ma'terial is maved to Operamr.'s warel use or other storage point, no charge shall be made to the Joint Ac-
count for a distance greater than the distance .o ihe nearest reliable supply store where like material is normally
available, or railway v. ceiving point nearest {! 2 Joint Property unless agreed to by the Parties. No charge shall be

made to the Joint Acc int for moving Maleri. | to other properties belonging to Operator, unless agreed to by the
Parties. : '

" C. In the application of subparagraphs A and R oove, the option to equaliz: or charge actual trucking cost is available

when the aclual charge is $400 or less excli.  ng accessorial charges. The $400 will be adjusted to the amount most
recently recommended by the Council of Pei: leum Accountants Societies.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by P :

10 of Seclion IT and Paragraph i, ii, and iii, of Section III. The cost of professional coﬁsultant services agd Zon‘tirr:g:g:
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates.
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint
Properly shall not be charged to the Joint Account unless previously agreed to by the Partijes.

Equipment and Facilities Furnished By Operator

A. Operator shall chargg the Joint Agcount for use of Operaior owned equipment and facilities at rates commensurate
with costs of ownership a’nd_ 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

twabLy — percent (20 %) per annum. Such rates shall not exceed average commercial rates currently pre-
vailing in the immediate area of the Joint Property.

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

Damages and Losses io 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

afler 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, excepl that no charge for services of Operator’s legal staff or fees or expense of outside attor-
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be covered by the
overhead provisions of Section III unless otherwise agreed to by the Parties, except as provided in Section 1, 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 Lhe production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad valo-
rem taxes are based in whole or in part upon separate valuations of each party’s working interest, then notwithstanding
anylhing to the contrary herein, charges o the Joint Account shall be made and paid by the Parties herelo in accordance
with the tax value generated by each party's working interest.

Insurance

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

Abandonment and Reclamation

Costs incurred for abandonment of the Joint Property, including cosis requir-d hy governméntal or other regulatory
authority. ) o .
Communications

Cost of acquiring, leasing, installing, operating, repairing and maintaining cor munication systems, including radio apd
microwave facilities directly serving the Joint Property. In the event connmur cation facilities/systems serving the Joint
Property are Operator awned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section II.
Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provision : of this Section 11, or in Section 11T and which

is of direct benefit Lo the Joint Properly and is incurved by the Operator i .| the necessary and proper conduct of the Joint
Operations.




III. OVERHEAD

1. Overhead —.Drilling and Producing Operations R

jii.

B.

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

( x) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Baais, Paragraph 1B

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries

or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph
34, Section I1. The cost and expense of services from outside sources in connection with matters of taxation, traffic,
accounting or maiters before or involving governmental agencies shall be considered as included in the overhead rates

provided for in the above selected Paragraph of this Section TII unless such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

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

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

The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services

and contract services of technical personnel either temporarily or permanently assigned to and directly employed in
the operation of the Joint Property: .

(%) shall be covered by thé overhead rates, or
( ) shall not be cqvered by the overhead rates.

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

Drilling Well Rate § .7, 500.00
(Prorated for less than a full month)

Producing Well Rate $630.00

(2) Application of Overhead - Fixed Rate Basis sﬁéll be as.follows':
(2) Drilling Well Rate -

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

that no charge shall be made durihg suspension of drilling or completion operations for fifteen (15) or
more consecutive calendar days.

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

{b) Pyodu,cin'g Well Rates

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

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

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

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

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

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

Overhead - Percentage Basis

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

4-
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Per: -t ( %) of the cost of develo jment of ithe Joint Property exclusive of costs provided
under Paragraph |- of Section II and all salvage crecits.

(a) Development

(b) Operating

P cent( %) of the cost of operating Lhe Joint Property exclusive of costs provided under

Paragraphs 2 an.. .0 of Section II, all salvage eredils, the value of injected substances purchased for secondary
recovery and all . xes and assessments which are levied, assessed and paid upon the mineral interest in and
to the Joint Prop« 1ty. .

(2) Application of Overi aad - Pereentage Basis shall be as follows:

For the purpose of dei 2rmining charges on a percentage basis unc . Paragraph 1B of this Section [11 development
shall include all costs in connection with drilling, redrilling, deepening, or any remedial operations' on any or all
wells involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop-
erty; also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning
when the well is nol completed as a producer, and original cost of construction or installation of fixed assets. the
expansion of fixed assels and any other project clearly discernible as a fixed asset, except Major Constructio'n as
defined in Paragraph 2 of this Section III. All other costs shall be considered as operating. '

Overhead - Major Construction

To compensate Operator for ovgrhead costs incurred in the coﬁstruction and installation of fixed assets, the expansion of
fnx.ed assets, and any other project clearly d[scernible as a fixed asset required for the development and operation of the
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint

Account for overhead based on the following rates for any Major Construction project in excess of §

A 2 %af first $100,000 or total cost if less, plus
B. __2_____ % 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

pro{‘efit (sihall not be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be
exctuaea. : .

Ca_tasﬁ-ophe Overhead

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

A. 2 %of total costs through $100,000; plus
B._3 % of total costs in excess of $100,000 but less than $1,000,000; plus
C.__—2 % of total costs in excess of $1,000,000. - -

Expenditures subject to the overheads above will not be rednced by insurance recoveries, and no other averhead provi-

sions of this Section Il shall apply.

Amendment of Rates

The overhead rates provided for in this Section I1] may be amended from time to time only by mutual agreement between

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

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

Operator is responsible for Joint Account Material and shall make proper and timel charges and credits {or all Material move-
ments affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at Operator’s
oplion, such Material may be supplied by the Non-Operator. Operator shall mal.¢ timely disposition of idle and/or surplus
Material, such disposal being made either through sale to Operator or Non-Ope- ator, division in kind, or sale to outsiders.
Operator may purchase, but shall be under no obligation lo purchase, interest of Non-Operators in surplus condition A or B
Malerial. The disposal of surplus Controllable Material not purchased by Lhe Opi:rator shall be agreed to by the Parties.

L.

Purchases _

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

Transfers and Dispositions

Material furnished o the Joint Property and Material transferred fror - the Joint Property or disposed of by the Operator,
unless olherwise agreed Lo by the Parties, shall be priced on the foll -wing basis exclusive of cash discounts:

-5-




A. New Material (Conditiqn A)

(1) Tubular Goods Other than Line Pipe
. ‘.!

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill published
carload base prices effective as of date of movement plus transportation cost using the 80,000 pound carload
weight basis to t.he 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

g\ﬁy be used. Freight charges for tubing will be calculated from Lorain, Ohio and casing from Youngstown,
ia.

(b) For gr.ades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans-
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in
Paragraph 2.A (1)(a). For transportation cost from points other than Eastern mills, the 30,000 pound Oil Field
Haulers Association interstate truck rate shall be used.

(¢) Special end finish tubu!ar goods spall be priced at the lowest published out-of-stock price, f.0.b. Houston,
'I‘exas._ plus transportation cost, using Oil Field Haulers Association interstate 80,000 pound truck rate, to
the railway receiving point nearest the Joint Property.

(d) Macaroni tubing (size less than 2% inch'OD) shall be priced at the lowest published out-of-stock prices f.0.b.
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per weight
of tubing transferred, to the railway receiving point nearest Lthe Joint Property. :

2) Line Pipe

(a) Line pipe movements (exce’pt. size 24 inch OD and larger with walls % inch and over) 80,000 pounds or more
shall be priced under provisions of tubular geods pricing in Paragraph A.(1)(a) as pravided above. Freight
charges shall be calculated from Lorain, Ohie. ‘

(b) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) less than 30,000 pounds
shall be priced at Eastern mill published carload base prices effective 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 Para-
graph A.(1)(a) as provided above. Freight charges shall be calculated from Lorain, Ohio.

(c) Line pipe 24 inch OD and over and ¥ inch wall and larger shall be priced f.0.b. the point of manufacture

zli)t cutrrent new published prices plus transportation cost to the railway receiving point nearest the Joint
roperty. . .

(d) Line pipe, including fabricated ljne pipe, driv_e pipe and conduit not listed on published price lists shall be
priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices
agreed to by the Parties. ‘

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

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

B. Good Used Material (Condition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property ‘ 4

At seventy-five percent (76%) of current new price, as deﬁermineﬂ by Paragraph A.
(2) Material used on and moved from the Joint Property

(a) At seventy-five percent (76%) of current new price, as determined by Paragraph A, if Material was originally
charged to the Joint Account as new Material or

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

(8) Material not used on and moved from the Joint Property
At seventy-five percent (76%) of current new price as determined by Paragraph A.
The cost of reconditioning, if any, shall be absorbed by the transferring property.

C. Other Used Material
(1) Condition C -

Material which is not in sound and serviceable condition and not snitable for its original function until afler recon-
dilioning 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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Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose shall be
priced on a basis commensurate with its use. Operator may dispose of Condition D Material under procedures
normally used by Operator without prior approval of Non-Operataors.

(2) Condition D

(a) Casing, tubing, or drill pipe used as line 1:; pe shall be priced as Grade A and B seamless line pipe of com-
parable size and weight. Used casing, tubi.g or drill pipe utilized as line pipe shal 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 pracedures. nor-
mally ulilized by Operator without prior approval of Non-Operators.

D. Obsolete Material

Mat_eriai which is ser.viceable apd gsable fpr its original function but condition and/or value of such Material is not
equivalenl to that which )uould justify a price as provided above may be specially priced as agreed Lo by the Parties.
Such price should result in the Jomt Account being charged with the value of the service rendered by such Material.

B. Pricing Conditions

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

(2) Mate}t;qial invc;lving erection costs shall be charged at applicable percentage of the current knocked-down price of
new Material. )

Premium Prices

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

ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use
and acceptable to Operator. :

Warranty of Material Furnished By Operator

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

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material. _

1.

Periodic Inventories, Notice and Representation

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice
of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that
Non-Operalors may be represented when any inventory is taken. Failure of Non-Operators to be represented at an inven-
tory shall bind Non-Operators to accept the inventory taken by Operator.

Reconcilialion and Adjusiment of Inventories
Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six

months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for
overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.

f Special Inventories

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

.Expense of Conducting Inventories

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

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

-
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28
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30 per l}undred welght on all tubular gowds movements, in lieu of actual loading or unloading costt
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38 . : price of new Material. .
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41 ) : .

42 .~ Whenever Malerial ia not readily obtainable at published or lisled prices because of nalionzl emergencies, strikes or other
43 unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the vequived
44 Material at the Operator's actual cost incurred in providing such Materlal, in making it suitable for use, and in moving it
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49

50 4. Warranty of Material Furnished By Operator
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62 Operator does not warrant the Material furnished, In case of defective Malerial, credit shall not be passed to the Joint
53 Account until adjustment has been received by Operator from the manufacturers or thelr agents. ‘
B4 _

66 _ ' . ,

56 ' V. INVENTORIE§3

B7 '

68 The Operator shall maintain detailed records of Controllable Material.

59 '

60 1. Perlodic Inventories, Notice and Representation

61 . ' » .
62 At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material. Writlen nolice
63 of intention ta take inventory shall be given by Operator at least thirty (30) daya before any inventory is o begin so that
64 Non-Operators may be represented when any inventory is taken. Failure of Non-Operalors lo be represenied at an
6b inventory shall bind Non-Operators to accept the inventory taken by Operator, :

66 ' _

67 2. . Reconcillation and Adjusiment of Inventories

68 : '

69 Adjustments to the Jolnt Account resulting from the reconciliation of a physical inventory shall be made within six
70 montha following the taking of the inventory. Invento y adjustments shall be made by Operator. to the Joint Account for
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overages and shortages, but, Operator '+ Al be held accountable only for shortages due to lack of reasonable diligence

Special Invenlories

Special inventories may be taken w .enever there i3 any sale, change of interest, or change of Operalor in the J
Property. It shail be the duty of th: sarty selling lo nolify all other Parties as quickly as possible after the transfe

interest takes place. In such cases oth the seller and the purchaser shall be governed by such inventory. In e
involving & change of Operator, al! tles shall be governed by such Inventory.

Expense of Conducting Invenlorics

A, The expense of conducting periodic inventories shall not be charged to the Joint Account unless agreed lo by |

Parties. ‘ :

B. The expense of conducting special inventories shall be charged to the Partles requesting such inventories, exce

inventorles required due to change of Operator shall be charged to the Joint Account.



EXTILIT “D”

I {SURANCE

All'insurance shall be obtained from financially sound, A.M. Best rated B+, Class IV or
above, insurance companies authorized to do business in the state in which the operations are
to be performed. Each policy shall provide for a waiver of subrogation rights against the
other signatory parties. Non-operator(s) shall be name:i as additional insureds on ali
insurance policies with the exception of Workman’s Compensation. All deductibles, if any,

shall be borne by the joint account. The Operator shall carry for the benefit of the joint
account the following insurance:

1. Workman’s Compensation insurance with statutory limits as required by the State of

2. Comprehensive General Liability Insurance with a $1,000,000 Combined Single
Limit (CSL), $2,000,000 aggregate limit. Sudden and accidental pollution coverage.
DEX. Underground resources and equipment hazard sublimit of $1,000,000 Property

Damage (PD), blowout and cratenng of $1,000,000. Deductible of $5,000 for PD per
- occurrence,

3. Comprehensive Automobile Liability including coverage of Owned and Hired/Non-

owned automobiles. Bodily Injury/Property Damage Llabxhty CcSL per occurrence of
$1,000,000.

4, Commercial Umbrella policy $2,000,000 CSL in excess of basic underlying
coverages. ,

5. Energy Exploration and Development Policy with a $10,000,000 limit per
. occurrence. Deductible of $2,000,000 per occurrence. Sublimit of $250,000 for

equipment in Operator's care, custody and control with a deductible of $100,000 per
occurrence.

Each Non-Operator shall have the option of carrying its own insurance, except that which is
required statutorily in (1) above. Should any Non-Operator elect not to be covered by the
Operator's insurance, such Non-Operator shall notify Operator in writing and provide
Operator an insurance Certificate(s) evidencing coverage(s) equal to or in excess of those set
forth hereinabove within ten (10) days of executing this agreement or prior to the actual spud
date of the well(s) covered, whichever occurs first. If such written notice is not received
within the above referenced time constraints, the Non-Operator will be billed for its
proportionate part of the insurance pertaining to the covered well(s).

If any party provides evidence of insurance so as to elect out of any coverage, such insurance
shall include the following provision:

1. All signatory parties hereto shall be named as additional insureds.

2. Each policy shall include a waiver of any rights of subrogation against the other
signatory parties hereto.

3. Each policy shall contain a provision-obligating insurer to give Operator written

notice of change or cancellation not less than thirty (30) days prior to the effective
date of such change or cancellation.

Operator shall require all contractors engaged in operations under this Agreement to comply

with the applicable Worker" ; Compensation and Employer’s Liability laws, and to mamtam
such other insurance, and in such amounts, that the Oper::tor deems necessary.

r
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MO! &1 :ORM RECORDING SUPPLEMENT TO
OPERATY ,(, .GREEMENT AND FINANCING STATEMENT
THIS AGREEMENT, entered i , by .nd betwe:n o
hereinafter rteferred to as “Operate ., ..d the signatory party or pasties other than Operator, hereinafter refecced to'
individually as "Non-Operator”, at:¢ colle. tively as "Non-Operators”,
WHEREAS, the parties to ii..s agr. ement are owners of Oil and Gas Leases and/or Oil and Gas Interests in the land
identified in Exhibit “A” (said v, 1. e and Interests being hareinafter called the "Conrrace Area"), and in any instance in .
which the Leases or Interesis 0l a pa f zie not of tecard, the record owner and the parsty hereto that owns the interest or

rights therein are reflected on F._hibi A™;
WHEREAS, the parties h: ceto ] .ve executed an ()peratmg Agreement dated _October 31, 2003
(herein the "Operating Agreciaeni |, covering the Coatrace Area for the purpose of exploring and developing such lands,
Leases and Interests for Oil ai:] Ga: and . )
WHEREAS, the parties herew, iave executed this ageeement for the purpose of imparting notice to all persons of the
rights and obligations of th: parties under the Operating Agreement and for the further purpose of perfecting those rights
capable of perfection. '
NOW, THEREFORE, ii: consideration of the mutual rights and obligations of the pacties hereto, it is agreed as follows:
1. This agreement supplements the Operating Agreement, which Agreement in its entirety is incorporated herein by
reference, and all terms used herein shall have the meaning ascribed to them in the Operating Agreement.
2. The parties do hereby agree that:

A. The Oil and Gas leases and/oc Oil and Gas Interests of the parties comprising the Contrace Area shall be subject
to and burdened with the rerms and provisions of this agreement and the Operating Agreement, and the parties do
hereby commit such Leases and Interests to the performance thereof.

B. The exploration and development of the Contract Area for Oil and Gas shall be governed by the terms and
provisions of the Operating Agreement, as supplemented by this agreement.

C. All costs and liabilities incurred in operations under this agreement and the Operating Agreement shall be borne
and psid, and all equipment and materials acquired in oPerations on the Contract Area shall be owned, by the parties
hereto, as provided in the Operating Agreement.

D. Regardless of the record title ownership ta the Qil and Gas Leases and/or Oil and Gas Interests ideatified on
Exhibic "A", all production of Oil and Gas from the Contract Acea shall be owned by the parties as provided in the
Operating Agreement, provided nothing contsined in this agreement shall be deemed an assxgnment or Cross-assignment
of interests covered hereby. :

E. Each parcy shall pay or deliver, or cause to be paid or delivered, all burdens on its share of the production from the
Concract Area as provided in the Operating Agreement.

B. An overriding royalty, production payment, net profits interest or other burden payable out of production heceafter
created, assignments of production given as security for the payment of money and those overriding royalties, production
payments and other burdens payable out of production heretofore created and defined as Subsequently Created Interests
in the Operating Agreement shall be (i) borne solely by the party whose interest is burdened therewith, (ii) subject to
suspension if a party is required to assign or relinquish to anather party an interest which is subject to such burden, and
(i) subject to the lien and security interest hereinafter provided if the party subject to such burden fails to pay its share
of expenses chargeable hereunder and under the Operating Agreement, all upon the terms and provisions and in the
times and manaoer pravided by the Operating Agreement.

G. The Oil and Gas Leases and/or Qil and Gas lacerests which are subject hereto may not be assigned or transferred
except in accordance with those terms, provisions and restrictions in the Opecating Agreement regulating such transfers.
This agreement and the Operating Agreement shall be bind.ing upoa and shall inure to the benefit of the parties herero,
and their respective heirs, devisees, legal representatives, and assigns, and the terms hereof shall be deemed to run with
the leases or interests included within the lease Contract Area. '

H. The -parties Shd" have the right to acquire an interest in renewal, extension and replacement leases, leases
proposed to be sutrendered wells proposed to be abandoned, and interests to be relinquished as a result of non-
participation in subsequent operations, all in accordance with the terms and provisions of the Operating Agreement.

L. The rights and obligations of the parties and the adjustment of interests among them in che event of a failure or
loss of title, each party’s cight to propose operations, obligations with respect to participation in operations on the
Contract Area and the consequences of a failure to participate in operations, the rights and obligations of the parties
regarding the marketing of production, and the rights and remedies of the parties for failure to comply with financial
obligations shall be as provided in the Operating Agreement.

J. Each party’s intecest under this agreement and under the Operating Agreement shall be subject to relinquishment
for its failure to pasticipate in subsequent operations and each party’s share of production and costs shall be reallocated
on :he basis of such relinquishment, all upon the terms and provisions provided in the Operating Agreement.

. All other matters with respect to exploration and development of the Contract Area and the ownership and-
(ransfer of the Oil and Gas Leases and/or Oil and Gas Interest therein shall be govemed by the terms and provisions of
the Operating Agreement

3. The parties hereby grant reciprocal liens and security interests as follows:

A. Each pacty grants to the other parties hereto a lien upon any interest it now owns or hereafter acquires in Oil and
Gas leases and Oil and Gas Interests in the Contract Area, and a security interest and/or purchase money security
interest in any interest it now awans or hereafter acquires in the personal property and fixtures on or used or obtained
for use in connection thecewith, to secure pecformance of all of its abligations under this agreement and the Operating
Agreement iacluding but aot limited to payment of expense, interest and fees, the proper disbursement of all monies
paid under chis agreemeat and the Operating Agreement, the assignment or relinquishment of interest in Oil and Gas .
Leases as tequired under this agreemeat and the Operating Agreement, and the proper pecformance of operations under
this agreement and the Operating Agreement. Such lien and security interest granted by each party hereto shall include
such party's leasehold interests, working intetests, operating rights, and royalty and overriding toyalty interests in the
Contract Area now owned or herealter acquired and in lands pooled or unitized therewith or otherwise becoming subject
to this agreement and the Operating Agreement, the Oil and Gas when extracted therefrom and equipment siruated
thereon or used or obrained for use in connection therewith (including, without limitation, all wells, tools, and tubular
goods), and accounss (including, without limitation, accounts arising from the sale of production at the wellhead),

-1-
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conteact risht.s._ inventory and general in!!_ngi!’lcs t.duting thereto or arising therefrom, and all proceeds and products of
the foregoing. ‘ '

B. Each party represents and warrants to the sther parties hereto that the lien and security interest granted by such
party to the other parties shall be a first and prii.r lien, and cach party hereby agrees to maintain the priority of said lien
aad security interest against all persons acquiiing an interest in Oil and Gas Leases and Interests covered by this
agreement and the Operating Agreement I.v hicough or under such party. All parties acquiring an interest in Oil and
Gas Leases and Oil and Gas Interests cuio.. y this agreemens and the Operating Agreement, whether by assignment, -
merger, mortgage, operation of law, or otherw:se, shall be deemed to have taken subject to the lien and security interest
granted by the Operating Agreement and thi: instrument as to all obligations attributable fo such interest under chis
agreement and the Operating Agreement wl.... er or not such obligations arise before ot after such interest is acquired.

C. To the extent that the parties have a security interest under the Uniform Commercial Code of the state in which
the Contract Area is situated, they shall be entitled ta exescise the rights and remedies of a secured party under the Code.
The bringing of a suit and the obtaining of judgment by-a party for the secured indebtedness shall not be deemed an
election of remedies or otherwise affect the lien rights or security interest as security for the payment thereof. In
addicion, upon default by aay party in the payment of its share of expenses, interest or fees, or upon the improper use of
funds by the Operator, the other parties shall have the right, without prejudice to other rights or remedies, to collect
from the purchaser the proceeds from she sale of such defaulting parry's share of Oil and Gas until the amount owed by
such parcy, plus interest, has been received, and shall have the right to offset the amount owed against the proceeds from
the sale of such defaukiing party’s share of Oil and Gas. All purchasers of production may rely on a notification of defaule
from the non-defaulting party or parties stating the amount due as 2 resnlt of the default, and all parties waive any
recourse available against purchasers for releasing production proceeds as pravided in this paragraph.

D. If any party fails to pay its share of expense within one hundred-twenty (120) days after rendition of a statement
therefor by Operator the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid
amount io the proportion that the interest of each such party bears to the interest of all such parties. The amouat paid
by each party so paying its shace of the unpaid amount shall be secured by the liens and security rights described in this
paragraph 3 and in_ the Openjating Agreement, and each paying party may independently pursue any remedy available
under the Operating Agreement or otherwise, .

E. If any party does not pecform all of its obligations under chis agreement or the Operating Agreement, and the
failure to perform subjects such parsty to foreclosure or execution praceedings pursuant to the provisions of this
agreement or the Operating Agreement, to the extent. allowed by governing law, the defaulting party waives any
available right of redemption from and after the date of judgment, any required valuation or appraisement of the
mortgaged or secured property prior to sale, any available right to stay execution or to require a marshalling of assets
and any required bond in the event a receiver is appointed. In addition, to the exteat permitted by applicable law, each
patty hereby grants 1o the other parties a power of sale as 10 any property that is subject to the lien and security rights
granted hereunder or under the Operating Agreement, such power to be exercised in the manner provided by applicable
law or otherwise in a commercially reasonable manner and upon reasonable notice.

F. The lien and security interest granted by this paragraph 3 supplements identical rights granted under the
Operating Agreement. T : 0 A _ T

G. To the extent permitted by applicable law, Non-Operators agree that Operator may invoke or ucilize the
mechanics’ or matecialmea’s lien law of the state in which the Contract Area is sitwated in order to secure the payment
to Ope;a‘tgg of any sum due under thig agreement and the Operating Agreement for ‘services performed or materials
supplied by Operator. ' el I ’ '

H. The above described security will be financed at the wellhead of the well or wells located on the Coatract Area and

this Recording Supplement may be filed in the land records in the County or Parish in which the Contract Area is
lacated, and as a financing statement in all recording offices required under the Uniform Commercial Code ot other
applicable state statutes to perfect the above-described security interest, and any party hereto may file a continuation
statement as necessary gnder the Uaiform Commercial Code, or other state laws.
4. This agreement shall be effective as of the date of the Operating Agreement as above recited. Upon termination of
this agreement and the Operating Agreement and the sacisfaction of all obligations thereunder, Operator is autharized to file
of record in all necessary recording offices a notice of termination, and each party hereto agrees to execute such a notice of
termination as to Operator’s interest, upon the request of Operator, if Operator has complied with all of its financial
obligations. ¢ o S o '

5. This agreement and the Operating Agreement shall be binding upon and shall inure to the benefic of the parties
hereto sad their respective heirs, devisces, legal representatives, successors and assigns. No sale, encumbrance, transfer or
other disposition shall be made by any party of any interest in the Leases or Interests subject hereto except as expressly
permitted under the Operating Agreement and, if permitted, shall be made expressly subject to this agreement and the
Operating Agreement and without prejudice to the rights of the other parties. If the transfer is permitted, che assignee of an
ownership interest in any Oil and Gas Lease shall be deemed a party to this agreement and the Operating Agreement as to
the interest assigned from and after the effective date of the transfer of ownership; provided, however, that the other parties
shall not be required 1o recognize any such sale, encumbrance, transfer or other disposition for any purpose hereunder uncil
thirty (30) days after they have received a copy of the instrument of transfer or other satisfactory evidence thereof in writing
from the transferor or transferee.’ No assignment or other disposition of interest by a party shall relieve such party of
obligations previously incurred by such party under this sgreement or the Operating Agreement with respect to the interest
transferred, including without limiration the obligation of a party to pay all costs attributable to an operation conducted under
this agreement and the Operating Agreement in which such party has agreed to participate prior to making such assignment,
and the lien and security interest granted by Article VILB. of the Operating Agreement and hereby shall continue to burden
the interest transferred to secure payment of any such obligations. ' .

6. In the event of a conflict between the terms and provisions of this agreemeat and the terms and provisions of the
Operating Agreemeat, then, as between the parties, the terms and provisions of the Operating Agreement shall control.

7. This agreement shall be binding upon each-Non-Operator when this agreement or a counterpart thereof has been
execuced by such Non-Operator and Operator notwithstanding thac this agreement is not then or thereafter executed by all of
the parsies to which ic is tendered or which are listed on Exhibit “A" as owning an interest in the Contract Area or which
own, in fact, an interest in the Contract Area. In the event that any provision herein is illegal or unenforceable, the
remaining provisions shall not be affected, and shall be enforced as if the illegal or unenforceable provision did not appear herein.
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8. Other provisions.

IN WITNESS WHEREOF, this agreement shall be effective as of the ____31St day of _October

2003

ATTEST OR WITNESS:

Ol Aeed]

ATTEST OR WITNESS:

ATTEST OR WITNESS:

ATTEST OR WITNESS:

ATTEST OR WITNESS:

OPERATOR

N N8

[, (\;2 Tl

7
By: DELBERT McDOUGAL

Type or Print Name
Tide: MANAGER

Date:

Address: /008 Salem

Lubbock, Texas

NON-OPERATORS

By:

Type or Print Name
Title:

Date:

Address:

By:

Type or Print Name
Title:

Date: _

Address:

By:

Type or Print Name
Tite:

Date:

Address:

By:

Type or Print Name
Title:

Date:

Address:




CASE /3570 :

Application of McQuadrangle, LC for statutory unitization of the South
RedLake II Unit Area, Eddy County, New Mexico. Applicant in the above-
styled cause, seeks an order unitizing, for the purpose of establishing an enhanced
recovery project, all mineral interest in the Grayburg formation, Red Lake Queen-
Grayburg-San Andres Pool, underlying 961.61 acres, more or less, of Federal and
State lands in the following acreage:

TOWNSHIP 17 SOUTH, RANGE 27 EAST, NMPM

Section 35: E/2, E/2 SW/4, SE/A NW/4,
Section 36: W/2, SW/4 NE/4

TOWNSHIP 18 SOUTH, RANGE 27 EAST, NMPM

Section 1: Lot 4
Section 2: Lots1,2,3

Said unit to be designated the South RedLake II Unit.

Among the matters to be considered at the hearing will be the necessity of unit
operations; the designation of a unit operator; the designation of horizontal and
vertical limits of the unit area; the determination of the fair, reasonable, and
equitable allocation of production and costs of production, including capital
investment, to each of the various tracts in the unit area; the determination of
credits and charges to be made among the various owners in the unit area for
their investment in wells and equipment and such other matters as may be
necessary and appropriate for carrying on efficient unit operations; including but
not limited to, unit voting procedures, selection, removal or substitution of unit
operator, and time of commencement and termination of unit operations.
Applicant also requests that any such order issued in this case include a non-
consent penalty for risk to be charged against carried working interests within the
unit area upon such terms and conditions to be determined by the Division as just
and reasonable. Said unit area is located approximately 16 miles southeast of
Artesia, New Mexico.

APPLICATION FOR STATUTORY UNITIZATION

PAGE 5



William F. Carr
wcarr@hollandhart.com

HOLLANDG&HART.

October 14, 2004

CERTIFIED MAIL-RETURN RECEIPT REQUESTED

TO: ALL AFFECTED INTEREST OWNERS IN THE SOUTH REDLAKE II UNIT
AREA.

Re:  Application of McQuadrangle, LC for statutory unitization of the South
RedLake II Unit Area, Eddy County, New Mexico.

Ladies and Gentlemen:

- This letter is to advise you that McQuadrangle, LC has filed the enclosed application with the
New Mexico Oil Conservation Division seeking an order statutorily unitizing for the purpose
of a secondary recovery project, and at a later date a tertiary recovery project, all mineral
interests from an upper limit described as 100 feet below mean sea level or at the top of the
Grayburg formation, whichever is higher, to a lower limit at the base of the San Andres
formation; the geologic markers having been previously found to occur at 1,430 feet and the
base of which is found at 1,762 feet in the Carper-Sivley Joint Account Magruder Well No. 13,
located 330 feet from the South line and 480 feet from the East line of Section 35, Township
17 South, Range 27 East, NMPM, Eddy County, New Mexico, as recorded on Welex Electric
log taken on march 28, 1960, said log being measured form a kelly bushing elevation of 3,654
feet above sea level, underlying 961.61 acres, more or less, of Federal, and State of New
Mexico lands comprised of the following described acreage:

TOWNSHIP 17 SOUTH, RANGE 27 EAST, NMPM

Section 35:  E/2, E/2 SW/4, SE/4 NW/4,
Section 36:  W/2, SW/4 NE/4

TOWNSHIP 18 SOUTH., RANGE 27 EAST, NMPM

Section 1: Lot 4
Section 2: Lots 1,2, 3

A copy of the proposed Unit Agreement and Unit Operating Agreement are enclosed. Said unit
is to be designated the South RedLakes II Unit.

Among the matters to be considered at the hearing on this application will be the necessity of
unit operations; the designation of a unit operator; the determination of the horizontal and
vertical limits of the unit area; the determination of the fair, reasonable and equitable
allocation of production and costs of production, including capital investment, to each of the
various tracts in the unit area; the determination of credits and charges to be made among the

Holland &Hart wr

Phone [505] 988-4421 Fax [505] 9836043 www.hollandhart.com

110 North Guadalupe Suite 1 Santa Fe, NM 87501 Mailing Address PO.Box 2208 Santa Fe, NM 87504-2208

Aspen Billings Boise Boulder Cheyenne <Colorado Springs Denver Denver Tech Center Jackson Hole Sait Lake City SantaFe Washington,D.C. &



October 14, 2004
Page 2

HOLLAND&HART. PN

various owners in the unit area for their investments in wells and equipment; a non-consent
penalty for risk to be charged against carried working interest owners within the unit area upon
such terms and conditions to be determined by the Division as just and reasonable; and such
other matters as may be necessary and appropriate for carrying on efficient unit operations;

" including, but not limited to, unit voting procedures, selection, removal or substitution of unit
operator, and time of commencement and termination of unit operations.

This application has been set for hearing before a Division Examiner on November 4, 2004 at
the Oil Conservation Division Hearing Room in its Santa Fe office located at 1220 South Saint
Francis Drive, Santa Fe, NM 87505. You are not required to attend this hearing but, as the
owner of an interest that may be affected by this application, you may appear and present
testimony. Failure to appear at that time and become a party of record will preclude you from
challenging this matter at a later date.

Parties appearing in cases are required by Division Rule 1208.B to file a Pre-hearing
Statement three days in advance of a scheduled hearing at the Division’s Santa Fe Office. This

- -—gtatement-must-include:-the. names.of the.parties-and their attorneys;.a concise statement.of the.

case; the names of all witnesses the party will call to testify at the hearing; the approximate
time the party will need to present its case; and identification of any procedural matters that
are to be resolved prior to the hearing.

William F. Carr
Attorney for McQuadrangle, LC

Enclosure

cc: Mr. Delbert McDougal
Mr. Jim Pierce
David R. Vandiver, Esq.



APPLICATION OF MCQUADRANGLE, LC
FOR STATUTORY UNITIZATION OF THE
SOUTH REDLAKE II UNIT AREA

Commissioner of Public Lands
P. O. Box 1148
Santa Fe, NM 87504-1148

MMS

Royalty Management Program
P. O. Box 5760

Denver, CO 80217-5760

Johney Cockburn Estate
Thelma V. Cockburn Ind. Ex.
1006 W. Third Street
Lampasas, TX 76550-2518

Colaro Corporation

400 One Energy Square
4925 Greenville Avenue
Dallas, TX 75206-4012

Florence Dooley Estate

Patrick T. Dooley, Personal Rep.

1006 S. 2nd Street
Artesia, NM 88210

Mary Dorothea Duggan
15 E. Greenway Plaza #12G
Houston, TX 77046-1504

Frank E. Hawley Life Est.
21 Goldenridge Court
San Mateo, CA 94402-3717

Myrna Sue Zumwalt
101 N. Filmore Street
Cortez, CO 81321-3311

Everett R. Jones, Jr.

Suite 1420 LB No. 12

8080 N. Central Expressway
Dallas, TX 75206-1806

EXHIBIT A

Robert L. Huguley Sr.
6145 Quail Avenue #130
El Paso, TX 79924-4336

Joan A. Hudson
8053 San Vista Circle
Naples, FL 34109-7177

Jonel Susan Grasso
11 Ocean Ridge
Laguna Niguel, CA 92677

John Bedingfield
P. O. Box 630
Artesia, NM 88211-0630

Lillie M. Yates Estate

S.P. Yates, Frank Yates Jr., and B. W.
Harper Co., Personal Representatives
P. O. Box 840

Artesia, NM 88211-0840

William P. Dooley Estate

Patrick Dooley, Personal Representative
1006 S. 2nd Street

Artesia, NM 88210-2808

Jim and Pearl Hawley Family Living
Trust

5857 Westhaven Drive

Fort Worth, TX 76132

Richard H. Sweaney III
P. O. Box 1803
Forney, TX 75126

Gary W. Sweaney
12938 King Circle
Cypress, TX 77429



Mesa Oil Co. AC #533319-13
P. 0. Box 125
Artesia, NM 88211-0125

Jon J. Nelson
P. O. Box 885
Seguin, TX 78156-0885

Scout Oil Co. AC #53319-13
c¢/o Western Bank NA

P. O. Box 500

Artesia, NM 88211-0500

John H. Trigg
P. O. Box 520
Roswell, NM 88202-0520

Yates Brothers
105 S. 4th Street
Artesia, NM 88211-2124

Etz Southern Trust
George H. Etz Jr. Trustee
1105 Xanthisma

McAllen, TX 78504-3519

Sandra Leigh Terry
P. O. Box 12617
El Paso, TX 79912-0617

Sue Lynn Terry
6112 N. Mesa PMB 216
El Paso, TX 79912-4516

Paul Slayton
P. O. Box 2035
Roswell, NM 88202-2035

Mary L. Boling
P. O. Box 768
Artesia, NM 88211-0768

Kay Sorvillo
3507 Stonehaven
San Antonio, TX 78230

Francine C. Sweaney
3335 Colony Drive
San Antonio, TX 78230

Katherine K. MclIntyre
620 Camino Real Avenue
El Paso, TX 79922-2008

Trigg Family Trust
Pauline V. Trigg Trustee
P. O. Box 520

Roswell, NM 88202-0520

Rolla R. Hinkle III
P. O. Box 2292
Roswell, NM 88202-2292

Cross Timbers Oil Company
Attn: D/O Dept.

810 Houston Street, Suite 2000
Fort Worth, TX 76102-6298

Madison M. Hinkle
P. O. Box 2292
Roswell, NM 88202-2292

Summit Overseas Exploration Inc.
Post Office Box 260590
Lakewood, CO 80226-0590

Michael McDowell
326 South 5th
Shelton, WA 98584

Sharbro Oil Ltd. Co.
P. O. Box 840
Artesia, NM 88211-0840



Randolph M. Richardson
P. O. Box 2423
Roswell, NM 88202-2423

HDS Group Inc Agent FBO
Fred C. Durham, Janet R. Sam,
Kathryn F. Hardwick

P. O. Box 3546

Midland, TX 79702-3546

JKL Co.
P. O. Box 204
Midland, TX 79702-0204

John J. Schaller
3520 Lawndale Drive
Greensboro, NC 72408

Howard B. Wright Estate
B. Kent Pomeroy Anc. Pr.
Ste 101, 3839 N. 3rd Street
Phoenix, AZ 85012-2068

Wilma Donohue Moleen Estate
Chase Bank of Texas Executor
P. O. Box 10966

Midland, TX 79702-0966

Pitch Energy Corp.
P. O. Box 304
Artesia, NM 88211-0304

David W. Jamison
418 73rd NE
Olympia, WA 98506-9707

Robert L. Huguley Jr.
#123 6145 Quail
El Paso, TX 79924

Sharon Ann Huguley Childs
P. O. Box 7781
Corpus Christi, TX 78467-7781

Mary C. Cass Ind. Executor
Wheeler Cass Estate

8209 Magnetic

El Paso, TX 79904

PAM Inc.
P. O. Box 508
Artesia, NM 88211-0508

Lou Frost
408 W. 19th Street
Roswell, NM 88201-3358

William J. Wright
916 S. Roselawn
Artesia, NM 88210

Edward B. Stewart
2005 Hessian Road
Charlottesville, VA 22903

Henry Russell Farms
P. O. Box 203
Roswell, NM 88202-0203

Steve Pitt
1180 Mercury Drive
Lafayette, CO 80026

Charles W. Froehlich Jr.
1444 Windsong Lane
Escondido, CA 92026

Pamela June Krueger
P. O. Box 551023
Jacksonville, FL 32255-1023

James F. Roberts
P. O. Box 504
Key Colony, FL 33051



Morris E. Schertz
P. O. Drawer 2588
Roswell, NM 88202-2588

Thomas W. Flynn
824 Symphony Isles Blvd.
Ruskin, FL 33572

Barbara Kruse Frankenfield
12 Laura Elizabeth Court
Mansfield, TX 76063

Rebecca Scott
P. O. Box 4885
Santa Fe, NM 87502

Fred & Juliette Turner Estate

Lynn D. Durham and Clarence
Scharbauer Jr Trustees/TX Properties
P. O. Box 910

Midland, TX 79702-0910

Ruth O. Hill Living Trust
Ruth O. Hill Trustee

c/o Jack Funk

10679 Nathanson Avenue
Cupertino, CA 95014-1330

Judy N. Deans
409 Commerce Road
Artesia, NM 88210-9432

Leland Price Inc.
P. O. Box 508
Artesia, NM 88210-0508

John W. & Jean Gates Revocable
Trust

706 W. Grand Avenue

Artesia, NM 88210-1935

Thomas W. Pettit
151 W. Trinity Road
Glen Ellen, CA 95442

John Nelson Jr.
P. O. Box 885
Seguin, TX 78155-0885

TMTM Joint Venture

c/o Delbert McDougal

Suite 200, 7008 Salem Avenue
Lubbock, TX 79424

Annice Miller

c¢/o Bank of America

0Oil & Gas Acct Trust #9109
P. O. Box 840738

Dallas, TX 75284-0738

Boling Enterprises Ltd.

Robert Michael Boling Manager
P. O. Box 2563

Roswell, NM 88202

Losee Investments LLC
P. O. Box 1720
Artesia, NM 88211-1720

Manix Energy LLC
P. O. Box 2818
Midland, TX 79702-2818

McQuadrangle LC
7008 Salem
Lubbock, TX 79424

Celtic Oil Co.
P. O. Box 125
Artesia, NM 88211-0125

Lulu E. Harbold Estate

Ruth Turbeville Jones Executrix
P. O. Box 504

Mesilla Park, NM 88047-0504

Summit Overseas Exploration, Inc,
c¢/o Martin P. Averill

Jenkens & Gilchrist

1445 Ross Avenue, Ste 3200
Dallas, TX 75202



