Cimarex Energy Co.
600 N. Marienféld

Suite 600
Midland, TX 79701
MAIN 432 571.7800

CIMAREX
' R@@/ED ' Wl=25%
June 11, 2014 | .

JUL 14 201 g

MBOE, Inc,

Attn: Erin Devlin

915 One Energy Square
Dallas, Texas 75026

Via Certified Mail-Return Receipt Requested 91 7108 2133 3939 1609 3741

Re:  New Well Proposal- Jake 36 State 7H
Township 24 South, Range 26 East, N.M.P.M.
Section 36
Eddy County, New Mexico

Dear Working Interest Owner:

Cimarex Energy Co. (Cimarex) hereby proposes to drill the Jake 36 State 7H at a legal location
in Section 36, Township 24 South, Range 26 East, Eddy County, New Mexico.

The intended surface hole location for the well is 330° FSL & 1,725’ FEL of Section 36,
Township 24 South, Range 26 East, and the intended bottom hole location is 330" FNL & 1,725’
FEL of Section 36, Township 24 South, Range 26 East. The well is proposed to be drilled
vertically to a depth- of approximately 7,253 to the Bone Spring formation and laterally in a
northerly direction within the formation to. the referenced bottom hole location. Total measured
depth of the well is proposed to be approximately 11,627’ from surface to terminus.

It should be understood that compliance with topography or cultural or environmental concerns,
among others, might require modification of Cimarex’s intended procedure. Cimarex will advise
you of any such modifications.

Enclosed, in duplicate, is (i) our detailed AFE reflecting éstimated costs associated with this
proposal, and (i) our proposed form of Operating Agreement to govern operation of the Jake 36
State 7H. If you intend to participate, please approve and retumn one (1) original of the enclosed
AFE, one (1) original of the signature page to the Operatlng Agreément, along with contact
information to receive your well data, to the undersigned within thirty (30) days of receipt of this
proposal. If you elect to purchase your own well control insurance, you must provide a
certificate of such insurance to Cimarex prior to commencement of drilling operations;
otherwise, you will be covered by insurance procured by Cimarex and will be responsible for
your share of the cost.

\aﬂ. [n lieu of participation in the Jake 36 State 7H Cimarex hereby requests a farmodt all of your
interest: from the surface to a depth of 10;505 feet upon the lands described as follows:

Cimarex Exhibhit 3




TOWNSHIP 24 SOUTH, RANGE 26 EAST
SECTION.36: ALL, BEING 640 ACRES, MORE OR LESS
EDDY COUNTY, NEW MEXICO

Thank you for your consideration of this proposal. If you should have any questions please call
the undersigned at (432) 571-7845 with any question or comments.

Respectfully Submitted,
Cimarex Energy Co.
Jordan Jenkins, Landman
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ELECTION TO PARTICIPATE

Jake 36 State 7H
(/" Elects TO participate in the proposed Jake 36 State 7H

Elects NOT to participate in the proposed Jake 36 State 7H ' '

n
Dated this SO day of Tl/b"lj 2014,

Company: Mbbrl,, Nne. ) / | .
/to/

Signature: _Z22 " ~

Print Name: MQMQLI;MMLMM’NG’U
Titte: ﬂh’ cident

If your election above is TO participate in the proposed Jake 36 State 7H, then:

v

Elects TO be covered by well control insurance procured by Cimarex Energy Co.

Elects NOT to be covered by well control insurance procured by Cimarex Energy
Co. and agrees to provide Cimarex Energy Co. with a certificate of insurance prior to
commencement of drilling operations or be deemed to have elected to be covered by
well control insurance procured by Cimarex Energy Co.




I
Authorization For Expenditure ) '
|

SHL 330FSL 17?5FEL 'Sec 36/T. 245/R26E
BHL 330FNL, 1725FEL, Sec 36/T245/R26E

Qriging! Estrma(‘e
Revised Estimate
Suppiemental Estimate

Drill and complete a honzontal test. DrIII to 450' 'set surface casing. Drill to 2046/, set mtermedlate casing Drill to 6616 {KOP}. Run OH Lngs Drilt curve at oL bmld
rate to +/-7250' TVD and 3 +/~ 3980’ long Jateral in the 2nd Bone Spring formation. Run and cement production casing. Stage fracin 15 stages. Drill out plugs. Ren
production packer, tubing and GLVs. Flow to sales thraugh shared facitity.

)
!
I

Intangibles Dry Hole Cost After Casing Point Completed Well Cost
Drilling Costs ' __$1.851000 o A '$1,851,000 |
Completion (osts . s b $3,872,718 $3,872,718 |
‘Total Intangible Costs $1,851,000 $3,872,718 $5,723.718
) I
Tangibles |
Well Equipment 5123, 000 \ $306,000  $429,000 I
Lease Eguipment _ e e o $823,482 $823,482 |
Total Tangihle Well Cost s;gs_,ouo $1,129,482 © $1252482 |
|Ptug and Abandon Cast 1 $0 | 0 | 50 I |
|
"Total Wall Cost '$1,974,000 $5,002,200 36,976,200 |
|

1. All tybulars, well or, Iease equipment is pnced by COPAS and CEPS gu1del:nes using the sttonc Pnce Multiplier

Untess otherwise indicated beiow you, asa non-operatmg workmg interest owner, agree tobe covered by Operator H well control insurance procured by Operator S0
long as Operator conducts operations hereunder.and to pay your prorated share of the prem:ums therefore. If you elect to purchase vour own well control| :nsurance,‘
you miist provide a certificate of such ifsurance acceptable to Operator, as to form and hmrts atthe time this AFE is retumed, if available, but in no event later than
commencement ofdnlllng operations. You agree that failure to provide the certificate ofmsurance, as provided herein, wili result in ynur bemg covered by msurance
procured by Opérator.

O elect to'purctiase my own well contrﬁi insurance policy.-

Well control insurance procured by Cperator, provides; amcng other.terms, fof $20,000,000 imo% W 1) of. Combmed Single Uimit coverage for well control and
related redrilling and clean- -up/pollution expense’ covermg dr||hng {through completion) with a 51, DOO 000 (100% W) dedur:txble

R arRBLN g EreCton T e bilibys B KEY ; I i )
Cimarex sells its gas under arm s—length contracts mth thnrd party purchasers. Such contracts may mclude fees ln adcﬂtlon penaltnes may be incurred for |nsufFC|ent
volumes delivered over time. Shéuld you choose'to market your share of gas with Cimarex, you will be sub;ect to all of the terms of such contracts. Upen wntten ’
request to Cimarex's Marketmg Department, we wilf share with you the terms and conditions pursuant to which gas will be sold: Failure to make an election below
shall be deeed an election to market your gas with Cimarex under the terms and conditions set forth above:

]
[ 1etect to take my gas in kind: ’
|
|
|



CIHMEE p Project Cost Estimate
1=mne: Ialog 36 State #7H
Roods & Locotion Preparotian / festoration DIDC 100 520,000~ STHALOC _S10.000] oo | 522500 rcowco 59 $112,500
Damaaes DIoC.208 sals 7 A $7.500/ -_§7,
sud / Flulds Dispasel Choraes [ 120,000 _/W oA stmizss sm.om /7/ AX ] roomass 50 5200.000
Doy Rata 1200 [0HDays | 3.00 [ACFOovs @ | 319500 [Por Doy | pocas | 554,000 T A R o VA s A Aty A A oI A R $313,000
Mise Preporution Cast mouse hole, rot hole, pods, pile disters, miss] j pcvn 530 r///ﬂ/ A o e A o o A o o A ] 30,000
Bits Do, 3Is ssouoo e, 1S 50| smmd s h) PXDMLIS sa $50,000
Fuel 53.50 | Per Gatlon 1,30 | Gatferts Per pmc 125 577.000| mccis 515000/ 3 74 pooars0 se $92.000
Water for Driting Rig / Complaticn Fluids {Not Froc Weter) r pIDC.140 §10,000| oecciss $2,006] smadids S0 R ] oo $0 $12.000
Mud & Additives orocies 13 000 e e Ao 5135000
Surfoce Rentals [=55 5000 [Per Doy | pocass 550,000 510,000 sTin130 5150,000] contas $7.378| rcomase $0 5227378
Downhole Rentals DIC.155 sma.uooW/? Lo A sty P I A roone.13s $0 £108,000
Formation jon [DST, Coring inchiding evetustion, GBG Services, pIC 150 [ lr 7 M50 SO A AT A e 50
wid Logeing 850] Doy @ | $1.700 [Ferpoy | pmcam 515000777 o e e o oy ] $15.000
Hole £ e 150 $20.000 e o 7 R o e s 7] $20,000
Cermenting & Fioot Equipment omc 125 570,000 oceiss SIS O Y e e A ] 5245.000
Tubskor Inspections QIDC.190 $35,000] owcaso $6,000| stm.a60 //Aﬁ" /,V/)'///// A1 PCOMIED ) 541.000
Casing Crews e 19 $35.000] orcees 525,000 snm.1es so p ATLIIAPIETIA, 560,000
bxtra Labor, Welding, Etc, DIDC200 §7.000] mccaro $3.000| smmire 50! coMam 5140.500| rcom.190 $0 $150,500
Land Tronsporotien (Trucking far tangines) DIDC205 $10,060] oiceirs 58,000] shmars $6,000] conirs 510.500| Poon.173 1] 534,500
 Supervision | 52600 [rerpoy | pioczio $74.000| oicciss $10,000] s ing $30.000| cton1s0 S7.000] peood. 180 59 $171,000
Troter Havse / Como / Catering [.':&s_ym‘lpe—nw D 2, 535,000] picczss 510.000] sz ss,oon o A A, /’ P A 550,000
Cther Misc Expenses proc.x0 $1.000| pecase $30.000| snnia%0 CON.390 FCOM_190 5 531,000
Overhead [<:/50.00 [Per Doy_|_miocars 53,000 $1.000 /M’f///////;/{,f}’////f)?#Vm'/)’///// A 54.000
| Remediot Cementing M2t SDW/,'?,'/// sTIA238 [R) A il S A e $0 $0
MOB/DEMOE oo 240 275,000 /7% ; //Xff//} A e AP 74 §215.000]
Divectional Driiltng Savices =000 oo oW S0.00 | Fer bav_ | bmcass 275,000 e L i v ] $225,000
Crane for Construction 5 % / VA con 1w $3. 34007/ S 3,340
Sonids Control DDC280 $40,000 277 ,V///f//W/////?/f"/////ﬁ Ag AT g A A A 540,000
Wel Controf Equip {Snubbing Sves.) ocze $40,000| occaan 510,000] swaze0 $50.000 ’//' s e 50 §100.000
Fishing & Sldeuock Coerations - DOCI0 30| oueetas so| smaes solr oA weomas 50 50
Compirtion fia | ¥-Z0.00'[ Deys @ [&i02150.00!Per Doy [77 YT TSI TTAAA srmnn1s $11,000] /,WJ/W/,& #EO.115 50 512,000
Coil Tubing [=Si0.00] dova@ Imqr'usn.m Per A7 PV A A7 sreazeo $200,000 Mo Rt A A peomae0 50 500,000
Compitian {00ging. Perforating, WL Unlts, W1 Surveys MWJ A I 514,000 ’ A PO 200 d $114.000
Compusite Plugs o o R o A A, Stoat0 543,000 (4557 % e peoa.z0 50 £49.000
Stimulation Pumping Charges, Chemicols, Additives, Sand A A7) stwszin | 51,950,000 [0 ,W/’// 7] peom.z10 50 $1,990,000
Sumulation Wotes / Water Transfer / Wester Scoraae 2 s ////,'// : STIAIS 5325 000 o e o o G e et o et £325,000
irarex Owned Froc / Rental Equioment e A e 7/ srarsas [T AAr ol A A A e A 7 ’///7// sa
{ Requloca : Do 300 810000 588 A N ] canago AL A $10,000
i 50.35 |Per Foot D22 $4.000¢ .z_.’»f/ e A e A ot Vo /’//J"’//.?' ST SR 54,000
5.0 |% of Drihng Intenaibles DIDCA3S 528,000 $14,000] sTaa220 $151,000| con2to $19.000] peom.2i0 50 $268,000
s i e A '//// A Yo AL A ER iAo A, 50
{Constriction For Saies PL R et B o Vo ol Py oy P camaes §99.000F A A 599,000
Total Incangibie Cost 1351000 $392,000 $3,172,060 5307718 $0 55,723,740
Feet 7 :
Drive Bige 9 o| 5000) pwrnsso SDW/Z/ ’////y{/ T AT SRR, // /’/4"////}7/ 50
Conductor Pipe o 0| so.00 [ pweasso sn /WV/W -’W//" e A oy i T 30
Worer String a 0 $0.00 | oweass e f?f///y el g SR A 50
Surface Cosing 133/2" 0] $39.00 [ pwesiw snmuV/J.’///V,W /?W/A’/ ‘ 7 M{//MIZ’W&’A///;‘Y 518,000
Intgrmediate Coving 95/8" 2045 | 532.00 | powemsas | sesmn A s / 5 AT A A A ) A A AP, sss.wn‘
Drilting Liner 1 o 0 £0.00 | oweazss / AT, y/ﬂ/ 7 )’A’/f’}’)’//m.’lyﬂ A 50|
Dlling Liner 2 |g 0] 5000 | pwrais A A A A A A AT TN Sﬂl
Proguction Casing or Lrver 5177 11600 | S19.00 /////// pwEAL0a | .sm,cm A AL, }.’?’ A A e ] 720,000
Production Tie-Bock I! ol _sooob” //.:%'/}"'//V//? DWEA165 STIMTI0Y SO A //W/ W//? sa
Tubing 138 1 erao | Sev PRI R, V//////A STIMT.A05 540000 o, ] peout $40,000
Wellhead, Tree, Chokes owrs.s $40,000] pwearo $26,000) sTMT.LI0 szu,uon 7 //,r?’///,(//// 586,000
|Liner Hanoer, Isalation Pocker owEs 100 50| cwerizs [0 5 ,{/MJ/WJ/A#/// e 0
| Packer, Nipples A A AT AT A, STIMT.A00 () A2 A, / pecal $00 S0 a]
Pumping Unif, Encine VA S A, 4 _snmT.305 sl PEOMT 405 30 50
Dmholel.rfzfqu it (BHP, Reds, Anchors, ESF, GVLs, PC Pump 1 AT, STIMTAL0 [ PCOMT210] $0 sa
WCLmlengEmr A A comam | SIMANTEAA e e 184,317
Tanks, Tanks Steps, Stairs LA L x ) contaos SINC B2 AT A $110,182
 Battery (Heoter Trester, Seporator, Gas Yrasting [ridd DU/ 7] comae | $203 338 DA Ao i 5203325
secondary Cantalnmants 7L e A /Z//? -V///Z&? conT.aLs sT0.00 A $70000
Overhead power Distribution {efectric ine ia feciity) # ,;95// R T A A T N, cortaz SIRANL A Y 528,410
Facility Electricol & Avtomation . A AT ! conTAzs 570, onoW///WA’// $70,000
SWD Campection. 4@"// A WJ%’/.W/ 7] eontax s14.000}57 50 514,000
|Flew Uines (tine Pipe fram weltheod £ centrol foclizy) A b e A 7 X ] oot ans sgl /A./ A ///./;’ '$0
ﬁ%a o Seles ////PV AL 1?7{?7///{////?’/ TTH ] contaio 563,200 [ LA $68,800
Meters und Metering Equipment o A A e A o A com ats $74.448 [/ / ,‘7/////7 $74,448
Total Tangibles $122,000 245,000 360,000 813,682 $0 51,252,282
. ] )
[#&A costs T moesss |
1
“Xotal cont $1574,000 $639,000 $3,232,000° 53131200 50___g6576300




. MBOE, INC.
" WELL NOTIFICATION REQUIREMENT SHEET

WELL NAME: JAKE 36 STATE #7H

OPERATOR: CIMAREX ENERGY CO.

APL #:

LEGAL LOCATION: SECTION 36-248-26E
COUNTY/STATE: EDDY COUNTY, NEW MEXICO

Drilling Reports, Drillstem Testing, Coring, Logging, or Abandonment to the folowing Party:

Conrad Mirochna (VP — Operations)
MBOQOE, Inc.

4925 Greenville Ave.

Suite 915

Dallas, TX 75206

Telephone:  (214) 382-3223
Fax: (214) 373-8035
Mobile: (214) 679-3510

conrad@trekresources.com (Operations)
sarah@trekresources.com (Land)

bpatton@trekresources.com

kkeaton@trekresources.com

Copies of the following will be furnished to the above:

__X__ Application to Drill and Surveyed Location Plat

__x%__ Completion/Abandonment Reports

_x - Forms files with State/Federal Agencies

__x__ Daily Drilling & Completion Reports (E-Mail to those listed above)
__x__ Electric Logs .

_ X__Mud Logs

__X__ Monthly Production Report

_x__CoreData

_x_DST Data




ELECTION TO PARTICIPATE

Jake 36 State 7H
é_ _ Elects TO participate in the proposed Jake 36 State 7H

Elects' NOT to participate in the proposed Jake 36 State 7H

Dated this | ™ day of S;iqg_‘% S 2014

C'on@gﬁ\mm,\@; | LSX:.') \\. LP
Signature: L \) @é—éy‘

Prlnt Name: Lr_.) v:')re«,\-a- 'L)n%

Title: eSS dey 3

If your election above is TO participate in the proposed Jake 36 State 7H, then:

/ Elects TO be covered by weII control insurance procured by Clmarex Energy Co.

Elects NOT to be covered by well control insurance procured by Cimarex Energy:



ELECTION TO PARTICIPATE
Jake 36 State TH
4(_ _ Elects TO participate in the proposed Jake 36 State 7H

Elects NOT to participate in the proposed Jake 36 State 7H

Signature: ( k-) ' ﬁ
Print Name: MS‘E% ZL)T\‘-H\

Title: De Sides x>

if your election above is TO participate in the proposed Jake 36 State 7H, then:

/ Elects TO be covered by well control insurance procured by Cimarex Energy Co.

Elects NOT to be covered by well control insurance procured by Cimarex Energy
Co. and agrees to provide Cimarex Energy Co. with a certificate of insurance prior to
commencement of drilling operations or be deemed to have elected to be covered by
well control insurance procured by Cimarex Energy Co. ’

Page 3




Authorization For Expenditure

Originel Emmm
Revised Esbmete
|Supplementel Estimate

Dritl and complete a honmm.zl test. Drlll to 450, set wr‘l‘ace nslng. Drlll to ZD46 set Intermediate casing. Drill o 6616' (KDP] Run OH Logs. Dri¥f curve at 9 DLS buitd
rate 1o +/-7250' TVD and a +{- 3980’ long |ateral in the 2nd Bane Spring formation. Aun and cement production casing. Stage fracin 15 stages. Drill out plugs. Run
production packer, tubing and GLVs, Flaw to ssies through shared facility,

W Dry Hola Cost After Casing Point Completed Well Cost
Orilling Costs 1,851,000 [ $1,851,000
Compietion Costs /ﬁfﬁm $3,872,718 $3,872,718
Total Ing'ble Costs ."allﬂsli 53&713 5,723,718
Tangihles
Well Equipment [ 5123 000 | $306,000 | $425,000
Lease Equif VA $823,462 [ 5823 482
Tortal Tanﬂ'blz Well Cost 5@ §1&?3|482 SM

{Plug and Abandon Cost I 0 | 50 ] 50 ]

. Total Well Cost §1|97“i°°° $5,002,200 Js.ge_v_s‘zoo

1 Al mbulzrs well or lease equipment is priced by COPAS and CEPS guidelinas usln: the Historic Price Mumpli=r

Undess athamrlse indicated below, you, a5 a non—opemlng wotklng interest owner, 3gree to be covered by Operatur's well controk i & procured by Op ]
long as Operator conducts cperations hereunder and to pay your prerated share of the premiums therefore. If you elect to purchase your own well control insurance,
you fmust provide a certificate of such Insurance accaptabile to Operator, as to form and Fmits, at the time this AFE is retumned, if available, Sut in no event later than
commencement of drilling aperations. You agree that failure to provide the certificate of Insurance, 3s provided herein, will result in your being covered by insurance
procured by Cperator.

[ 1elect to purchase my own weil control insurance policy.

well contrel Insurance procured by Operator, provides, among other terms, for $20,000,000 [200% W...) of Combined Single Limit coverage for well control and
related redrilling and clean-up/pollution expense covering drilling (through sompletion) with a $1,000,000 (108% W.l.) deductible.

vty
MErketing Elertion:

Cimarex sells its gas under arm s-length contracts wm\ third partv pun:h:s:m Such contracts may include faes. In addlﬂon penalues may be Incurred for lnsufrc:ent
volumes delivered over time. Should you choose to market your share of gas with Clmarex, you will be subject to all of the tarme of such contracts. Upan written
request to Cimarex's Marketing Department, we will share with you the terms and canditions pursuant to which g2s will be sold. Failure to make an election below
shall be deemed an election to market your gas with Cimarex under the térms and conditions set forth above,

[ 1eJect to take my gas in kind.-
lelect to marim my gas with Cimarex pursuant fo the terms and, conditions of its contract.

The above cests are esbmaies :mw and anticipate troubte Fru uperninns wlthum any foreseeab[e change in plans. The acxual costs may exceed the lsﬁmmed costs
without affecting the authorizatien for expenditure herein granted. By approval of this AFE, the working interest owner agrees 16 pay its proporticnate share of actual
legal, curative, regulatory and well costs under term of the joint operating agreement, regulatory crder or other applicable agreement covering this well.

dmarex Energv Co. Approval

§/16/2014 11:10 AM




CIMARE, Project Cost Estimate
WellMarme:  Ialhe 26 Stk ¥7H
Ly o oo P
g
% i o - 5 ¢ :
Rocer & Location Restorotion e Ha 10,000/ . ings 510.000] oam 522.500| rwam 30 5112,500,
Derowes bocict m = $7.500 37,500
Mo/ Fuids Disnocal Chacges DT Y 120,000 Ftmarsy 580,000 7 PO T3 100,000,
Aece T sxcefensen | xo0 [icPimc @ ] s19500]Poroey | ewenss 5254.000] pce g0 $52,000 Tk
e Cot [mouse hole, ror chastery, s Doc 10 36,000 A EE 10,000
ity e 30,000 w123 0/ ] peoran | 350,000
Fud 9 Jrer Goton T 2300 [Gasons Per Doy opCIn s77.000] owcciso $15,600 DA roomzs 39 97,000
Woter jor Ria / o Fluds fivor Frae Wore) BOCI& 16.000] pwe st 000 stw.1z3 7] A e £0) 7,601
Mt & Addhttoes i Coc1s $185,000 W—E%F? AP PP A LR F T SIS Y, 133,000
Renroh ] =% - 30,00 [Per oow BroC1% 30.000| BRCis0 4r0.000] shmis 5150, (LELL) 7A7R| peom 140 22151,
Downhots fentol e 91 108, LT 14 eondimy ) $108,000
Formation Evelsarien [DST, Corh RS Serviees) [T Tmata 50 s A )
M L [T7] & | 51200[Awoor | oecam 15 At A AR A A A, 15,000}
i . prcin 530,00 o W o e 9 $20.009
Comenting & Ploar e pioe.uas 570.000) owcias 5175.000 A /7 g s P, 245,000
Tuboror inspeerions Db tre ™ 36,000] w100 Ml 2 v roie o 4,
Droc e ey 25,000} Fiod pas S0 7 6,000
frbxt sew 2, DT STRM.LTO 30} conye 5140.500) reoa i 1!
----- Epeany 20.000|_pwe i SPLITY oMz 510500 roomixrs S00|
500 [ Per pOS2 570.000] owcise $30.008| sTmd 1o sxvoopl mnim $7,000] roowd o0 [ 113,000
380000 | Aoy Der | _pocio 5, pxCasy 41 srmazmo | S5 O000 A A AR A 7 $%0.000]
.o ] 31.0%| exxire $30.000h_ Tl the 30| tomrm 34| reomava $31.000
- 5000 [rer Dy | pocars 3 e £1.000 I ALIIL, s
rocan 1] STR4 215 50 [ Peonigit 50 50|
[T [£F:]
$0.00 | Per Doy D 23 §273. 000 51
2l T ] R ET
Ty AL $4,000
E_+, ] O 2m) k> ETLL20 580000/ [ 3] 1
oI 50| pucx ey S0l _srazr 30 Lrrey:) 30
9.00 | er A $12.000 FLDAL 113 3o} 12,
sz |
S9.00 Jrer | _rrwazeo | FCOA HO 10 200,500
|_Prwions | $114.000 oD 38 $it
o o] $43.000| OOk T 000!
R stwazio | 51.990.000] reoaaz0 sa|  sig00as
s e $325.000) 175,000
STIL 0% 34/
JHOC 300 $20.000/ corn 30/ 10,0001
T 838 (Rer Food e 050 54,000
5.0 [% of Drlline mtamibdes DotArs S5£.000] oecc o 519, STRL 220 51510000 comzzg 510.0008 potmain sa) 5263000
CONIID 1]
A, CoM3cs 595,000 33,000
Zplieegi oo, T fmos CET AT ETIYTEY
bi ikt i LI et R L T R i i e A A |
Cating S Feer §/Foor
Drive [ o] 50.00] pwrauss 30 e 0
Condugior Pize [ 0| $0.00 | bwivasa $0 AT Ay, £0|
Womer Strm A o] so00 | pwosiss 0 APPSR AI S, A, 50
e Cari 21339 450 | £39.00 | owenam S15, 00 [ Y T 519,900]
nterm eckate Gatlng T osm 045 | $32.00 | pwivams 65,000 65,000/
Elifing Lingr 2 o ] 50.08 | oweniss 5a
Driling Liner 2 8 al s0oc|ewnan 50 A i 10
Srodiction Cotiva g ey SUT| a0 smoe wo| _ $320000 7 A A 220,900
Frovuction [r-fock [ [] 5000 owia Jes. 56| g1natany [T
Tubing 23] 0] oo ey 590,000 AT 000
Wiektherrd. Tree Chakes [ L 900] cwiA 20 26, 000| sTmar 120 520,000 S26.000
Limer Hinger, italnn Potker ownLI 50| pwantss sa o]
Pockor, Miooies Fraar s £l PCORIT 20 33 0
| Purmping Ut Enome ST s 32! s o] 0
[Dewnbrols U I ish, Rods A &P, Vs T Tt 5/ ACOMT.410) sol
6 s E RIS T
[N/C Conse ¥ ey 134317] 184,817
Tenks, Tomks Stepn, Stobrs o covras | €103 $130.182
Trroter, Sa T Foui o 7] conr e 5203325 75|
Covmawrmenty CORT118 71000
Ovarhwad Pear Distritrtion efeccric i to| ot 30 28410 $34.430
Edcericod B Autorvetion CoweTa7y 71000 570,000/
WD Camecion % ‘cont o 14,000 M,
Bow Lines enlvwod to conmral conT.ATS [
Sates a0 SEREN )
od 12 o cowr §8.448] §74.438
et Tengties 120 XY FLY Y] BT
[Poa e [ ewemm | —sol oo | B P R e o P ] =
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ELECTION TO PARTICIPATE
Jake 36 State 7H

2& Elects TO participate in the proposed Jake 36 State 7H

Elects NOT to participate in the proposed Jake 36 State 7H :

Dated this /Z day of AUEUST™ aota.

Company. _NOE7EX CoZ ATEOFUN
Signature: %Wﬁkﬂ—'— :
Print Name: ,e N, &EAJT’_ i
Title: Hec. V. f& i

if yéur election above is TO participate in the proposed Jake 36 State 7H, then:
é Elects TO be covered by well control insurance procured by Cimarex Energy Co.
|

Elects NOT to be covered by well control insurance procured by Cimarex Energy
Co. and agrees to provide Cimarex Energy Co. with a certificate of insurance prior :to
commencement of drilling operations or be deemed to have elected to be covered !I)y
well control insurance procured by Cimarex Energy Co. |

\



N C/VIARE, Authorization For Expenditure

SHL 330FSL, 1725FEL, Sec 3snusmzse
BHL 330FNL, 1725FEL, Sec 36/T245/R26E [Gas [ |pead [

ST e

Qrigingl Lstimate
[Revised Estimate
{suppiementel Estimate

| T g R ]
2eill and complere a horizomal test. Drlil to 450", set suriace casing. Orilt to 204€", set Intermediate casing. Orill to 6616 (KOP), Run OK Logs. Drill curve at 9 DLS build
rateto +/+7250' VD and a +/- 2980' long lateral in the 2nd Bone Spring formation. Run and cament preduction easing. Stage frac in 15 stages. Drill out plugs. Run
preduction packgr, tubing and GLVs. Flow to s3les through shared facility.

Intanglbles Dry Hole Cost | After Casing Point [ Comploted Well Cost
Drilling Casts $1.851,000 51,851,000
Complriion Costs ' 53,872,718 63,872,718

Total intangible Costs 51,851,000 $3,872,718 5,723,718

Tangitl

Well Equipment 5123,000 $306,000 1 5429,000

tease Equipment $823,482 | $823,482

Total Tangihle Well Cost $123,000 $1,129,482 $1,252 487

Plug and Abandon Cost [ 50 | 50 | S0 ]
Tatal Well Cast $1,974.000 45 OOZEZM 56,‘1165100

Well COnrol inserancs oz AT A - ; - ‘ -
Unless ctherwise indicated bclnw you, as a nun-opera:mg wariung interest owner, agree 1o be covered by Operawr’s well contrnl insurance procured by Operator so
long as Operator conducts cperations hereunder and to pay your prarated share of the premiums therefare. U you elect to purchase your own well control insurance,
yau must provide a certificate of such Insurance acceptabie to Operatar, as to form and limits, at the time this AFE is returned, if available, but In no event later than
commencement of drilling operations. You agree that failure Lo provide the certificate of Insurance, as provided hereln, will result in your being covered by insurance
procured by Cperatar.

D 1alect to purthase my own well control insurance policy.

wWail control insurance procured by Operator, pravides, among ather terms, for 520,000,000 {100% W.L) of Combined Singhe Limit coverage far well control and
related redrdling and clean-up/pcllytion expense cavering drilling ithrougl completlon) with 2 51,000,000 {100% W.1.) doductible,

Cimarex sells its gas under arm s-lenglh contracts wnth lhlrd party pur:hasers Such contracts may include fees. In addnlnn penahins may be incurred for msufﬂticnt
volumes deliverad over time. Shoukd you choose ta market your share of gas with Cimarex, you wilt be subject to all of the terms of such contracts, Upon writien
request 10 Gimarex's Marketing Depariment, we will share vilth you the terms and canditions pursuant to which gas will be sold, Failure to make an gloction below
shall be deemed an efection to market your gas with Cimaréx under the terms and condltions sat forth above,

D 1olect to take my gas in kind,

'
M Velect to market my gas with Cimarex pursuant to the terms 3nd eanditlons of Its contract,

The above costs are estlmates onlv and an:lrnpale trouble free operallons without any I'nn:seeable change In plans. The actual casts may exceed the estimated costs
without affecting the autharization for expenditure herein granted, By approval of this AFE, the warking Interest owner agraes 1o pay Its propontinnate share of actual
legal, curative, regulatosy and well costs under term of the joint operating agreement, regulatory order or ather agplicable agreement covering this well,

Cimarex Energy Co. Approval
 Drilling and Completion Manageris:

- e
£ Reglonal Manager, ' > > .1

Larry Seigrist Roger Alexander

Joint Interest Appmval

6/16/2014 11:10 AM
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Nortex Corporation

Geological Requirements

1. Well Location Plat

2. Email Daily Drilling and Completion Reports
3. Fax or email Supplemental Reporis

4, Logs:

Electrical Logs
1 copy each field and final prints
Fax copies of critical log sections upon request

Mudlogs:

Prefer email of dailies with wells reports when practical

5. Geological and Geophysical information

6. 1 Complete set of Completion Reports/P& A Rep

Mail/Fax/Email to:  Nortex Corporation
- 1415 Louisiana, Suite 3100
Houston, Texas 77002
Attention: Robert Kent
Fax: 713-658-0739
Email: rwkentog@aol.com
Tax ID#: 74-1400550




HOG PARTNERSHIP LP
5950 Cedar Springs Road, Suite 242
Dallas, Texas 75235-6803
Telephone: 214.838.2785
Facsirnile: 214.357-9358
cmacphail@beechert.com

Aubgust 8, 2014

Cimarex Energy Co.
600 N. Marienfeld, Suite 600
Midiand, TX 79701

Re:  New Well Proposal-Jake 36 State 7H
Township 24 South, Range 26 East, NM.P.M.
Section 36
Eddy County, New Mexico

Dear Sir or Madam:

/
Please be advised that HOG Partnership LP elects to participate in the Jake 36 State 7H.

Also, please note that the 30 day receipt period was not valid without a JOA and therefore
should not prec_:lude our participation.

Thank you and please advise if you have any questions or concerns.
Sincerely,

Cassidy MacPhail

Engineering Analyst




ELECTION TO PARTICIPATE

Jake.36 State 7H
& Elects TO participate in the proposed Jake 36 State 7H

Elects NOT to participate in the proposed Jake 36 State 7H

Dated this gﬂut\j'ay of 4‘/:; Vs'f, , 2014,

Company: 5/24 fgf%gﬂﬁg L
Signature: —éi[/ ! / L/\__

Print Name: #4L (. 323&#@%

Title: DERATIIANS [/EE

If your election above is TO participate in the proposed Jake 36 State 7H, then:
X Elects TO be covered by well control insurance procured by Cimarex Energy Co.

Elects NOT to be covered by well control insurance procured by Cimarex Energy
Co. and agrees to provide Cimarex Energy Co. with a certificate of insurance prior to
commencement of drilling operations or be deemed to have elected to be covered by
well contro! insurance procured.by Cimarex Energy Co.

Page 3




m Authorization For Expenditure '
: |

SHL 330FSL, 17257-21, Sec 35/1‘245/nzse
BHL 330FNL, 1725FEL, Sec 36/T245/R26E Gos Prod

Original Estimate
Revised Estimate
Supplemental Estimate

IRroject DEse ARG, L. i 3 - s 5 _ itk T S
Drill and complete a horizontal test. Drill to 450, set surface casing. Dﬁll to 2046‘ set :ntermednate casing, Drill to 6615 {KOP). Run OH Logs Dnll curve at 9 DIS build

rate to +/-7250' TV and a +/- 3980 long tateral in the 2nd Bone Spring formation, Run and cement production casing. Staga frac in 15 stages. Drill out plugs: Run
preduction packer, fubing and GLVs. Flow to sales through shared facility.

! |

Intangibles. Drv Hofe Cosl After Casmg Point Completed Well Cost
Drilling Costs e A 41,851,000
Completion Costs //W W 53,372,718 43,872,718

Total Intangible Costs s;&_,ooo 43,872,718 $5,723,718 |
Tangibles

Well Equigment §123,000 $306,000 £429,000

Leuse Equipment /WWW 4 $823,482 $823,482

Total Tangible Well Cost $123,000 $1,129,482 $1,252 482 !

1

|Ptug and Abandon Cost I 50 | 50 ] s0 1
Total Well Cost 51,974,000 ESEOOEOO 56‘976£00

1. Alltebulars, well or lease equipment is priced by CDPAS and CEPS gmdelines using the H|stonc Pdce Multlpller

Well Contralnsuranter ! ) . e

Unless otherwise indicated below you, @s a non-operating working Interest owner, agree to be covered by Operator’s well control insurance procured by Operator ]
long as Operator conducts operations hereunder and to pay your prorated share of the premiums therefore. i you elect to purchase your awn well control insurance,
you must provide a certificite of sich infurance acceptablé to Operator, as to form and limits, at the time this AFE Is returned, if available, but in no event later than
commencement of drilling operations. You agrea that failure to provide the certificate of insurance, as prov‘ided herein, will result in your being covered by insurance
procured by Operator.

T elect to purchase my own well control insurance policy.

Wwell contral insurance procured by Operator, provides, among other terms, for 520,000!000 (200% W.1.) of Combined Single Limit coverage for well control and
related redrilling and clear-up/pollution expense covering drilling (through completion) with a $1,000,000 (100% W.1.) deductible.

Clmarex sells its gas under arm s-length contrac‘ts wlth third party purchasers Such contracts may mdude fees In addutmn, penaltles may be incurred for |nsufﬂaent
volumes delivered over time. Should you choose to market your share of gas with Cimarex, you will be subject to all cf the terms of such contracts. Upon written |
request to Cimarex's Marketing Department, we will share with you the terms and conditions pursuant to which gas will be sold. Failere to make an election balow
shafl be deamed an election to market your gas with Cimarex under the terms and conditions set forth above,

D_ 1 lect to tike my gas in kind.

(1 tilect to'market my gas with Cimarix pursuant to the terms and canditions of its cantract.,

The abave costs are mlmates only and anticipate trouble free ‘operations without any foreseeabie change in plans The actual costs may exceed the estumated costs
without affecting the autherization for expenditure herein granted. By approval of this AFE, the working interest owner agrees to pay its proportionate share of ar:tual
legal, curative, regulatory and well costs under term of the joint nperatlng agreement, regulatory order or other app!u:ahle agreement covering this well, |




FARMCUT AGREEMENT

FARMEE: CIMAREX ENERGY CO.
600 N. Marienfeld, Suite 600
Midland, TX 79701

FARMOR: ISRAMCO RESOURCES, LLC
2425 W. Loop South, Sutie 810
Houston, TX 77027

RE: Proposed' Jake 36 State 7H well
T248, R2Z6E. N.\M.P.M.
Eddy County, New Mexico
Section 36: All, being 640 acres, more or less, limited from the surface of the
carth to a depth of 10.505 feet

This Farmout Agreement (“the Agreement") is made and entered into by Isramco
Resources, LLC. called “Farmor,” and Cimarex Energy Co., called “Farmee.” Farmor and
Farmee arc sometimes referred to collectively in this Agreement as the “Parties.” or individually
as a “Party.” In consideration of the benefits 10 accrue to the Parties and the covenants and
obligations to be kept by Farmor and Fanmee, the Parties mutually agree as follows:

L ACREAGE:

Farmor represents, without warranty of title, express or implied, that Farmor owns the oi}
and gas leases or mineral interests described in Exhibit “A™ to this Agreement.

Farmor agrees to deliver to Farmee any abstracts and other title information Farmor may
have in its files as of the date of this Agreement. Farmee, at its sole cost, risk, and expense, will
conduct such title examinations and secure such curative matter as may be necessary 10 satisfy
Farmee that title to the leases and interests is acceptable to Farmee.

I OBLIGATIONS;

A. INITIAL TEST WELL: On or before June I, 2015, Farmee agrees to
commence, or cause to be commenced, operations for the drilling of a well, (the “Initial Test
Well™) for the production of oil andfer gas at the following approximate location on the lands
and leases that are the subject to this Agreement:

A legal surface location approximately 330 FSL and 1.725° FEL of captioned Section
36, T245, R26E. N.M.P.M., Eddy County, New Mexico and a bottom hole location
approximately 330" FNL and 1,725° FEL of Section 36, T248, R26E. N.M.P.M., Eddy
County. New Mexico

and Farmee agrees to drill the Initial Test Well as a horizontal test well to the depth and in the
manner described in that certain proposal letter from Farmee 1o Farmor dated June 11, 2014 at its
sole cost, risk and expense with due diligence in a workmanlike manner o test the Bone Spring
formation, cxpected to be encountered at or abave 7,253 feet subsurface. A timely commenced
Subastitute Well (as defined in Article VII below) drilled at an alternate legal location on the
Farmout Lands or on the spacing unit or project arca permitted for the Initial Test Well will be
deemed 1o satisfy Farmee’s obligation to drill the Initial Test Well if completed as a producer,
as provided in Article VI, Farmor shall bear no costs whatsoever with regard to the Initial
Test Well unless Farmor elects to participate in the Initial Test Well pursuant to Article [V B.
of this Agreement and. in such case. Farmor shall bear only its proportionate sharc of cosis and
expenses arising after such election to participate.

B.  SUBSEQUENT WELLS: All wells drilled hereunder on the Farmout Lands

O



subsequent to the completion of the Initial Test Well as a producing well (*Subsequent Wells™)
shall be, as between Farmee and Farmor, drilled at Farmee's sole cost, risk and expense with
Farmor retaining an overriding royalty as provided in Article [V. A. below together with
Farmor’s participation rights at Payout, as provided in Article IV. B. below.

C. INFORMATION AND REPORTS: As an cxpress consideration for this
Agreement. and not as a covenant only. Farmee agrees to promptly fumish Farmor the
information listed on Exhibit “B” for the Test Well and all Subsequent Wells, as each item of
information becomes available.

III.  FAILURE TO DRILL:

The only consequence of Farmee’s failure to drill the proposed Initial Test Weil provided
for in this Agreement shall be the ipso facto cancellation and termination of this Agreement in is
entirety and all rights covered hereby shall revert to Farmor.

IV. INTEREST EARNED:

A, ASSIGNMENT: Aficr the Initial Test Well is drilled and completed as provided
for above as a well producing in paying guantities, in accordance with all the terms and
provisions of this Agreement. Farmor agrees to promptly execute and deliver a recordable
assignment in mutually agreeable form of all of Farmor's rights, title, and interests in the il and
Gas Lease described in Exhibit “A” in Section 36, T24S, R26E, N.M.P.M.. Eddy County, New
Mexico, {the “Farmout Lands™). The assignment shall be effective as of the date of completion
of the Tnjtial Test Well and shall be subject to the following reservations and exceptions:

The assignment shall cover all rights owned by Farmor in Section 36, T248,
R26E. NM.P.M., Eddy County, New Mexico, from the surface of the earth fo
a depth of 10,503 feet. Farmor shall reserve an overriding rovalty interest equat
1o the difference between existing burdens on the lease (including royalties and
previously reserved or assigned overriding royalty interests) of record and twenty
five percent (25.0%) of 8/8ths, free of all costs including all post production costs,
except taxes. in and to all of the oil. gas and associated hydrocarbons produced
and saved from and/or allocated to the leases and tands described in Exhibit “A.”
It being understood by Farmor and Farmee that the overriding royalty paid to
Farmor shall bear no expenses for any costs or expenses whatsoever, except any
severance, excise, windfall or like and similar tax imposed on the oil. gas and
associated hydrocarbons produced and saved from the Farmout Lands, or on the
value thereof. thai is allocable or attributable to Farmor's oveitiding royalty on
such cil, gas and associated hydrocarbons. It is the intent of Farmor to deliver
the leasehold to Fannec at a seventy-five percent (75.0%) of 8/8ths net revenue
interest, proportionately reduced.

In the cvent the lease described in Exhibit “A" covers less than the full mineral
estate in the lands covered by the leases and/or Farmor owns less than the full
and undivided leasehold estate in the said lease, the overniding royalty interest
reserved by Farmor shall be proportionately reduced.

B. RIGHT TO BACK IN AFTER PAYQUT: Upon Payout, as defined next
below, of the Initial Test Well or any Subsequent Well, Farmor shall have the right to participate
for a twenty-five percent {25.0%) working interest. proportionately reduced, in such Well.
Farmor’s election to participate must be received in writing by Farmee not more than thirty (30}
days following Farmar’s receipt of Farmee's written notice delivered to the address shown above
of Payout of such Well. I Farmor’s written election is not received by Farmee within that time
perind, Farmor will be deemed 10 have elected not to participate for its proportionate working
interest. If Farmor timely elects to pariicipate for its working interest, then Farmor shall be
deemed 1o hold a twenty-five percent (25.0%) working interest in such Well, proportionately
reduced, and thai portion of Farmout Land acreage assigned to the well for reguiatory purposes,
together with Farmor’s retained overriding royalty interest. All subsequent operations on such
Weli will be subject to the provisions of the Jaint Operating Agreement dated June 1, 2014



covering all of Section 36, T248, R26E, N.M.P.M., Eddy County New Mexico, as io depths
from the surface to 10,505 feet. Notwithstanding anything 1o the contrary contained herein or in
the Joint Operating Agreement, Farmor's election not to participate for the aforementioned back-
in interest in the Initial Test Well or any Subsequent Well shall not prejudice Farmor’s rights
with regard 1o any other Subsequent Well(s). It being the intention of the parties hereto that
Farmor shall be entitled to receive the overriding royalty interest identified in Article IV A. in
the Initial Test Well and all Subsequent Wells and that Farmor shall have the opiion to
participate in the Initial Test Well and cach Subsequent Well in the manner reflecting in Article
TV B (well-by-well basis).

C. PAYOUT: As to the Initial Test Well or any Subsequent Well, Payout is
defined as thai paint in time when Farmee has recouped from the vaiue of production from such
Well {after deducting lessor’s royalty, actual operating expenses, Farmor's overriding royalty
interest provided for herein, and taxes on production including windfall profits, if any). the costs
of drilling, testing, completing and equipping such Well for production (which shall also include
all such costs associated with any prior well if a Substitute Well is ultimately completed as the
Initial Test Well or a Subsequent Well). Prior to notice of Payout of the Initial Test Well or a
Subsequent Well, Farmee shall provide Farmor a quarterly payout statement for such Well(s)
reflecting all costs, expenses and revenues attributable 10 such Well,

D. REVERSIONARY RIGHTS:

1. After the drilling and completion of the Initial Test Well, this Farmout
Agreement shall remain in full force and effect as to all of the Farmout Lands for so long
thereafier as drilling operations are conducted on such lands with no more than one hundred
eighty (180) days clapsing between the completion or abandonment of a Well (Initial Test Well
or Subsequent Well) and the commencement of the drilling of the first Subsequent Well or an
additional Subsequent Well(s). At the expiration of the continuous development peried provided
above. this Agreement shall terminate as to all Farmout Lands not included in a spacing unit of a
Well then producing or capable of producing in paying quantities, with the size of such spacing
unit limited to the minimum spacing unit necessary for maximurn daily allowable production
from such Well under the applicable rules of the regulatory agency with governing jurisdiction.
Following the completion of the Initial Test Well as a producer in paying quantities, Farmor
agrees {0 promptly execuie and deliver a recordable assignment in mutually agreeable form of all
Farmor’s right, title and interest in the Farmout Lands. Upan the termination of the continuous
development period, Farmee shall re-assign to Farmor all of Farmee’s right, title and interest in
the Farnmout Lands. or any portion thereof. not retained by Farmee pursuant to this provision.

2 After the end of the retained acreage period, cessation of preduction in
paying quantities from a Well shall not cause a termination as to the Farmout Lands included in
said Well's spacing unit if Farmee conducts operations 1o restore production in paying quantitics
from said lands with cessation of no more than one hundred twenty (120) consecutive days, and
if such operations result in production in paying quantities, so long thereafter as oii or gas is
produced from said land. In the cvent Farmee does not restore production in paying quantities
from such lands in said time period, then Farmee agrees to promptly execute and deliver a
recerdable assignment in mutually agreeable form of all of Farmee’s rights, title, and interests in
such portion of the Farmout Lands.

For the purposcs of this Agreement, production in paying quantities shall mean
produciion in paying quantities as defined by New Mexico law.

Il

V. PRODUCTION TESTS:

Farmee agrees to test any and all formations in the Test Well that evidence capability of
commercial production and to notify Farmor of the propased test(s) at least 48 hours prior to the
estimated test(s}. 1f Farmor desires to be present during any such testing, Farmee will delay the
testing 2 reesonable period of time in order to allow Farmor’s representative to reach the Test
Well and witness the test. Farmee also agrees to notify Farmor immediately by telephone.
facsimile or e-mail as to the results (and supporting data, if available) of any test. Notification
shall be given io;



Name: Anthony James and/or Edy Francis

Address: 2425 West Loop South, Suite 810, Houston, Texas 77027
Telephone No.: (713)621-3882

Mobile No.: (713 392-1784

Fax No: (713)62i-3988

E-matl: tjames@isramco-jay.com: edyf@isrameo-jay.com

Farmor’s representatives shall have access to the rig floor at all times and to any and all
information concerning the Test Well.

VI. STATUS OF PARTIES:

In the drilling of the Test Well, any Subsequent Well and otherwise complying with the
terms and provisions of this Agreement, Farmee is acting independently of Farmor and not as a
partmer in any capacity, mining or otherwise. Farmor shall have no responsibility whatsoever in
cannection with the dritling of any Well and it shall be drilled at Farmee's sole cost. risk. and
expense. Unless otherwise expressly provided, Farmee agrees to and shall hold Farmor harmiess
from any and all debts. claims. or damages incurred in conncction with the performance of this
Agreement,

VII.  AUDIT RIGHTS:

While this Agreement is in force and effect. Farmor shall have the right to audit the
books and records of Farmee insofar as they pertain to the Initial Well, Subsequent Well(s), and
the Farmout Lands in the same scopc and manner afforded a Non-Operator under the Joint
Operating Agreement.

Vil. OTHER PROVISIONS:

-

In the event mechanical difficulties or formation conditions are encountered during the
drilling or the completion of the Test Well which would render further drilling or completion
impractical or impossible. Farmee may discontinee drilling and attempt to complete the Test
Well, or Farmee may plug and abandon the Test Well or any Subsequent Well and centinue its
rights under this Agreement by commencing a Substitute Well for any such Well that has been
lost or abandoned. within one hundred eighty (180) days from the date the rig is released from
the prior well. Any reference in this Agreement to the Test Well or Subsequent Well shall be
deemed to be a reference to any Substitute Well for such Well that may be drilled.

Farmee agrees to conduct all operations on the Farmout Lands in compliance with all
lease provisions and all applicable Federal. State and local laws, regulations and ordinances,
Farmee {urther agrees to defend. indeminify and hold Farmor harmless from and against any
liability for any ctaim arising directly or indirectly out of any failure by Farmor to so comply or
otherwise out of Farmor’s operations on the Farmout Lands under this Agreement.

This Agreement shall be binding on Farmor and Farmee, together with their successors
and assigns.

In the event of a conflict between this Farmout Agreement and the Joint Operaling
Agreement, the terms of this Farmout Agreement shal control,

All notices provided by Farmee to Farmor under this Agreement and the Joint Operating
Agreement shall be by U. S. Certified Mail,

As fo all provisions of this Agreement. it is understood and agreed that Time is of the
Essence.

This Agreement shall became effective for all purposes as of September 15, 2014,



FARMOR: Isramco Resources, LLC

By: Anthony K. Ja
Title: General Counsel & Secretary

Date: [(/[[ {lff

FARMEE: Cimarex Energy Co.

By:  Roger Alexander
Title:  Attorney-in-Fact

Date:



EOG Lease No:

Effective Date:
Recorded:
County:

Suate:

Lessor:

Lessee:

Lands Covered:

EXHIBIT #A™

Description of Oil and Gas Leases and Mineral Interests

K-4593-3
December 13, 1964
Book 451, Page 417
Fddy

New Mexica

State of New Mexico, acting by and through its Commissioner of
Public Lands

Jake L. Hamon

Insofar and only insofar as said lease covers:

T248. R26E, N.M.P. M.

Section 36: All

Limited from the surface of the earth to a depth of 10,505

N



EXHIBIT"B”
Farmor’s Geologic and Well Information Requirements

TO BE INSERTED

- fo A?ameé%
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N WITNESS WHERECF, this agrzement shell bz effsctive as of the _ 1 dey of __June R
2014 .
CIMAREX ENERGY CQ, whuo has prepared and circulzted this form for exscution, repressnts and watrants

thar the form was printed from and, with the excepiion(s) listed below, 15 identical w the AAPL Form §10-1989 Mode! Form
Cperating Agrezment, 2s pudlished in computerized form by Fomms On-A-Disk, Inc. Wo changes, alterations, or
medifications, other than those made by strikethrough andior insertion end that are clserly recognizable as changes in

Armicles _ 1 IL ML IV, V, VI VI VITL XITT. XV. XVT , have been made 10 Lke form,
ATTEST OR WITNESS: OPERATOR |
! Cimarex Erergyv Co. .,
T
By : e S {: -

Type'ir prini neme

Tide ﬂ&%nvmu\- w-Tard

Dat=

Tux 1D or 5.3. No. -

NON-OPERATORS

HOG Partnership LP

By

Typz or print name

Title

Dale

Tax ID or 8.8. No.

Isramco Ruuuﬁ. L EC

By A L
“Antp] K. JAES

Type ar print name /|

Titie

Date

Tax 1D or $.8. No.

Nortex Corporation

By

Type or print neme

Title

Dare -

Tax [D or 8.5, No.

-i8-
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between _ CPMAREX ENFRGY Q. —
hercinafler designated and referred to as “Operator,” and the signatory party or partics other than Operator, sometimes
hereinefter referved 1o individually as “Non-Operater,” and collectively =s "Non-Operators.”

WITNESSETH:

WHEREAS, the partics to this agrecruent are gwners of Ol and Gas Leases andfor Oil and Gas Interests in the lend
identified in Exhibit "A," and the parties hereto have reached an agreement w0 explore end develop these Leases andior Oil
and Gas Interests for the production of Oil and Gas te the extent end as hereinafter provided,

NOW, THERETFORE, 1t s agreed a5 follows:

ARTICLE L
DEFINTTIONS
As used in this agreement, the following words end terms shali have the meanings here ascribed to them:
A, The term "AFE" shall mean an Aumtmty for Expenditure prepared by e party to this agreement for the purpose of

it “I'Fl']'l' r:ﬁl-u:.mnﬁnmmlmu
m-x-umummumu‘nmrmmm' mn.m
-I_nll Lindivid rm[[ il iieans 1h :!l ‘['.'U-lm T lﬂﬁllﬂ-ﬁ_

5 5ic 5 d D o
and Gas in ome or more Zones, mchzdm, but oot limited to, the seming of production casing, pa‘foramg, we!l stimulaticn
and production testing conducted in such operation, +

C. The term "Contract Arca” shall mean all of the lands, il and Gas Leases and/or Qil and Gas Interests intended to be
developed and cperated for Ofl and Gas purposes umder this agreement Such lands, O and Ges Leasss and Qi end Gas
Intzrests are deseribed in Exhibit "AL"

D. Ths term "Deepen” shall mean a single operation whereby a well is drilled 1o an objective Zone below the deepest
Zone in which the well was pmnously dnl]ed. or below thc Dccpm Zcm: vroposed in the associzted AFE, wh:chever is the

E. The terms "Drilling Party” and "Consenting Party" shaii mean a party who agrees t¢ join in end pay its share of the
cost of eny operation conducted under the provisions of this egreement.

F. The term "Drilling Unit" shall mean the area fixed for the drilling of one well by order or ruls of any state or federal
body having authority. I & Drilling Unit is not fixed by amy such rule or order, a Drilling Unit shall be the drilling unit as
estgblished by the pamﬁn of drilting in the Contract Ares mmless fixed by express agreement of the Drilling Partics.

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

H The term "Tnitial Well™ shall mean the well required o be drilled by the parties hereto as provided in Article VLA

1. The torm "Non-Comsent Well® shail mean a well in which less than &) parties have conducted an operation as
provided in Article V1B.2,

I. The terms "Non-Drilling Party” and "Noo-Consenting Party” shall mean a party who elects not to participate in a
proposed operation.

K, The rtmn *Qil and Gas® shall mean oil, gas, casinghead gas, gs condemsate, sndfor all otber liguid or gasequs
bydrocarbons and other marketable substances produced therewith, umless an intent to Limit the inclusiveness of this term is
specifically stared.

L. The term "Oil and Gas Interests”™ or "Interssts™ shall mean unleased fee and mineral interests in Oil and Gas in trects
of [and lying within th¢ Comtract Area which art owned by parties 1o this agresment.

M. The terms *0il and Gas Leasc,” "Lease™ and "L:‘nscho[d" shall mean the oil and gas leases or interests therein
covering acts of kamd tying within the Comtract Area whick are oweed by the parties 1o this agresmens

N. The term "Plug Back" shall mean a single operntion whereby a deeper Zone is abandoned in order to attempt 2
Completion in & shaliower Zone.

O. The term "Recompletion™ or "Recomplete™ shall mean an operation whersby a Completion in one Zone is abandoned
in order to stiempt a Completion in 2 different Zone within the existing weilbore. 7

P, The teetn "Rework” shall mesn =n operadon conducied in the wellbore of a welt fter it is Completed to secure,
restore, of iroprove production in a Zone which i8 currently open to production in the wellbore. Such operations include, but
zre not limited to, well stimulation operations but exclude sny routine rcpair or maimtenance work or drilling, Sidetracking,
Despening, Completing, Recompleting, of Plugging Back of a well.

Q. The term "Sidetrack”™ shall mean the directionsd control end intentional deviztion of & weil from vertical so a5 to
change the battom hole location unless done to straighten the hole or drill arcund junk in the hole to overcome: ather
mechanical difficulties.

R The tertn "Zone” shall mean & stretum of earth containing or thought to contain & common nccmnn'lauon of Qil and
) producib[e from any ot,hc'r c?mmon ancumu!azlonof ():It o [he terms “Initial Obj ccrwe

Aliing S
m

14 2 well drilled, completed or recompleted in a manper in which the horizon
onent withis the compiedon mierval i ! formes 6‘!’ fhe ver 1 mponent ormation and whi
%%ﬁgonn&]] c:;‘:nponn:nt exggdcs |Dg:||mmu|n o? 150 Fe:th%rwontally%m rmlho companen OF d formaton and w ﬁ

Unless the context otherwise clearly indicates, words used in the singuler include the pleral. the word "person” includes
namwral and artificial persons, the plural includes the singular, and any gender includes the masculine, femining, and neuter.
ARTICLEIL
EXHIBITS
The foliowing exhibAts, #5 indicaizd below and anathed hereto, are intorporated in and sede & i hereof:
X A. Exhibit "A," shall include the following information:
{1) Description of lands sobject to this ngreement,
{Z) Restrictions, if any, us to depths, formations, or substances,
(3) Parties to sgreement with addresses and telephone numbers for notice purposes,
{4} Percestages or fractional interests of parties to this agresment,
(5) Oil and Gas Leases and/or Oil and Gas Interests subject to this agreement,
() Burdens on production.
X .. B. Exhibit "B," Form of Lease,
X . Exhibit "C,” Accounting Procedure,
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| __X__ D. Exhibit"D," Insurance.
1 X___ E. Exhibit "E," Gas Balanting Apreemeut.
j X__ F. .Exhibit "E,” Non-Discrimination emd-Certification-of Mon-Secreaated Fasilivies

| G—FExhibit "G T

1 X H. Other: _Recording Supplemen rating Agreement and Fin;
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If any provision of any exhiblt except Exhibits "E "F" and G is inconsistent with any provision comtamed in
the body of this agreement, the provisions in the body of this agresment shall prevail.
ARTICLE 0T,
INTERESTS OF PARTIES
A. Qil and Gas Interests:

If gny party owns an Qi and Gas Interest in the Contract Area, that Intevest shall be weated for all purposes of this
agreement and during the term hereof as if it were covered by the form of Oil and Gas Lease attached hereto as Exhibit "B,"
and the owner thereof shall be deemed to own both royelty interest in such lease nd the intarest of the lesste therbunder.

B. Interests of Partles in Costs and Production:

Unless changed by other provisions, all costs and lizbiliies incurred in operations under this agreement shall be bome
and paid, and all equipment end materials acquired in operations on the Contract Area shall be owned, by the parties &s their
interests arc set forth in Exhibit "A" In the same manner, the parties shall elso own all production of Oil and Gas from the
Contract Area subject, however, to the payment of royelties and other burdens on production a5 described hereafier.

Regardless of which party has contributed any Oil and Gas Lease or Oil md Gas Interest on which royulty or other
burdens may be paysble and except as otherwise expressly provided in this agreement, cach party shall pay or deliver. or
cause to be paid or delivered, all burdens on its share of the production fom the Contract Arsa ©p to, but not in excess of,
o 1Mth _ and shell indemnify, defend and bold the other parties free fom eny liability therefor.
Except 25 otherwise expressly provided in this agreement, if any party has contribute¢ hereto amy Lease or Interest which is
burdened with any royalty, overriding royalty, production paymem or other burden on production in excess of the amounts
stipulated above, such party so burdened shall assume ond alone bear all such excess obligations and shall indemnify, defend
and hold the other pasties hereto harmless from any and all claims mtributebls 10 such excess burfen. However, so long es
the Drilling Unit for the productive Zone(s) is identical with the Contract Aren, each party shall pay ar deliver, of cause to
be paid or delivered, all burdens en production from the Comtract Area due under the terms of the Oil and Gas Lease(s)
which such perty has contributed to this agreement. and shell indemnify, defend znd held the other pipties free from any
Hability therefor.

Ne party shefl ever be responsible, on a price basis higher than the price received by such perty, to any other pary's
lessor or toyalty owner, and if such other party's lessor of royalty owner should demand snd receive settlemcm on 2 higher

2 on ig p contributing-the affeotad-Lepte
“‘B.':’ﬁfé l.heggt;ua : !r. ?nms shall bear the additional royalty burden

Nothing contained in :ms Article [iLB. shall be deemed an assignment or cross-essignment of interests covered herehy,
and jo the event two or more perties contribute to this agreement jointly owned Leasts, the parties' undivided interests in
said Leaseholds shell be deemed separate Jeasehold interests for the purposss of this agresment.

C. Subrequentdly Crented Interests:

If any party has contributed hereto & Lease or Interest that is burdened with an assignment of production given as security
for the payment of money, or if, afler the date of fhis agreement, any pamy cremes en overriding royalty, production
paymént, nel profits interest, assignment of production or other burden paysble out of production auributable o its working
interest heremder, such burden shall be deemed a "Subscquently Created Interest”  Further, if any party has contributed
heret 2 Lease or Inicrest burdened with an overriding royalty, production payment, net profits interests, or other burden
payable out of production crested prior to the date of this sgreement, and such burden is not shown on Exhibit "A." such
burden also shall be deemed m Subsequemly Created Interest to the extent such burden causes the burdens on such party's
Lease or Interest 1o excead the amount stipulated in Article IILB. sbove,

The party whose inlerest is burdened with the Subsequenily Created lntmst (the "Burdened Party") shall assume and
zlone besr, pay mnd discharge the Subsequently Creeted Interest and shall indemmify, defend and hold barmless the other
parties from and against any lishility therefor.  Further, if the Burdened Pany fails to pay, when due, its share of expenses
chargreble hereunder, all provisions of Article VILB. shall be enforcesble against the Subsequently Created Interest in the
seane mamner as they are enforceable against the working interest of the Burdened Perty. If the Burdened Party is Tequired
under this agreement 1o assign or relinquish to any other party, or partics, all or a portion of its working interest and/or the
production atritutable thereto, said alher party, or parties, shall receive said assignment andior production free and cleer of
said Subsequently Crested Interest, and the Burdened Party shall indemnify, defend end hold hammless said other party, or
parti¢s, from any and 2ll claims and demands for payment assertzd by owners of the Subsequently Created Intarest.

ARTICLE V.
TITLES

A. Title Examination:

Title examination shall be made on the Drillsite of any proposed well prior to commencement of drilling operations and,
if a majority in interest of the Drifling Patics so tequest or Operator so elects, tile exeminaion shell be made on the entre
Dribling Unit, or maximum anticipated Drilling Unit, of the well.  The opinion will include the ownership of the working
interest, mincrals, foyalty, overriding royalty and production payments under the applicable Leases, Each party comtributing
Leases mmdfor Oil and Gas Interests 1o be included in the Drilisite or Drilling Unit, if appropriate, shall furnish to Operater
all abstracts (including federal (ense status reposts, if applicable), title opinions, title papers and curative material in s possession free of
charge.  All such information not in the possession of or mede gvailable to Opaator by the parties, but neocssary for the
examication of the Gitle, shall be obtained by Operator. Operator shall cause title to be examined by attomeys on its stff or
by cutside atoracys. Copies of all title opinions shall be furnished to each Drilling Party. Costs iscarred by Operator in
procuring abstracts, fees pald ouwmide aomeys for title examination (including preliminary, supplemental, shut-in royalty
opinions end division order title opinions) and other direct charges as provided in Exhibit “C" shall be bome by the Drilling
Darties in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Pasties as such
interests appeer in Exhibit "A"  Operatar shall meke no charge for services rendered by its staff attomeys or other perscnne!
d‘.-.,ﬁs‘ m!t‘?:f’g‘o;““?e lmﬂ?ﬁ AT aEeg bt Joresiing il coaminarion an the DriitemrTling Uit ghany ngl

Each party shall be responsible for securing curstive matter and pooling amendments or agresments required in
copnection wilh Leuses or (il and Gas Interests contributed by such party. Operatar shall bc responsible for the preparation
and reeording of pooling designations or declerations and commmmitization agreements s well as the comduet of hearings
before governmental agencies for the securing of spacing or pooling orders or any other orders necessary or eppropriste to
the conduct of operations hereunder. This shall not preven: any party from appearing on its own behalf at such hearings.
Coss incurred by Operator. including fees paid 1o owside amommeys, which erc sssocisted with hearings before governmental

_2-
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agencies, and which costs are necessary and proper for the activities contemplated under this agreement, shall be direct
charges to the joint actourt and shall not be covered by the administrative overhead charges as provided in Exhibit "C."
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Operater shall make no charge for services rendered by ks staff attomeys or other personnet in the performance of the above
fimetions.

. MMM&E&“H shall be drilled on the Contreet Asea until after (1) the tile to the Drillsite or Drillg'lng
Unit, tppropoiate, 23

been cxamined as abave provided, and (2) the tite has becn approved by the examining amomey or tite has been accepied by
all of the Drilling Parties in such well.
B. Loss or Failure of Title:

1. Failure of Title: Should any Of] snd Gas Interest or Ol and Ges Leage be Jost through failure of tte, which resulis in a
reduction of interest from that shown on Exhibit "A," the party credited with contributing the affected Leas: or Interest
(including, if epplicable, & successor in interest to suth party} shall have oinety (90) days fom finzl determingtion of tite
filore 10 anq}:im a new lease or other instrument curing the entirety of the title failure, which acquisition will not be subject
to Article VIILE., and faling to do so, this agresment. peverthelegs, shall continue in force as to all remaining Oil and Gas
Leasss and Interests; and,

(2) The party credited with contributing the Oil and Gas Lease or Interest affected by the title faéture (including, if
epplicable, a successor in ioterest w such party) shall beer alone the entire Joss znd it shall not be entitled o recover from
Operater or the other panies any development or oparating costs whick it may have proviously paid or inetsred, but there
shail be no additional ligbility on its part to the other parties hereto by reason of such titlc failure;

(b) Therc shall be no rotroactive adjustment of expenses incurred or revenues received from the operation of (he
Lease or Interest which has failed, bur the interests of the parties contained on Exhibit "A" shall be rcvised on an acreage
basis, as of the time it is determined finally that title failure has occurred, so thar he interest of the party whose Lease or
Intcrest is affected by the title failure will thereafter be reduced in the Contract Ares by the amotme of the Lease or Interest failed;

(t) If the proportionatc interest of the other parties hereto in any producing well previousiy drilled on the Contract
Arca is increased by roeson of the title failure, the party who bore the costs incurred in connection with such we!l attributeble
to the Lease oF Enterest which has failed shall receive the procesds attributable to the increase in such interest (less costs and
burdens aributable thereto) untl it hes been reimbursed for uorccovered costs peid by it in comnection with such well

anributable to such failed Lease or laterest;

(d) Should any person not & party to this agreement, who is determined to be the owner of any Lease or Interest
which has failed, pay in eny mmmner any part of the cost of opem_ion, development. o equipment, such amount shall be paid
10 the party or parties who bore the costs which are so refimded;

(c) Any liability to 2ccount 10 a person not a party 10 this agreement for priar production of Gil and Gas which arises
by reason of titls faiturc shall be bome severally by each party {including a predecessor to a corrent party) who received
production for which such accemumting is required based on the amount of such production rcceived, and cach such party shall
severally indemnify, defend amd hold harmless all sther perties hereta for any such liability to aceount;

(f) No charge shall be made to the joint account for legal cxpenses, fees or salaries in connection with the defense of
the Lease or Interest claimed to have failed, but if the party contributing such Lease or Interest hereto elects to defend its title
it shali bear all expenses in connection therewith: and '

{g) If any party is given credit on Exhibit "A" to = Lease or Intercst which is limited solcly to ownership of an
interest in the wellbore of ey well or wells and the production therefrom, such party's absence of interest in the remainder
of the Contract Arez shall be considered a Failure of Tide #5 tw such remaining Cobtract Ares unless hat sbsence of inerest
is reflectzd on Exhibit "AL" s

2. Loss by Nop-Pavment or Eponeous Pavinent of Amount Dus: If, through mistake or oversight, any rental, shut-in wel)
payment, minitmum royalty or royalty payment, or aother payment necessary t maintain 2l or a potton of = O) mnd Gas
Lease or linteiest is not paid or is crroncously paid, and as a result a Lease or Interest tcrminihs. there shall be no monetary
liability against the party who failed to make such payment, Unless the party who failed 1o make the required payment
secures & new Lease or Intersst covering (he same interest within ninety {90) days from the discovery of the failure o make
proper payment, which acquisition will not be subject to Asticle VIILB., the imterssts of the pasties refiected on Exinbit “A"
shall be revised on an ecreage basis, effective as of the date of termination of the Lease or Interest involved, apd the party
who feiled to make proper payment will no lenger be credited with an imerest in the Conract Arca on account of ownership
of the Lease or Interest which hes terminated. Ifthe party whe fafled to make the required payment shall not have beem fully
mimbursed, &t the time of the loss, from the proceeds of the sale of Oil and Gas atmibarable w the lost Lease or laterest,
calculated on an acreage bask, for the development and operating costs previously paid on account of such Lease or Interest,
it shall be reimbursed for unrecoversd sctual cosis previously paid by it ¢but not for its share of the cost of any dry hole
previcusly drilled or wells previously abandoned) from so much of the following as is necessary o effect reimbursement:

(a) Proceeds of Oil and Gas produced prior to tenmination of the Lease or Interest, less operating expenses and lease
burdens chargeable hereunder to the person who failed to meke payment, previously acarued to the oredit of the lost Lease or
Interest, on an ecreage basis, up to the amount of wmrecovered costs:

{b) Proceeds of Oif end Gas, less operating expenses and Jease burdens chargeable hereunder 10 the person whe failed
0 make paymem, up o the smount of unnecovered costs attributable to that portion of Oil and Gas thereafter produced and
marketed {excluding production from any wells thereafter drilied) which, in the absence of such Leass or Interest termination,
would be etfributable to the lost Lease or [nterest on an acrenge basis snd which as e result of such Lease or Interest
terminetion is credited to other parties, the procesds of said portion of the Oil and Gas w be contributed by the cther parties
in proportion to their respective interests reflected on Exhibit "A™: and. '

(¢) Any mopies, op to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner
of the Lease or Interest lost, for the privilege of participating in the Contract Area or becoming a party to this agrecment.

3. Orher Losses: Al losses of Leases or Interests committed to this egreement, other than those set forth in Articles
TV.B.1, and TV.B2. sbove, shall be Join: losses and shall be boroe by &)l parties in proportion to their intsrsste shawn on
Exhibit *A* This shall include but not be limited to the loss of any Leasc or Interest through faiture to develop or becauss
express or implied covenents have not been performed (other than performance which requires only the psyment of money),
and the joss of mny Lease by expiration at the end of its primary term if it is not renewed or extended. There shall he ao
readjustment of interests in the remaining portion of the Contract Area on sccount of any joint foss,

4. Curing Tifle: In the event of a Failure of Title under Asticle IV.B.1. or & loss of title wnder Article IV.B.2. abave, any
Lease or Interest acquired by eny party hereto {other than the party whose interest has failed or was lost) during the ninety
(90) day period provided by Article TV.B.1. and Article [V.B.2. gbove covering all or a portion of the interest that has failed
or was fost shall be offered at cost to the party whose interest has failed or was lost, and the provisions of Article VIILB.
shall not apply to such sequisition.
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ARTICLE V.
OPERATOR
A. Designation and Responsibilities of Operator:

__CIMAREX ENERGY CO. shall be the Operator of the Contract Ares, and shall conduct
and direct and bave full centrol of &l operstions on the Comtrazy Amea as permitied and required by, and within the limits of
this agr In fts perk of services herounder for the Non-Operators, Operztor shalt be an mdependemt contactor
not subject t¢ the control ar direction of the Nen-Operators except as 1o the type of operation 1o be undertaken in accordance
with the election procedures contained in this agreemenl  Operator shall not be deemed, or hold itself out a5, the agent of the
Non-Operstors with authority to bind them tw any obligation or lisbility assumed or incurred by Operator a5 to any thind
party. Operator shall conduct its activitics umder this agseemtot 25 & reasomsble prodent operdor, i a good nd workmaniike
manner, with due diligence and dispatch, in accordance with good oilfield practice, and in compliance with #pplicable law and
rogulation, bot in no eveut shall it have agy liability as Operator to the other parties for losses sustained or liabilities incurred
except such as may resolt from gross negligence er willfal misconduct.

B. Restznation or Bemoval of Operator and Selection of Successor:

1. Resisnation or Removal of Operator; Operstor may resign at any time by giving written notice thereof 10 Non-Operators.
If Operator twrminates its legrl existence, oo jonger owns 2n imsrsst hereunder in the Contract Aren, or is 0o longer capable of
serving as Operator. Operator shall be deemed 1o have resigned without amy ection by Nan-Operators, except the sslection of a
sugeessor.  Operator may be removed anly for good causs by the affirmative vote of Mon-Opsrators owning 2 majority imterest
based on ownership as shown on Exhibit "A" remaining afier excluding the voting imterest of Operator: such vow shall not be
deemed effective wntdl @ written notice has been delivered 10 the Operator by 8 Non-Operator detailing the alleged defsult and
Operator has failed 1o cure the defauft within thiny (30) days from it receipt of the notes or, if the default concerns an
operation then being copducted, within forty-cight (48) hours of its receipt of the notice. For purposes hereo{, "good cause” shall
mean not only gress negligence or willful misconduct bant also the material breach of or inability 10 meet the standards of
operation contained in Article V. A, or material failure or ingbility 1o perform its obligations under this sgreement.

Subject 1o Article VILD.1., such resignation or removal shall not become effective vntil 7:00 o'cock AM. cn the first
day of the calendar month following the expiration of ninety (%) davs after the giving of notive of resignation by Operator
or action by the Noo-Operators to remove Operator, unlsss s sucesssor Operator bas been selected and assumes the duties of
Operator at &n earlier date. Operaror, after effective date of resignation or removal, shall be bound by the lems hereof as a
Neo-Operator. A change of & corporile name or strucnme of Operutor or tansfer of Opermors imerest to any single
subsidiary, parent of successor corporation shall not be the basis for removal of Optrator.

2. Selection of Successor Querator; Upon the resignation of removal of Operator under any provision of this agreement, a
successor Operstor shall be selected by the parties. ‘The successor Operator shall be selected from the parties owning an
interest in the Contract Area at the time such successor Operator is seleced.  The successor Operator shall be seleceed by the
affirmative voit of two (2) or mort parties owniog 8 majority inierest based on ownership as shown on Exhibit "A™
provided, however, if #n Operalor which has been removed or is deemed 10 bave rosigned fails to vote or votes only to
succeed (Self, the successor Operator shall be selected by the affirmative vote of the party or parties Owning & majority
interest based on ownership as shown on Exhibit "A™ remaining after excluding the voting interest of the Operator that was
removed or resigned, The former Operator shall promptly deliver to the successor Operator all records and date relating to
the operatfons conducted by the former Operator to the extent such tecords and data ere not zlready in the possession of the
miccessor operstor.  Any cost of obimining or copving the former Operator's records end data shall be charged to the joimk
accourt,

3. Effect of Banknuptry: If Cperator becomes insolvent, bankrupt or is placed in receivership, it shall be deemed to have
resigned withoul any action by Nom-Operators, except the selection of a successor. If a petition for relief under the federal
bankruptcy laws is filed by or against Operator, and the removal of Operstor is preventzd by the federal bankruptcy court, all
Nob-Operators and Operator shall comprise an imerim operating committee to Serve until Operstor has elected to rmject or
mssume this asrcement pursuant to the Bankruptcy Code, end an eloction to reject this agreemcat by Operator as a debtor in
possesgion, of by a trustee in bankTuptey, shall be desmed a resignation as Operator without any action by Non-Operators,
except the selection of a suceessor. During the period of time the operating committee comtrols operations, #ll actions shall
require the spproval of two (2) or more parties owning a muajority interest based on ownership as shown on Exhibit "A" In
the event there are only fwe (2) parties to this agreement, during the pericd of time (he operating committes controls
operations, 8 third party acccptable to Operator, Non-Cperator and the federal bankruptey court shall be selected as a
member of the operating committee, and all actions shall require the approvel of two (2} members of the operating
committee without regard for their interest in the Contract Area based on Exhibic "A™
C. Employtes and Contractors:

Taz oumber of employess or contractprs used by Operator in conduciing operations hersunder. their selection, and the
bours of [sbor and the compensation for services performed shall be determtined by Qperator, and all such cmployees or
contractors shall be the employees or contractors of Operator,

1. Rights and Duties of Operator:

' . Competijive Rates and Usc of Affdlimtes. AN wells drilled on the Contract Area shall be drilied on 2 competitive
contract besis at the usual rates provedling in the arca.  If it so desires, Operatlor may employ it own tools end equipment in
the drilling of wells, but fts charges therefor shall not exceed the prevailing rates in the grea end the rate of such charges
shall be agreed upon by the parties in writing before drilling operations ave commenced, and such work shall be performed by
Opsrator mder the same teoms and conditions as are customary end usval in the arsa i conmects of independent conmractors
who .are doing work of a similar nature.  All work performed or materials supplied by Asffiliztes or—related-parties of Operator
shall be performed or supplied at competitive raies, pursuant to written agreement, and in eccordance with customs and
standards prevaling in the industry.

1. Discharge of Joint sccount Obligations, Except as herein otherwise specifically provided, Operator shall prompily pay
and discharge expenses incurred in the development and operation of the Contract Arca pursuant to this agresment and shall
charge each of the partics hereto with their respective propertionatz sharcs upon the cxpense basis provided in Exhibit "C.*
Operztor shall keep an accurate record of the joint accoumt herewnder. showing expenses incurred end charges and credits
made and ceeelvad.

3. Protection fiom Liens: Operntor shall pay, or camse to be paid, 25 and when they become due znd payable, all agcouits
of contractors and suppliers and wages #nd salaries for services rendersd or performed, and for materials supplied on, to or in
respect of the Comtract Area or amy operations for the joint accoum thereof, and shall keep the Comwmact Area free from
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liens and encumbrances resulting therefrom except for those resulting from a boma fide dispme 85 to services remdered or
materizls supplied,

4. Gustody of Funly Operator shall hold for the account of the Non-Operators eny funds of the Non-Operators advansed
or paid to the Operator, cither for the conduct of operations hercunder or as @ result of the sale of production from the
Contract Arca, and such funds shall remain the finds of the Non-Operators on whose eccount they are gdvanced or paid until
used for their intended purpose or otherwise delivered to the Non-QOperators or spplied toward the payment of debts os
provided in Amicle VILB, Nothing in this peragraph shall be constued to establish a fiduciary relationship between Operator
and Non-Operstors for zny purpose ather than to account for Noa-Operator funds as herein specifically provided. Nothing in
this paragraph shell require the meintenance by Opemor of s:pnm: accounts for the funds ot‘Nuu-Opemms unless 2 maiority of the

33
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5 Amup_ggmmm Opera:or shall, excrp! a5 otherwise provxdcd hemn. p:rnm each Non-Operator
or its duly authorized representative, at the Non-Operstor's sole risk end cost, full and free access at all reasomable timss to
2l operations of every kind end charecter being condueted for the foint sccount om the Contract Area and to the records of
operations conducted thereon or production therefrom, including Operator's books and records relating thereto.  Such access
rights shall not be exercised in o manmer interfering with Operator's conduct of an operation hereunder and shall oot obligate
Operator to fumish any geologic or geovhysical date of an imempretive namwe unless the cost of prepacstion of such
interpretive data was charged to the joint account Operator will fumish to each Non-Operator upen request copies of any
end ell repors znd information obtained by Operator in comnection with production and rclated items, iscluding, withoul
limitetion, meter and chant reperts, production purchaser statements, run tickets snd monthiy gauge repors, but excluding
purchiase contracts and pricing information to the exiem not epplicabie w the production of the Non-Operator seeking the
infbrman‘on. Ay eudit of Dpern:ufs records relating to amounts expended and the appropristencss of such expenditurcs
AT STt Bl S e el

Agraem nrg"m:é?%g‘nhng partics Bhl.
rmannn altc.'rqrtverﬂgglz 5: &'?r"ré’nqué ed interest.

6. Filing and Furnishing Goverrgnental Reports: Operator will file, and upon written request prontptly fumnish copics 1o

each requesting Non-Operator not in default of its paymemt obligations, =2l operational notices, reporss or applications
required to be filed by local, State, Federal or Indisn agencies or authorities having jurisdiction over operations hereunder.

Each Non-QOperator shail provide to Opesstor on @ timely basis =0l information necessary to Operator to make such filings.

recompleted DOULIE 1 Testng Opcraians; The foilowing prgvisions shall epply jg cach well arlef goempleted. remorked. deepencd;
limited to the Initial Well:

(2) Operator will promptly adviso Non-Opetatars of the date on which the well is spudded, or the date on which
drilling oparations e contmenced.

@g ggn wﬂl ;end o Nen—gpmg%g:"ham, st results and notices regarding the progress of operations on the well

mc}«-en-gpm masunably request, incloding, but not Limited to, daily drifling reports, completion reports, and well fogs.

(c) Operator shall adequately test all Zones encountered which may reasonzbly be expected to b¢ capable of producing
Oil and Ges in poaying quantities as a result of examination of the electric log or eny other logs or cores or tests conductsd
hereunder. .

8. Cost Estimates: Upon request of any Consenting Party, Operator shall firnish estimates of current and qumulative costs
incumred for the joimt sccount o reasonsble intervals during the conduct of ny operetion pursuant W this agreement
Operetor shall not be held liable for errors in such estimates 3o long as the cstimates are made in good faith.

9. Insurancs; At all times while operstions are conducted hersunder, Operator shall comply with the workers
compensation Iw of the stale where the operations are being conducted; provided, however, that Operstor may be 2 seif-
ingurer for liability under seid compensation laws in which event te only charge that shall be made to the joint sccount shall
be a5 provided in Exhibit "C." Operator shall sfso carry or provide insurance for the benefit of the joint account of e parties
s cutfined in Exhibit "D" atteched hereto snd made a part hereof Operator shall require all contreciors engaged in work on
or for the Contmact Area to comply with the workers comapensation law of the state where the operetions are beimg condutted
and to maintain such other insurance as Operator may require.

In the event autemobile liability insurance is specified in said Exhibit "D," or subsequently receives the zpproval of the
partits, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's atomotive
equipiment.

ARTICLE VL
DRILLING AND DEVELOPMENT
A, Initial Well;
Ovorpeforcthe _ 1*  dayof _ June . 2015_, Operator shall have the right to commence the drilling of the Initial

1 !
gm ’%% %@ﬁ& p, Raoge 26 East

n tﬁnd[mmg of \5‘"‘(:1‘]“” Well and mwamc]pmon pauon

n Ccrmplmun operations and Article VLF. as to termination of operations and Article XI as to oceurrence of force majcure.
B. Subsequent Operations: -
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1. Proposed Operstions; If eny party hereto should desire to drili any wall on the Contract Area other than the [nitial Well, or
if tny party showld desire to Rewotk, Sidetrack, Deepen, Recomplett or Plug Back a dry hole or a well no longer capable of
producing in paying quartities in which such party has not otherwise relinguished its interest in the proposed objective Zone tmder
this agreement, the party deswing to drill, Rework, Sidetrack, Deepen, Recomplete or Plog Back such a well shall give written
notice of the proposed operation to the parties who have not otherwise relinquished their interest in such cbjective Zone




[FoR- T Y N O N

A APIL.FORM 610 - MODEL FORM CPERATING AGREEMENT - 1989

under this agrecment and to all other perties In the case of a proposal for Sidetracking or Deepening, specifving the work 1o be
petformed, the location, propesed depth, objective Zone and the estimated cost of the operation, The pariies to whom such a
nmq&qxen is ddjvq\:rgi ﬂﬂﬂﬁ%ﬂ%ﬂﬂ% oilanﬂglr have ﬂﬁgy [619)] dagaﬁnr :ccedigt of the n&g%
whether they clect to participate in the cost of the proposed operatin. U # drilling ©5g is on location, notice of a proposal 1
Rework, Sidetrack, Recomplete, Plug Back or Deeptn may be given by twlephone and the response perfod shall be limited to forty-
eight (48) hours, exclusive of Saturday, Sunday and fegal holidays. Failure of a party to whom such notice is delivered to reply
within the petiod above fixed shall constitute &n election by that party mot to participate in the cost of the proposed operation.
Any proposal by a party to conduct an operation conflicting with the operation iniually proposed shall be delivered to eli parties
within the time and in the maaner provided in Article VLB.§,

If all pacties t0 whom such notice is delivered elect to participate in such a proposed operation, the parties shall be
comtractaplly commited 0 panicipme therein provided such operations are commenced within the time period hereafter set
forth, end Opéerator shall, no later tham ninety (90) days after expiration of the notice period of thiny (30) days (or as
promptly es practicable after the expiration of the forty-cight (48) howr period when & drilling rig is on location, as the case
may be). actually commence the proposed operation and thereafier complets it with due diligence a1 the risk and expense of
the parties participating thetein: provided. however, said commencement dae may be extended wpon written notice of same
by Operator to the other parties, for a period of up to thity (30) additional days if, in the sole opinion of Operator, such
additional tme is rcasonebly necessary to obtain permits from governmental mrthoritics, surface rights (including rights-of-
way) or appropriete drilling equipment, or to complete ttle examipation or curstive metter required for title spproval or
acceptance.  If the actml operation has pot been commenced within the time provided (including any extension thereof s
specifically permitied heein or in the fores majeors provisions of Asficle XT) and if any party heeto still desires to conduct
sald gperation, written nofice proposing same must be resubmitted to the other parties in accordance herewith as i oo prior
proposel had been made, Those partics thar did mot participate in the drilling of a well for which a proposal to Deepen or
Sidetrack is made hereunder shall, if such parties desire 1o perticipate in the propesed Deepening or Sidetracking operation,
reimburse the Drilling Parties in accordance with Aricle VB4, in the event of a Detpening operation and in sccordance
with Article VLB.5. in the event of a Sidetracking operation.

2. Opemations by Less Than All Partiess

(a) Determingtion. of Participation, If any party to whom such notice is delivered #s provided in Article VLB.I, or
VIC1. (Opton No. 2) elects oot 1o participate in the proposed operation, then, in order to be enfited to the benefits of this
Article, the pery o paties giving {he notice and soch other parties 25 shall cect W participate ™ the operation shall, no
tater than ninety (90) days after the expirution of the notice period of thirty (30) days {or as promptly es practicabls afer the
expiration of the forry-eight (48) hour period when a drilling rig is on location, o5 the cese may be) actwally commence the
proposed opetation end complete it with due dilizence.  Operator shall perform 2l work for the accoumt of the Consenting
Parties: providsd, however, if no drilling rig or other equipment is on location, and if Operstor 3 a Non-Consenting Party,
the Consenting Partics shall either: (i) request Operator o perform the work requited by such proposed operation for the
account of the Consenting Pamies, or (i) designate one of thc Consentng Parties as Operator to perform such work.  The
rights and duties granted to and fmposed 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 opsrations on the Contract Arca pursuant to this Article VLB.2,, shall comply with al) renns and conditions of this
agreement.

If iess than all parties approve #ny proposed operetion, the proposing party, immediately affcr the expiration of the
applicable notice period, shall advise all Paries of the total interest of the partics approving such operation and its
T dation: 25 o whetber the C ing Parties should proceed with the operation 25 proposed. Each Consenting Pany,
within fosty-eight (48) hours (exclusive of Saturdey, Sunday. and legal holidays) after delivery of such notice, shail advise the
proposing party of s desire to (i) limit paricrpation to such parry’s interest as shown on Exhibit "A” or (i) cary only its
proportionats part (determined by dividing such party's interest in the Contract Arca by the interests of all Consenting Parties in
the Contrect Area) of Mon-Conscrting Parties’ imterests, or {iii) carry its proportionare part (determised as provided i (i)} of
Non-Consenting Partics’ interests together with all or a portion of its proportionale pwt of any Non-Consenting Parties'
interests that any Consemiing Party did not clect to take  Amy interest of Non-Consenting Pardes that is notr carmied by a
Consenting Perty shall be deemed to be caried by the porty proposing the operation if such perty does nol withdmaw' its
proposal.  Failure to advise the proposing party within the time required shall be desmed an election under (i). In the event a
drilling rig is on location, notic may be given by telephone, ond the tms permited for swch o tesponse shell not exceed 2
total of forty-eight (48) hours (exclusive of Saturday, Sunday and Jegal holidays), The proposing perty, at its election, may
withdraw such proposal if thete is less than 100% participation and shall notify ail partics of such decision within tea (10)
days, or within twenty-four (24) hours if a drilling rig is on location, following expiration of the epplicable response period,
If 100% subscription to the proposed operation is obtained, the proposing party shzll promptly nodfy the Consenting Parties
of their proporticrate interests in the operation and the party serving as Operator shall commence such operation within the
period provided in Article VLB.1., subject to the same extension right as provided therein.

(b) Relinquishment of Interesi for Non-Participation, The cntire cost znd risk of conducting such operations shall be
borne by the Consepting Parties in the proportions they have clected to bear same wmder the ferms of the preceding
paragraph.  Consenting Parties shall keep the leaschold estates involved in such operations free and clear of ell liens and
encumbrances of every kind created by or erising from the operations of the Consenting Parties. If such an opergtion results
in 8 dry hole, then subject to Articles VLB.6. and VLES3, the Consenting Parties shall plug and abandon the well and restore
the surface location at their sole cost, risk end expense: provided, however, that those Non-Consenting Parties that
participated in the drilling, Deepening or Sidetracking of the weli shall remain liable for, and shall pay, their proportionate
shares of the cost of plugging and abandoning the well and restoring the surfacs Iocation insofar only as those costs were not
increased by the subscquent operations of the Consenting Partics. [f any well drilled, Reworked, Sidetracked, Decpened,
Recompleted or Plugged Back under the provisions of this Article resvlts in a well capable of preducing Oi! and/or Qas in

paying quantities, the Conseniing Parties shall Complete md equip the well w produce af their sole cost and rsk, and the '

well chall then be tumed oves to Opertor (if the Operator did not conduct the oparation) and shall be oporeted by it at the
expense 2od for the sccount of the Consenting. Paties.  Upon commencement of opermtions for the drilling, Reworking,
Sidetracking, Recompleting, Deespening or Plugging Back of any such well by Consenting Pasties in accordance with the
provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties, and the
Consenting Parties shall own and be cntitled to receive, in proportion to their respective interests, all of such Non-
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Consenting Party's interest in the well and share of production therefrom or, in the case of & Reworking, Sidetracking,
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Despening, Recompieting or Plugging Back, or a Completion pursuant to Aricle VLC.). Option Wo, 2, ail of such Non-
Consenting Party's interest in the production obimined from the operation in which the Non-Consenting Party did not elect
to perticipme. Such relinquiskment shall be effective until the procseds of ths sale of such share, calcwlated 2 the well, or
marker value thereof if such ghere is not sold {afier deducting applicable ad valortm, production, severance, and excise Laees,
royalty, overriding royalty and other interests pot excepted by Asticle TLC. payable out of or measured by the production
from such well acerning with respect 1o such interest tnitil it reverts), shall equal the totel of the following:

(i) 100 % of each such Non-Consenting Party's share of the cost oft any newly acquired surface equipment
beyond the weliicad commections (including bot wot limited t© stock twnks, sep WEAETS. P e equipy and
piping), phis 100% of each such Non-Consenting Party's sharz of the cost of operstion of the well commencing with first
production and continuing until ¢ach such Mon-Consenting Party's relinquished interest shall revert to it under other
provisions of this Amicle, it being agreed that each Non-Consenting Party's share of such costs end equipment will be that
interest which would heve been chargesble to such Nen-Consemting Party bed it participated in the well from the beginning
of the operations; and

(i) _300 % of (z) that portion of the costs mnd expenses of drilling Reworking, Sidetracking, [eepening,
Tlugging Back, testing. Completing, and R pleting, nfter deducting any cash contributions received under Asticle VILC,,
and of (b) that portion of the cost of newly ecquired equipmem in the well (to and including the wellhead connactions),
which would have been chargeable to such Non-Constnting Party if it had participated therwin.

Notwithstanding anything w the contary in this Aricle VLB., if the well dots not reach the dsepest objestive Zone
described in the noticc proposing the well for reasons other than the cocountering of gramite or practically impenetrable
substance or other condition in the hole rendering further operations impracticable, Operator shall give notice thereof to each
Non-Consenting Party who submitted or voted for @n alternative proposal under Article VIB.S. to drill the well to 2
shaliower Zene than the deepest objective Zone propesed in the netice under which the well was drilled, and eech such Non-
Consenting 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 to its actual depth, celeulated in the manmer provided in Article VIB.4. (a). If any such Nom-
Consenting Party dots not elect to participate in the first Completion propased for such well. the relinquishment provisions
of this Article VLB.2. (b shall apply to such party's interest.

{¢) Reworking, Recompleting or Plugging Beck, An election not o pafticipste in the dilling, Sidewacking or
Deepening of a well shall be deemed an election not to participate in any Reworking or Plugging Back operation proposed in
such & well, or portion therecf, 1w which the initial non-consent clection =pplied thet is conducted &t any time prior to full
meovery by the Conserting Parties of the Non-Consenting Party's recoupment smount  Similarly, zn slection not o
participate in the Completing or Recompleting of a well shalf be desmed an election not to paticipate i any Reworking
operation proposed in such a well, or portion thereof, to which the initial non-consent election #pplied that is conducted at
any tme prior to fm) recovery by the Consemting Pariies of the Non-Consenting Party's recoupment amount Any such
Reworking, Recomplating or Flugging Back operation conducted during the recoupment peried shall be deemed .pan of the
cost of operation of said well and there shall be added to the sums to be recovped by the Consenting Parties __ 300 Yo of
that portion of the costs of the Reworking, Recompleting or Plezging Back operetion which would have béen chargeable w0
such Non-Consenting Party bad it perticipmted therein. If such a Reworking, Recompleting or Plugging Back operation is
proposed during such recoupment perlod, the provisions of this Article VLB. shall be applicable ss between said Consenting
Parties in said well

(d) Recoupment Matters. During the period of time Consenting Parties are entitied to receive Non-Consenting Pasty's
share of production, or the proceeds therefrom, Consenting Pertics shall be responsible for the payment of all rd velorem,
producticn, severance, excise, gathering and other taxes, and all royalty, ovemiding foyalty and other burdens applicable to
Non-Consenting Party's share of production not sxcepted by Article ITLC,

In the case of mny Reworking, Sidewacking, Plugging Back, Recompleting or Deepening operation, the Consenting
Parties shall be permitted to use, free of cost, 21l casing, tbing and other equipment in the well, but the ownesship of all
such equipment shell remain unchauged: and upon abandenment of a well after such Reworking, Sidetracking, Plugging Back,
Recompleting or Deepening, the Copstoiing Parfies shall actount for el such equipment w ihe owners .thereof, with each
party recciving its proportionate part in kit or in value, less cost of saivage.

Within ninety (90) days afier the completion of any operation under this Article, the pary conducting the opetions
for the Consenting Parties shall fizmish cach Non-Consenting Party with au inveatory of the squipment in znd connected to
the well, and an jwmjzed sttement of the cost of drilling, Sudetracking, Deepening Plugging Back, tesiing, Complating,
Recompleting, and equipping the well for production; of, at its option, the operating party, in licu of an itemized staterment
of such sosts of operation, may subeait a deteiled stalement of monthly billings. Each month therafter, during the time the
Consenting Parties are being reimbursed a5 provided above, the parry conducting the apermtions for the Consenting Parties
shall funish the Non-Consenting Parties with an itemized statemment of all costs and liabilities incurred in the operation of
the well, ogether with a staement of the quentity of Oil and Gas produced from it and the amount of procesds realized from
the sale of the wells working interest production during the precedipg month In determining the quentity of il apd Gas
produced during any month, Consenting Parfics shall use mdustry accepted methods such as but not limited to metering or
periodic well tests. Any smount realized from the sale or other disposition of equipment newly acquired in connection with
any such operation which would have been owned by a Non-Comsenting Party bad it participsted thercin shall be credited
agaimst the total woretumed costs of te work done and of the equipment purchased in determining when the interest of such
Non-Consenting Party shall revert to it as above provided; and if there is a credit balance, it shefl be paid to such Noo-
Consenting Party.

If and when the Consenting Partics recover from a Non-Consenting Party's relinquished interest the amounts provided
for zbove, the relinquished imeress of such Non-Conssnifing Party snali automarically tevert to it as of 7:00 am. on the day
following the day on which such recoupment occurs, snd, from and after such reversion, such Non-Consenting Party shall
own the same interest in such well, the material and equipment in or pertaining thereto, and the production therefrom as
such Non-Consenting Party would have been entitled to had it paticipated in the drillmg, Sidetracking, Reworking,
Deepening, Recompleting or Flugging Back of said well. Thereafter. such Non-Consenting Party shall be charged with and
shall pay its proportionate part of the further costs of the operation of said well in accordence with the terms of this
agreement and Exhibic “C" attached hereto.

3. Sepe-By Costs: When s well which has been diilled or Deepentd has teached its authorzed depth and el tests have
been completed and the resulis thereof furnished to the parties, or when operations on the well have been ortherwise
tefinated pursuant to Arlicle VLF, stand-by costs incumed pending response 10 a party's mnotice proposing & Reworking,
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Sidatracking, Deepening, Recompleting Plugging Back or Completing operation in such 2 well (including the period required
under Afticle VLB.6. to msolve competing proposals) shall be charged and bome as part of the drilling or Deepening
operation just completed, Stnd-by costs subsequent to el parties responding, or expirmion of the response time permited,
whichever first ocours, and prior 10 agrecment g8 1o -the participating interests of all Conssnting Perties purseant to the ternis
of the second grammatical paragraph of Article VLB.2, (a). shall be charged to and borne as part of the proposed operation,
but if the proposal is subsequentty withdrswn bersuse of msufficient participation. such stnd-by costs shall be allocamed
between the Consenting Parties in the propertion each Consenring Party's interest gs shown on Exhibit "A” bears to the total
interest a5 shown on Exhibit "A” of all Consenting Pasties.

arty In the event that notice for a Sidetracking pr Decpening aperation is given while the drilling rig to be utilized is on location, any
P

may request and recefve up to five (5) additional days after expirarion of the forty<ight hour response period specified in
Article VLB.1. within which to respond by paving for ali stand-by costs end other costs incurred. during such exwnded
response period; Operator may require such pasty to pay the estimsred standby time in advance os a condition 10 extsnding
the sesponse period, 1f mere tham ome party elee8 to take such additional time to respond 1o the notice, standby costs shall be
allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each clecting party's
interest as shown o Exhibit *A" bears to the total mterest as shown on Exhibit "A”" of all the electing parties.

4, Deepening; If less them ali parties elect to participate in p drilling, Sidetracking, or Decpening operation propossd
pursuent to Article VLB.1., the interest rclinquished by the Non-Conseriing Parties 10 the Consenting Parties under Article
VIB.2. shall relate only end be limited to the lesser of (i) the total depth actually drilled or (it} the chjective depth or Zone
of which the pertits werc given notice under Article VLB.1, ("Initial Objective™). Such well skall not be Deepensd beyond the
initial Objective without first complying with this Asticle to afford the Noo-Consenting Parties the opportumity (o participate
in the Deepening operation.

In the event any Consenting Party desires to drill or Deepen a Non-Consent Well to a depth below the Initial Objective.
such perty shall give notice thereof, complying with the requirements of Article VLB.1, to all parties (inclhiding Non-
Consenting Parties). Thereupon, Articles VIB.1. and 2. shell apply and all partics receiving such notice shall heve the risht to
paritipait Or ool participate m the Detpening of such well pursvane to said Articles V1B1. and 2. If 2 Deepening operation
14 approved pusuant to such provisions, and if any Non-Consenting Party cleets to participate in the Decpening operation,
such Non-Consenting party shiall pay or make reimbursement (as the case may be) of the following costs and expenses.

(a) If the proposal w Decpen is made prior to the Completion of such well as a well capable of producing in paying
quantities, such Non-Consenting Perty shall pay (or reimburse Consenung Parties for, as the case may be) that share of costs
and expenses incurred in connsction with the driliing of said well from the surface to the Initial Chbjective which Non-
Consenting  Party would have peid hed swch Non-Consenting Party agreed to patticipate shersin, plus the Non-Consenting
Party's share of the cost of Despening and of participating in any further operations on the well in accordence with the other
provisions of this Agreement: provided, however, sll costs for testing and Completion or attemnpted Completion of the well
incutred 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 propesal is mede for a Noo-Consert Well that has been previously Completed as a well capable of producing
in paying quentities, but is no longer capable of producing in paying quentides, such Non-Consenting Perty shall pay (or
reimburee  Conscnting Parties for, es the casc may be) i proportionme share of al costs of drilling, Completing, and
equipping said well from the surface to the [nitial Objective, calculated in the mannezr provided in paragraph (2) sbove, jess
those costs recouped by the Consenting Parlics from the sale of production from the well. The Non-Consenting Party shall
also pay its proportiongte sharc of all costs of re-tmering seid weli. The Non-Comsenting Parties' proportionatc part (based
on the percemtage of such well Non-Consenting Party would have owned had it previously pamicipated in such Non-Consent
Well) of the costs of salvable muterials and equipment remaining in the hole and salvable surfact cquipment used in
conoestion with such weil shall be determined in accordence with Exhibit "C."  If the Constating Pamiies have tecouped the
cost of drilling, Completing, and equipping the well ar the ume such Deepening operaton is conducted, then a Non-
Comsenting Party may participetc in the Deepening of the well with no payment for costs incwrred prior o re-entering the
well for Deepening

The foregoing shall not imply e right of &ny Consenting Party to propose any Deepening for a Non-Consent Well prior
1o the deilling of such well @ its Initial Objective withowt the consent of the other Consenting Parties as provided in Article
VIF.

5. Sidetrackipg; Any party having the right to participate in a proposed Sidetwcking operetion that does oot oem an
interest in the affectad wellbore 2t the time of Uv nodce shell, wpon clecting o pantitipate, tender 1o the wellbore owners s
proportionate share {equal to its interest in the Sidetracking operation) of the value of that portion of the existing wellbore
t be utilized as follows:

(a) If the proposal is for Sidetracking an existtng dry hole, reimt shall be on the basic of the actual cosm
ingurred in the mitial drilling of the well down ta the depth =t which the Sidetracking operntion is initated.

(b) If the proposal is for Sidetracking a well which has previously produced. reimbursement shall be on the basis of
such party's proportionate share of drilling and cquipping costs incwrred i the initial drilling of the well down to the depth
at which the Sidetracking operation is condvcted, calculsmted in the manner described in Article VIB.4(b) above. Such party's
proportionate share of the cost of the weli's salvahle materjals and equipment down to the depth &t which the Sidetracking
operation is initiated shalf be derermined in accordance with the provisions of Exhibit "C.*

5. Drder of Preference .of Qperarjons, Fxcept as otherwise specifically provided in this agresment, if any party desires to
propese the conduct of an operation that conflicts with a proposal thar has besn made by a party vnder this Article VI, such
party shall have fifteen (13) das from delivery of the initial proposal, in the cast of a proposat to drill a well or to perform
m operation on 8 well where no drilling rig is on location, or twenty-four (24) howss, exclusive of Saturday, Sunday and legel
holidays, from delivery of the iitial proposal, if a drilling rig is on locmion for the well on which such operation is to be
conducted, to deliver to all parties ¢ntitled to participate in the proposed operation such party's alternative proposal, such
aternate proposel 10 comtain the seme information fequired io be included in the initial propowsl. Each party recetving such
proposals shall elect by delivery of notice 1o Operstor within five (5) days after expiration of the proposal peried, or within
twenty-four (24) hours {exclusive of Saturday, Sundmy gnd lezal holidays) if a drilling rig is on looation for the well that is the
subject of the proposals, to pirticipate in one of the competing proposals. Any party not electing within the time required
shail be deerned not to have voted. The proposal receiving the vott of parties owning the largest aggregate percentage
interest of the partics vating shall have priority over all cther competing proposals: in the casc of a tie vote, the
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inftial proposal shell prevail. Operator shall deliver notice of such wtsult w afl parties enfitled to participate in the operation
withir' five (5) days after expiration of the election period {or within twenty-four (24) hours, exclusive of Satundey, Sunday
and legal holidays, if 2 drilling rig is on location). Each party shall then have two (2) days (or twenty-four (24) hours if a rig
is on lotation) from seceipt of such notice to elect by delivery of notice to Operator to participeee in such opergtion or to
relinquish interest in the affected weli pursusnt o the provisions of Armicle VIB.2.: faibure by a paty to deliver notice within
such period shall be deemed an elzcrion ot 1o paticipate in the preveiling proposzl.

7. Conformity to Spaging Patten, Nutwithstanding the provisions of this Article VLB.2,, it is ngreed that no wells shall be
proposed to be drilled to or Completed in or produced from a Zonc from which s well Jocated clsewhere on the Contract
Areg is prod Eugixﬁw%l]oonfmms‘;omem-ul g

8. Paving Wslls, No paty shall conduct 2ny Reworking, D::penmx, Plugging Back, Completion, Recompletion, or

Sidetracking operation under this agreememt with respsct to any well then capable of producing in paying quantities except

with the consent of il partics that have rict relinquished interests in the well at the time of such operation.

C. Completion of Wells: Reworkinp and Plugging Back:
|. Completion; Without the consent of afl partics, uo well shall be drilled, Beepened or Sidemacked. except amy weil

drilled. Despencd or Sidetracked pursuant to the provisions of Aricle VIB2, of this agreement. Copsent to the drilling,

Deepening or Sidetracking shall include:

E——intion—No—L—al y—expendt ""!-‘r"""mi--b"r'g r—Sidotrasleing,—testing,— Completing-—and
ipping of the wellineludi y-tank o4 rfaoe-faoilitias:
=1 Qnum_ﬁg_. All nec:ssary expendinres t'nr the drifling, Deepening or Sidetracking #nd testing of the well. When

sueh well has reached its euthorized depth, aud all logs. cores and other tests have becn completed, and the results
thereof fumished to the parties, Operator shall give immedists notice to the Non-Operators having the right to
participate in a Completon attempt whether or not Opssator recommends attempting te Complete the well,
together with Operators AFE for Completion costs If not previously provided, The parties receiving such notice
shall have forty-cight (48) hours (exclusive of Saturdsy, Sunday and legal holidays) in which to elect by delivery of
notice to Operator to participae in & recommended Completion aitempt or to make & Completion proposal with
accompenying AFE,  Operator shell deliver any such Completion proposal, or any Completion proposal conflicting
with Qperator's proposal, to the other parties entitled to paricipatt m such Completion in accordance with the
procedures specified in Article VLB.6. Election to participatz in & Completion amempt shall include consent w all
ncocssary expenditures for the Completing and equipping of such well, including necessary tankage andfor surface
facilities but excluding any stimulation operation not contsined cn the Completion AFE.  Failure of any party
receiving such notice to reply within the period above fixed shall constitwic an election by that party not to
participate in the cost of the Completion attempt, provided, thet Aricle VLB, shall control in the case of
conflicting Comtpletion proposals. If one or more, but less than all of the parties, elect to attempt a Completion. the
provision of Amicle VLB.2. hercof (the phrase "Reworking, Sidetracking, Detpening, Recompleting or Plugging
Back™ as contained in Article VLB.2, shall be deemcd to include "Completing”} shall apply to the operations
thereaftzr conducted by less than all partics: provided, however, that Anicle V1B.2. shall apply scparately to each
scparete Completion or Recompletion atempt undertaken hereunder, and clection to become a Non-Consenting
Perty as to one Completion or Recompletion atempt shall not prevent B paty from becoming e Consenting Party
in subsequent Complktion or Recompletion etrempts regardless whether the Consenting Parties 25 to  carfier
Completions or Recompletion have recouped their cosis pursuant to Articls VIB.2.; provided further, that any
recoupment of\costs by a Conseoting Party shall be made solely from the production mttrihatable to the Zone in
which the Complction attempt is made. Election by 8 previons Non-Consenting party 1o participste in 2 substquent
Complmon or Rcoomplczon attempt, shall 1equire such party W pay its proportionste share of the cost of sabvable

and equip lled in the well purspant 0 the previcus Completion or Recompletion attempt,
insofer and only insofar as such mmmals and equipment benefit the Zone in which such party panicipates i e
Completion attempt.

2. Rework, Recomplsic or Py Backs Ne well shall be Reworked, Recompleted or Plugged Back except a well Reworked,
Recompleted, or Flugged Back pursuant to the provisions of Article VLB.2. of this agreement Comsent to the Reworking,
Recontpleting or Plugging Back of a well shall includc afl pecessary expenditures in conducting such ocperations amd
Completing and equipping of said well, including necessary tankage and/or surface facitities.

D. Other Operatipns:
Operator shafl not undertake any single project reasonably estimated to require an expenditre in excess of

Seventy-Five Thonsand Dollars (575,000 ) except in connection with the
drifling. Sidetracking, Reworking, Detpening, Completing, Recompleting or Plugging Back of a well thar has been previously
suthorized by or p o this agr : provided, howcver, that in case of explosion. fire, flood or other sudden

emergency, whether of the same or different nature, Operator may take such steps emd meur such expenses as in its opinion
are required to deal with the emergency to sfeguerd life and property but Opermtor, as prompiy as possible, shall report the
emergeRcy to the other parties. If Operator propares an AFE for its opm use, Operator shall furmish any Non-Opcrator so

requesting an information copy theroof for any single project costing in cxcess of __Seventy-Five Thousand Dollars
($ 75000 ). Agy party who has not relinquished its interest in a well shall have the right to propose that

Operar perfonm repair work or ondemmke the installation of anificiel Iift equipment or ancillary production facilities such as
salt water disposal wells or to conduct additional work with Tespect to & well drilled hereumder or other similar project (but
not including the istallation of gathering lines or other trmsportation or marketing facilities, the installation of which shall
be governed by separatc agreement between the parties) reasonably estimated to requirt an cxpenditure in excess of the
amount first sct forth above in this Anicle VID. (except in connection with en operstion required to be proposed under
Articks VLB.1. or VLC.1. Option No. 2, which shall be govemed exclusively be thoss Articles). Operator shall deliver such
proposel to all parties entitled to participate therein,  If within thirty (30) days thereof Operator securss the wrilten comsent
of any party or parties owning i least ___ 51% % of the interests of the parties entitled to participate in such operation,
each panty having the right to partcipate in suck project shall be bound by the terms of such proposal and shall be obligated
to pay its propertionste share of the costs of the proposed project as if it had consented to such project pursuant to the terms
of the proposal.
E. Abandonment of Wells:

1. Abandonment of Dy Holes: Except for any well drilled or Deepened pursugnt to Aricle VIB2, eny well which has
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plugged and sbondoned withour the tonsemt of all pardes.  Should Operstor, after difigent cffort, be unable to comtact any
party, or should eny party fail to reply within forry-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after
delivery of notice of the propesal to plug and abandon such well, such party shall be deemed to heve consented to the
proposed zbendonment.  All such wells shall be plugged &nd abandoned in accordsnce with appliceble regulations and at the
cost, fisk amd expense of the parties who pmticipmed in the cost of drilling or Deepening such well. Any party who objects to
plugging end abandoning such well by notice delivered to Operator within forty-eight (48) hours (exclusive of Saturday,
Sunday end legal holidays) after delivery of natice of the proposed plugging shall teke over the well as of the end of such
forty-eight (48) hour notice period md conduct further operations in search of Oil and/or Gas subject to the provisions of
Andele VIB.; failure of such party to provide proof reasonably satisfactory to Operator of its financial capability w conduct
such cperations or to take over the well within such period or thersafier to conduct operations on such well or plug and
abandon such well shall emtitle Operator to retain or tzke possession of the well and plug and abundon the well, The party

taking, auer the well shall indemnify %:m%m (if Operator is & madmﬁ?w) and the other bemdoning parties, in a form m;%g%
lisbility for any further operations conducted on such well except for the costs of plugging and abandoning the well and
restoring the surface, for which the sbendoning parties shall remain proportionately liable.

2. Abspdonment of Wells That Have Prodpeed: Except for any wetl in which a Non-Consent! operstion has been
conducted hertunder for which the Conserting Parties have not been fully reimbursed as herein provided, ay well which has
been comnpleted #s 4 producer shall not be plugged and abandonsd without the consent of all parties. [ all parties consem 1o
such abandonment, the well shall be phigged and sbandoned in accordance with npplicable regulations and et the cost, risk
and expense of all the paries hercto. Failure of a party to reply within sixty (60) days of delivery of notice of proposed
abmdonment shall be deemed an ¢lection tw consept to the proposal. If within sixty (60) days after delivery of notice of the
proposed abandonmient of any well all parties do not agree to the abandonment of such well, those wishing to cotinue its
operation from the Zone then cpen to production shall be obligated fo take over the well as of the expiraton of the
applicable notice perid and shall indemnify Cperator (if Cperator is an abandoning party) and the other abandoning parties
against liability for any further operations on the well conducted by such parties. Failure of such party or parties to provide
proof reesonably satisfactory to Operator of their financial capability to conduct such operations or to take over the well
within the required period or thereafter to conduct operetions on such well shall entitle operator to retain or take possession
of such well and plug and abandon the well. .

Parties taling over & well as provided herein shall tender 1w =ach of the other perties irs 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 salveging and the estimated cost of plugming and abandoning and restoring the surface: provided, however that in the evemt
the estimate¢ plugging end abandoning and surface restoration costs md the estimared cost of salvaging arc higher than the
value of the well's salvable material and equipment, each of the sbandoning partics shall tender to the parties continuing
operations their proportionate shares of the estimated excess cost.  Each abandoning party shall essign to the non-abandoning
parties, without warranty, express or implied, as to title or as 1o quamtity, or fimess for w2 of the equipment and material, afl
of its interest in the wellbore of the well and rclated equipment, together with its interest in the Leaschold insofar and omly
insofar as such lLeaschold covers the right to obtain production fom that wellbors in the Zone then epen to production. If the
interest of the abandoming perty is or includes apd Oil and Ges Imterest, such party shall execute and deliver to the oon-
abandoning party or parties en oil and gas iease, limited to the wellbore and the Zone then open to production, for a term of
ane (1) year and so0 long thereafter as Of and/or Gas is produced from the Zone covered themeby, such lease to be on the fomm
attached as Exhibit "B." The assignments or leases so limited shafl encompass the Drilling Unit upon which the well is located.
The payments by, and the essignmenats or leases to, the assignees shall be in a ratio based upon the relationship of their
respective percentage of participation in the Contract Area to the asgregate of the percentages of participation in the Contract
Area of all assignees. There shall be no readjustment of imterests in the remaining portions of the Contract Ares

Thersafter, sbandoning parties shall have no further responsibility, liability, or interest in the operation of or production
from the well in the Zone then open other than the royalties reteined in any lease mede under the termos of this Armicle. Upen
,‘ﬁlﬁfa‘l&?“&mm shall continue o opermis the 2ssigned well for the account of the non-sbandening parties at the rates and
chemges & plated by this agr plus any additional cost and charges which may arise as the result of the separate
ownership of the assigned well. Upon proposed sbandonment of the producing Zone assigned or leased, the sysignor o lessor
shall then have the option to repurchast jts priar inferest in the well (using the same valuation formulz) and participste in
further operations therein subject ta the provisions hereof,

3. Abmdonment of Non-Consent Cperatigns: The provisions of Article VLE.1. or VLE.2, above shall be applicable as
between Consenting Pentics in the evem of the proposed abandonment of anv well cxcepted from said Articles; provided,
however, no well shall be permanenty plugged and abandoned wmaless and unt) all parties baving the right to conduct fmrther
operations thersin have besn notified of the propossd sbandonment and zfforded the opportunity w elect to take aver the well
in accordance with the provisions of this Article VLE.. and provided further, that Non-Consenting Partics who own 4 interest
in a portion of the well shail pay their proportionate shares of abemdonment end surface restoration cost for such well as
provided in Article VIB.2.(b}.

F. Termination of Opsrations;

Upon the ¢ommencement of an operstion for the drilling, Reworking. Sidetracking, Plugging Back, Despening, testing,
Completion or plugging of a well, including but not Limited to the Initial Well, such operation shall not be termineted without
consent of parties bearing __ 51 % of the costs of such operation: provided, however, that in tht event grenite or other
practically impenetrzhle substance or condition in the hole is encountered which remders further operations impractical,
Operator may discontinue operations snd give notice of such condition in the manner provided in Article VLB.1, md the
provisions of Article VLB. or V1E, shall thereafter apply to such operation, as appropriste,

G. Taking Eroduction in Kind:
Option No. 1: Gas Balancing Agreement Attached
Each party shall take in Lind or separmely dispose of its proportionate share of all Oil and Gas produced from the
Contract Aree, exclusive of production which may be used in development and producing operations and in preparing end
treating (it and Gas for marketing purposes end production unavoidably lost, Any extra expenditure incurred in the taking
in kind or ssparate disposition by eny party of {ts proportionate share of the production shall be bome by such pary. Any
party teking its share of production in kind shall be required to pay for only its proportionatz share of such part of
Operator's surface facitities which it uses,

Each party shall execute such division orders and comiracts a8 may be necessary for the safe of its interest in
production from the Contact Area, and, except 29 provided in Article VILB. shall be entitled to receive payment
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directly from the purchaser thereof for its share of all production.

If any party fails to make the amangements neosssary to take in kind or separately dispose of its proportionete
share of the Oil produced from the Comtract Ases, Operstor shall have the right, sabjsct to the revocetion at il by
the paity owniog it, but not the obligation, to purchese such Oil or sell it to others at any time and from time 10
fime, for the accourt of the non-teking party. Any sush purchase aor sale by Operater may be teeuinaed by
Operator upon at Jeast ter (10) days written notice to the owner of swid production and shall be sobject always to
the right of the owner of the production upon at least ten (10) days written notice to Operator 10 exercise &t any
time fs right to take in kind, or separately dispose of irs share of all Oil not previously delivered tc a purchaser,
Any purchase ot salc by Operator of amy other party's share of Oil shall be only for such reasonable periods of time
as are consistent with the minimum needs of lhe industry under the particular circumstances, but in no event for a
period in excess of one (1) yeer,

Any soch sale by Operator shall be in & manner commercially reasonable under the circumsmnecss bur Operator
shell heve no duty to share any existing market or to obmin a price equal to that recsived under any cxisting
market. The sals or delivery by Operator of a non-iaking party's share of Ofl under the terms of pmy cxisting
contract of Operator shall not give the non-taldng party any interest in or make the non-taking party a party fo said
contract.  No purchase shall be mede by Opemator withowl first giving the non-taking party at Izast ten (10) days
written aotice of such intended parchase and the price to be paid or the pricing basis to be used.

All parties shail give timely wrilten notice t0 Operator of their Gas marketing arrangements for the following
month, excluding price, and shall notify Operator immediatcly in the event of a chage in such arrengements.
Operator shall maintain records of all marketing amengements, and of volumes actually sold or tensponed, which
records shall be made available to Non-Operaiers upon reasonable request.

In the event one or more parties’ separate disposition of its share of the Gas canses split-steam deliveries to separate
pipelines and/or deliveries which on a day-to-dey basis for any reason are not exactly equal to & party's respective proportion-
e share of totel Gas sales o be allocated to it, the balancing or accoumting betwesn the parties shall be in ecoordance with
any Gas balaneing aprcement between the parfies hereto, whether such an agreement is miteched a5 Exhibit "E" or i3 a
separate agreement, Operator shall give notice to all parties of the first sales of Gas from any well under this agreement.
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EXPENDITURES AND LIABILITY OQF PARTIES
A. Liability of Parties:

The liability of the parties shall be scveral, not joint or collective. Each party shall be responsible only for its obligations,
and shnll be lisble only for its proportionate share of the costs of developing and operating the Conuact Area  Accordingly, the
Iien gramted among the parties in Article VILE. are given to secure only the debts of each severally, and no party shall heve
y lishility o third parties herzunder to satisfy the default of any other paty in the payment of any expense or obligation
hereunder. It is not the iniention of the parties to creats, mor shall this egresment be consgued as creating, a mining or other
partnership, joint venture, agency refationship or association, or to render the parties liabi¢ as partners, co-venmiurers, or
principals. [n their relations with each other under this agreement, the parties shall not be considered fiduciaries: or o have
cstblished a confidentie] relationship but mather shall be free to act on an arm's-length basis i sccordence with their own
respective self-imerest, subject, however, to the obligation of the partics o act i@ good faith in their dealings with cach other
with respect to activities hereunder.
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B. Liens and Secarity [nferests:

Each party grants to the oter parties hereto a lien wpon any interest it now owns or hereafter acquires in Oil and Gas
Lenses gnid OFl and Gas Interests in the Contract Arta, and a security interest end/or purchasc money secutity interest in any
fnterest it now owns or hereafter acquires in the personal property apd fodures on or wsed or obtained for use in connection
therewith, 1 secare performance of all of its oblizadons under this agreement cluding but not limited to payment of expemse,
interest and Vees, the proper disbursement of afl moni¢s paid hereunder, the ascismment or relinquishment of interest in Gil
and Gas Leascs a3y required hereunder, and the proper petformance of operations hereunder.  Such lisn end security interemt
granted by each party hereto shall inctude such party's leaschold interests, working interests, operating rights, and royalty and
overriding royalty interests in the Contract Area nmow owncd or hereafter acquired znd in lands pooled or unitized therewith or
otherwise becoming subject to this agreement, the Oil end Gas when extracted therefrom and equipment siated thereon or
used or obtained for use n connection therewith (including, without limitation, all wells, tools. ad whular goods), and accounts
(including, without limitation, accourws arising from ges imbalances or from the sale of Oil andfor Gas at thc wellhead),
contract rights, inventory and gemeral intangibles relating thereto o arising therefrom, and ali proceeds and products of the
foregoing.

To perfect the lien and security agreement provided herein, cach party herewo shall sxecute and ecknowledge the recording
sepplement wvlfor any finsncing statement prepared and Submiticd by any party hereto in conjunclion Berewith or at any time
following execution heyenf, and Operator is authorized to file this agreemant or the recording supplement executed herewith as
a lien ar morigage in the applicable real esmate records and as a financing statement with the proper officer under the Uniform
Commercizl Code in the state in which the Contract Area is situsted and such other staies as Operstor shall desm appropriate
to perfect the security interest grenied hereunder.  Amy panty may file this egreement, the recording supplement execited
herewith, or such other documents as it decms noccssary a5 a lien or mortgage in the applicable real estate records and/or a
financing statement with the proper officer under the Uniform Commercial Code.

Ench party represenis and warrants 10 the other partics hereto that the lien md security interest granted by such party to
the other parties shall be a first and prior lien, and each party hereby agrees to maintain the priority of said lien and security
mtcmtugmnslallpcrsons acquxmgnnmmmoddeasLeassmdlnmmsmvmd hvdusngmuncmhy,thmmor

[3 D [

g i 3 T
whether by assignment. moTgeT, muﬂpgc, operation  of law, or otherwiss, shall be deemed to have taken mhjul
to the lien and scourity interest granted by this Amicle VILB. a5 fo all obligations stibutable to such interest hereurder
whether of Dot such obligations erisc before or after such interest is acquired.

To the extent that paries have a security iterest under the Uniform Comumiercial Code of the state in which the
Contract Arza is situared, they shall be entitled w exarcise the rights and remedies of a secured party under the Code.
The bringing of a suit end the cbteininz of judgment by a pasty for the seowed indebtedness shall not be deemed an
clection of remedies or otherwise affeet the lien tights or security imtrest as sccurity for the payment thereof In
addition, upon defauk Dy any party in the payment of its share of expenses, imtsrests 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 remedics, to collect
from the purchaser the proceeds from the sale of such defaulting party’s share of Oil and Ges untl the amount owed by
such perty, plus intercst as provided in "Exhikit C," has been received, and shall have the right to offset the amount
owed against the proceeds from the sale of such defmilting party’s share of Qil and Gams. Al purchasers of production
may rely on a notificstion of defaul from the non-defauiting parly or parties stating the amount due as # resuit of the
default, md all parties waive any recoursc available against purchasers for relessing production procesds as provided in
this paragraph.

If any party fails to pay its share of cost within one hundred rwenty (120) days after rendition of a starement therefor by
Operator, the non-defaulting parties, including Operator, shall upon request by Operator, pay the unpeid amownt in the
proportion that the interest of each such party bears to the interest of all such parties. The amoumt paid by each party so
paying it shere of the unpaid amount shall be secured by the Fens and secority tights described in Aricls VILB., and each
paying party may indcpendently pursue any renedy available hereunder or atherwise, .

If any party does not perform all of its obligations hereunder. and the failwre to perform subjects such party to foreclosure
or execution proceedings pursuant to the provisions of this agreement, to the extent allowed by goveming law, the defaulting
party wajves any availsble right of redemption from and after the dare of judgment, any requiced valustion or sppreisement
of the mortgaged or secured property prior to sals, any evailable right to stay execution or to require a marshaling of assets
and any required beng in the event a receiver is appeinted In addition, to the extcnt permitted by applicable faw, cach party
hereby grants to the other parties a power of sale as to amy property that is subjsct to the lien mnd security rights granted
bereunder. such power to be exercised in the manné&r provided by applicable law or otherwise in @ commercially rcasgnable
manner end upon reascnable notics,

Each party agrees that the other parties shall be entitled to wtilize the provisions of (il and Gas lien law or other lien
law of any swtate in which the Contract Area is situated to enforce the obligations of cach party hereunder. Without limiting
the generality of the foregoing, to the extent permitted by applicable law, Non-Opertors agree that Operator may invoke or
utilize the mechemics' or materialmen's lien law of the state in which the Contract Area is situated in order to secure the
payment to Opermtor of amy sum due  hereunder for services performed of materials supplicd by Operator,
C. Advances:

Operstor, at its election. shall have the right from tme to time 1o demand and receive from one or more of the other
parties payment in edvance of their respective sheres of the estimated emount of the expense to be incwmred in operations
hereunder during the next suceeeding month, which right may be exercised onfy by submission to each such paty of an
itemized staternent oF such estimaied expense, together with an invoice for its share thersof Each such statemnent and invoice
for the payment in advance of estimated expense shall be submitied on or before the 20thsday of the next preceding month.
Eath party shall pay to Operator its propoftionate share of such estimate within fiftcen (15) days after such estimate and
invoice i5 received  If amy party fails to pay its share of said cstimate within said time. the amoum due shall btar interest o5
provided in Exhibil "C" until paid. Proper adjustment shall be made monthly between advances end actual expense to the end
thet eech party shall bear and pay its proportionats share of actual expenses incurred, and no more.

D. Defaults and Remedies:

If any party fails to discharge any financie! obligation under this agreerment, including without limitation the failure 1o
make any advamce under the preceding Aticle VILC. of any other provision of this agreement, within the pericd required for
such payment hereunder, then in addidon to the remedies provided in Article VILB. or elsewhere in this agreement, the
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temedies specified below shall be applicable.

Fot purposes of this Article VILD., ali netices and elections shall be delivered
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omly by Operator, except that Cperator shalf deliver 4y such notice and eléttion rcquested by a non-defemlting Non-Operator,
and when Operator is the party in default, the applicable notices and elections can be defivered by any Non-Operator.
Eleetion of any one or more of the fotlowing remedics shall not preclude the subsequent vse of any other remedy specified
below or ctherwise gvailable to a non-defaulting party.

|. Smspensign of Rishts: Anmy party wnay deliver to the party in default a Notice of Default, which shall specify the default,
specify the action 10 be tken to cure the defmull, and specify thm fafiure 1o tke such sction will result in the exercisz of ome
or more of the remedies provided in this Article. If the default is not cured within thiny (30) days of the delivery of such
Notice of Default, alt of the righis of the dafaulting party granted by this agreemsnt may upon notice be suspended until the
defeult is cured, without prsjadice to the right of the non-defaulting party or parties to continue to enforce the obligations of
the defevlting pamty previously accrued or theresfier acenfing under this asreement I Cpermtor is the pary i defeult, the
Non-Operators shall have in addition the right, by vote of Non-Operators cwning a majority in inwrest in the Comtract Area
after excluding the voting interest of Operator, t0 appoint a new Operator effective immediatcly. The sights of a defulting
party that may be suspended hercunder at the election of the non-defauiting parties shall include, without limitation, the right
to receive informafion as to amy opemtion conducted lemtamder during the period of soch defmudt the right to elect 1o
patticipate in an opermtion proposed under Article VLB. of this agreement, the right to participate in an operation being
conducted under this agreement ¢ven il the party has previously clected to participate in such operation, and the right o
receive proceeds of production from any well subject ko this agreement,

2. Suit for Demages: Non-defaviting parties or Operator for the bemefit of non-defauliing perties may sut (et joim
account expense) 0 colleet the amounts in defsuls, plus interest accrning on the gmounts recovered from the date of defult
untl the datz of collection at the rate specified in Exhibit "C” atached heretn.  Nothing herein shall prevent any party from
suing any defaulting party w collect consequential damages accruing to such pary as a result of the defaule

3, Deemed MNon-Consent The non-defaufting party mey deliver a writen Notice of Non-Consent Elettion o the
defanlting party at any time afier the expiration of the thirty-day cure period following delivery of the Notiee of Defanlt, in
which evem if the bifling is for the drilling a new well or the Pluggmg Back, Sidetracking, Reworking or Deepening of 8
well which s 10 be or has been plugged as a dry hole, or for the Completion or Recompletion of any well, the defaulting
party will be conclusively deemed to have elected not to participats in the operation and to be a Non-Censentivg Party with
respect thereto under Article VIB. or VLC, as the case may be, to the extant of the costs unpaid by such party,
notwithstanding any election o participaie theretofore made. If election is made to procted under this provision. then the
non-defaudting partics may not elect to e for the unpsid amoam pursuant 1o Articls VILD.2.

Un$il the delivery of such Notice of Non-Consent Election to the defaulfing party, such party shell have the right to cure
ita default by peying its unpsid share of Gosts plus interest at the rate set forth in Exhibit "C," provided, however, such
payment shall not prejudice the rights of the ron-defaulting parties to pursue remedies for damages fncurred by the non-
defaylting parties 25 4 result of the default  Any inlerest relinquished pursuant to this Articls VILD.3. shall be offered t the
non-defauling parties in proporton to ther mieTests, and the non-defaulting paties electing to participete in the ownership
of such interest shall be required to contribute their shares of the defaulted amount upen their election ro participate therein.

4, Advance Paymept If a defaull is oot cured within thirty (30) doys of the delivery of & Notice of Default, Operator, or
Non-Operaiors  if Operator is  the  defwiting  party, may thereafier require advance payipent fom  the  defauiting
party of soch defmilting party's anticipated share of #ny item of expense for which Operator, or Non-QOperators, as the case may
be, would be entitled to reimbursement under any provisien of this agreement, whether or not such expenss was the subject of
the previous default. Such right includes, but is not Hmited to, the right to require advence payment for the estimated costs of
drilling a well or Completion of a well a5 o which an election 1o participate in diiliing or Completion has been made. I the
defaulting party fails to pay the rcquired advamce payment, the non-defmaiting parties may pursuc any of the remedies provided
in the Articie VILD. or any ather default remedy provided slsewhere in this agreememt. Any excess of funds advanged remaiming
when the opération is completsd and all costs have been paid shall be promptly retumed to the advancing party,

5. Qgﬁﬂd_ﬁn%[&the evetrgt any pﬁ.g includlinﬂ hat nu; Iimisjﬂ %? ngggg; gcrinﬁoq%g ghalfmgf‘ ngg;«j%gg[gg“ﬁ
obligstion of a party bereunder, the prevailing pasty in such attion sbell be cntitled w recover all cowt cosm, costs of
collection, and a reasonable ettamey's fes, which the lien provided for herein shait also secure,

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

Rentels, shut-in well payments and minfmum royalties which may be required under the terms of any Ieage shall be paid
by the party or perties who subjected such lease to this agresment st its or their expense. In the event two or more parties
own #nd have cootributed interesis in the samc lease to this agreement, such parties may designate one of such parties
make said payments for and on behalf of all such parties. Any perty may request amd shall be entitied to receive, proper
evidence of all such payments, 1In the event of failme to make proper payment of any rental, shut-in well payment or
minimum royelty through mistake or oversight where such payment is required to continue the l=ase in force, any loss which
results from such non-payment shall be borne in accordance with the provisions of Article [V.B.2.

Operntor shall notify Noo-Operators of the mticipated completion of a shnt-in well, or the shuming in or retrn w
production of & producing well, at least five {5) days (excluding Saturdsy, Sunday, end lezal holidays) prior to taking sech
action, or ar the earliest opportunity permitted by circumstences, but assumes no liability for failure to do so. I the cvent of
failure by Operator to 5o netify Non-Operators, the loss of any lease contributed hereie by Non-Operators for failure to make
Gmely pzyments of 2ny shut-in well payment shell be bome jomtly by the peries bereto under the provisions of Article

. IVB3

F. Taxes:

Begioning with the first calendar year after the effective date hereof, Operntor shall rendsr for ad valorem taxation all
property subject to this egreement whith by lew should be rendered for such taxes, and i shall pay all such taxes assessed
thereon before they become delinquent.  Prior to the rendiden date, each Non-Operator shall fumish Operator mformation as
w burdens (to include, but nat be limited to, royafties, overriding rovaltics and production pavments) ¢n Leases .znd Qib and
Gas Interests contributed by such Nom-Operstor. I the assessed valuation of any Lease is reduced by reason of its heing
subject to outstanding excess tovalties, overriding royalties or production payments, the mduction in &d valorem (mes
resulting therefrom shall inwe o the benefit of the owner or owners of such Lease, and Operztor shall adjust the charge to
such owaer or owners so as 1o reflect the benefnt of such reduction. If the ad valorem taxes are based in whole or in pert
upon separate velustions of each panmy's working interest, then notwithstanding anything to the contrary herein, charges to
the joint sccount shall be made mnd paid by the parics hermw in accordance with tht tix valuc generated by each party's
working interest  Opemmor shall bLill the other parties for thelr proportionate sheres of all tex paymenss in the manner
provided io Exhibit *C."
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I Opermior considers apy tax assessment improper, Cperstor may, at its discretion, protest within the time and manner
prescribed by Jaw, and prosecuts the protest to B finai determination, onless all parties agree o abandon the protest prior to final
determination. During the pendency of administrative or judiviel proceedings, Operater may elect to pay, under protest. all such taxes
and any interest and penelly, When any such protested asscssment shall have been finally determined, Operator shall pay the tax for
the joint accourt, together with amy irterest and penaly accrued, and the iota? cost <hall then be assessed against the pamies, and be
paid by them, as provided in Exhibit "C."

Each party shall pay or cause to be paid all production, severanoe, excise, garthering and other taxes imposed upon or with respect
to the production or handting of such party's share of Qil and Gas preduced wnder the werms of this agreement.

ARTICLE VIOIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST
A. Surrender of Leases:

The Leases covered by this agreement, insofer as they embruce ncreage in the Contract Area, shall not be surrendered in whole
of in part unless all parties consent thereto.

However, should sny party desire to surrender its imerest in any Leese or in any portion thercof, such perty shall give written
notice of the proposed surrender to all paries, and the parties 10 wWhom such notice is delivered shall have thirty (30) days after
delivery of the notice within which to notify the party proposing the sutrender whether they cloct o conseat thersto.  Failure of 2
party to whom such notice is delivered i reply within said 30-day period shall constitule a consent to the surrender of the Leases
described in the notice, If all parties do not agree or consent thereto, the party desiring to surrender shall assign, withott express of
implied warranty of tile, all of its interest in such Lease, or portion thareof, and amy well, materia) and equipment which may be
focated thercen and nsed exclusively In associatign therewich and any rights in proguction thereafter steured, to the ‘mci.? uet conseatipg
assigring party is or iticludes an Ofl and Gas Intevest, the assigning party shell execute and deliver to the perty or partics not
consenting to such surender an oil and gas lease covering such Qil 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 lesse to be on the form attached hereto as Exhibit "B.°
Upon such assignment or lease, the assigning party shall be relieved from all obligations thereafter sccruing, but not theretofore
acerued, with respect to the inferest assigned of leased and the operation of amy welf attributable therttn, and the assigning pazty
shall have no further interest in the assigned or lessed premises and its equipment and production other than the royalties retained
in eny lease mnde under the terms of this Article. The party assignee or lessee shall pay to the party assignor or lessor the
reasonable salvage value of the latter's interest in any well's salvable materials and equipment auributable to the sssigned or leased
acreage. The valuz of all salvable masials md equipment shall be determined in zecoréance with the provisions of Exhibit *C." Jess
the estimated cost of salvaging and the estimated cost of plugging and abandoning and restoring the surface, If such value is less
than such costs, then the party assignor or lessor shall pay to the party assignee or lessee the smount of such deficit. If the
essignment or lease i in favor of more than onc party, the interest shall be shared by such parties in the proportions that the
interest of each bears 1o the totat imterest of all such parties. If the interest of the parties to whem the sssignment is to be made
varies according to depth, then the interest assigned shall similarly reflect such variances. '

Any pssignment, lesse or der mede umder this provision shall not reduce or change the assignor's, lessor's or surrendering
party’s interest as it was immediately before the assignment, lease or surrender in the belence of the Contract Area: and the 2creage
assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the wrms and provisions of this
agreement but shall be deemed subject to an Operating Agreemeat in the form of this agreement.

B. Renewal or Extension of Lesses:

If any party secures a renewnl or replacement of an il and (as Lease or Interest subject 1 this agreement, then 2ll other parties
shall be notified promptly upon such acquisition or, in the case of a replacement Lease taken before expiration of an existing Lease,
promyptly upon cxpiration of the existing Lease, The parties notified shall have the right for & period of thirty (30) dayy following
defivery of such notice in which to elect to participae in the ownership of the renewal or replacement Lease, insofar as such Lease
affects lapds within the Contract Area, by peylng 1 the party who acquired it their proportionzte shares of the acquisition cost
allocated to that pert of such Lease within the Contract Area, which shall be in proportion to the interest bheld et thet time by the
panties in the Contrect Area. Each parry who pamicipates in the purchase of a renewal or replacement Lease shall be given en
assignment of its proportionete interest therzin by the acquiring party.

If some, but less than all, of the partics elect to participate in the purchess of & rencwal or replacement Lease, it shall be owned
by the parties who elest to participate therein, in e ratio besed upen the rclationship of their respective percentage of participation in
the Comtract Arez 1o the aggregate of the perceatages of peticipation in the Contract Area of all partiss parficipating i the
purchase of such renewal or replacement Lease. The acquisition of 8 rencwal or replacement Lease by any or all of the parties hereto
shall not cause 2 readjustment of dis imerests of the panies sumed in Bxhiblt A" but any renewal or replacement Lease in which
iess than al] parties elect to participate shall not be subject to this agreement but shall be deemed subject to 2 separate Operating
Agreement in the form of this agreement.

If the interests of the parties in the Contract Ares vary according to depth, then their right %o participate propertionately in
renewal or replacerment Leases and their right to receive an assignment of interest shall also reflect such depth variances.

The provisions of this Article shall apply to renewal or repiacement Leases whether they arv for the entire inttrest coversd by
the expiring Lease or cover only 8 portion of ils area or an interest therein.  Any ronewal or replacement Lease taken before the
expiration of its predecessor Lease, or taken or contracted for or becoming cffective within six (6) months after the expiration of the
existing Lease, shall be subject to this provision so long as this agrecment is i effect at the time of such ascquisition or at the time
the renewal or replacement Lersc bocomes effective; but tny Lease wken or compected for more than six {6) momths afier the
expiration of an existing Lease shall not be deemed a renewsl or Teplecement Lease and shall not be subject to the provisions of this
agresment. )

The provisions in this Article skall also be applicable to extensions of Oil and Gas Leases.

C. Acreage or Cash Contributions:

‘While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or sy other
operation on the Contract Area, such contribution shall be paid to the party who conducizd the drilling or other ¢peration #nd shall
be applied by it egainst the cost of such dnilling or other operation. 1f the contribution be in the form of screage, the party to whom
the contritution is made shell premptly tender an assignment of the acreage, withour warranty of title, to the Drilling Parties in the
properticns said Drilling Parties shared the cost of drilling the well, Such acreage shall become a separate Comract Arca and, to the
extent possible, be govened by provisions identical to this agreement Each party shall promptly notify all other parties of ay
acreage of cash contributions it may obtain in support of any well or eny other operation on the Conmact Area  The sbove
provisions shall &lso be applicable to optional rights to camn acreage outside the Contract Arce which are in support of well drilled
inside Contract Area.
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If sny party copwacts for emy consideration relating to disposition of such perty's share of substances produced herevmder,
such consideration shall not be desmed ¢ contribution as contemplated in this Article VIIL.C.

B. Assignment; Maiotenance of Uniform Interest:

For the purpose of mainteining uniformity of ownership in the Contract Atea in the Qil =nd Gas Leases, Oil and Gas
Interests, wells, equipment and production covered by this agresment no party shall sell. encumber, transfer of make other
disposition of its interest in the Ofl and Gas Leases and Oil end Gas Interests embraced within the Contract Area or in wells,
equipment and production wnltss such disposition covers elther:

L. the entire interest of the party in all Oil and Gas Leases, Oil end Gas Interests, wells, equipment and production; or

Z an equal undivided percent of the party’s present interest in all Oil and Gas Leases. Ol and Gas Intercsts, wells,
equipmeni and production in the Contact Area,

Every sele, encumbrance, tamsfer or other disposition made by amy pamy shall be made expressly subject to this egreement
and shall be made without prejudice to the right of the other parties, and any transferee of an cwnership interest in any Oil and
Gas Lease or Interest shall be desmed 4 party to this agreement s 1o the interest conveyed from and after the effective date of
the transfer of ownership; provided, however, that the other paries shali not be required to recogmize amy such sale,
encombrance, transfer or other disposition for any purpose hereunder uncil thirty (30) days after they bave received & copy of the
instrzment of transfer or other satisfactory evidenee thereof in writing from the tramsferor or wansferes, Ne assignment ar other
disposition of irterest by & party shall relieve such party of obligations previously inewrred by such party hereunder with respect
to the interest transferred. including without limitation the obligation of a party to pay all costs atwibuieble to wn operation
conducted hereunder in which such party hes agreed to panicipate prior to making such assignment. and the len and security
inrerest granmed by Article VILE, shall continue to burden the interest transferved to secuve payment of my such obligati

If ot eny time the imerest of any party is divided among end owncd by four or more co-gwners, Operator, at its discretion,
may require such co-owners to appoint a single trustee or agent with full authority to reccive motices, appiove expenditures,
receive billings for and mpprove and pay such party's share of the joint expenses, and to deal generally with, and with power to
bind, the co-owners of such party's imisrest within the scope of the operations embraced in this agreement; howsver, efl such co-
owners shall have the right 10 enter into and execute all contracts or agreements for the disposition of their respective shares of
the Ol end Gas produced fom the Contrect Arca ané they shall have the right to receive, separately, pavment of the sale
proceeds thereof. :

E, Waiver of Rights to Partition:

If permitted by the (2ws of the state or states in which the property covered heroby is located, each party hereto owating an
undivided interest in the Contract Area waives any and all rights it may have (0 partition and hsve set aside to it in severalty its
undivided interest therem.

F. Preferential Right to Purchase:
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ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

If for federal income tax purposes, this agreement and the operetions hereunder are regerded as a partnership, and if the
patties have not otherwise agreed to form 4 tax partnership purswmt to Exhibit "G" or other agreement between them, each
party thereby affected elects o be excluded from the application of all of the provisions of Subchapter "K," Chapter 1, Subtitle
"A," of the intemal Revenue Code of 1986, 25 amended ("Code™, es permitted and authorized by Section 761 of the Code and
the regulations promulgated thereunder. Operstor is mnthorized and directed to execute on behzlf of each party hereby affected
such evidence of this election as may be required by the Secretary of the Treaswry of the United Stames or the Federnl Ingzral
Revenue Service, including specifically, but not by way of limitation, ail of the retumns, statements, and the data required by
Treasery Reguletion §1,761.  Should thers be any fequitcment that each party hereby affected give finther evidence of this
clection, cach such pany shall executs such documents and fumish such other evidemes #s may be required by the Feders) Internal
Revenue Service or a5 may be necessary to evideace this election. No such perty shall give any notices or teke 2ny other action
inconsistent with the clection made hereby. If any present or fisture income tax laws of the state or states in which the Contract
Area s located or any future income 1ax laws of the United States contain provisions similar to these in Subchapter "K," Chapter
1, Subtitle "A," of the Code, nnder which an election similar to thar provided by Section 751 of the Code is permitted, cach party
hereby affected shall make such election as may be permiued or required by such laws, I meking the foregoing clection, each
such party states that the income derived by such party from operations hereunder can be adequately dstermined without the
computation of parmership taxable income.

ARTICLE X,
CLAIMS AND LAWSUITS

Opcrator may settle any single uninsured third perty damage claim or suit arising from operztions hereunder if the expenditure
does not exceed _Seventy-Five Thopsand Dollars (3_75.000 } and if the payment is in complere settlement
of such claim or suit. If the amount required for scutlement exceeds the above amount, the partics hereto shall assume and take over
the further handling of the claim or swit, unless such authority is delogated t Operstor.  All coss and expenses of handling settling,
or otherwisz discharging such claim or suit shall be a the joint expense of the parties parf.icipming in the operation from which the
claim or suit arises. [f a claim is made against any party or if any party is sued on accownt of eny matter arising from operations
hercunder over which such individual has no control because of the rights given Operator by this agreement, such party shall
immediately notfy ell other parties, and the claim or suit shall be treated as any other claim or suit involving operations hereunder,

-15-
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ARTICLE XI.
FORCE MAJEURE

If any patty is rendersd umable, wholly or in part, by force majerre 10 camy out its obligations wnder this agrecment, other
than the oblipatios o indémnify or mike money payments or fumish secumity, thwt pany shell give w all other pardes
prompt written notice of the force majeure with reasonnbly full particulars conceming it thereupon. the obligations of the
party giving the notice. 50 far as they are affected by the force majevre, shall be suspended during, but no longer than, the
continugnge of the force majewre. The lerm “force majeure," as here employed, shall mean an act of God, stike, lockout, or
other industrial distmbance, sct of the public enemy, war, blockade, public rot lightening, fire, storm, floed or other act of
nature, explosion, govemmental action, governmental delay, restraint or inaction, unavailability of equipment, and emy other
cause, whether of the kind specifically enumerated above or otherwise, which is not reasonably within the control of the party
claiming suspension. ’

The affected party shall usc all rcasomable diligence to remove the forez majeure situation as quickly = practicable. The
requirement thar eny force masjeurs shall be remedied with all ressonzble dispatch shall not require the settlement of sikes,
lockauts, or other Fabor difficulty by the party involved, contrary to its wishes: how ali such difficulties shall he handled shall
be entirely within the discretion of the party concerned.

ARTICLE XTI.
NOTICES

All notices anhorized or required beétween the parties by any of the provisions of this agrement, unless otherwise
specifically provided, shall be in writing and delfvared in person or by United States mmil, courier service, telegram, telex,
telecopier or any other form of facsimile, postege or charges prepaid, #nd addressed 1o such parties at the addresses listed on
Exhibit "A."  All telephone or oral notices permitted by this agreement shall be confirmed immediately theresfter by written
notice.  The originatng udtice given under any provision hereof shall be deemed delivered ondy when reecived by the pary to
whom such notice iy directed, and the time for such party to deliver any notice in response thereto shall run from the date

the criginating notce 5 rectived. "Receipt” for purposes of this sgreement with respect to written motice deliverad hersunder .

shell be sctual delivery of the votice to the address of the party to be notified specified in accordance with this agreement, or
to the tetecopy, facsimile or telex machine of such party. The second or gny msponsive notice shall be decmied delivered when
deposited in the United States mail or ar the office of the courier or telegraph service, or upon transmittal by telex, telecopy
or facsimile, or when personally delivered to the party to be notified, provided, thar when response is required within 24 or

-48 hours, such respoase shall be given orally or by telephone, tmelex, telecopy or other facsimile within such period. Each party

shall have the right to change its address at any time, and from time 1o time, by giving written notice thereof to all other
partics. If a party is not available 1o reccive notice orally or by telephone when a party mtempts to deliver @ motice required
10 be delivered within 24 or 4% hours, the notics may be delivered in writing by any other method specified berein and shall

be deeened delivered in the same manner provided above for any responsive natice,

ARTICLE XIIL
TERM OF AGREEMENT
This agreement shall remain in fuli force and effect a5 to the Oil and Gas Leases andfor OB and Gas Interests subject
hersto for the period of time sclected below, provided, however, no party hereto shall ever be consirued as having any right, titie
or interest in or to any Lease or Oil and Gas Interest contributed by any other party beyond the term of this agreement,
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The termination of this agreement shall not relieve any party hereto from any expense, liability or other obligation or any
remedy therefor which bias acerued or attached prior to the date of such terminetion,

Upon terminetion of this agreement and the satisfaction of all cbligations bereunder, in the event a memorandum of this
Operating Agreemen: has besn filled of record, Operator is authorized to file of recond in ell necessary recording offices a
natice of terminaton. and each party hereto egrees to execute such a notice of terminatipn as to Operamor's interest, upon
request of Qperator, if Operator has satisfied all its financial obligations.

ARTICLE XIV,
COHPLIA!\CE WITH LAWS AND REGULATIONS
A. Laws, Regulations and Orders:

This agreement shall be subject to the applicable laws of the swte in which the Contract Aree is located, to the valid rules,
regulations, and orders of eny duly constiited regulatory body of said state: and to all other applicable federsl, state,
and Jocal laws, ordinances, rules, regulations and orders,

B. Governiog Law:

Thiz agreement and all matters peértaioing hereto, jpcluding but oot limited to masers of performance, noo-
performance, breach, remedies, procedures, rights, duties, and Interpretation or construction, shall be governed and
determined by the law of the state in which the Contract Area is Jocated. If the Contract Arca is in two or more states,
thelawofthestategf _  shall govern.

C. Regulatory Agencies:
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Nothing herein contained shell grant, or be consoued to grant, Operstor the right or suthority to waive or relesse any
rights, privileges, or obligations which Non-Opermtors may bave under fedevel or state laws or under rules, regulmtions or
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orders promulgated under such laws in reference to oil, gas and mineral operations, including the location, operation, or
production of wells, on tracts offsetting or adjacent to the Contract Area.

With respect to the operations hercunder, Non-Operators agree to release Operator from any and all losses, damages,
injuries, claims and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation
or application of rules, rulings, regulations or orders of the Department of Energy or Federal Energy Regulatory Commission
or predecessor or successor agencies to the extent such interpretation or application was made in good faith and does not
constitute gross negligence. Each Non-Operator further agrees to reimburse Operator for such Non-Operstor's share of
production or any refund, fine, levy or other governmental sanction that Operator may be required to pay as a result of such
an incorrect interpretation or application, together with interest and penalties thercon owing by Operator as a result of such
incorrect interpretation or application.

ARTICLE XV.
MISCELLANEOUS
A. Execution:

This agreement shall be binding upon each Non-Operator when this agreement or a counterpart thereof has been
executed by such Non-Operator and Operator notwithstanding that this agreement is not then or thereafter executed by all of
the parties to which it 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. Operator may, however, by written notice to all Non-Operators who have
become bound by this agreement as aforesaid, given at any time prior to the ectual 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 in its sole discretion determines that there is insufficient participation to justify commencement of
drilling operations. In the event of such a termination by Operator, all further obligations of the parties hercunder shall cease
as of such termination. In the event any Non-Operstor has advanced or prepaid any share of drilling or other costs
hereunder, all sums so advanced shall be retumed to such Non-Operator without interest. In the event Operstor proceeds
with drilling operstions for the Initial Well without the execution hereof by all persons listed on Exhibit "A" as having a
current working interest in such well, Operator shall indemnify Non-Operators with respect to all costs incurred for the
Initial Well which would have been charged to such person under this agreement if such person had executed the same and
Operator shall receive all revenues which would have been reccived 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 respective heirs,

devisces, legal representatives, successors and assigns, and the terms hereof shall be deemed to run with the Leases

C. Counterparts:

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

D. Severability:

For the purposes of assuming or rejecting this agreement as an executory contract pursuant to federal bankruptcy laws,
this agreement shall not be severable, but rather must be assumed or rejected in its entirety, and the failure of any party w0
this agreement to comply with all of its financial obligations provided herein shall be a material default.

ARTICLE XVL
OTHER PROVISIONS

Articie VLE 7] B
iming O TUFIDEC OPE:
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2] 2004 .
31 CIMAREX ENERGY CO. . who has prepared and circutated this form for execution, represents and warrants
that the form was printed from and, with the exception(s) listed below, is identical to the AAPL Form 610-1589 Model Form
4 Operating Agrezment, as published in computerized form by Farms On-A-Disk, Inc. No changes, alterations, or
modifications, other than those made by strikethrough and/or insertion and that are clearly recognizable as changes in
5| Articles L TE IIE TV, ¥, VI, VIL VIIL, XITL, XV, XV] have been made to the form,
6 ATTEST OR WITNESS: OPERATOR
7 l Cimarex Energy Co.
By
H
9 Type ot print name
10
o~ Title
11
Date
12 Tax 1D or 5.5. No.
13
1 NON-OPERATORS .
15
l HOG Partoership LY
16 .
17 By
18 Type or print name
19
Title
20
Date
a Tax ID or 8.5. No.
22
23 l Isramco Resources, LLC
24 By
15 »
Type or print name
26
Title
27
Date
28
Tax ID or 5.5. Ne.
29
30 Nortex Corporation
31 By
32
Type or print name
33
34 Title
15 Date
6 Tax D or 8.8. No.
37
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iN WITNESS WHERECF, this agreement shall be effective as of the __ | dayof _Jume = |
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MBOE, Inc.

By

Type or print came

Title

Date

Tax D ar 8.8, Ne.

Irene Mclsanc

By

Type or print name

Title

Date

‘Tax ID or 8.5. No,

Patricia Mclsaac

Type or print name

Title

Date

Tax ID or S.5. No.

Nancy Redford

By

Type or print name

Title

Date

Tax D or 8.8. No.

Mary Shoener

By

Type or print name

Title

Dazte

Tax ID or S.5. No,
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13
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35

36

37
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By Daniet Melsaac

Type or print name

Title

Date

Tax ID or S5.S. No.

Larry Turner

By

Type or print name

Title

Date

Tax ID or 8.8. No.

Sande Wische

By

Type or print name

Title

Date

Tax ID or 8.8. No.

Chester J, Stuebben

By

Type or print name

Title

Date

Tax D or §.5. No.

Alan D. Tuck, Jr, and wife Evelyn Tuek

By
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Rubicon Dil & GasILP

By

Type or print name

Title

Date

Tax ID er 5.5. No.




19

20

21

24

25

26

27

23

29

30

31

32

32

35

36

37

A AP.L FORM 610 - MODEL FORM OPERATING AGREEMENT - 1989

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

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

[~FP13 s b
——— ]

s
=7
1Y
>
Litladand Rk LAY
Hilo-fend Kok}
.Y 71 1
y KDEFES:
Pad (7 HYY £l
Acknowleds {1 tative-capasity
Siateof .
fl S —"—————
b
Y55
——This-spumnent-w ! lodged-bef
vesackn ged-befo
he
by 85

Titlaifand Rant: )
Title{and Renk)

LV P tY=s H =
F-GOTREHS S OB EHPEsS

-19-




EXHIBIT “A”

Attached to and made a part of that certain Operating Agreement dated June 1, 2014, naming Cimarex
’ Energy Co., as Operator

I Contract Area:

Township 24 South, Range 26 East, NM.P.M.
Section 36: All

Containing 840 acres more or less

Eddy County, New Mexico

iL. Depth Restrictions:

Suiface to a depth of 10,505 feet

. Interests of the Parties to this Agreement

Cimarex ENBrgy Co....c.vveeereivere e revece e vnesie aeees e eneseennee. 31.839588%

HOG Partnership LP.. ..ot e s araeen 21.875000%
RUDICON O & Gas 1, LP i e e e ees e e e a s 21.875000%
lsramco Rasources, LLG ... et BU3333334%
Nortex Corporation. ... c...ccvi et e e s eae e ee e 8.3333333%
MBOE, INC..on ettt e e ieree e e ann e, 6.2500000%
I1ENE MEISAAC .. vveieecve it et et e e e et e n e e e e aenoies 0.1867180%
Patricia MCISAEC ..ot e et e 0.0466795%

Nancy Redford.. ... v e e e e e en . L 0ABET95%
Mary Shoener... ... e e L.04BB795%
Daniel MCISAAC. .. ... ....cocoiieiiei e e e e eee 0 0.0466795%

LAY TUITIBT .. o1 et et ereevvae s e e e ee s eteee e st aee et oas e evnaebearas 0.3734360%
SaNdY WISCNE... ..ececv e e ear et s ceeie e et e e e 0.3734360%
Chester . SIBUDEN. ..o et 0.1867180%

Alan D, Tuck, Jr. and wife Evelyn Tuck................co.cccocce e eenn.o... D.1867180%

IvV.  Oil and Gas L eases Sublect to this Agreement

Serial No: K-4593-3
Date of Lease: December 15, 1964
Lessor: State of New Mexica
Lessee: Jake L. Hamon
Recording Data: Book 151, Page 417, Oil and Gas Records, Eddy County, New Mexico
Description: Township 24 South, Range 26 East, N.M.P.M
Section 36: All

Royalty: 12.5%
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Exhibit“ C ”
ACCOUNTING PROCEDURE
JOINT OPERATIONS

1 | Auached to and made part of _that certain Qperating Agreement gated June 1, 2014 by and between Cimarex Energy Co., 83
P and H i L & N
3
4
5
& 1. GENERAL PROVISIONS
7
8 IF THE PARTIES FALL TO SELECT EITRER ONE OF COMPETING “ALTERNATIVE” PROVISIONS, OR SELECT ALL THE
9  COMPETING “ALTERNATIVE” PROVISIONS, ALTERNATIVE, 1 TN EACH SUCH INSTANCE SHALL BE DEEMEDR TO HAVE

BEEN ADOPTED BY THE PARTIES AS A RESULT OF ANY SUCH OMISSION OR DUPLICATE NOTATION,

IN THE EVENT THAT ANY “OPTIONAL” PROVISION OF THIS ACCOUNTING PROCEDURE IS NOT ADOPTED BY THE
PARTIES TO THE AGREEMENT BY A TYPED, PRINTED OR HANDWRITTEN INDICATION, SUCH PROVISION SHALL NOT
FORM A PART OF THIS ACCOUNTING PROCEDURE, AND NO INFERENCE SHALL BE MADE CONCERNING THE INTENT
OF THE PARTIES IN SUCH EVENT.

DEFINETTONS

All terms used in this Accounting Procedure shall have the following meaning, unless otherwise expressly defimed in the Agreement:

“Afffliiate™ means for a person, enother persor that controls, is controlled by, or is under commen contral with that person. Tn this’

definition, (a) control means the ownership by one person, direetly or indirectly, of more than fifty percent (50%) of the voting secutilics
of a corperation or, for ether persons, the equivalent ownership interest {such as parmwership interests), and (b} “persor™ mcans an
individual, cosporation, partnership, trust, estate, unincorporated orgeanization, assoctation, ar other lagal catity.

“Agreement” means the operating agreement, farmout sgresmant, or cther contract berwesn the Parties to whick this Accounting
Procedurs is atiached.

“Controlable Material” means Muteriad thar, ar the time of acquisition or disposition by the Joint Account, as applicable, is so classified
in the Material Classification Manual most recently recommended by the Council of Petroletm Accountants Societies {COPAS),

“Equalized Freight” means the procedure of ¢harging transportation cost to the Joint Account based upon the distance from the nearest
Railway Receiving Point to the property.

“Excluded Amount” means a spacified excluded trucking emoumt most recently recommended by COPAS.

“Field Office™ means a stcture, or portion of a structure, whether a wmporery of permanenst instatlation, the primary function of which is
to directly serve daily operstion and maintenance activities of the Joint Property and which serves as a staging area for directly chargeable
field personnel,

“Kirgt Level Supervision” means those employees whoee primeey funciion in Joint Operstions is the ditect oversight of the Operatar’s
field employeses end/or comtract labor directly employed On-site in a field operating capacity. First Level Supervision Emetions may
include, but are not limited to: !

+ Responsibility for ficld employees and contract laber engaged in activides that can incjude ficld operations, maintenance,
constriction, well remedial work, equipment movement and driliing

= Responsibility for day-to-Gay direct oversighe of rig operations

» Responsibility for day-to-day direct oversight of construction operarions

« Coordination of jeb pricritics end spproval of work procedures

* Responsibility for optimal resource wtilization {¢quipment, Materials, persennel)

* Responsibility for meeting production and field aperating expense targets

= Representetion of e Partics in \ocal maners involving commuanity, vendors, regulatory agemts and landowness, a8 an mncidenti

part of the superviser’s operating responsibilities

Responsibility for 2l emergency responses with feld staff

Responsibility for implementing safety and environmental practices

Responsibility for field adherence to company policy

Responsibility for employment decisions end performance appraisals for field personnel

Oversight of sub-groups for field functions such as electrical, safety, environmental, telecommunijcations, which may have group

or tean leaders.

“Joint Account™ means the account showing the charges paid end credits recejved n the conduct of the Joinr Operations that are to be
shered by the Parties, but does not include proceads anributable to hydrocarbons and by-products produced imder the Agreement.

“Joint Operations” means all operations necessary or proper for the sxploration, appraisal, development, preduction, protection,
maintenance, repair, sbandonment, and restoration of the Joint Property.

COPYRIGHT © 2005 by Council of Patroleum Accauntants Socielies, Inc. (COPAS)
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cCOo P as
1 “Joint Property” means the real and personal property subject to the Agresment.
2
3 “Laws™ meang any laws, rules, regulations, decress, and orders of the United States of America or any siate thereof and all other
1 governmental bodies, agencies, and other authorities having jurisdiction aver or affecting the provisions contained in or the tramsactions
3 comemplated by the Agreement or the Parties and their operations, whether such laws now exist or are hereafter amended, enacted,
[ promulgated or 1ssued,
7
H “Material” means pers&na] property, squipment, supplies, or consurnables acquired or held for use by the Joint Property.
9
1w “Non-Operators” means the Panies 1 the Agreement other than the Cperator.
Tl .
12 “Offshore Farilities” means platforms, surface and subsea development end production systems, and other support systems such es oil and
13 ges handling facilities, living quarters, offices, shops, cranes, clectrical supply equipment 2nd systems, fuel and weter storage and piping,
1Y heliport, marine docking stallstions. commumication facilites, navigation aids, and other similar fecilities necessary in the tondoct of
15 offshore operations, all of which are located offshore.
16
17 “Off-gite” means zny Jocation that is not considered On-site as defined in this Accounting Procedure.
[E3
13 “Qu-gite” means on the Joint Property when in direct conduct of Joint Operations. The term “On-site” shall glse include that portion of
20 Offshore Facilities, Shore Buse Facilities, fabrication yards, and staging areas from which Join? Operations are conducted, or other
21 facilities thas directly control equipment on the loint Property, regardiess of whether 2uch facilities are owned by the Joint Account
2
23 “Operator™ means the Party designated pursuant to the Agreement to conduct the Joint Operations.
4
i} “Parties” means legal entities signatory to the Agreement or their successors and assigns, Parties shall be referred to individually as
%6 “Pasty.”
7
28 “Participating Toterest” mcans the percentage of the costs and risks of conducting an operation ueder the Agreemient that a Party agrees,
9 or 15 otherwise obligated, to pay and bear.
30
n “Participating Party” means a Party that approves a proposed operation or otherwise agrees, or becomes lisble, to pay and bear 4 share of
az the costs and risks of conducting an operation under the Agreement
33
34 “Personal Expenses” means reimbursed costs for wavel and temporary living expenses.
35
36 “Railwzy Receiving Point” means the railhead nearest the Joint Property for which freight rates are published, even though 2n actual
37 tailhead may not exist,
38
39 “Shore Baze Facilities” means onshore support facilities thet during Joint Operations provide such services to the Joint Property as a
49 receiving and transshipment point for Materials; debarkation point for drilling end production personnel and servicss; communication,
41 scheduling and disparching center; and other associated fimctions serving the Joint Property.
4z
43 “Supply Store” means a recognized source or camman stock point for a given Marerial item,
44
45 “Technical Services” means services providing specific engineering, geoscisnce, or other professional skills, such as those performed by
45 engineers. goologists, giophysicists, ard technicians, quired 1o bandle specific operating conditions and problems for the benefit of Joinmt
47 Operations; provided, however, Technical Services shall not include those functions specifically jdentified as overheed under the second
43 paragraph of the introduction of Section (I (Overhaad). Technical Services may be provided by the Operator, Optrator's Affiliae, Non-
49 Operstor, Non-Operator Affiliates, and/or third parties.
50
51 2.  STATEMENTS AND BILLINGS
52
53 The Operator shall bifi Non-Operators on or before the last day of the month for their proportionats share of the Joint Account for the
54 preceding month. Such bills shall be accompanied by statements that jdentify the AFE (authority for expenditure), fease or facility, and all
55 charges and credits sumnarized by approptiate categories of investment and expense. Controligble Material shall be separately identified
55 md fully deseribed in detmil, or at the Operator’s option, Controilable Material may be summarizeé by major Material classifications,
57 Intzamgible drilling costs, audit adjustments, and imusual charges and eredits shall be separately and clearly identified.
58
5 The Operator may make availzble to Mon-Operators ay statements and bills required under Section 1.2 andfor Section 13.A (Advancey
60 and Payments by the Partles) via email. electronic dam interchange, internct websites or other equivalent electronic media i Licu of paper
61 copies, The Operator shall provide the Non-Operators instructions and any necessary information to access and receive the statements and
62 bills within the timefmes specified herein. A statement of billing shall be deemed 2s delivened twenty-four (24) hours (exclusive of
&3 weekends and holidays) after the Operator notifies the Non-Operetor that the staternent or bitling is available on the website and/or sent via
64 emeil or electronic dsta interchange transmission. Each Non-Operator individually shall elect to receive stattments and billings
65 electronically, if available from the Operator, or request paper copies, Such election may be chenged upon thirty (30} days prior written
&6 netics 1o the Operatar, '
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3. ADYANCES AND PAYMENTS BY THE PARTIES

A,

Urnless otherwise provided for in the Agreement, the Qperator may requine the Non-Operators to advancs their share of the cstimated
cash outlay for the succeeding month's operations within fifteen (15) days after receipt of the advance request or by the first day of
fhe month for which the advance is required, whichever is later, The Operator shall adjust each monthly billing to reflect advances
received from the Non-Operators for such month. If a refund is due, the Opcrator shall epply the amount to bt refimded 1o the
subssquent month’s hilling or advance, mless the Non-Operzior seads the Operecor a written request for a cash refimd. The Cperator
shall remit the refumd to the Non-Operator within fifteen (13} days of recetpt of such written request.

Except as pravided below, cach Party shall pay its propartionate share of all bills in full within fifteen {13) days of receipt date. If
payment is not made within such time, the wmpaid balence shafl bear interest compounded monthly st the prime rate published by the
Wall Street Journal on the first day of each month the payment is delinquent, pius three percent (3%), per annum, Or the maximum
contrect rate permitted by the applicable wsury Laws goveming the Jott Propacty, whichever is the iesser, phus aftomney’s fees, court
casts, and athet ¢osts in connection with the collzction of unpaid amounts. If the Wall Street Journal ctases w be published or
discontinues publishing a prime raie, the wnpaid balance shell bear interest compounded monthly at the prime rate published by the
Federa? Reserve plus three percent (3%), per anmum. Interest shall begin accruing on the first day of the month in which the payment
w5 dye Payment shefl net be reduced or deiayed 25 & result of inquities or anticipated credits wmless the Operetor Ras agreed,
Notwithsianding the foregoing, the Non-Operator may reduce payment, provided it fomishes documentation 2ad explenation to the
Operator &t the time peyment is made, to the extent such reduction is caused by:

(1} being billed %t en incomrset working imerest or Panticipming Interest that s nigher than such Non-Operator’s actond working
fnmerest or Participating Inferest, as applicable; or

(2) being billad for a project or AFE requiring approval of the Parties under the Agreement that the Non-Operator has not approved
or is not ptherwise obligated to pay under the Agreement; or

(3) 'eing billed for & property in which the Noo-Operator no longer owns a working interest, provided the Nom-Operator has
furnished the Operator a copy of the recordsd assignment or letter In-liew. Norwithstanding the foresoing, the Non-Operator
shall rerain responsible for paying bills actributable to the interest it sold or tramsferred for any bills rendered during the thirty
(30) day period following the Operator's receipt of such written notice: or

(4) cherges outside the adjustment period, as provided i Section L4 (ddiustments).

4.  ADJUSTMENTS

A, Pryment of any such bills shall not prefudice the right of any Party to protest or question the correetness thereof: however, all bills

5. EXFP

and statemnents, inckuding payout stuternents, rendered during any calendzr year shall conclusively be presumed to be rue and corect,
with respuct only to expenditures, after twenty-four (24) months foliowing the end of any such salendzr year, wnless within said
period a Party takes specific detailed written exception thereto miking e <laim far adjustraent. The Operator shall provide & respense
to all written exceptions, whether or not contained in an audit report, withits the time periods prescribed in Section LS (Expenditure
Adits),

Al adjustments initisted by tht Operator, except those deserived in iwems {) through (4} of this Section 148, are limited to the
twenty-four (24) month period following the end of the calendar year in which the original charge eppezred or should have appeared
on the Cperator's Joint Account staterent or payout statement. Adjustrments that may be made beyond the twenty-four (24) month
period are limited to adjustments resuttng from the following:

(1) - aphysics] imventory of Controllable Material as provided for in Section V (frvenrories of Controllable Motericf). o

{2) am offsetting entry (whether in whole or in part) that is the direer result of a specific joint interest aodit exception granted by the
Operator relating to ancther property, or

(3) & governmentiregulatory audit, or

(4) aworking inlerest gwnership or Participating Interest adjustment.

ENDITURE AUDITS

A, A Non-Cperaior, upon writtco notice to the Operator and all other Non-Operators, shall have the right 1o audit the Operatoer’s

accounts and records relating to the Joint Account within the twenty-four {24) menth period following the end of such calendar year in
which such bill wes rendered; however, conducting an audit skall not exiend the time for the taking of written exception to and the
edjustment of accounts as provided for in Section 14 (Adfustments). Any Party that is subject to payout accommting under the
Agreement shall have the right to audit the accounts and records of the Party responsible for preparing the payout statements, or of
the Party furnishing information to the Party responsible for preparing payout statements. Audits of payout accounts may include the
vofumes of hydrocarbons produced and saved and proceeds received for such hydmcarbons as they perfain to payout accounting
required under the Agreement. Unless otherwise provided in the Agreement, sudits of & payeut acceunt shall be conducted within the
twemty-four (24} month period following the end of the calendsr year in which the payout statement was rendersd.

Where there are two or more Non-Operators, the NMon-Opetsioes shall make every reasoneble cffort to conduct & joint wdit in 8
miarqer that will result in a minimum of inconvenienee to the Cperator. The Operator shall bear no portion of the Non-Operators™
audit cost incurred under this paragraph wnless agreed to by the Operator. The audits shall not be conductzd more than once each year
without prior approval of the Operator, except upon the resignation or removal of the Operator. and shall be made at the expense of

COPYRIGHT © 2005 by Council of Petrcleum Accountants Societies, Ing. {COPAS)
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those Non-Operators approving such audit.

The Non-Operstor leading the andit (hercinafter “lead nudit company™) shall issue the eudit report within nipety (90) days after
completion of the sudit testing and analysis; Rowaver, the ninety (90} day time peciod ghall not extend the torerty-four (24) month
requirement for taking specific detailed written exception as required in Section 14.A [Adfustnrents) ebove. All claims shall be
supported with sufficient documentation.

A timely filed written exception or audit report contaiming wiitten exceptions (hereinafter “writlen cxceptions™) stall, with respest to
the claims made therein, preclude the Operator from asserting a statute of mitations defense against such ctairs, and the Qperator
hereby waives its right to assert eny statute of limitations defense against such claims for so tong as any Non-Operator continues to
comply with the deadlines for resolving exeeptions provided in thiy Accounting Procedure, If the Non-Operators fail to comply with
the edditional deadlines in Section LB at 15.C, the Operator's waiver of it rights to essert a statnte of Yimiterions defense pgainst
the claims brought by the Non-Operators shall Iapse, and such ¢laims $hall then be subject w the applicable statute of limitations,
provided that such waiver shall not Japse in the event that the Operator has failed to comply with the deadlines in Section 1.5.B or
Ls.C.

The Operztar shall provide 8 written response to all exeeptions in en avdit rport within one hundred ighty (180) days after Operatar
receives such report. Denied exceptions should be accompanied by a substantive response, If the Operator fails to provide substentive
response to an exception within this ene hundred eigiity (180) day period, the Cperator wilk owe inlerest on that exception or portion
thereof, if uitimately grented, from the date % received the audit report. Interest shall be calenlated usiag the rate set forth in Section
L3.B (Advances and Payments by the Parties).

The lead odit company shall reply to the Operator’s response to an awdit report within ninety (90} days of receipt, and the Opetator
shall reply to the lead audit company's follow-up response within ainety {30) days of receipt: provided, however, cach Nos-Operator
shali have the right to represent itself if it disagrees with the lead audit company’s position or believes the lead audit company is not
adequately fulfilling its duties. Unless otherwise provided for in Section L5.E, if the Operator fails to provide substantive response
%0 an sxeeption within this ninety (90} day period, te Operator will owe interest on that exception or portion thereod, if uidmeatsly
granted, fron the date it received the audit report. Interest shall be caleulated using the rats set forth I Section L3.B {Advances and
Payments by the Parties).

1f eny Parry fails 1 meet the deadlines in Sections 1.5.B or 1.5.C or if any audit issues are outstanding fifteen (15} monthg after
Operaicr receives the audit report, the Opevator or any Non-Operator participating in the audit has the right % call a resclution
meeting, a5 set forth in this Section L5.D or it may involee the dispute resclation procedures included i the Agreement, iff applicable.
The meeting will require one menth's written notice to the Operater and all Non-Operators partivipating in the audit. The meeting
skall be held at the Opermor’s office or toutually sgreed location, end shell be attended by representatives of the Parties with
authority to resolve such outstanding issucs. Any Party who fails 1o attend the resolution meeting shall be bound by any resolution
reached & the meeting. The lead audit company will make good faith efforts to coordinate the response and positions of the
Mon-Operator participarts throughout the resolution process; however, ¢ach Non-Operator shell have the right t represent itself,
Attendees will make good faith efforts to resolve outstanding ysucs, and each Party will he recquired to present substantive information
supporting its position, A resolution mesting may be held as often as sgreed to by the Parties. [ssuss unresclved at one mesting may
be discussed at substquent meetings until each such issue is resolved.

[f the Agreement contains no dispuie resclution procedures and the audit issues cannot be resolved by negotiation, the disputs shall
be submitted to mediation. In such ¢vent, promptly following one Party's written request for mediation, the Parties to the dispute
shali choose a mutually ecceptable mediator and shem the costs of medistion services equally. The Parties shall cach have present
at the mediation at least gue fndividual who hes the suthority to scitle the dispitt. The Parties shafl meke reasonabic cforts o
ensure that the mediation commences within sixty (66} days of the date of the mediation request. Notwithstanding the sbove, any
Party may file a lawsuit or complaint (1) if the Parties ar¢ unsble after reasonable efforts, to commence mediation within sixty (60)
days of the dae of the mediarion request, (2) for stantte of limitations reasons, or (3) to seek a preliminary infunction or other
provisicnal judicial velief, if in i sole judgment an injunction or other provisional relief is necessary to avoid irreparable damage or
to preserve the status quo, Despite such action, the Parties shall continue to try to resolve the dispute by mediation.

I, d
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6. AFPROVAL BY PARTIES

A

&3

65

GENERAL MATTERS

Where an approvel or other agrecment of the Parties or Non-Operatars is expressly required under other Sections of this Accaunting,
Procedurs and if the Agreement to which this Accounting Procedure 13 aitached contains no contrary provisions in regard thereto, the
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O p 4a S

; Qperator shall notity all Nem-Operators of the Operator's proposal and the agreement or approval of & majority in interest of the
5 Non-Operators shell be controlling on all Non-Operators.

B This Section L6.A applies to specific situations of limited durgtion where a Party proposes to change the accounting for charges from
R that prescribed in this Accounting Procedure. This provision docs not apply to amendments 1o this Accounting Procedure, which are
. covered by Section L6.B.

7

" B. AMENDMENTS

[

@ If the Agreement to which this Acceunting Procedure is atiached contains no contrary provisicns in regerd thereto. this Accounting
n ! Procedure can be amended by an affirmative vote of Two (__2 ) or more Partics, one of which is the Operstor,
- [ having & combined wosking interestof atleast __ Fifty _ percent{ 50 %), which approval shall be binding on all Parties,
" provided, however, approval of et Jeast one (1) Non-Operator shail be required.

14

s C.  AFFILIATES

16 .

" For the purpost of administering the voting procedures of Sections L6.4 and 1.6.B, if Parties to this Agreement are Affiliztes of each
18 other, then such Affiliates shall be combined and treated as a single Party having the combined working interest or Participating
1 interest of such Afftiiates.
20
2 For the purposes of administering the voting procedures in Section [6.A, if a Non-Operator is an Affiliate of the QOperator, votes
2 under Section L6.A shall require the majority in interest of the Non-Operator(s) after excluding the intersst of the Qperator's

Affiliate. b

3
2
2 IL DHIRECT CHARGES
26
2 The Operator shall chirge the Joint Account with the following items:
e
29 1. RENTALS AND ROYALTIES
30
3 Lease rentels and royalties paid by the Qperator, oa behalf of all Parties, for the Jaint Operations.
2 2. LABOR
3 "
1 A, Salerics and wages, including incentive compensation programs as set forth in COPAS MFI-37 (“Chargeability of Incentive
- Corpensstion Programs™), for
37
" (1) Operator's field employees direetly emplayed On-site in the conduet of Joint Operations,
3%
P (2) Opermor’s cmployees directly employed on Shore Base Facilities, Qffshore Facilities, or other facilities serving the Joint
al Property if such costs are not charged under Section IL6 (Equipment and Facifitles Furnished by (Jperator) or are not a
. function covered under Section 1 (Overkead),
43 '
“ (3) Operator’s employees providing First Level Supervision,
45 ; :
% (4) Operstor's employees providing On-site Technical Services for the Joint Property if such charges are excluded from the
" overhead rates in Section T (Overhead),

43

o {3) Operetor’s employees providing Off-sits Technical Ssrvices for the Joimt Property if such charges art excluded from the
so averhead rawes in Section [T (Cverkead).

51 e . . -
5 Crtges for the Operator’s employees identified in Section 1L.2_A may bt made based on the epnployee’s acrual salariss and wages,
5 or in lies thereof, & day ratc representing the Operator's average salaries and wages of the employee’s specific job category.

5‘: .

s Charges for personne! chargeable vader this Section ILZ.A who are foreign nationals shall not exceed comparable compensation paid
5 e an equivelent U8, employes pursuant o this Section 112, unisss qtherwise approved by the Parties pursuant v $ection
. L6.A (Gengral Matters),

53

s B. Operetor’s cost of boliday, vacation, sickness, and digability benefits, and other customary aflowances paid to employees whose
© salaries and wages are chargeabie to the Joint Account under Section [L2.A, excluding severance payments or other termination
@ allowances, Such costs under this Section [L2.B m2y be charged on 2 “when and es-pzid basis™ or by “percentage assessment™ on the
& amoumt of salaries and wages chargeable {0 the Joint Account under Section IF.2.A. If perzentage sssessment is used. the rate shall
& be based oa the Operator’s cost experience.

64

o5 C. Expenditures ar contributions made pursuamt ® essessmenis imposed by governmental authorty st gre applicahle to costs
“ chargeable to the Joint Account under Sections I12.A and B.

COPYRIGHT © 2005 by Council of Petroleum Ascountants Socicties, Inc. (COPAS)
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D, Personal Expenses of personnel whose sajaries and wages are chergesble 1o the Joim Accoumt wmder Section 112.A when the
expenses are incurred in connertion with directly chargeable setivitics.

E. Reasenable relocation costs incumed in transferring to the foint Property personnel whose salaries and wages are chargeable to the
Joint Account under Section IL2.A, Notwithstanding the foregoing, relocation costs that result from reorganization or merger of a
Party, or ¢hat are for the primary benefit of the Operntor, shell net bs chargeable to the Joint Account. Extraordinary relocation
©costs, such a5 those incyred as a result of transfers from remote locations, such as Alaska or overseas, shall not be charged o the
Joint Aecount unless approved by the Parties pursuant o Section L6.A (General Marters),

F. Training costs as specified in COPAS MF1-35 (“Charging of Training Costs to the Joint Account™ for personmel whese salaries and
wages ere chargeable tmder Section I1.2.A. This training charge shall include the wages, safaries, treining course cost, and Personal
Expenses ioovred Guring the training session. The weining cost shall be cherget or sliocated 10 the property or propertics directly
benefiting from the training. The cost of the training course shall not sxceed prevailing commercia] rawes, where such rates are
availabie.

G.  Operstor's cwrent cost of established plans for employes benefits, as deseribed in COPAS MFI-27 (“Employce Benefits Chargeable
to Joimt Operations and Subject to Percentage Limitation™), applicable to the Qperator’s labor costs chargeable to the Joint Account
under Sections {L2.A and B based on the Operator’s actual cost not to exceed the emploves bensfits limijtetion percentage most
recently recommended by COPAS,

H  Award payments to employees, in accordance with COPAS MFI-49 (*Awards to Emplovess and Contractors™) for porsonne] whose
salaries and wages are chargeable under Section 1L2.A

MATERIAL -

Material purchased or firnished by the Qperator for use on the Joint Property in the conduct of Foint Operations as provided nnder Section
IV (Material Purchases, Transfers. and Dispositions). Only such Material shal! be purchased for or transferred to the Joint Property as
may be required for immediate use or is reasongbly practical and consiswmt with efficient and economical operations. The accumulation
aof surpius stocks shall be avoided.

TRANSPORTATION
A, Trensportation of the Operator’s, Qperator's Affiliate’s, or contractor’s personnel necessary for Joint Operations.

B. Transportation of Material between the Joint Property and another property, or from the Operutor’s warehouse or other storage point
o the Joint Property, shell be charged to the recciving property using cne of the methods listed below, Tramsportation of Material
from the Joint Property to the Opcrator's warchouse or other storage point shall be paid for by the Joint Property using one of the
methods listed below:

(1) If the sctual trucking charge is less than or equal to the Excluded Amount the Operator may charge actua] trucking cost or a
thearetical charpe fom the Railway Receiving Point w0 the Joint Property. The basis for the theoretical charge is the per
hundred weight charpe plus fuel swcharges from the Railway Receiving Point 1o the Jeim Property. The Opemmtor shall

ly apply the selected alternative. '

{2) If the setunl tucking charge is greater then the Excluded Amount, the Operstor shall charge Equalized Freight. Accessorial
cherges such as loading and unloading costs, split pick-up costs, detention,, ¢all qut charges, and permit fees shall be charged
dire¢tly to the Joint Property gad shall not be included when calculating the Equalized Freight.

SERVICES

The cost of contradt services, equipment, and utilities used in the conduct of Joint Operations, except for contract strvices, equipment, and
wutitities cavered by Settion [T (Cuerkead), or Seotion 117 {Affifiares), or cxtluded under Section 1.9 (Lega! Expense). Awards paid to
contractors shall be chargeable pursuant to COPAS MFI-49 {“Awards to Employees and Contractors™).

‘The casts of thind party Technical Services are chargeable fo the extent excluded from the overhead rates wnder Section I (Overkead).
EQUIPMENT AND FACILITIES FURNISHED BY OPERATOR
In the absence of a separaely negotiated agreement, cquipment and facilities furnished by the Operztor will be charged s follows:

A.  The Operator shall charge the Joint Account for use of Operstor-owned equipment and facilities, including but pot limited to
production facilities, Shore Base Facilities, Offshore Facilities, and Field Offices, st rates conmmensurate with the costs of ownership
#nd operation. The cost of Field Offices shall be chargeable to the extent the Field Offices provide direct scrvice to personnel who
are chargeable pursusnt to Scction [L2.A (Zabor). Such ratcs may include [abor, maintenmce. rcpairs, cihef opersting expenss,
insurance, taxes, depreciation using straight line depreciation method, and interest on gross mvestment less aseumulated depreciztion
not to exceed Twelve percent (12 ___ %) per annien; provided, however, depreciation shall not be charged when the

COPYRIGHT © 2005 hy Council of Petrelevm Accountants Societies, Inc. (COPAS)
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equipment and facilities investment have been fully depreciated The retc may include an element of the cstimated cost for
abandonment, recl zon, nd i i Such rites shall not exceed the average commercial rates currenly prevailing in the
immediate area of the Jomt Property.

B. I licu of charges in Seetion IL6.A above, the Operator may clect to use average commercial rates prevailing in the immediate area
of the Joint Property, less twenty percent (20%). If equipntent and facilities are charged under this Section .68, the Operater shall
adequately document and support commercial rates and shall periodically review and update the rate end the supporting
docurncntation. For eutomotive equipment, the Operator may elect to nse rates published by the Petroleum Motor Transport
Associztion (PMTA) or such other organization recognized by COPAS as the official source of rutes.

AFFILIATES

A Charges for an Affiliate’s goods and/or services used in operations requiring an AFE or other muthorization from the Noo-Operators
mzy be made without the zpproval of the Paties provided (i} the Affiliate it identified and the Affiliate goods and services me
specifically detziled in the approved AFE or other guthorization, and (ii) the totel costs for such Affiliate’s goods and services billed
to such individual project do not exceed $_25.000.00 If the total costs for an Affiliate’s goods and scrvices charged to such
individual project are pot specifically Zetailed in the approved AFE or authorization or exceed such amount, charges for such
Affiliate shall require approval of the Parties, pursuant to Section L5_A (Gereral Matters),

B. For an Affiliste’s goods andfor servions used in operations not requising an AFE. or other eutborizstion from the Non-Operstars,
charges for such Affiliate’s goods end savices shall require approval of the Parties. pursusnt o Section L6.A {General Maners), if the
charges exceed $_50.000.00 in a given calendar year.

C.,  The cast of the Affilizte’s goods or services shalt not exceed average commercial rates prevailing in the ares of the Joint Property,
unléss the Operator obtains the Non-Operators” approval of such rates. The Operator shall adequatcly document and support
commercial rated and shall periodically review and update the rare and the supporting documentation, provided, however,
documentasion of commercial rates shall not be required if the Operator obiains Non-Opetator spproval of its Affiliate’s rates or
charges prior 10 billing Non-Operators for such Affilime’s goods and services. Notwithstending the foregoing, direet charges for
Affiliste-owned commurication facilities or systems shall be made pursuant to Section [1.12 (Commmamications),

If the Parties fail to designate an amount in Sections L7.A or IL7,B, in each instance the amourt deemred adopted by the Parties as a
esult of such omission shali be the amount established 83 the Operator’s expenditure limitation in the Agreement, If the Agreement
dots not contain an Operator’s expenditure limitation, the amount desmed adopted by the Parties as a result of such omission shall be
zero dollars ($ 0.00).

DAMAGES AND LOSSES TQ JOINT PROPERTY

All costs or expenses necessary for the repair or replacement of Joint Property resulting from demages or Josses incurred, except 1o the
extent such damages or bosses result from a Party’s or Parties” gross negligence or wiliful misconduct, in which ease such Party or Parties
shall be solely linble.

The Operator shall firmish (he Non-Operater written notice of damages or [osses incurred a5 soon a5 practicable efter g report has besn
roceived by the Operator.

LEGAL EXPENSE

Recording fees and costs of handling, setiling, or otherwise discharging litigation, claims, and licns inéwmed in of resulting from
operations under the Agresment, or necessary to protect or recover the Joint Property, to the exient permitted 1mder the Agreement. Costs
of the Optrator’s or Affiliate’s legal staff or cutside attorneys, including fees and expenses, are not chargezble unless #pproved by the
Parties pursuant 10 Section L6.A (General Maiters) or otherwiss provided for in the Agresment

Notwithstanding the foregoing paragraph, costs for procuring abstracts, fees paid to outside sttorneys for title examinations (incleding
prefiminsry, supplements], shut-in myaity opiniens, division order titte cpinions), and curative work shell be chargeable to the extent
permitted as & direct charge in the Agreement.

TAXES AND PERMITS

All taxes and permitting fees of every kind and nature, nssessed or levied upon or in connection with the Joimt Property, ot the production
therefrom, and which have been paid by the Cpetator for the benefit of the Parties, including penalties and inserest, except to the extent the
penalties and interest reselt from the Operator's gross negligence or willful misconduct.

If ad valorsm taxes paid by the Operator are based in whole or in part upon separate valuations of each Party’s working intercst, then
notwithstanding any eomtrary provisions, the charges to the Partics will be made in accordance with the tax value genereted by ezch Party's
waorking interest.

COPYRIGHT € 2003 by Councij of Petroleum Accountants Societies, Inc. (COPAS)
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Costs of tax consultants or advisors, the Operator™s employees, or Operator's Affiliate employzes in matters regarding ad velorem or other
fzox megters, are not permitted as direct charges unless approved by the Partics puryoant to Section L6.A (General Matters).

Charges o the Jeint Account resulting from sales/fuse tax audits, including extrapolated amounts and penalties and frierest, &re permitted,
provided the Non-Operstor shall be altowed to review the invoices and other underlying source documents which served as the basis for
tax charges and to determine that the correct amount of taxes were charged to the foint Account, If the Non-Operetor is not permitted to
review such documentation, the salesfuse tmx amount shall not be directly charged unfess the Qperator can conclusively document the
smtunt owed by the Joint Account.

INSURANCE

Net premiums paid for insurance required to be carried for Joint Operations for the protection of the Partiss, If Joint Opertions are
conducted zt locations where the Operator acts as self-insurer in regard to its worker’s compensation and employer’s ligbility insuramce
obligation, the Operator shail charge the Joim Account manual sates for the risk assumed in its self-insurance progeam as regulated by the
jur‘mdiction'goveming the Joint Property. In the case of offshore operations in federal waters, the manual rates of the adjacent state shall be
used for personne] perfonming work On-site, and such rates shall be adjusted for offshore operatfons by the U.S. Longshoreman and
‘Harbor Workers {USLA) or Jones Act surchargs. & Bppropriate.

COMMUNICATIONS

Costs of acquiring, leasing, installing, operating, repairing, and maintaining communication facilities or systems, including sateflite, radio
and microwave fecilities, between the Joint Property and the Operator’s office(s) dircctly responsible for field operations in accordance
with the provizions of COPAS MFI-44 (“Field Computer and Communization Systems™). If the communications facilides or systems
serving the Joint Property are QOperator-owned, charpes o the Joint Account shall be made as provided in Section 1.6 (Equipmant and
Fucilities Furnished by Operaror). If the communication facilides or systems serving the Joint Property mme owned by the Operator’s
Affiliate, charges to the Joint Account shall not exceed average cormercial ratey prevailing in the arez of the Joiat Property. The Operator
shall adequately decoment and suppert commercial rates and shell perodically review and update the rate and the supporting
documentation_

ECOLOGICAL, ENVIRONMENTAL, AND SAFETY

Costs incurred for Technical Services and drafting 10 comply with ecological, environmental and safety Laws or standards recommended by
Qecupational Safety and Health Adwministration (OSHA) or other regulatory authorities. All other labor and fumctions incurmed for
ccological, environmental and safiery mesers, including management, administration, md permitong, shall be covered by Sections K2
(Labor), 1.5 (Services), or Section 111 (Crvarkead), as applicable,

Costs 10 provide or have available pollution contrinment and removal squipment plus acwal costs of control and cleanup and resulting
responsibilities of oil and other spills as well as discharges from permitted outfalis as required by applicable Laws, or other pollution
containment and removal equipment deemed appropriate by the Operator for prudent operations, are directly chargeable,
ABANDONMENT AND RECLAMATION

Costs incurred for sbandonment and reclamation of the Joint Propeaty, including costs requoed by leass agreements or by Laws.

OTHER EXPENDITURES

Any other.expenditure ot covered or dealt with in the foregeing provisions of this Section I {Direcr Charges), or in Section M

(Qverheady end which 1§ of divect benefit to the Ioint Property and is incurred by the Operator in the necessary end proper conduct of the
Joint Operations. Charges made under this Section ILL5 shel) requine approval of the Parties, pursuant to Seetion L&A (General Modrers).

ill. OVERHEAD

As compensation for costs not specifically identified as chargeable to the Jeint Account pursuant to Section [T (Direct Charges), the Operater
shalt charge the Joint Account in 2ccordance with this Section ITL

Functions included in the overhead rates regardless of whether performed by the Operator, Operator’s Affiliates or third parties and regardless
of location, shall include, but not be limited to, costs and expenses of:

+ warehousing, other than for warshouses thar are jointly owned under this Agresment

+ design and drafting (except when allowed as & direct cherge under Sections 1113, BL1.A(ji), and 1iL2, Option B)
* inventory costs not chargeable under Section V (fnentories of Controllable Marerialy

» procurement

+ administration

+ accounting and enditing

- gas dispatching and gas chest ntegration

COPYRIGHT © 2005 by Council of Petroleum Accounmamts Societies, Ing, (COPAS)
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+ hurim resources

*+ mensgement

+ supesvision net direetiy charged under Section TL2 {Labor)

Tegal services not directly chargeabls under Section [L9 (Legal Expense}

» taxation, other then those costs identified as directly chargsabls under Section 11,10 (Taxes ang Permits)

preparation gnd monitoring of permits and certifications: preparing regulatory roports; eppeartncss before or meetings with
govemnmental agencies or other authorities having jurisdiction over the Joim Property, other than On-sit¢ inspections: reviewing,
foterpreting, or submitting comments on or Jobbying with respect to Laws or proposed Laws.

Overhead charges shall include the salarics or wages plus applicable payroll burdens, benefits, and Personal Expenses of persannel performing

overhead functions, as well as office and other related expenses of overhead fimctions,

1. OVERHEAD—DRILLING AND PRODUCING OPERATIONS

As compensation for costs incurred bt rotr chargeable under Section I (Direcr Charges) and not covered by other provisions of this
Section II, the Opersator shall cherge on either:

B (Alternative 1) Fixed Rate Basis, Section II,1,B,
O (Alternative 2) Percentage Basis, Section TIL1.C. ~

A, TECENICAL SERVICES

(D) Except as otherwise provided in Section 113 (Ecological Envirormental, and Safety) and Section M2 (Cverhead - Major
Consgruction and Cavastrophe), ar by approval of the Parties pursuant to Saction LE.A {General Matters), the salaries, wages,
related payroll burdens and benefiis, 2nd Personal Expenses for On-site Technical SJcrviccs. including third party Technical
Services:

& {Ateernative 1 — Divect) shall e charged diveg 1o the Joint Actor,
O  (Alteroative 2 — Overhead) shall be covered by the pverhead rates.

{i) Except as otherwise provided in Section IL13 (Scological. Ervironmental, and Safetyd and Section TIL.2 (Overhead — Major
Construction and Catastrophe), or by approval of the Parties pursuant to Scction L6_A (General Matiers), the salaries, wages,
related payroll burdens and benefits, and Personal Expenses for Off-site Technical Services, including third perty Technical
Services:

{Alternative 1 — All Overbead) shall be covered by the pverhead mies.

&

{Alternative 2 — All Direct) shall be charged direct to the Joint Account,

(Aleernative 3 — Drilling Direct) shall be charged divect to the Joint Acc.ount, gnlv to the extent such Technical Services
are directly atiributable 1o drilling, redrilling, deepening, or sidetracking operations, through completion, ::mwmy

band o5 rhend if & dry hote, Off-site Techmical Services for all other operttions, including workover,
recormpletion, abandonment of producing wells, and the ceastruction or expansion of fixed astets not covered by Section
L2 (Overkead - Major Construction and Catasirophe) shall be covered by the overhead rates.

Morwithstanding anything to the contrary in this Section 11, Technical Services provided by Operator’s Affilimes are subjeet to limitafions
set forth in Section IL7 (4#filiates), Charges for Technical personnel performing non-tochnical work shall not be governed by this Section
H11.A, but instead governed by other provisions of this Accounting Procedure relating 1o the type of work being performed.

B. OVERHEAD— FIXED RATE BASIS
(1} The Operator shall charge the Joint Accoumt at the following ratss per well per moath:
Drilling Well Rate per month $__7.000.00 ‘ (prorated for iess than a fulf menth)
Producing Well Rate permonth S 700.00
(2) Application of Overhead—Drilling Well Rate shall be as follows:
(8) Charges for onshore diilling wells shall begin on the spnd date md terminate an the date the drilling ander completion
equipment used on the well ig released, whichever ocours later, Charges fior offshors and tnlmd waers doilling wells shall
begin on the dais the drilling or completion equipment arcives on location and terminaze on the date the drilling or completion

¢quipnent moves off location, or is rcleased, whichever ocours first. No charge shall be made during suspension of drilling
and/or completion operations for fifteen (15} or more conscoutive calendar days.

COPYRIGHT © 2005 by Council of Petrolenm Accountants Societies, Inc, (COPAS)
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(b) Cherges for any well undergoing any type of workover, recompletion, end/or abandonment for 2 period of five (5) or more
consesutive work—days shell be made at the Drilling Well Rate. Such charges thall he applisd for the period from dme
cperations, with rig or other units used in operations, commence through date of rig ot cther unit release, except that no cherges
shall be mede during suspension of operations for fificen {15} or more conseoutive calendar days,

{3) Application of Overhead—Producing Well Rate shall be as follows:

(a) An active well that is produced, injected into for recovery or disposal, or used to obtin water supply to support operations for
any portion of the month shiall be considered as a one-well charge for the entire month,
4

(t) Each active cempletion in a multi-completed well shall be comsidered 28 a one-well charge provided each completion is
considered a separate well by the goveming regulatory authority.

(¢) A onc-well charge shall be made for the month in which plugging and abandonment operations are completed on eny well,
unless the Drilling Well Rate spplics, as provided in Sections TLLB.(2)(2) or (b). This one-well charge shell be mads whether
or not the well has produced,

(d) An active gas well shut in because of overproduction or faflure of a purchaser, processor, or transporter 10 teke production shall
be considered as a one-weli charge provided the gas well is directly connected to a permanent sales outlet,

(&)  Any weli not mesting the criterin set forth in Secdons IEL1.B.(3) {a), (b), (&), or (d) shall not quelify for a producing gverhead
charge,

\(4) The well rates shall be edjusted on the first day of April sach year following the effective date of the Agreement; provided,
hawever, if this Accounting Procedure is attached to or otherwise governing the payout accoumting under a farmout agreement, the
rates shall be adjusted on the first day of April sach year following the effective date of such farmout sgreement. The adjustment
shall be computed by applying the adjustment factor most recently published by COPAS. The adjusted rates shall be the initial or
amended rates agreed to by the Partics increased or decreased by the adjustment fector described herein, for each year from the
cffective date of such rates, in accordance with COPAS MF1-47 (“Adjustment of Overhead Rates™). -~
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3. OVERHEAD—MAJOR CONSTRUCTION AND CATASTROFHE

To compensate the Operator for overhead costs incurred in connection with 2 Major Construction project or Catestrophe, the Operator
shall either negetiate a rete prior to the beginning of the project, or shall charge the Joint Account for overhead based on the following
rales for any Major Construction projeet in excess of the Operator's expendinme limit under the Agreemnent, of {or any Catastrophe
regardless of the emount. If the Agyeement to which this Accounting Procedure it attached docs not conain an expenditure lindt, Major
Construction Overhead shall be assessed for any single Mejor Construction project costing in excess of $100,000 gross.

QOPYRIGHT © 2005 by Council of Petrolewm Accountants Secieties, Ine, (COPAS)
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Mgjor Construction shall mean the construction and installation of fixed assets, the expansion of fixed assets, and sny other project clearly
discernible a5 a fixed #sset required for the development and operation of the Joint Property, or in the dismentlement, abandonmeat,
removal, end restoration of piatforms, production equipment, and other operating facilities,
Catastrophe is defincd a5 a sudden calamitows cvent bringing damage, loss, or destuetion to property or the enmvimnment, such as an oil
spill, blowout, explosion, fire, storm, hurricane, or other disaster. The overhead rate shail be applied to those costs necessary to restore the
Joint Property 1o the equivalent condition that existed prior to the event
A If the Operator absorbs the engineering, design and drafting costs related to the project:

(1) 3 % of total costs if such costs are less than $100,000: plus

2) 3 % of total costs in excess of $100,000 but less than $1,000,000; plus

(3) __2  %oftotal casts in excess of$1,000,000.
B. Hthe Operator charges enginecring, design snd drafting costs related to the project direetly to the Joint Account:

(1) 5 % of total costs if such costs are less than $100,000; plus

2) 3 of total costs in exeess of 3100.000 but Jess than $1,000,000; plus

(e} 2 % of total ¢osts in excess of $1,000,000,
Total cost shall mean the pross cost of sny one project. For the purpase of this paragraph, the component parts of & single Major
Construction project shall not be treated separately, and the cest of drilling and workover welis and purchasing and installing pumping
units ané downhole artificial lift equipment shall be excluded. For Catastrophes, the rates shall be applied to all costs associated with each
single occurrenee or event.
On each project, the Operazor shall advise the Non-Operator(s) in advance which of the ebove options shall apply.
For the purposes of calculating Catastrophe Overiiead, the cost of drilling relief wells, substitute wells, or conducting other well operations
directly resulting from the carastrophic event shall be included Expenditures to which these raies apply shall not be reduotd by salvage or
insurance recoveries. Expenditures that qualify for Major Construction or Catasrophe Crverhead shall not qualify for overhead under any

other overbiead provisions,

in the event of any conflict between the provisions of this Section TILZ and the provisions of Sections 11.2 (Laber), ILS (Services), or 1.7
(Affiliates), the provisions of this Scction I[1.2 shall govern,

AMENDMENT OF OVERHEAD RATES

The averhead rates provided for in this Section Ifl may be amended from time 10 time if, in practice, the rates are found © be insufficient
or excossive, in accordance with the provisions of Scction 1.6.B (Amendments).

S

IV. MATERIAL FURCHASES. TRANSFERS, AND DISPOSITIONS

The Operator is responsible for Joint Agcount Material end skall make proper and timely charges end oredits for direct pvchases, transfers, and
dispositons. The Operator shali provide all Material for use in the conduct of Joint Operations; however, Material may be supplied by the Nop-
Operators, at the Operator's option. Materfal furnished by any Perty shall be fumnished without any express or implied warrantics as to quality,
fitness for use, or any other matter.

1.

DIRECT PURCHASES

Direct purchases shall be charged to the Joint Account at the price paid by the Operator after deduction of all discounts received. The
Operator shall make good faith efforts to take discounts offered by suppliers, but shall not be liablc for failurc to teke discounts except to
tie extent such failure was the resnlt of the Operator’s gross negligence ar willfizl missonduet A direct purchase shall be deemed to occur
when #n agreement i$ made betwoen an Operator and & third party for the aequisition of Material for & specific welf site or location.
Materiat provided by the Operator imder “vendor stocking programs,” where the initial use is for & Joint Property and title of the Material
does not pass from the manufacturer, distributor, o Agent unti? usage, is considered a dirgct purchase, If Material is found to be defective
or is returned to the manufacturer, distributer, or agent for any other reason, credit shall be passed to the Joint Account within sixty (50)
darys after the Operator has received adjustment from the manudacturer, distributor, or agent.

COPYRIGHT © 2005 by Council of Petroleum Accountants Societizs, Inc. (COPAS)
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TRANSFERS

A transfer is deternined to ocour when the Operator (T} furnishes Material from a storege facility or from another operated property, (i) has
assumed '[iabi]iry for the storage costs and changes in value, #nd (iii) has previously secured and held title to the transferred Material.
Similarly, the removal of MateAal from the Jomt Propenty 1o 8 storage facility or to anothier operated property is slzo considered g transfer:
provided, however, Mazterial that is moved from the Joint Properly to a storage location for safe-keeping pending disposition may remain
charged to the Joint Account end is not considered & tromster. Material shall be disposed of in accordence with Section TV 3 {Disposition of
Surptus) and the Agreement to which this Accounting Procedure is atfached,

A, PRICING

The velue of Material transferred to/from the Joint Property should generally reflect the market value on the date of physical transfer,
Regardless of the pricing method used, the Operator shefl make available 0 the Non-Operators sufficient documentation to verify the
Material valuation. When higher than specification grade or size tubulars zre used in the condnct of Joint Operations, the Operatar
shall charge the Joint Account at the equivalent price for well design specification tubulars, unless such higher specification grads or
sized bubulars are approved by the Parties pursuant 1o Section 1.6.A (General Motters). Transfers of new Material will be priced
using one of the following pricing methods; provided, however, the Operator shall use consistent pricing methods, and not alternate
between methods for the putpese of choosing the method most favorable to the Operator for a speeific transfer:

(1) Using published prices in eifect on date of movement as adjusted by the approprate COPAS Historical Price Multiplier (HPM)
of prices provided by the COPAS Computerized Equipment Pricing System (CEPS).

(a) For oil country wbulars and line pipe, the published price shall be based upon easten mill carfoad base prices (Houston,
Texas, for special end) adjusted as of date of movement, plus trensportation cost as defined in Section IV.2.B (Freigh?).

(b) For other Material, the published price shall be the published list price in effect at date of movement, as listed by a Supply
Store neerest the Joint Property whers like Matedal is normally available, or point of menufactare plus rangponiation
costs as defined in Section TV.2.B (Freigh), !

(2) Based on a price quotstion fFom & vendor thet rffects a current realistic acquisition cost.

(3) Based on the amount paid by the Operator for like Material in the vicinity of the Joint Property within the previous twelve (12}
months fiom the dats of physical transfer,

{4) As agreed to by the Pexticipating Parties for Material being trensfered 1o the Joint Property, and by the Parties owning the
Material for Material being transferred from the Joint Property.

FREIGHT

Transportetion costs shail be added to the Material transfer price using the method prescribed by the COPAS Computerized
Equipment Pricing System (CEPS). If mot using CEPS, transportetion costs shall be calculated as folfows:

(1) Trensportation costs for ofl couny tubulars and line pipe shall be caleulated using the di from eastern mill to the
Rallway Recciving Point based on the carload weight basis as recommended by the COPAS MFI-38 (“Material Pricing
Menual™) and other COPAS METLs in effect ar the time of the transfer.

(2) Transpartation costs for special mill items shall be calculated from that mill's shipping point o the Reilway Receiving Point.
For transpartation costs from other than eastern mills, the 30,000-pound imterstate wuek rate shall bs used, Transpenation sosts
for macaroni tubing shall be calenlated based on the interstate truck rate per weight of tabing transferred to the Railway
Receiving Point. '

(3) Transportation ¢osts for specizl end tubular gaods shall be caleulated using the interstete truck raze fraom Houston, Texas, to the
Railway Receiving Paint,

{#) Transportation costs for Material other than that described in Sections TV.2.B.(1) through (3}, shail be calculated from the
Supply Store or point of manufacture, whickever is appropriate, to the Railway Receiving Point

Regardless of whether using CEPS or manually calculeting transportation costs, transpartation costs from the Railway Recefving Point
to the joint Property are in addition to the fortgoing, and may be charged to the Juint Account based on actual costs incurred, Adl
fransportation Costs are subject to Equalized Freight a5 provided in Section IL4 (Transportation) of this Ascounting Procedure.

TAXES

Sales and uss twes shall be added to the Material tensfer price using either the method contained in the COPAS Computerized
Equipment Pricing System (CEFS) or the appiicable tax rate in cffect for the Joint Property at the time and place of transfer. In either
case, the Joint Account shall be charged or credited at the rate that would have governed had the Material been » direct purchase,

COPYRIGHT © 20035 by Cauncil of Petroleum Accountants Societies, Inc. (COPAS)
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. D.  CONDITION
2
3 {1) Condition “A” — New and anused Material in sound and serviceable condition shall be cherged at one hundred percent (100%)
4 of the price s determined in Sections IV.2.A (Pricing), IV.2.B (Freight}, apd IV.2.C (Taxes). Material transferred from the
s Joint Property thet was not pleced in service shall be credited as charged without g2in of Joss; provided, however, any unused
¢ Material that was charged to the Joint Acsount through a direct purchase will be credited to the Joint Account a1 the original
’ cast paid less restocking fees charged by the vendor. New and unused Material transferred from the Joint Property may be
. credited at a price other than the price griginally charged to the Joint Acsount provided such price is approved by the Paties
N owning such Material, pursuant to Section 16.A (General Masters). All refirbishing costs required or necessary o retum the
" Matetial to original condition of to correct handling, transportation, or other damages will be bome by the divesting propesty.
u ‘The Joint Account is responsible for Material preparation, handiing, #nd tansportation costs for new and unused Material
2 charged to the Joint Property either through a direcz purchase or transfer. Any preparation costs incurred, including any internal
3 or extemal coating end wrapping, will be aedited on new Matcrial privided these services wete not repeated for such Material
14 for the receiving property.
15
1 (2) Condition "B” — Used Material in sound and serviceable condition and suitable for reuse without reconditioning shall be prioed
- by multiplying the price determined in Sections IV.2.A (Prieing), TV.2.B (Freight), and TV.2.C (Taxes) by seventy-five percent
5%a).
@ (75%). .
19
% Except as provided i Sectien [V.2.D(3), all meonditioning costs required 1o retirn the Material to Condition “B™ or to correct
a1 handling, trensportation or other dameges will e borne bry the divesting propesty.
2
% 1f the Material was originally charged to the Joint Acceunt as used Material and placed in service for the Joint Property, the
" Material will be credited at the price desermined in Sections IV.2,A (Pricing), IV.2.B (Fraight), and IV.2.C (Toxes) multiplied
25 by sixty-five percent (65%).
26
- Uniess otherwise agreed to by the Partics thet paid for such Material, used Material transferred from the Joint Propary that was
" oot placed in service on the property shall be credited as charged without gain or toss.
29
30 {(3) Condition “C™ - Material that is not in sound and serviceable condition and not suitsble for i#$ original functicn until after
- ! reconditioning shall bo priced by multiplying the price determined in Sections TV.2.A (Pricing), IV.2.B (Freight), and TV.2.C
0n (Taxes) by fifty percent (50%).
33
;‘ The cost of reconditioning may he charged to the receiving property o the extent Condition “C™ valuz, plus cost of
15 * reconditioning, does not exceed Condition “B™ value.
36
(4) Condition *D” — Material that (i) is no lenger suitable for its original purpose bur usesble for somc other purpose, (i) is
37
- obsolete, or (iif) does not meet original specifications but still has vatue and cen be used in other applications as a substitute for
9 izems with different specifications, is considered Condition “D” Material, Casing, tubing, or drill pipe used as line pipe shall be
o priced as Grade A and B seamless line pipe of comparable size and weight Used casing, tubing, or drill pipe utilized as line
o pipt shall be priced st used [ine pipe prices. Casing, twbing, or drill pipe used as higher pressure service lines than standand line
a pipc, &.5., power oil lines, skall be priced under rormal pricing procedures for casing, wbing, or drill pipe. Upset bular goods
o shal] b¢ priced on a non<upset basis. For gther items, the prics used should result in the Joint Account being charged or credited
“ with the value of the service rendered or use of the Material, or as sgreed to by the Parties pursuant 1o Section L.6.A (General
. Matters).
4 " . L .
. (3) Condition “E™ ~ Junk shall be priced at prevailing scrap value prices,
&
® E. OTHER PRICING PROVISIONS
50 .
51 {1) Preparetion Costs
52
5 Subject to Sectios IT (Direc? Charges) and Section IT1 (Overbead) of this Accounting Procedure, costs incurred by the Operater
¢ in maling Material serviceabls incleding inspection, thivd party survsilimies serviees, and other 2imilar services wvill be charged
55 to ke Jomt Account at prices which reflect the Operator's actual costs of e services. Documentation must be provided to the
56 Non-Cperators upon request to support the cost of service, New coating and/or wrapping shall be considered a component of
57 the Materials and priced in accordunce with Sections TV.1 (Direct Purchases) or IV.2.4 (Pricing), 8s applicable. No charges or
58 credits shall be made for used coating or wrapping. Charges and credis for inspections shall be made in accordsmes with
5 COPAS MFI-33 ("Material Pricing Manual™),
60 | )
st {2) Loading and Unloading Costs
62
& Loading and unloading costs related to the movement of the Material o the Joint Property shall be charged in accordunce with
g the methods spocified in COPAS MF1-38 (“Matarial Pricing Merual™),
65
-]
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’ COPAS 2005 Accornting Procedure
Recommended by COPAS, Ine,

COP&S

3. DISPOSITION OF SURPLUS

1
2
5 Surplus Matorial is that Materinl, whether new or used, that is no longer required for Joitt Operations. The Operator may porchase, bt
. shall be under no obiigation to purchese, the interest of the Non-Operators in surpius Material,
5
o Dispositions for the purposc of this procedurc are considered to be the reiinquishmeat of titte of the Maerial fom the Joint Property to
. either a third party, a Non-Operator, or 1o the Operator. To aveid the accumulation of surplus Material, the Operator sheuld make good
s faith efforts to disposs of surplug within twelve (12) months through buy/sale agrecments, tade, galt to a third party, division in kind, or
0 other dispositions as agreed te by the Parties,
w
N Disposal of surples Materials shall bs made in accordance with the torms of the Agresment to which this Accounting Procedure is
u aftached, If the Agreement contains no provisions goveming disposal of surplus Material, the following terms shall apply:
13
1 +  The Operator may, throngh » sale to an unrelated third party or eatity, dispose of surplus Material having a gross saie value that
15 is less then or equal to the Operator’s expenditure limit as set forth in the Agreement to which this Accounting Procedure is
6 attached without the prior approval of the Parties owming such Matedial.
A
17
® e If the gross sale value excesds the Agreement cxpenditure Yimit, the disposal must be agreed to by the Parties owning such
Maerial,
1%
20
21 . Cperator may purchese surplus Conditian “A” or ¥B* Material witheut approval of the Parties owning such Material, based on
. the pricing methods set forth in Section [V.2 (Trangers),
23 . o .
2 +  Operator may purchase Condition “C™ Material withoad pticr approval of the Parties owning such Material if the value of the
2 Materials, based on the pricing methods szt forth in Section V.2 (Trangfers), is less tham or equal to the Operator's expenditure
% limitation set forth in the Agyeement The Operator shall provide documentation supporting the classificetion of the Material as
7 Conditien C,
28
» +  Operator may dispose of Condition “D” ar “E” Material under procedures normally utilized by Operator without prior spproval
a0 of the Perties owning such Material,
31
n 4, SPECIAL PRICING PROVISIONS
1
M A. PREMIJM PRICING
35 . .
1 Whenever Material is available only at inflated prices due to national emergencies, strikes, government imposed foreign trade
- restrictions, or other unusual causes over which the Operator has no control, for direct purchase the Operator may charge the Joint
s Account for the required Material at the Operator™s actual cost incurred tn providing such Material, making it suitable for use, and
3 moving it 1o the Joimt Property. Material transferred or disposed of during premium pricing sitations shall be valued in sccordance
@ with Section IV.2 (Tranyfers) or Section IV.3 (Disposition of Surpfus), as applicable,
4
a B. SHOP-MADE ITEMS3
43
w Itemns fabricated by the Operator's employees, or by contract lzborers under the direction of the Operater, shall be priced using the
" value of the Material used to construct the item plus the cost of labor 10 fabricate the item. 1f the Marerial is from the Operator’s
‘5 scrap or junk zccount, the Materig] shall be priced at either twenty-five percent (25%) of the qurrent price as determined in Section
“ TV.2.A (Priclng) ot scrap valne, whichever i3 higher, In no cvent shall the emount chazped extceed the valus of the item
. commensuraie with its use.
49
5 C. MILL REJECTS
H . - .
5 Mill rejects purchased as “limited service” casing or tubing shail be priced at ¢ighty percent (80%) of K-55/1-35 price as detengined in
5; Section [V.2 (Transfers). Line pipe convened to casing or tubing with casing or tubing couplingy artached shall be priced as K-35/1-
0 55 casing or tubing at the nearest size and weight,
5 . .
: V. INVENTORIES OF CONTROLLABLE MATERIAL
58
b1
6 The Operator shall maintain records of Comtrollable Material charged to the Joint Aczount, with sufficient detail to perform physical inventories,
61
g  Adiusanents 1o the Joint Accoun by the Operttor resulting from a physical invertory of Coatrollable Material shall be made within twetve (12)
é months following the taking of the frventory o receipt of Non-Operstor inventory report. Charges and crodits for overages or shortages will be
e valued for the Joint Account in accordance with Scction V.2 (Tramsfers) end shal! be based on the Condition “B™ prices in efftet on the date of
o physical inventory unless the inventorying Partits ven provide suficient evidence another Material condition applies,
o .
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COPAS 2005 Accounting Procedure |,
Recommended by COPAS, Inc.
c O p d S

. 1. DIRECTED INVENTORIES

f Physical inventories shal) be performed by the Operetor upon written request of 2 majority in working interests of the Non-Operztors
: (hersinafter, “directed inventory”): provided, however, the Operator shall nat be required to perform directed inventories more frequently
s them oncs every five (5) years. Dirccted inventories shall be commenced within one undved eighty (180) days #fter the Operator receives
5 written natice that g majority in interest of the Non-Op bas reqy d the § y. Al Parties shall be governed by the results of
7 any directed mventory. '

: Expenses of directed inventories witl be borne by the Jeint Account; provided, however, costs associated with any post-report follow-up
10 work in setting the inventory will bz absorbed by the Party incurring such costs. The Opevator 18 expected fo exercise judgment in keeping
n expenses within reasoneble limits. Any anticipated disproportionats or extracrdinary costs should be discussed #nd agreed upon prior to
. commencement of the inventory. Expenses of directed inventorias may include the following:

:: A, A per diem mte for each ¥ PeTson, fep ive of actun! salaries, wages, and payroll burdzns and benefits of the personne)
s performing the inveatory or a rate agreed to by the Parties pursuant to Section L6_A (General Marters). The per diem rzte shall also
16 be applied toa rusou.a.bllc number of days for pre-inventory work and report preparation,

ll: B. Actual transpertation costs mnd Personal Expensss fot the inventory tear.
;: C. Reasonable charges for report preparation and distribution to the Mon-Operators,

i; 2 NON-DIRECTED INVENTORIES

bk}

2 A OPERATOR DNVENTORIES

;Jé Plysical vy ies that sre not veq 4 by te Now-Op may be performed by the Operetor, a1 the Operator's discretion. The
2 expenses of conducting such Operator-initared inventories shall not be changed to the Joint Account,

. B. NON-OPERATOR INVENTORIES

;? Subjeet 1o the terms of the Agreament to which this Accounting Procedure i atteched, the Non-Operators may conduct 2 physical
" inventory at regsonable times 2t their scle cost and risk after giving the Operator at least ninety (50) days prior writien notice. ‘The
- Non-Operator inventory report shall be furnished to the Operetor in writing within ninety (90) days of completing the inventory

fieldwork,

34 .

a5 -

s C. SPECIAL INVENTORIES :

;: The cxpense of conducting inventoriss other than those described in Sections V.1 (Directed hrvensories), V.2.A (Operator
» Inventories), ot V.2.B (Non-Operator Inventories), shall be charged to the Party requesting such ventory; provided, however,
0 inventories required de to a change of Operator shall be charged to the Joint Account in the same manner as described in Section
o V.1 (Directed frventeries). -

42

43

4

45
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47
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54
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&
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63

64

65
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Em“ npn

Attached to and made a part of Operating Agreement dated June 1, 2014 by and between Cimarex. Energy
Co., as Operator, and HOG Pannership LP, et. al., as Non-operator(s).

IN, NCE

At all times while operations are conducted herevmder, Operator shall comply with all federal and state Workers'
Compensation Laws where the Operations are being conducted and include Employers Liability with limit of
$1,000,000; provided, however, that Operator may qualify as a self-insurer for liability under appropriate state workers'
compensation laws in which event the only charge that shall be made to the joint account shall be an amount equivalent
to the premivun which world have been paid had sech insurance been cbtained. Cperator shall, within reason, require afl
Contracters engaged in work on or for the contract area to comply with all state and federa) workers' compensation laws
where the operations are being conducted and to maintain such other insurance as Operator may require,

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

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

It shall be the sole responsibility of each party hereto to provide its own well control insurance, including vmderground
blow out, seepage, and pollution, that Operator shall not provide same for the benefit of the joint account unless prior
arrangements to do so have been made, in writing, by the parties hereto,

In the event any party hereto declines any of the applicable coverage(s) berein al:;ove provided, then, in such event,
nothing concerning the above declined coverage(s) will be charged toward the Joint Account.

Each party hereto to be ipsured hereunder shall provide copies of certificates evidencing the above insurance
coverage(s) upon request of any other party. In the event amy party hereto elects to self-insure, then in such event, it
must obtain a Certificate of Financial Responsibility from the applicable Federal snd/or State Agencies, provide an
acceptable letter of self-insuramce or otherwise furnish' appropriate acceptable evidence of seme relating to said
guidelines to the other parties hereto,




EXHIBIT "E"
GAS BALANCING AGREEMENT

Attached to and made 2 part of that certain Operating Agreement dated June 1, 2014, by and between
Cimarex Energy Co., as Operator, and HOG Partnership LP, et. al., as Non-Operator(s).

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

2. Each party has the right to take, market, or otherwise dispose of its Working Interest share of gas
produced from the Contract Area. Each party's Working Interest share shall be calculated on the volumes taken in
MCF's by each party or its purchaser(s). In the event any party at any titme daes not take in kind or market its
Working Interest share of gas from a well, or has contracted to sell its Working Interest share of gas to a purchaser
which fails to wke all of such gas, the other partics shail be entitled, in proportion to their Working Interest, to
produce, take and deliver ¢ach month up to one hundred percent (100%) of the anticipated allowable gas production
to be essigned to such well by the governmental entity having jurisdiction (if applicable). The purpose of this
provision is to permit any party not taking or marketing all of its Working Interest share of current gas production to
defer its production and permit the other pasties to pass clear title to quantities of gas in excess of their Working
Interest.

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

4. Each party shall endeavor to take or market its full Working Interest share of gas production from
such well. Further, each party shall give Operator reasonable notice and sufficient data either to nominate such
party's Working Interest share of gas to the transporting pipelinefs) or, if Operator is not nominating such party's
gas, 1o inform Operator of the manner in which to dispateh such party's gas. Except as and to the extent caused by
Operator's gross negligence or willful misconduct, QOperator shall not be responsible for any fees and/or penalties
associated with imbalances charged by any pipeline to any Non-Operator.

5. To allow for the recovery of gas from an imbalance account and to balance the gas account of the
parties, a party which has taken less than its full Working Interest share of gas at any time ("negative balance™), shall
be entitled to produce, take and deliver each month upon reasonable notice to the Operator and to the other affected
parties, its Working [nterest share of the anticipated allowzble gas production to be assigned to such well by the
governyoental entity having jurisdiction (if appliceble) plus an amownt up 1o an additional fifty percent (50%)
("Make-up Gas") of the Working Interest share of each party which has taken more thun its full share of gas at such
time ("positive balance"). However, a party with a negative balance shall never be allowed to take more than its
Working Interest share of such allowable gas (if applicable) during the months of November, December, January
and February (“the Winter Period™), unless the underproduced party has taken ai least ninety percent {90%) of the
make-up gas 1o which it was entitled during the six (6) consecutive months immediately prior to the Winter Period.
If more than one party has a negative balance and eleets to take Make-up Gas, they shall divide the Make-up Gas 10
be taken from any party with 2 positive balance in proportion to the respective working interest participation of sach
such party with a negative balance in such well.

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

7. If, at the permanent termination of production of gas from & well, an imbalance exists between the
parties, statements or invoices for a monetary seitlement of the imbalance between any of the parties relative to such
well shall be issued within ninety (90) days. Operator shall promptly provide all parties with a final comulative
balance for ¢zch party upon receipt of all relevant data from all other parties after permanent termination of
production from each well. For the purposes hereof, the value per unit in calculating a monetary settlement shall be
defined as the weighted average of the actual values received by a party with a positive batance on a1l of its gas sales
under an arms-length contract in excess of its Working Interest share ("Extra Gas"), beginning when such party was
last in balance. If such party did not sell all or part of such Extra (Gas under an arms-length contract, such Extra Gas
not sold will be valued in the same manner used for production and severance taxes when produced. The amount of
the monetary settlement due each party with 2 negative balance for any well shall be determined by: (&) multiplying
the value per unit (as defined above) received by each party with a positive balance for each well by the volume of
gas (same unit basis) such party has produced; (b) subtracting production and severance taxey {and royalties if paid
on a gas taken rather than on a working interest basis) paid on such Extra Gas; {c} totaling the fisures computed in
(a) and (b) for all parties with a positive balance; and (d) allocating to each party with a negative balance its pro rata
share of the total reached in (c) above on the basis of the ratio of each party’s negative balance volume to the total
negative balance volumes for all parties. Each party with a pesitive balance shali provide a settlement schedule to
each party with a negative balance detailing how its settlement amount was calculated. That portion of the procesds
by each party with a positdve balance which is or may be subject to refund or other dispure by order(s) of the FERC,
the Minerals Management Service, the courts or other authorities may be withheld by such party until such prices
or disputes are fully resolved, unless the relevant parties with a negative balance furnish satisfactory undertakings
agreeing to hold the relevant parties with a positive balance harmless from any financial loss due to the orders or
disputes, Settlement as provided herein shail also be made by any party with a positive balance prior to any sale,
assignment or other disposition of all or any part of its interest in any well in which such party has a positive
balance. If the provisions of this Agreement are breached by the transfarring party, any party receiving any part of




the transferred interest shall be jointly and severally liable for jts pro rata share of such positive balance upon the
. demand of any party with a negative balance.

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

9. Each party taking gas from a well shall promptiy furnish or cause t¢ be flrnished to Qperator a
monthly staterent of gas taken. Operator shall regularly furnish to each party z statement of the gas balance among
the parties, including the total quantity of gas produced from each well, the portion thereof used in operations,
vented or lost, and the total quantity delivered for each party's account. Each party shall retein records of volumes
of gas taken or marketed from each well and revenues or values accruing thereto for the full term of the Operating
Agreement and two (2) years thereafter. Any party with either a positive or pegative balance shall have the right
during the two (2) years following each statement/invoice due date under Paragraph 7 above to audit the records of
the other parties with positive or negative balances as 10 volumes, revenues, values and other relevant information
concerning such well. No party will use any of the information obtained pursuant to the provisions of this paragraph
for any other purpose than implementing the terms of this Agreement and enforcing rights thereunder.

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

it. - Each party hereto shall share in and own the condensete recovered from cach well by primary
separation at the lease in accordance with its Working Interest in such well as provided in the Operating Agreement.

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

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

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

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

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

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




EXHIBIT "F"

Attached to and made a part of that certain Joint Cperating Agreement dated June 1, 2014, by and between
Cimarex Energy Co., as Operator, and HOG Partnership LP, et.al,, as Non-Operator(s).

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

SECTION |
UALE, OPPO ITY CLA

The following clzuse shall be inchuded in all contracts exceeding $10,040.

(a) The Contractor will not discriminate against any ermployee or applicant for employment because of
race, color, religion, sex, or national origin. The Contrector will take affirmative action to ensure that applicants are
employed, and thet employees are treated during employment, without regard to their race, color, Teligion, sex, or
naticnal origin. Such action shall include, but not be limited to the following employment, upgrading, demotion, or
transfer, recruitment or recruitment advertising, layoff or termination; rates of pay or other forms of compensation; and
selection for training, including apprenticeship. The Contractor agrees to post in conspicuous places, available to
employees and applicants for employment notices to be provided by the Contracting officer setting forth the provisions of
this nondiscrimination clanse,

(b} The Contractor will, in all solicitations or advertisements for employees placed by or on behalf of the
Contractor, state that all qualified applicants will receive consideration for employment without regard to race, color,
religion, sex or national origin,

(c) The Contractor will send to each labor union or representative of workers with which it bas a collective
bargaining agreement or other contract or understanding, a notice to be provided by the agency contracting officer,
advising the labor union or workers' representative of the Contractor's commitments under Section 202 of Executive
Order 11246 of September 24, 1963, and shall post copies of the notice in conspicuous places available to employees and
applicants for employment.

{d) The Confracior will comply with all provisions of Executive Order 11246 of September 24, 1965, and
of the rules, regulations, and relevant orders of the Secretary of labor.

s .

{e) The Contractor will furnish all information and reports required by Executive Order 11246 of
September 24, 1965, and by the rules, regulaticns, and orders of the Secretary of Labar, ot pursuant thersto, and will
permit access to books, records, and accounts by the contracting agency and the Secretary of Labor for purposes of
investigation to ascertain compliance with such rules, regulazions, and orders.

[43)] In the event of the Contractor's noncompliance with the nondiscrimination clauses of this contragt or
with any of such rules, regulations, or orders, this contract may be cancelled, terminated or suspended in whale or in part
and the Contractor may be declared ineligible for firther government contracts in accordance with procedures authorized
in Executive Order 11246 of September 24, 1965, and such other sanctions may be imposed and remedies invoked as
provided in Executive Order 11246 of September 24, 1963, or by rule, regulation, or order of the Secretary of Labor, or
as otherwise provided by law.

(g) The Contractor will include the provisions of Paragraphs (a) through (g) in every subcontract or
purchase order unless exempted by rules, regulations, or orders of the Secretary of Labor issued pursuant to Section 204
of Executive Order 11246 of September 24,1963, 5o that such provisions will be binding upon each subcontractor or
vendor. The Contractor will take such action with respect to any subcontract or purchase order as the contracting agency
may direct as a means of enforcing such provisions including sanctions for noncompliance; provided however, that in the
event the Contractor becomes involved in or is threatened with, litigation with a subcontractor or vendor as a result of
such direction by the contracting agency, the Contractor may request the United States to enter into such litigation to
protect the interests of the United States.

SECTION 2
EMPL! F THE HANDICAPPED
(a) The Contractor will not diseriminate against any employee or applicant for emplovment because of

physical or mental handicap in regard to any position for which the employee or applicant for employment is qualified.
The Contractor agrees to make affirmative action to employ, advance in employment and otherwise treat qualified
handicapped individuals witheut discrimination based upon their physical or toental handicap in afl employment practices
such as the following; employment, upgrading, demotion or transfer, recruitment, advertising, layoff ortemnanon, rates
of pay or other forms of cpmpensation, and selection for raining, including apprenticeship.

(¢ The Contractor agrees to comply with the rules, regulations, and relevant orders of the Secretary of
Labor issued pursuant to the Act.

{c} In the event of the Contractor’s noncompliance with the requirements of this clause, actions for
noncompliance may be taken in accordance with the rules, regulations, and relevant orders of the Secretary of Labor
issued pursuant to the Act.

{d) The Contractor agrees to post in conspicuous places, available to employees and applicants for
employment, notices in a form to be prescribed by the Director, provided by or through the contracting officer. Such
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notices shall state the Contractor's obligation under the law to take affirmative action to employ and advance in
employment qualified handicapped employees and applicants for employment, and the rights of applicants and
employees.

{e) The Contractor will notify each labor union or representative of workers with which it has a collective
bargaining agreement or other contract understanding, that the Contractor is bound by the terms of Section 503 of the
Rehabilitation Act 0f 1973, and is committed to take affirmative action to employ and advance in employment physically
and mentaily bandicapped individuals.

L64) The Contractor will include the provisions of this clause in every subcontract or purchase order of
$2,500 or more unless exempted by rules, regulations, or orders of the Secretary issued pursuant to Section 503 of the
Act, so that such provisions will be binding upon each subcontractor or vepdor. The Contractor will take such action
with respect to any subcontract or purchase order as the Director of the Office of Federal Contract Compliance Programs
may direct to enforce such provisions, including action for noncompliance.

SECTION 3
RTIFI N REGATED FA

The following clause shail be included in all contracts and related subcontracts exceeding $190,000 which are not
exempt from the Equal Opportunity Clause.

The Contractor certifies that it does not maintain or provide for its employees any segregated facilities at any of
fts establishments, and that it does not permit its employees to perform their services at any location, under its control,
where segregated facilities are maintained. The Contractor certifies further that it will not mairtain or provide for its
employees any segregated facilities at any of its establishments, and that it will not permit its employees ta perform their
services at any locarion, under its control, where segregated facilities are maintained. The Contractor agrees that a breach
of this certification is a violation of the Equal Opportunity Clause in this contract. As used in this certification, the term
"Segregated Facilities” means any waiting room, work areas, rest rooms and wash rooms, restaurants and other eating
areas, time clocks, locker rooms or other storage or dressing areas, parking lots, drinking fountains, recreation or
entertainment areas, transportation, and housing facilities provided for employees which are segregated by explicit
directive or are in fact segregated on the basis of race, color, religion, or national origin, because of habit, local custom,
or otherwise. The Contractor agrees that (except where it has obtaned identical certifications from proposed
subcontractors for specific time periods) it will obtain identical certificarions from proposed subcontractors prior to the
award of subcontracts exceeding 310,000 which are not exerapt from the provisions of'the Equal Opportunity Clause, and
that it will retain such certifications in its files.

NOTE: The penalty for making false statements in offers is prescribed in 18 U.S.C. 1001.
The faihre of a prime Contraztor or subcontractor to comply with the terms of its certification of nonsegregated

facilities or with the terms of Equal Opportunity Clause shall be a ground for terminatton or cancellation of contracts or
subcontracts as provided in '1-12.805-9.

SECTION 4
COMPLIANCE PR

- The Contractor certifies that if it has 50 or more employees and if it anticipates sales to us in connection with
government contracts of $50,000 or more, it will develop a written Affirmative Action Compliance Program for 2ach of
its establishments consistent with the rules and regulations published by the Depaniment of Labor in 41 CFR Chapter 60.

SECTION 5 s
TIVE ACTION PR S FOR DIS 2 TERAN
AND VETERANS OF VIETNAM ERA

The following clauses shall be included in all contracts exceeding $10,000.

(a) The Contractor will not discriminate against any employee or applicant for employment because he or
she is a disabled veteran or veteran of the Vietnam Era in regard to any position for which the employee or applicant for
employment is qualified. The Contractor agrees to take afftrmative action to employ, advance in emplovment and
otherwise trear qualified disabled veierans and veterans of the Viemam Era witbout discrimination based on their
disability or veterans stams in all employment practices such as the following; employment upgrading, demotion or
transfer, recruitment, advertising, layoff or termination, rates of pay or other forms of compensation, and selection for
training, ncluding apprenticeship.

) The Contractor agrees that all suitable employment openings of the Contractor which exist at the time
of the execution of this contract and those which occur during the performance of this contract, including those not
generated by this contract and including those occurring at an estabiishment of the Contractor other than the one wherein
the contract is being performed but excluding those of independently operated corporate affiliates, shall be listed at an
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appropriate local office of the State employment service system wherein the opening occurs. The Contractor further
agrees to provide such reports to such local office regarding employment openings and hires as may be required.

State and local government agencies holding Federal contracts of $10,000 or more shall also list all their
suitable openings with the appropriate office of the State employment service, but are not required to provide those
reports set forth in paragraphs (d) and (3).

() Listing of employment openings with the employment service system pursuant to this clanse shall be
made at least concurrently with the use of any other recruitment source or effort and shall involve the normal obligations
which attach o the placing of a bora fide job order, including the acceptance of referrals of veterans and non-veterans.
The listing of employment openings dees not require the hiring of any particular job applicant or from any particular
group of job applicants, and nothing herein is intended to relieve the Contractor from any requirements in Executive
Qrders or regulations regarding noudiscrimination in employment.

(d) The reports required by paragraph (b} of this clause shall in¢lude, but not be limited 1o, periodic reports
whith shall be filed at least quarterly with the appropriate local office or, where the Contractor has more than one hiring
location in a State, with the ceniral office of that State emaployment service. Such reports shall indicate for each hiring
locarion (1} the number of individuals hired during the reporting period, (2) the number of nondisabied veterans of the
Vietnam Era hired, (3) the number of disabled veterans of the Vietnam Era hired, and (4) the total oumber of disabled
veterans hired. The reports shouid inchude covered veterans hired for on-the-job training under 38 USC 1787. The
Contractor shall submit a report within 30 days after the end of each reporting period wherein any performance is made
on the contract identifying data for each hiring Jocation. The Coniractor shall maintain at each hiring location copies of
the reports submitted until the expiration of one year after final payment under the contract, during which time these
reports and related documentation shall be made available, upon request, for examination by any authorized
representatives of the contracting officer or of the Secretary of Labor. Doctmentation would include persommel records
respecting job openings, recruitment and placements.

{e) Whenever the Contractor becomes comiractually bound to the listing provisions of this clause, it shail
advise the empleyment service system in each State where it has esteblishments of the name and location of each hiring
tocation in the State. As long as the Contractor is contractually bound to these provisions and has so advised the State
system, there is not need 1o advise the State system of subsequent contracts. The Contractor may advise the Stare system
when it i3 no longer bound by this contract clause.

D This clause does pot apply to the Yisting of employment openings which occur and are filled outside of
the 50 stares, the District of Columbia, Puerto Rico, Guam, and the Virgin slands.

® The provisions of paragraphs (b), (c), (d) and (e) of this clause do not apply to openings which the
Comtractos proposes to fll from within its own organization or to fill pursuiant 1o a customary and traditional employer-
unicn hiring arrangement. This exclusion does not apply to a particular opening once an employer decides to consider
applicants outside of its own organization or employer-union arrangement for that opening.

() As used in this clause:

43 "All suitable employment openings" includes, but is not limited to, openings which occur in
the following job categories: production and nonproduction; plant and office; laborers and mechanics; supervisory and
nonsupervisory; technical; and executive, administrative; and professional openings as are compensated on a salary basis
of less than $25,000 per year. This term includes full time employment of more than three (3) days' duration, and part-
time employment. Itdees not include openings which the Contractor proposes to fill from within its own organization or
to fill pursuant to a customary and traditional employer-union hiring arrangement nor openings in an edication institution
which are restricted to students of that instirution. Under the mest compelling circumstances an employment opening
may not be suitable for listing, including such situations where the needs of the Government cannot reasonably be
otherwise supplied, where listing would be contrary to national security, or where the requirement of listing would
otherwise not be for the best interest of the Government.

(2) "Appropriate office of the State employment service system” means the local office of the
Federal-State natiopal system of public employment offices with assigned responsibility for serving the area where the
employment opening is to be filled, including the District of Columbia, Guam, Puerto Rico, and the Virgin Islands.

[€)] "Openings which the Contractor proposes to fill from within its own organization" means
employment openings for which no censideration will be given to persons outside the Contractor's organization
{(including any affiliates, subsidiaries, and the parent companies) and includes any openings which the Contractor
propaoses to fill from reguiarly established "recall” lists.

@ "Openings which the Contractor proposes to fill pursuant to a customary and traditional
employer-union hiring arrangement"” means employment openings which the Contractor proposes to fill from union halls,
which is part of the customary and traditional hiring relationship which exists between the Contractor and representatives
of its employees.

o The Contractor agrees to comply with the rules, regulations, and relevant orders of the Secretary of
Labor isstted pursuant to the Act. .

[6)] In the cvent of the Contractor's noncompliance with the requirements of this clanse, actions for
noncompliance may be taken in accordance with the rules, regulations and relevant orders of the Secretary of Labor
issued pursuant to the Act.
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&) The Contractor agrees to post in conspicuons piaces, available to employees and applicants for
employment, notices in a form to be prescribed by the Director, provided by or through the contracting efficer. Such
notice skall state the Contractor's obligation under the [aw to take affirmative action to employ and advance in
employment qualified disabled veterans and veterans ofthe Viemam Era for employment, and the rights of applicants and
employees. :

()] The Contractor will notify each labor union or representative of workers with which it has a collective
bargaining agreement or other contract understanding, that the Contractor is bound by the terms of the Vietnam Era
‘Veterans Readjustment Assistant Act, and is committed to take affinnative action to employ and advance in ermployment
qualified disabled veterans and veterans of the Vietmatn Era.

(m) ‘The Contractor will include the provisions of this clause in every subcontract or purchase order of
$10,000 or more unless exempted by nules, regulations, or orders of the Secretary issued pursuant to the Act, so that such
provisions will be binding upon each subcontractor or vendor. The Contractor will take such action with respect to any
subcontract or purchase order as the Director of the Office of Federal Contract Complisnce Programs may direct to
enforce such provisions, including 2ction for noncompliance.

SECTION 6
UTILIZATION SINESS CONCERN
AND SMALL BUSINESS CONCERNS QWNED AND
CONTROLILED BY SOCIALLY AND ECONOMICALLY
DISADVANTAGRED INDIVIDUALS

The following clause shall be included in all contracts over $10,000 except contracts for services which are
personal in nature and contracts which will be perforred entirely (including alt subcontracts) outside any State, territory,
or possession of the United States, the District of Columbia, or the Commenwealth of Puerto Rico.

(a) It is the policy of the United States that small business concerns and small business concerns owned
and controlled by socially and economically disadvantaged individuals shall have the maximum practicable opportunity
10 participate in the performance of contracts let by any Federal agency.

(@) The Contractor hereby agrees to carry out this policy in the awarding of subcontracts to the fullest
extent consistent with the efficient performance of this contract. The Contractor firther agrees to cooperate in any
studies or surveys as may be conducted by the Small Business Administration or the contracting agency which may be
necessary to determine the extent of the Contractor's compliance with this clause,

(c) As used in this contract:

0D} The term "small business concern” shall mean a small business as defined purseant to Section
3 of the Small Business Act and relevant regnlations promulgated pursuant thereto.

(2) The term "small business concern owned and controlied by socially and economically
disadvantaged individuals" shzll mean & small business concern—

(i) which is at least 51 per centurn owned by one or more socially and econormically
disadvantaged individuals; or in the case of any pubiicly owned business, at least 51 per centum of the stock of which is
owned by one¢ or more socially and economically disadvantaged individuals; and

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

The Contractor shall presume that socially and economically disadvantaged individuals mclade Black
Americans, Hispanic Americans, Native Americans, Asian-Pacific Americans, and other minerities, or any other
individual found to be disadvantaged by the Small Business Administration pursuant 0 Section 8(a) of the Small
Business Act. \
(d) Contractors acting in good faith may rely on written representations by their subconiractors regarding
their stams as a small business concern or a small business concem owned and coatrolled by socially and economically
disadvantaged tndividuals.

SECTION 7 "
TIO BUSIN i

The following clause shall be include in all contracts expected to exceed $10,000 except contracts which,
including all subcontracts thereunder, are to be performed entirely outside the United States, its possessions, Puerto Rico
and the Trust Territory of the Pacific Islands, and contracts for services which are personal in nature.
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{®) It is the policy of the United States Goverrment that women-owned businesses shall have the maximum
practicable opportunity to participate in the performance of contracts awarded by any Federal agency.

(o) The Contractor agrees to use its best efforts wo carry out this policy in the award of subcontracts to the
fullest extent consistent with the efficient performance of this contract. As used in this contract, 2 "woman-owned
business” concern means a business that is at least 5! per centum owned by a woman or women who also control and
operate it. "Control" in this context means exercising the power to make policy decisions. "Operate™ in this context
means being actively involved in the day-to-day management, "Women" means all women business owners.




EXHIBIT “H~

~

Attached to and made a part of that certam Operating Agreement dated June 1, 2014, by and between Cimarex
Energy Co., as Operator, and HOG Partnership LP, et al., as Non-Operator(s).

MEMORANDUM OF OPERATING AGREEMENT

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

The undersigned have entered into an Operating Agreement, dated Jume 1, 2014, in order to explore for, deveiop
and produce oil and gas from their respective oil and gas leases or interests 1o Me extent described ip Exhibit “A"
attached hereto and hereinafter referred to as the "Contract Area".

Among other provisions, the Operating Agreement appoints Cimerex Energy Co., as Operator and designates
the other parties thereto as Non-Operator(s). The Operating Agreement grants said Operator the authority, with certain
[imitations, to incur expenses ¢n behalf of the Nop-Operator(s) and, at the Operator's election, the right to bill the Non-

Operator(s) in advance for the estimated expenditures.

The Operating Agreement provides that the liability of the parties shall be several and not joint or collective,
with each being liable only for its proportionate share of the costs and liabilities incvrred therewith as set forth in the
Operating Agreement and as may change by subsequent assignment of interest. Said Operating Agreement also provides
that: .

Fach Non-Operator grants to Operator 2 lien upon its oil and gas rights in the Contract Area, and 2 security
interest in its share of oil and/or gas when extracted and its interest in all equipment, to sécure payment of its share of
expense, together with interest thereon at the r;ue provided in the Exhibit "C". To the extent that Operator has a security
interest under the Uniform Commereial Code of the State, Operator shall be entitled to exercise the rights and remedies
of a secured party under the Code. The bringing of a suit and the obtaining of judgment by Gperator for the secured
indebtedness shall not be deemed an election of remedies or otherwise affect the lien rights or security interest as sequrity
for the payment Wﬁ In addition, upon defasli by any Non-Operatot in the payiment of its share of expense, Operator
shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from the sale
of such Non-Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid.
Each purchaser shall be entitled 1o rely upon Operator's written statement concerning the amount of any default.
Operator grants a like lien and security interest to the Non-Operators to secure payment of Operator’s proporticnate sheare
of expense. .

If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement
therefar by Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the wnpaid
amount in the proportion that the interest of each such party bears to the interest of all such parties. Each party so paying
its share of the unpaid amount shall, to obtain reimbursement thereof, be subrogated to the security rights described in the
foregoing paragraph.

Further, the Operating Agreement has attached to it various Exhibits, including but not limited to, 2 Gas

‘
Balancing Agreement, which among other provisions, allows one or more parties to take more than their working mterest
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share of gas production if another party or parties cannot or does not take their respective working interest share. Italso
provides for volumetric balancing on an Mef basis and for cash balancing on pertanent cessation of gas production fom
a well, cessation of a gas category if different pricing categories are imposed by governmental reguiation and if a party
sells its interest

Coptes of the Operating Agresment and/or the Gas Balancing Agrsement Exhibit can be obtained from any of
the undersigned or their successors in interest.

The said Operating Agreement and the Exhibits atrached thereto are binding upon the undersigned and their
respective heirs, devisees, legal representatives, successors and assigns. This Memorandum of Operating Agreement
shall not be deemed an amendment of safd Operating Agreement or of said Gas Balancing Agreement Exhibit and shall in
ng¢ way increase the obligations or decrease the rights of the mdcr;i@cd thereunder, but is entered into for the sole
purpose of providing notice of the existence of said Operating Agreement, the security interest granted thereunder, and
the Gas Balancing Agreement attached as an Exhibit thereto.

This Memorandum of Operating Agreement may be executed in any number of duplicate or counterpart copies,
including counterpart signature pages, each of which shall be considered an original for all purposes. FPhotocopies of this
Memorandum of Operating Agreement may be filed in the appropriate records as proof of the security interest created
hereunder.

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

the Operating Agreement recited above.

OFPERATOR:

Cimarex Energy Co.

By:

‘

Type or Print Namg: Roger Alexander
Title: Attormey-in-Fact

Date:

Tax ID or §.8. NQ,,

NON-OPERATOR(S):

HOG Partnership LP

By:

Type or Print Name:

Title:

Date:

Tax ID ar 5.8. NO,




Isramco Resources, LLC

By:
Type or Print Name:
Title:
Date:
Tax 1D or 8.8, NQ.,
Nortex Corporation
By
Type or Print Name:
Tide:
Date:
Tax [Z} or 5.8. NO.
.
MBOE, Inc.
By:
Type or Print Name:
Title:
Date:
Tax D or $.5. NO.
Irene Mclsaac
By:
qu_)e or Print Namc;
Title:
Date:
Tax 1D or §.5. NQ,

Paticia McIsaac

By:

Typs or Print Name;

Tite:

Date:

Tax ID or 8.8. NO.




Naocy Redford

By:
Type or Print Name:
Title:
Date:
Tax D or 5.5. NO,
Mary Shoener
By:
Type or Print Nare:
Title:
Date:
Tax D or §.5. NO,
Daniel McIsaac
By
Type or Print Name:
Tite:
Date:
Tax ID or 5.5. NO.
Larry Turner
By:
Type or Print Name;
Title:
Dats:

Tax ID or S.8. NO,

Sande Wische

By:

Type or Primt Name:

Title:

Date:

Tax ID or §.5. NO,

A




Chester J. Stuebben

By:

Type ar Print Nape:

The:

Date;

Tax ID or 5.5, NO.

Alan D. Tuck, Jr. and wife Evelyn Tuck

© By

Type or Print Name;

Titke:

Dhate:

Tax D or 5.8, NO,

Rubicon Oil & Gas T LP

By:

Type of Primt Neme:

Tie:

Date:

Tax Iy ar 8.8, NOQ,

ACKNOWLEDGEMENTS

STATE OF TEXAS )

COUNTY OF MIDLAND )

The foregoing instrument was acknowledged before me this day of , 2014, by
Roger Alexander as Attorney-in-Fact of Cimarex Energy Co. on behalf of said corporations.

Notary Public in and for the State of Texas

My commission expires:




State of J

} ss.
County of )
This instrument was acknowledged before me on day of , 2014 by:
as: of HOG
Partnership LP,
(Seal, if any)
My commission expires:
State of )
7 55,
County of )
This instnmment was acknowledged before me on day of 2014 by:
as: of Isramco
Resources, LLC. :
(Seal, if any)
My commission expires:
Staze of )
) ss.
County of Y
This instrument was acknowledged before me on day of , 2014 by:
as: of Nortex
Corporation.
(Seal, if any)
My commission expires:
State of y
) ss.
County of }
This instrument was acknowledged before me on day of ,2014 by .
as: of MBOE, Ine.
(Seal, if any)

My commission expires:




State of D

3 55,
County of )
This instrument was acknowledged before me on day of 2014 by: [rene Melsaac
as: of .
{Seal, if any)
My commission expires:
State of )
)ss.
County of }
This instnment was acknowledged before me on day of , 2014 by: Patricia McIsaac
as: of .
(Seal, if any)
My commission expires:
State of |
) ss.
Ceunty of )
This instrument was acknowledged before me on day of ,2014 by: Nancv Redford
as: of .
{Scal, if any)
My commission expires:
State of )
) ss.
County of )
‘This instnimment was acknowledged before me on day of ,2014 by: Marv Shoener
as: of -
(Seal, if any)

My commission expires:




State of )

) ss.
County of )
This instrument was acknowledged before me on day of , 2014 Dby: Daniel Mclsasc
as: of .
(Seal, if any)
My commission expires:
State of )]
) ss.
County of )
This instrument was acknowledged before me on day of , 2014 by: Larry Turner
as: of .
{Seal, if any)
My commission expires:
State of 3
) 85,
County of )
This instrument was acknowledged before me on day of ,2014 by: Sande Wische
as: of .
(Seal, if any)
My commission expires:
State of )
) ss.
County of )
This instrurient was acknowledged before me on day of ,2014 by: Chester J,
Stoebhen es: of
{Seal, if any)

My commission expires:




State of )

, 2014 by: Alan D. Tuck, Jr.

, 2014 by: Evelyn Tuck

,2014 by: Rubicon Oil &

)} ss.
County of )
N
This instrument was acknowledged befere me on day of
as: - of .
(Seal, if any)
My commission expires:
Stare of }
}ss.
County of )
This instimment was acknowledged before me on day of
as: of .
(8eal, if any)
My commissicn expires:
State of }
) ss.
County of }
This instrment was acknowiedged before me on day of
Gas [ LP as: of
(Seal, if any)
¢

My commission expires:




