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1 OPERATING AGREEMENT
2
3 THIS AGREEMENT, entered into bv and between Marbob Energy Corporation

4 . hereinafter designated and 
3 referred to as “Operator", and the signatory party or parties oilier than Operator, sometimes hemiaAer referred to individually haem

6 as“Nan-Opeiator". and collectrvdy as “Non-Operatora".

7

8 WITNESSETH:

9

10 WHEREAS, the parties to this agreement are owners of oil and gas lea<i< anchor oil and gss interests m tlie hud identiricd in

11 Exhibit "A", and the parties hereto have reached an agreement to explore rrd develop these leases author oil and gat interests for the

12 production ofo3 and gas to the extent and as bcrctnafla- provided.

13

14 NOW. THEREFORE, it is agreed as follows:

13
16 ARTICLE I.

17 DEFINITIONS

15
19 As used in this agreement, the following words and terms shall have the meanings hen ascribed to them:

20 A. The term “oil and gas” shall mean oil, gas, casinghead gas, gas condensate, and all etho- liquid or gaseous hydrocarbons

21 and other marketable substances produced therewith, unless an intent to limit the ind tsiveness of this term is specifically staled.

22 B. The terms “oil and gss lease", “lease" end "leasehold" shall mean the oi1 and gas leases covering trocis of land

23 lying within the Contract Area which arc owned by the parties to this agreement.

24 C. The term “oil and gas interests" shall mean urdeased lee and mineral intcesU in tracts of land lying within (lie 

23 Contract Area which are owned by parties to this agreement.

26 D. The tarn “Contract Area" shall mean all of the lands, oil and gas leasehold interest- and oil and gas interests intended to be

27 developed and operated for oil and gas purposes under (his agreemat. Such lands, oil and ft* I asdtold fcaercsts and oil and (p$ interests

28 are described in Exhibit “A".

29 E- The lorn “drilling unit" shall mean the area fixed for the drilling of one w*'l by order or rule of any state or

30 federal body having authority. If a driltii^ unit is not fixed by any such rule or order, a drilling uth shall be Ibe drilling unit as establish*

31 ed by the pattern of drilling in the Contract Arra or as fixed by express agreement of the Drilling Parti-s.

32 F. The term "drillsjtc" shall mean ll«c oil end gas lease or interest on which a proposed well is to l« located.

33 G. The lento “Drilling Parly” and “Consenting Part/’ shall mean a party who agrees to joir. in and pay its share of ll>e cost of

34 any operation conducted under the provisions of this agreement.

33 H. The terms “Non-Drilling Party" and “Non-Consenting Party" shall mean a party who elects not to part id pate

36 in a proposed operation.

37
38 Unless the context otherwise clearly indicates, words used in the singular include the I'lural, the phtral inetudes (he

39 singular, and the neuter gender includes the masculine and the feminine.

40
41 ARTICLE II-

42 EXHIBITS

43
44 The following exhibits, as indicated below and attached hereto, are incorporated in end made a part hereof'

43 0 A. Exhibit “A" shall indude the following information:

46 (1) Identification of lauds subject to this agreement,

47 (2) Restrictions, ifaity.asto depths, formations, or substances,

4g (3) Percentages or fractional interests of parties to (his ogiecinent,

49 (4) Oil and gas leases and/or oil and gas interest* subject to this agreement.

30 (5) Addresses of parties fer notice purposes.

31 □ B. Exhibit “B~, Form of Lease.

32 0 C. Exhibit “C". Accounting Procedure.

33 0 D. Exhibit “D". Insurance.

54 0 E. Exhibit “E", Gas Balancing Agreement

53 0 F. Exhibit "F\ Non-Discrimination end Certification of Non-Segregated Facilities 

$6 □ G. Exhibit “G". Tax Partnership,
37 If any provision of any exhibit, except Exhibits “E" and “O”. U ineonsificra with any provision eontairax' ta the body

38 of this agreement, the provisions in the body of this agreement shall prevail.

59

60 

61 

62

63

64

65

66

67

68

69

70
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t ARTICLE III.

2 INTERESTS OF PARTIES

3

4 A. OH and Gas Interests:

5
6 If any parly owns on oil and gas interest in ihe Contract Area, that ini (rest shall be treated for til purposes of this agreement

7 and during the term hereof as if it were covered by the form of oil and gas lease attached hcroo as ExhitA “B”. and the owner thereof

8 shill be deemed to own both the royalty interest reserved in soch lease and the interest of (be lessee thereunder.

9

10 B. InterestsofPartiesinCosrsandProduction:

11

12 Unless changed by other provisions, ell costs and liabilities incurred m operations under (his agreement shall be home and

13 paid, and all equipment and material! acquired in operations on the Contract Area shall be owned, by the pnties as their interests are set

14 forth in Exhibit “A1'. In the same manner, the parlies shall also own all production of oil end gas from the Contract Area subject to Ihe

15 payment ofroyalties to the extent of1/6which shall be borne as heretaafrer set forth.

16

17 Regardless of which party has contributed the leasefs) and/or oil and gas interests) hereto on which royally is due and

18 payable, each party entitled to rceeive a shore of production of aD and gas from the Contract Aren dull bear and shall pay or deliver, or

19 cause to be paid or delivered, to the extent of its interest io Such production, the royally amount stipulated hereinabove and shall hold the 

29 other pontes free from any liability therefor. No party shall ever be responsible, howevs. on a price basis higher than the price received

21 by such pony, to any other party's lessor or royalty owner, and if any such other party's lessor or royalty owner should demand and

22 receive senlemenl on a higher price basis, the party contributing the affected lose shall bear the additional royally burden attributable to

23 such higher price.

24
25 Nothing contained in this Article 111.8. shall be deemed an assignment or cross-assignment of interests covered hereby

26
27 C Excess Royalties, Overriding Royalties and Other Payments;

28

29 Unless ehanged by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty,

30 overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article III.B,, such party so

31 burdened shall assume and alone bear all such excess obligations and shall indeirsrify and hold the other parties hereto harmless from any

32 and all cbims and demands for paymait asserted by owners of such excess burden.

33

34 D. Subsequently Created Interests:

35
36 If any party should hereafter create an overriding royally, production payment or other burden payable out of production

37 attributable to its working interest hereunder, or if such a burden existed prior to (his agreement and is not set forth in Exhibit "A", or

38 was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and

39 accepted obligation of all parties (any such interest being hereinafter referred to as "subsequently created interest" irrespective of the

40 timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred

41 to as "burdened party"), and:

42
43 I. If the burdened party is required under this agreement to assign or relinquish 10 any other party, or parlies, all or o portion

44 of its working interest and'or the production attributable thereto, said other party, or parties, shall receive said assignment and'or

45 production free and dear of said subsequently created interest and die burdened party shall indemrify and save said other parly.

46 or parties, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest;

47 and,

48
49 2. If the burdened perry foils to pay, when due. its share of expenses chargeable hereunder, all provisions of Article VII.B. shall be

50 enforceable against the subsequently created interest in the Mine manner as they arc enforceable against the working interest of

51 the burdened party.

52
5j ARTICLE IV.

54 TITLES
55
56 A. Title Examination:

57
58 Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, if

59 the Drilling Parties so request, title examination shall be made on the leases and'or oil and gas interests included, or planned to be includ­

ed a], in ihe drilling uml arouud such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding

61 royally and production payments under the applicable leases. At the time a well is proposed, each pony contributing leases and'or oil and

62 gas imvests to the drillsite. or to be included io such drilling unit, shall famish to Operator all abstracts (including federal lose sous

63 reports), title opinions, title papers and curative mxterial in its possession free of charge All such mfontotioo not in the possession of or

64 made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator. Opoator stall

65 cause title to be examined by attorneys on Its staff or by outside attorneys. Copies of bD title opinions shall be furnished to each party

66 hereto. The cos incurred by Operator in this title program shall be borne as follows:

67
68 □ Option No. 1: Costs incurred by Operator ia procuring abstracts and title examination (secluding ptdiminuy. supplemotlal.

69 shut-in gas royalty opinions and division order title opinions) shall be a part of (he admii’usualive overhead as provided in Exhibit "C".

70 and shall not be a direct charge, whether performed by Opcrttw's suffaUoroeysarby ouuideillorneyx.
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ARTICLE IV 
continued

0 Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys lor title examination

(including preliminary, supplemental, shut-ia gas royalty opinions and division order title opinions) stall be borne by the Drilling Parlies 

in the proportion that the interest of each Drilling Party bears to the tots) interest of all Drilling Parties at such imaests appear in Ex­

hibit “A”. Operator shall make no charge for services rendered by its staff attorneys or other posomtd in the performance of the above 

functions.

Each potty stall be responsible for securing curative matter and pooling amendments or agreements required » connection 

with leases or oil and gas interests contributed by such party. Openior shall be responsible for the preparation and recording of pooling 

designations or declarations as well as I he conduct of hearings before governmental agencies for the securing of spacing or pooling orders. 

This shall not prevent any party from appearing cn its own behalf at any such hearing.

He well shall be drilled on the Contract Area until after (I) the title to the drillsite or drilling unit has been examined as above 

provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the parlies who are to par­

ticipate in the drilling of the wdl.

B. Loss of Title:

1. Failure of Tide: Should any oil and gas interest or kttse, or interest thereat. be los through failure of title, which loss results in a 

reducticn of interest from lint shown on Exhibit “A”, the party contributing the affected lease or interest shall have ninety (90) days 

from dual dctmnmalian of title failure to acquire a new lease or other instnimeri curmg the entirety of the title failure, which acquisi­

tion will oot be subjeet to Article Vlll.B., and (ailing to do so. ibis agreement nevertheless, shall continue in force as to all remaining oil 

and gas leases and interests: and.

(a) The party whose oil and gis lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be 

entitled to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred, 

but there shall be no additional liability on its part to the other ponies hereto by reason of such title failure;

(b) There dial! be no retroactive adjustment of expenses incurred or revenue! received from the operation of the interest which has 

been loa. but the interests of die ponies shall be revised on an acreage basis, as of the time it is determined finaly dot title Mure has oc­

curred, so dial the interest of the party whose lease or interest is effected by the title failure wilt thereafter be reduced in the Contract 

Area by the amount of the interest lost ;
(c) If the proportionate interest of the other parties hereto in any producing wdl tho-ctoforc chilled on the Contract Area is 

increased by reason of the tide failure, the party whose title has failed shell receive the proceeds attributable to the increase in such in­

terest (less costs and burdens attributable thereto) until it has been reimbursed for unrccovered costs paid by h in connection with such 

well;
(d) Should toy person not a party to this agreement, who is determined to be the owner of any interest in the title which has 

failed, pay in any rannaany pari of the cost of operation, development, or equipment, s*ch amount shall be paid to the party or ponies 

who bore the costs whieh are so refunded;
(c) Any liability to account to a third parly for prior production of oil and gas which arises by reason of title failure shall be 

borne by the party or ponies whose title Railed in the same proportions in which they shared in such prior production; and.

(() No charge stall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest 

claimed by any pony hereto, it being the intention of the parties hereto that och shall defend title to its interest and bear all expenses ia 

connection Ihoewith.

2. l-nss hv Non-Payment or Erroneous Pavmmt of Amount Due If. through mistake or oversight, any rental, shut-in wdl 

payment, minimum royalty or royalty payment, it not paid or is erroneously paid, and as a result a lease or interest therein terminates, 

thee shall be no monetary liability against du party who tidied to make such payment. Unless the party who failed to make the required 

payment secures a new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payment, 

which acquisition will not be subject to Article Vlll.B.. the interests of the parties shall be revised on an acreage basis, effective as of the 

date ofterminatioo of the lease involved, and the party who failed to make proper payment will no longer be credited with tm interest in 

the Contract Area on account of ownership of the lease or interest whieh has temrinatod. In the event the party who faded to make the 
required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attrtiM&Mc to 

the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interot. h 

Shall be reimbursed for unrccovered actual costs theretofore paid by it (but not for its share of the cost of any thy bole previously drilled 

or wells previously abandoned) from so much of the fallowing as is necessary to effect reimbursement;

(a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on an acreage basis, 

up to the amount of unrccovered cosu;
(b) Proceeds. I ms operating expenses, thereafter accrued attributable to the lost interest on an acreage basts, of that portion of 

oil and pt thereafter prodtmed and marketed (occluding production from any wells thereafter drilled) which, in the absence of such lease 

termination, would be attributable to the lost interest on an acreage basis, up to the amount or unrecovered cost*, the proceeds of said 

portion of Ok oil aid gas to be contributed by the other parties in proportion to their respective interest; and,

(e) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is. er becomes, the owntr of the interest 

loa. fa the privilege of participating in the Contract Area or becominga pony »this agreement

3. Other Losses: All losses incurred, other then those set forth in Articles IV.B.t. and IV.B.2. above, shall be joint losses 

and shall be borne by all panics in proportion to their interests. There shall be no readjustment of int««s in tlie remaining portion of 

die Contract Area.
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ARTICLE V. 

OPERATOR

A. Designation and RespMS&IIHIes of Operator:

Martoob Energy Corporation than he the

Operator of the Comma Am. and shall conduct and direct and have hill control of all operations on the Contract Area u permitted and 

required by, and within the limits of this agreement. It shall conduct all such operations in * good and workmanlike manner, but H shad 

have no liability as Operator to the other parties for lasses sustained or liabilities incurred, except such as may result from gross 

negligence or willful misconduct.

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

1. Resignation or Removal of Operator Operator may resign at any time by giving written notice thereof to Non-Opera tors 

If Operator terminates hs legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of servrigas 

Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor- Operator 

may be removed if it (ails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the 

affirnelive vote of two (2) or more Non-Operators owning a majority interest based os ownership os shown on Exhibit “A" remaining 

ado- excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M. on the 

Cm day of the calendar month following the expiration of ninety (90) days after (he giving of notice of resignation by Operator or aoioe 

by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier 

dale. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor­

porate name or structure of Operator or transfer of Operator's interest to any single subsidiary, parent or successor corporation shall not 

be the basis for removal of Operator.

2. Selection of Succespw flpwytor Upon the resignation or removal of Operator, a successor Operator shall be selected by 

the panics. The successor Operator shall be Selected from (he parties owning an mtaest in (be Contract Area at the lime such successor 

Operate* is sdcctcd The successor Operator doll be Selected by the affirmative vote of two (2) or more putics ownirqj a majority merest 

based oa ownership as shown on Exhibit “A"; provided, however, if an Operator which has been removed foils to vote or votes only to 

succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority imarst based 

on ownership as shown on Exhibit “A” remaining after excluding (he voting interest of the Operator that was removed.

C. Employees:

The number of employees used by O pool or in conducting opoatiorts heramder. their selection, and die hours of labor and the 

compensation for services performed shall be determined by Operator, and all such employees dial! be the employees of Operator.

O. Drilling Contracts:

All wells drilled at the Contract Area stall be drilled on a competitive conoact basts at the usual cats prevailing in the area. If it so 

desires. Operator may employ hs own tools and equipment in the drilling of wells, but its charges tlwefer shall not exceed the prevailing 

rates in the irea and the rale of such charges shall be agreed upon by the parties in writing before drilling operations arc commenced, and 

such work shall be pa formed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in­

dependent contractors who are doing work of a similar nature.

ARTICLE VI.

DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the 1st day ofAueua . <jttr) 2009 , Operator dull commence the drilling ofa well for

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

sufficiently test the Bone Spring formation

panho or other practically irapoielrable substance or condition in the hole, which renders further drilling impractical, is e»- 

counte-ed at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth.

Operator shall w** reasonable tests of all formations cncouitved during drilling which give indication of ctniamtng oil and 

gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formatioa or formations, in which 

event Operator shall be requited to test only the formation or formations to which this agreement may apply.

-4-



ARTICLE VI 
continued
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1 If, in Operator’s judgment, ihc well wilt not produce oil or gat in paying quantities, Mad it wishes <o plug and abandon the

2 well as a diy hole, the provisions of Article VI.E I. shall thereafter apply.

3

4

5

6 B. Subsequent Opera!tons:

7

8 I. Proposed Operations Should any pony hereto desire to drill any well on the Contract Ana other than the well provided

9 for in Article VJ.A-. or to rework. deepen or plug bade a dry hole (billed at the joint expense of all parties or a wdl jointly owned by all

10 Ihc parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a weO shall give the

11 other parties written notice of Ihc proposed operation, specifying the work to be performed, (he location, proposed depth, objective forma -

12 lion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice

13 within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation If a drill-

14 ing rig is on locution, notice of a proposal to rework, ping back or drill deeper may be given by telephone and the response period shall be

15 limited to fcriy-dghl (48) hours, exclusive of Saturday. Sunday, and legal holidays. Failure ofa party receiving such notice to reply within

16 the peiod above fixed shill constitute an election by that party not to participate in the cost of the proposed operation. Any notice or

17 response given by telephone shall be promptly confirmed in writing.

18

19

20
21 If all parties elect to participate in such a proposed operation. Operator shall, within ninety (90) days after expiration of the notice

22 period of thirty (30) days (or as promptly as possible after the expiration of the forty-eijtv (48) hour psiod wboi a drilling rig is on loca-

23 lion, as the case may be), actually commence the proposed opoalioo and complete A with due diligence at the risk and expense of all par-

24 Iks hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties, 

2$ for a period of up to thirty (30) addtioxal ctoys if) in the sole opinion of Operator, atdi additional dine is reasonably necessary to obtain

26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-

27 ammalion or curative matter required for title approval or acceptance Notwithstanding the force majestic provisions of Article XI, if the

28 actual operation has not been oemmeoced trilbio the time provided (including any extension thereof as Specifically permillcd herein) and

29 if any psrty hereto still desires to conduct said operation, written mike proposing same must be resubmitted to the other partis in accor-

30 dance with the provisions hereof as if no prim- proposal hod been made.

31

32

33
J4 2. Operations bv Less than All Parties: If any party receiving such notice as provided in Artkle Vt.B.l. or VII.D.l. (Option

35 No. 2) elects not to participate in the proposed operation, then, in order to be entitled Id the benefits of this Article, the party or partis

36 giving the notice and such other parties as shall dect to participate ia the operation shall, within ninety (90) days after the expiration of

37 the notice period of thirty (30) days (or as promptly os possible after the expiration of the forty-eight (48) hour period whea a drilling rig is

38 on location, os the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all

39 work for the account of the Consenting Portics; provided, however, if no drilling rig or other equipment is on location, and if Operator is

40 a Non-Consenting Party, the Consenting Partis shall either (a) request Operator to perforin the work required by such proposed opera-

41 non for the account of the Consenting Parties, or (b) designate one (I) of the Consenting Partis as Operator to perform such work. Con-

42 seating Parlies, when conducting operations on the Contract Arm pursuant to this Article VI.B-2- shall comply with oil terms and con-

43 dftionsofthis agreement

44

45

46
47 If less than all parties improve any proposed operation, the proposing party, immediately after the expiration of the applicable

48 notice period, shall advise ll* Consenting Portia of the total ini crest of the parties approving such operation and its recommendation as

49 to whether the Consenting Partis should proceed with the operation as proposed. Each Consenting Party, within fcrty-eigla (48) hours

50 (cxdvove of Sakmby, Sunday and legal hoBcbys) after receipt of such notice, shall advise [he proposng party of As desire (o (a) limit per*

51 ikipotion to such party's interest as shown on Exhibit "A" or (b) carry its proportionate part of Non-Consenting Parties' interests, and

52 failure to advise the proposing party shall be deemed an dcellon under (a). In the event a drilling rig is on location, the lime permitted for

53 such a response shall not exceed a total of forty-eight (48) hours (inclusive of Sat unlay. Sunday and legal holidays). The proposing party.

54 at its election, may withdraw such proposal ifihere is insufficient participation and shall promptly notify all parries of such decision.

55

56

57
58 The entire awt and risk or conductor such operations shall be borne by the Consenting Parties in (he proportions they have

59 elected to bear under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such 

W operations free and clear of tU liens and encumbroaccs of evay kind created by or arising from the operations of the Consenting Parties.

61 If such an operatkm results in a dry hole, the Consenting Panics shall plug and abandon the well and restore the surface location at ihcir

62 sole cos, risk and expense. If any well tktlted, reworked, deepened or plugged back under the provisions of this Article results in a pro-

63 ducer Of oft and/or gas m paying quantities, the Consenting Parlies shall complete and equip the wdl to produce at their sole cost and risk.

64

65

66

67

68

69

70
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ARTICLE VI 

continued
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and the well stall then be turned over to Operator and shall be operated by it at the expense end for tbc account of the Consenting Par­

ties. Upon commencement of operations far the drilling, reworlut-g. deepening or plugging beck of My such veil by Consenting Parties 

in accorthnee with the pro via cos of this Article, each Noo-Coosertmg Party shall be deemed to have relinquished to Consenting Parties, 

and the Consenting Parties dull own and be entitled to receive, hi proportion to their respective interests, all of such Non-Consent mg 

Party's interest in the wdl and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or 

market value thraeof if such share is not sold, (afta deducting production taxes, excise taxes, royalty, overriding royalty and other in- 

ictcsIs not excepted by Article III.D. payabto out of or measured by lira production from such well accruing with respect to such interest 

until it reverts) shall equal the total of (he following:

(a) 200% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond the wellhead 

connections (including, but not limited to, stock tanks, separators, treater, pumping equipment and piping), plus 200% of each such 

Non-Consenting Party's share of the cost of operation of the wdl coaunenci tg with lirst production and continuing until each such Non- 

Consenting Party's relinquished interest stall revert to it under otlia pr 'visions of 6ms Article, it being speed tint each Non- 

Consenting Party's shore of such costs and equipment will be that interest woich would have been dnrgcabie to such Non-Consenting 

Party had it participated in Ihc well &om the beginning of the operations; and

fbl SOO % of that portion of the costs and exposes of drilling, reworking, deepening, plugging bad:, testing and completing, 

after deducting any cadi contributions reedved under Article VII1.C.. and 500 % of that portion of the cost of newly acquired equip-

man in the well (to and including the wellhead connections), which would liave been cltargcable to such Non-Conscnling Party if it had 

participated therein

See first paragraph of Page 6a

An ejection not to participate m the dil&ng or the deepening of a wdl shall be denned an election not la participate in any re­

working or plugging back operation proposed in such a wdl, or pardon thereof, lo which d e initial Non-Consent dcction applied that is 

conducted at any time prior to lull recovery by the Consaiting Parties of the Non-Consenting Party’s recoupment account. Any such 

reworking or plugging back operation conducted during the recoupment period stall be deem'd part of the cost of operation of said well 

and there shall be added to the sums to be recouped by (be Consenting Parties one hundred pc cent (100%) of that portion of the costs of 

the reworking or plugging back operation which would have been chargeable to such Non-Con.enting Party had it participated therein If 

such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VLB. shall be ap­

plicable as between said Consaiting Parties in said weiL

6«e second paragraph of Page 6a

During the period of lime Consenting Parties are entitled to receive Non-Consenting Paty's share of production, or the 

proceeds therefrom. Consenting Pvtics shall be responsible for the payment of all production, sevennee, excise, gathering and other 

taxes, and aR royalty, override royalty and other burdens applicable to Non-Consenting Party's share of production not excepted by Ar­

ticle III.D.

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties dwll be pamiaed to use. free 

of eoa, all casing, tubing and oilier equipment in the well, but the ownership of all such equipment shall retain unchanged; and upon 

abandonment of a wdl after such reworking, plugging back or deeper drilling, the Consenting Parties shall aicount for all such equip­

ment to rite owners thacof. with each party receiving its proportionate part in kind or in value, less ewd of salvage.

Within sixty (60) days after the completion of any operation under this Article, the party conducting tl.c operations for the 

Consenting Parties shall ftimtsh cadi Non-Consenting Party with an inventory of the equipment in and connected to the wdl. and an 

itemized aatemem of the cost of (frilling, deepening, plugging back, testing, completing, and equipping *e wdl for pnduetion: or. at its 

option, the operating party, in lieu or on itemized statement of such costs of operation, nay submit a detailed statement of monthly bill­

ings. Each month thereafter, during die time the Consenting Patties are being reimbursed as provided above, the party eonchieiing the 

operations for the Consaiting Panics doll furnish the Now-CofttttUmg Parties with an itemized statement of all costs a<fc labilities in­

curred in the operation of the wdl, togetlrar with a statement of the quantity of oil aad gts produced from il and (he amount of proceeds 

m.VrrM from the sale of the wdfs working interest prediction during the preceding month In determining the quantity of 'til end gas 

produced during spy month. Consenting Parties shall use industry accepted methods such as. but not limited to. metering or periodic 

wdl tests. Any amount natized from the sale or other disposition of equipment newly acquired in connection with any such operation 

which would have beat armed by a Non£onscming Party bud it participated llierein shall be credited against Ibe total imretumcd costs 

of the woik done and of the equipment purchased in dda mining when Ibe imeest of such Non-Consenting Party shall revert to it as 

above provided; and Iflbacisa credit balance, it shall be poidlo such Non-Consenimg Party.

Sm third paragraph of Pag* 6a
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ARTICLE VI 
continued

, Notwithstanding any language under Article VLB. to the contrary, in any weO in which a completion attempt
may be made at more than one depth, each party who participated in the initial operation* hereto shaU have the right to

2 make a separate election as to each interval in which a completion is proposed. Should a party hereto elect not to

3 participate in a completion attempt aa to any one interval, than (hose parties who elect to participate in the completion
4 attempt as to that interval, shall, In the proportions they have elected to beer, share ail costs, risks and expenses of 

such completion attempt. Any recoupment of said expenses shad be made solely from the production attributable to
5 that interval.
6

7
. Gas production attributable to any No n*C on sen ting Party's relinquished Interest upon such Party election

shall be cold to its purchaser, if available, under the terms of Ra existing gas sale contract Such Non-Consenting Party 
9 shall direct Its purchaser to remit the proceeds receivable from such sale direct to the Consenting Parties until the 

(0 amounts provided tor in this Article ere recovered from the Non-Consenting Parties relinquished interest if such Non- 
I, Consenting Party h#* not contracted for sale of its gas at the time such gas is available for delivery, or has not made 

the election ae provided above, the Consenting Parties sbaB own end be entitled to receive and sail such Non-
12 Consenting Party's share of gee ae hereinabove provided during the recoupment pertod.

13

Notwithstanding any provisions to the contrary In this or any other agreement a Non-Consenting Party, upon 
15 notice In the writing to Operator, and/or any party carrying all or part of the non-consenting interest shall have the right 

to at all times and from time to time within two {2) years of the date It received notice that payout has occurred, to audit 
17 Operator's and/or carrying party's accounts end records relating to or connected with Us operations on the Contract 
,, Area or on land pooled therewith, regardless of when such operations were conducted.
19
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ARTICLE VI 
continued

If end when the Consenting Parlies recover from a Non-Consenting Party's relinquished interest the amounts provided for above, 

the relinquished interests of sueh Non-Consenting Pony shall automatically revert to iu and. 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 

Ihoefrotn as such Non-Consenting Patty would liave been entitled to had it participated in the (frilling, reworking, deepening or plugging 

bock of aid wdl. Theraftw, such Non-Consenting Party shall be charged with and shall pay iu proportionate pan of the further costs of 

the operation of said wdl in accordance with the terms of this agreement and the Accounting Procedure attached hereto.

Notwithstanding (he provisions of this Artiele VI.B.2., it is agreed that without the mutual consent of all parties, no wells shall 

be completed in or produced from a soiree of supply from which a well located elsewhere on (be Contract Area is producing, tnless such 

welt conforms to (he then-existing well spacing pattern for sueh source of supply.

The provisions of this Artiele shall have no application whatsoever to (ho drilling of the initial well described in Article VI.A. 

except (a) as to Article VI).D. I. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well 

after if haa been drilled to the depth apccified in Artiele VI.A. if it shall thereafter prove to be a dry bole or. if inilially completed lor pro­

duction. ceases to produce in paying quantities.

3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been 

completed, and the results thereof furnished to the parties, stand-by costs incutied pending response to a party’s notice proposing a 

reworking, deepening, plugging back or completing operation in such a well stall be charged and borne as part of the drilling or deepen­

ing operation just completed. Sand-by costs subsequent to ail parties responding, oc expiration of the response time permitted, whichever 

first occurs, and prior to agreement as to the participating interests of ail Consenting Panics pursuant to the terms of the second para- 

natieal paragraph of Article VI,B2, shall be charged to and borne as port of the proposed operation, but if the proposal is subsequently 

widufrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Panics in the proportion 

each Consenting Party's interest as shown on Exhibit "A" bears to the total interest as shown on Exhibit “A” of all Consenting Par­

ties.

4. Sidetracking Except as hereinafter provided, those provisions of this agreement applicable to a ‘‘deepening*' operation shall 

also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so os to change the bottom hole 

location (herein call "sidetracking'*), unless done to straighten the hole or to drill around junk in the hole or because of other 

mechanics! difficulties. Any party having the right to participate in a proposed sidetracking operation lltst doci not own an interest in the 

affected well bore at (he time of the notice shall, upon ejecting to participate, tender to the well bore owners its proportionate share (equal 

to its interest in the sidetrack rug opcation) of the value of that portion of the existing well bore to be utilized as follows:

(a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incuiral in 

the initial drilling of the well down to the depth at which (he sidetracking operation is initiated

(b) If the proposal is for sidetracking a well which has previously produced, reimbursement shad) be on the basis of the well's 

salvablc materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with die 

(rovisions of Exhibit “C”, less the estimated cost of salvaging and the estimated cost of plugging and abandoning

In (he event that notice for a sidetracking operation is given while the (frilling rig to be utilized is on location, (he response period 

shall be limited to forty-eight (48) hows, exclusive of Saturday, Surety and legal holidays; provided, however, any party may request and 

receive Up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying far all stand-by time 

incurred daring such attended raponse period If more than one party dccts to take such ad&tional time to respond to the notice, stand 

by costs shall be allocated between the parties taking additional lime to respond on a cfriy-to-day basis in the proportion each electing par­

ly's interest as shown on Exhibit “A" bears to the total interest as shown on Exhibit "A" of all the electing parties. In all other m- 

sanees the response paiod to a proposal for sidetracking shall be limited to foirty (30) days.

C TAKING PRODUCTION IN KIND:

Each inrty shall /*tt£e ui\[iS*or*scparatcty dispose of its proportionate date of all oil and gas produced from (he Contract Area, 

exclusive of production which may be used in development and producing operations aad in preparing and treating oil and gas for 

marketing purposes and production unavoidably lost Any ertra expenditure incurred in the taking in kind or separate dispose ion by any 

party of its proportionate stare of (ho production shall be borne by such potty. Any party taking its share of production in kind shall be

-7-
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ARTICLE VI 
continued

1 required lo pay for only its proportionate share of such pan of Operator's surface facilities which it uses.

2
3 Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from

4 the Contract Area, and. except as provided in Article Vll.B.. shall be entitled to receive payment directly from the purchaser thereof for 

3 its share of a)l production.

6

7 In the event any party shall foil to make the arrangements necessary to take in kind or separately dispose of its proportionate share of

8 the oil produced from the Contract Area, Opetucr shall have the right, subject to the revocation M will by the party owning it. but not

9 the obligation, to purchase such oil or sell il to others at any time and from time to lime, for the account of die non-taking pony at the 

(0 best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to the right of the

11 owner of foe production to exercise at any time its right to take in kind, or separately dispose of, its share of all oil not previously

12 delivered to a purcloscr. Any purchase or sale by Operator of any other party's share of oil shall be only for such reasonaUe periods of

13 time os are consistent with the minimum needs of (he industry under (he particular circumstances, but in no event for a paiod in excess

14 ofone(])year.

>3

16 in the event one or more parties’ separate disposition of its share of (he gas causa split-stream deliveries to separate pipelines andfor

17 deliveries which on a day-to-day basis for any reason are not exactly equal to a party's respeetiw: proportionate share of total gas sales to

18 be allocated to it. the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing

19 sgreemenl between the panics hereto, whether such an agreement is attached as Exhibit “E". or is a separate agreement.

20 ”8m Below

21 D. Access to Contract Area and Information:

22
23 Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations,

24 and shall have access at reasonable times to in formation pertaining to the development or operation (hereof, including Operator’s books 

23 and records re bring thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports filed with

26 governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on Imnd at the first of

27 each month, and shall make available simples of any cores or cuttings takoi from any well drilled on die Contract Arcs The cost of

28 gathering and furnishing information to Non-Operator, other than that specified above, stall be charged to the Non-Operator (hat re-

29 quests tbc Information.

30

31 E. Abandonment of Well*:

32

33 t. AhawJpgnerH pf ppr Holes: Except for any well drilled or deepened pursuant to Article Vt.B.2,. any wdl which has been

34 drilled or deepened under the toms of this agreement and is proposed to be completed as a dry hole shall bc( be plugged ind abandoned 

33 without the consent of all parties. Should Opoator, after diligent effort, be unable to contact any party, or should any party fail to reply

36 within forty-eight (48) hours (exclusive of Satunfoy, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon

37 such wdl, such party shall be deemed to have consented to the proposed abandonment All such wells shall be plugged and abandoned in

38 accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening

39 such well. Any parly who objects to plugging and abandoning such well stall have the right to take over the well and conduct further

40 op actions in search ofoitsnd'or gas sutgccl lo the provisions of Ankle VI.B.

41
42 2. Abandonment of Wdlx that have Produced: Except for any well in which a Non-Consent opoarion has been coaduetcd

43 hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a

44 producer shall not be plugged and abandoned without the consent of all parties, if all parties consent to such abandonment, the wdl shall 

43 be plugged and abandoned in accordance with applicable regulations and at the cost, ride and expense of all the panics hereto. If. within

46 thirty (30) days after receipt of notice of the proposed abandonment of arty wdl. all parties do not agree to the abandonment of such wdl,

47 those wishing to contaioe its operation from the interval!*) of the formations) (lien open to production shall tender to each of tho Who-

48 potties its propcstiome share of (he value at (he weft's solvable material and equipment, detennined m accordance with the provisions of

49 Exhibit "C, lea the estimated cost of salvaging and the esimated cost of plugging and abandoning. Each abandoning party shall assign

30 the non-abandoning parties, without warranty, express or implied, as to litle or as lo quantity, or ftmess for use of the equipment and

31 material, all of its interest in the well and retaied equipment, together with hs interest io the leasehold estate as to. but only as to. the in-

32 tcrval or intervals of the formation or formations (hen open to production. If the interest of the abandoning party is or includes an oil aod

33 gas interest, such party shall execute and dcftva- to (he non-abandoning pony or panles an oil and gas lease, limited to the interval or in-

34 lervnis of the formation or foniBtions (ben open to production, for a term of one (1) year and so long thereafts as oil andfor gas is pro- 

53 duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit 

36

57 ^Notwithstanding any provision to tho contrary to this or any other agreement each party shall have the right at all

58 times and from time to time, upon written notice, to audit all of taking party andfor operator's records and accounts 

39 related to or In connection with production or allocation of production from the contract area. Auditing of settlement
60 records shaft also be applicable IT taking party and/or operator distributes proceeds to the auditing party.
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ARTICLE VI 
continued
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"D". The assignments or leases so limited stall encompass the “drilling unit" upon which the wdl is located. The payments by, and the 

assignments or leases to, the assignees stall be in a ratio tased upon the relationship of their respective percentage of participation in the 

Contract Area to the aggregate of the percentages of portidpalion in the Contract Area of all assignees. There shall be no readjustment of 

interests in the remaining portion of the Contract Area.

Thereafter, abandoning panics shaft have do farther responsibility, liability, or interest in the operation of or production from 

(he well io the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re­

quest. Opoator stall continue to operate the assigned wdl for the account of the non-abandoning parties at the tales and charges con­

tent pined by (his agreement, phis any additional cost and charges which may arise as the result of the separate ownership of the assigned 

well. Upon proposed abandonment of the producing interval^) assigned at leased, the assignor or lessor stall then have the option to 

repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein sub)eel to the pro­

visions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Article VI.E.J. or VI.IL2 above shall be applicable as between 

Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles: provided, however, no well shall be 

permanently plugged and abandoned unless and until aft parties having the right to conduct further operations therein have been notified 

of the proposed abandon meat and afTordcd the opportunity to dect to take over the welt in accordance with the provisions of (his Article 

VIE.

ARTICLE VII.

EXPENDITURES AND LIABILITY OF PARTIES

A Liability of Parties:

The liability of the parties stall be several, not joint or collective. Each perry shall be responsible only for its obligations, and 

shall be liable only for hs proportionate stare of (he costs of developing and operating the Contract Area. Accordingly, the liens granted 

among (he parties in Article VII.D. are given to secure only the debts of each severally. It is not the intention of the panics to create, no- 

stall litis agreement be construed as creating, a mining or other partnership or association, or to rends the parties liable as partners.

B. Liens and Payment Defaults:

Earit Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share 

of oil andfor gas when extracted and its intcreS in all equipment, to secure payment of its stare of expense, together with interest thereon 

at the me provided in Exliibit “C". To the extent that Operator has a security interest uodcr the Uniform Commercial Code of the 

state. Operator dial] be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and (he ob­

taining of judgment by Operator for the secured indebtedness stall not bo deemed an election of remedies or otherwise affect the lien 

rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operalor tn the payment of its stare 

of expense. Operator stall have the right, without prgucSce to other rights or remedies, to collect from the purchaser the proceeds from 

the sale of such Non-Opeator's share of oil arxYor ps until the imouot owed by such Non-Operator, plus interest, has been paid. Eadi 

pure laser dull be entitled to rdy upon Operator’s written statement concerning the amount of any default Operate grants a like lien 

and secioily interest to (he Non-Operators to secure payment of Operator’s proportionate share of expense.

If any parly foils or is unable to pay its stare of expense within sixty (60) days after rendition of a statement thoefer by 

Operator, (be non-defaulting parties, including Operator, stall, upon request by Operator, pay (he unpaid amount in the proportion that 

the interest of each such party bears to the interest of all such parties. Each party so paying its stare of the unpaid amount stall, to obtain 

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

C Payments and Accounting:

Except as herein otherwise specifically provided. Operator duB promptly pay trad dseherge expenses incurred in the development 

and operation of the Contract Area puratant to this agreement and shaft charge each of the parties hereto with Ihcir respective propor­

tionate shares upon the expense basts provided in Exhibit “C\ Operator shall keep an accurate record of the joint account hereunder, 

showing expenses incurred and charges and credits made and received.

Operator, ot its election, stall have the right from lime to time to demand and receive from the other parlies payment in advance 

of their respective shares of the estimated amount of the expense lo be incurred m operations hereunder during the next succeeding 

month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together 

with an invoice for its share thereof Each such statement and invoice for the (oymtnl in advance of estimated expense stall be submitted 

on or before the 20th day of the next preceding month. Each party stall pay to Operator Us proportionate dare of such estimate wittae 

fifteen (15) (fays after such estimate and invoice is received. Jfany party fails to pay its dare of said estinatc withea said lime, the amoual 

due stall heir interest as provided in Exhibit “C" until paid. Proper adjustment stall be made monthly between advances and actual ex­

pose to the end that «ch party doll bear and pay its proportionate stare of actual expenses incurred, and no more.

D. Limitation of Expenditures:

I. Drill nr Deepen: Without die consent of all parties, no wdl stall b« drilled or deepened, except any wdl drilled or deepated 

pursuant to the provisions of Article VI.D.2. of this agreement. Consent to tlic drilling or deepening stall include:

•9*
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continued

OPERATING AGREEM

1 □ Alt necessary expenditures for (he drilling or doepcniag. teaing, completing end equipping of the well, including

2 necessary tankage and/or surfoce fecilities.

3

* El Paipfi No, £ All necessary expenditures for the drilling or deepening tad testing of the well. When such well has reached its

5 authorized dejXh, and all tests have been complied, and the tesuhs thereof furnished to the parties. Operator shall give immediate notice

6 to the Non-Operators who have (he right to portiapate is the completion costs. The parties receiving such notice stall have forty-eight

7 (48) hoots (exclusive of Saturday, Sunday and legal holidays) w which to dea to participate in (he selling of casing and the completion at-

8 tcnqrt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such wdl. in-

9 chiding necessary tankage and/or cur face facilities. Failure of any party receiving such notice to reply within the period above fixed shall

10 constitute an ejection by that party not to participate in the cost of the completion attempt If one or more, but less than all of the parties.

11 elect to set tripe and to anentpt a completion, the provisions of Article V1.B.2. hereof (the phrase "reworking, deepening or plugging

12 back” as contained in Aniclc VI.B.2. shall be deemed to include "completing'’) shall apply to the operations thereafter by less

13 than all parties.

14

15 2. Rework or Flue Back: Without the cretso* of all parties, no wdl shall be reworked or plugged back except a well reworked or

16 plugged back pursuant to the provisions of Aniclc VI jt2. of this agreement. Consent to the reworking cr plugging back of a wdl stall 

i 7 include all necessary expenditures in conducting such opaatioos and compleliag and equipping of said well, including necessary tankage

18 ontVar surface facilities.

19

20 3. Other Operations: Without the consent of all parties. Operator stall not undertake any single project reasonably estiaaled

21 to rcauirc an expenditure in excess of twenty-five thousand Dollars (S 25.000.00 1

22 except in connection with a wdl, (he drifting, reworking, deepening, completing, recompiling, or plugging btek of which has been

23 previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flootl or Other sudden

24 emergency, whetbo- of (lie mine or different nature, Opoalor may lake such steps and incur such expenses as in its opinion are required

25 to dal with the emergency to safeguard life end property but Operator, a promptly as possible, dtall report the emergency to the other

26 parties. If Operator prepares an authority for expenditure (AFH) for its own use, Operator shall furnish any Non-Operator so requesting

27 on information copy thereof for any single project costing in excess of fiftaan thousand

28 Dollars II 15,000.00 ) but less than the amount fra $d forth above in this paragraph.

29

30 E- Rentals, Shut-In Wdl Payments and Minimum Royalties:

31

32 Rentals, shut-in wdl payments and minimum royalties which nay be required undre the tenns of any lease stall be paid by the

33 party or parties who subjected Such lose to tins agreemait at its or Ihdr expense, tn the event two or more parties own and have con-

34 tribuied interests in the same lose to tins agreement, such parries may designate one of such parties to make said payments for and on 

3$ behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of aft such payments. In tire event of

36 failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-

37 mem is required to coolimxs the tense in force, any los which results from such non-payment shaft be borne in accordance with the pro-

38 visions of Article IV.B.2.

39

40 Operator stall notify Non-Operator of (be anticipated completion of a diut-tn gas weft, or the shutting in or return to production

41 of a producing gas wdl, at least five (5) days (excluding Saturday, Sunday and legal holidays), oral the earliest opportunity permitted by

42 circumstances, prior to taking such action, but assumes no liability for failure to do so. In die event of failure by Operator to so notify

43 Non-Operator, the loss of an)’ lease contributed hereto by Noo-Operator for bilure to make limdy payments of any shut-in wdl paymoit

44 stall be borne jointly by the parlies hereto trader (he provisions of Article IV.B J.

45

46 F. Taxes:

47

48 Beginning with the first calendar year after the effective dale hereof. Operator stall render for ad valorem taxation all property

49 subject (0 this agreement which by law should be rendered for such taxes, and H stall pay aft such taxes assessed thereon before they

50 become ddinqumL Prior to the raidition dare, each Noo-Operasor doll furnish Opraator information as to burdens (to include, but not

51 be limited to. royalties, ovemdin,! royalties and production payments) on leases and oil and gas interests contributed by such Non-

52 Operator. IF the assessed valuation nf any leasehold estate is reduced by reason of its being subject to outaandmg excess royalties, over- 

33 riding royalties or production payments. the reduction m ad valorem urns resulting therefrom stall inure to the benefit of (he owner or

54 owners of such leasehold estate, am Operator stall adjust (he darge to such owner or owners so as to reflect dte benefit of such reduc-

55 tkm. If the ad valorem taxes are based is whole or tn pert upon separate vahmtioas of each party’s working iru crest, (hen notwithstanding

56 anything to the contrary herein, charges to the joint account stall be trade and paid by the panics hereto In accordance with the tax

57 value generated by each party's working intrecsL Operator shall bill the other parties for their proportionate shares of all tax payments in

58 the manner provided in Exhibit “C.

59
60 If Operator considers any tax a: segment improper. Operator may, at its discretion, protest within the time and manner

61 ptsribcd by law. and prosecute (be protst to a final determination, unless ail parlies agree to abandon the protest prior to final deter-

62 miuatioo. During (he pendency of administrative re judicial proceedings. Opoattr may elect to pay, under protest, all such taxes and any

63 interest and peaky. When any such protested assessment stall tave been finally determined. Operator stall pay the tax for die joint ac-

64 count, tsgetba' wilb any inter ea and penalty tcaued. and the total cost shall then be assessed against (he panics, and be paid by thoo. as

65 provided in Exhibit ~C".

66
67 Each party stall pay re cause to be paid nO production, severance, excise, gathering and other taxes imposed upon re with respect

68 to the production or handling of such party's short of oft and/re ps produced under the terms of this a^eetneta.

69

70
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ARTICLE VII 
continued

2
3

A

5

6

7

8

9

10
11

12
13

14 

1$ 

16

17

18

19

20 
21 

22
23

24 

2$ 

26

27

28

29

30

31

32

33

34

33

36

37

38

39

40

41

42

43

44 

43

46

47

48

49

30

31

32 

S3

34 

S3

56

57 

38

59

60 

61 

62

63

64 

63 

66

67

68
69

70

G. Ixsuraacc:

At all limes while operations ate conducted hacuader. Opsatcr shall comply with the workmen's compaisalion law of 

ihe state where (he operations ere being conducted: provided, however, that Operator may be a self-insurer for hatxlky under said com­

pensation laws in which event (he only charge that shad be made to the joint account shall be as provided in Exhibit “C". Operator shall 

also carry or provide insurance for Ihe benefit of Ihe joint account of Ihe parties as outlined in Exhibh "D”, attached to and made a pan 

hereof. Operator shad require all contractors engaged in work on or for the Contract Area to comply with Ihe workmen's compensation 

law of the stale where the operations are being conducted and to maintain such other insurance as Operator may require

In the event automobile public liability insurance is specified in said Exhibit “D", or subsequently receives the approval of the 

parties, no direct etarge stall be made by Operator for premiums paid for such insurance for Opoxlor's automotive equipment.

ARTICLE VIII.

ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in (he Contract Area, shall not be surrendered in whole 

or in pan unless all parties consent thereto.

However, should ony party desire to surrender its interest in any lease or in any portion thereof, and Ihe other parties do not 

tgrce or consent therrta, the pony desiring to surrender shall assign, without express or implied warranty of title, all of its inleresr in 

such lease, or portion thereof and any well, materia] end equipment which may be located (hereon and any rights in production 

thereafter secured, to the panics not consenting to such sutrender. If the interest of (lie assigning party if or includes an oil and gas in­

terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrendn an oil and gas lease covering 

such oil and gas interest fora term of one (I) year and so long (tareafla as oil and/or gas is produced from the land covered thereby, such 

lease to be on the form Btbched hereto es Exhibit “B". Upon such assignment or lease, the assigning party shall be rdieved from all 

obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and (be operation of any well 

attributable there to, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro­

duction other than the royalties retained in any last made under Ihe terms of this Article. The party assignee or lessee dial! pay to die 

pony assignor or lessor the reasonable salvage value of the latter's interest in any weds end equiproert attributable to (he assigned or leas­

ed oarage. The value of all material shall be determined in accordance with the provisions of Exhibit “C*\ less the estimated cost of 

salvaging and (be estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest 

shall be shared by such parties in the proportions that the interest of each bean to the total interest ofall such parties.

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 

parly's interea as k was immediately before the assignment, lease or surrender in the balance of the Contract Area: and (he acreage 

assigned, leased or surrendered, and subsoptent opera lions thcrcoo, dull not thereafter be subject to the terms and fro visions of this 

agreement.

B. Renewal or Extension of Leases:

If any party secures a renewal of any oil and gas lease subject to this agreement, all olhu parties shall be notified promptly, and 

si tall lave the right for a period of thirty (30) days following reedpt of such notice in which to elect to portidpatc in the ownership of the 

renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro­

portionate share* of the acquisition cost allocated to that part of such lease within Ihe Contract Area, which shall be in proportion to the 

invests held at ftat lime by the parties in the Contract Area.

If some, but less tlan all. of the parties elect to participate » the pure!rase of a renewal lease, k shall be owned by (be parties 

who tied to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area 

to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease. 

Any renewal lease in which less than all ponies elect to participate shall not be subject to this agreement.

without warrftqty
Each parly who participates hi the purchase of a renewal lease shall be given an assignment / of its proportionate interest ran 

by the acquiring party.

The provisions of this Article shall apply to renewal leases whether (hey are for the entire interest covered by the expiring lease 

or cover only a portion of its area or an interest (herein. Any renewal lease taken before the expiration of its predecessor lease, or taken or 

contracted for within six (6) months alte the expiration of the existing lease shall be subject to this provision; but any lease taken or con­

tracted for more than six (6) months alia the expiration of an existing lease shall not be deemed a renewal lease and shall not be stkged to 

the provisions of this 8peemen(

The provisions in this Ankle shall also be applicable 10 extensions of oil and ps leases.

G Acreage vr Cash Contributions:

Wlale this apcemenl is in force, if any party contracts for a contribution of cash towads Ihe (hilling of a weft or any other 

operation oo the Contract Arm, such contribution shall be paid to the party who conducted the frilling or other operation and shall be 

appUal by k against the coa of such frilling or other operation. If the contribution be in the fcnn of acreage, the paity to whom the con­

tribution is itade stall promptly tender an assjgwnerd of the acreage, without warranty of title, to the Drilling Parties in the proportions
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ARTICLE vni 
continued

1 aid Drilling Panics shared the cos or (hilling Ute well. Such acreage shall become a separate Contract Area and. to the extern possible, be

2 governed by provisions identical to this agreement. Each pany shall promptly notify all other parties of arty acreage or cadi coixributions

3 it may chain is support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op-

4 ticaal rights to cam acreage outside theContiact Are which are in support of a well chined inside the Contract Aral.

3

6 If any party contracts for any consideration (dating to disposition of such potty’s share of substances produced hereunder, such

7 consideration shall not be deemed a contribution as contemplated in (his Article VIJI.C.

I
9 D. MaintenanceofUniform Interests:

10

Tor the (xirpote oJ maintaining uniformity of ownoship in the oil and gas leasehold interests covered by this agreement, no

12 pony shall sell, encumber, transfer or make other disposition of its nterest in the leases embraced within the Contract Area and in wells,

13 equipment end production unless such disposition covers either:

14

13 I. the entire interest of the party in all leases and cquipmert and production; or 

16

17 2. an equal undivided interest inalllcascsand equipment and production in theContract Area.

18

19 Every such sale, encumbrance, transfer or other disposition made by any parly dull be made expressly subject to this agreement

20 and dull be made without prejudice to the right ofthc other parties.

21

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44 

43

46

47

48

49

If, a; any time the uttercS cf any party is divided among and owned by four or more co-owners. Operator, at its discretion, nay 

require such co-owners to appoint a single trustee or agent with futl authority to receive notices, approve expenditures, receive billings for 

and approve and pay such pony's share of the joint exposes, and to deal gen (rally with, and with power to bind, the eo-owrws of such 

party’s interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter 

into and execute all contracts or agreements for the disposition of their rcqxsctive shares of the oil and gas produced from the Comma 

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

E. Waiver of Rights to Partition:

If permitted by foe tows of the state or states in which the property covered hereby is located, each pony hereto owning an 

undivided interest in the Contract Area waives any end all rights it may have to partition and have set aside to it in severalty its undivided 

interest therein.

R.—Preferential Right t# Purdwwi

ShauM any petty desire to- sell Ml or any part ef to under this ap<

i aibgidtocy cfs pamu-aompsnyi or to any rempswy in rriiiehny anepurty-i i majority of for stork.

ARTICLE IX.

INTERNAL REVENUE CODE ELECTION

50 This agreement is not intended to create, and dial! not be consulted to create, a relationship of partnership or an association

51 for profit between or among the parlies hereto. Notwithstanding any provision Haein that (be rights and liabilities hereunder are sevaal

52 and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if for federal income lax

53 purposes, this agreement and the operations hereunder are regarded as a partnership, each parly hereby affected elects to be excluded

54 from the application of all of the previsions of Subchaperr “fC", Chapter I. Subtitle “A”, of (lie Internal Revenue Code of 1954, as per- 

$5 nutted and authorized by Section 761 of the Code and (he regulations promulgated thereunder. Operator is authorized and dirosted to ex-

56 ecotc on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of foe Treasury of the

57 United States or (he Federal Internal Revenue Service, including specifically, but not by way of limitatioa, all of (be returns, statements, 

38 and the data required by Federal Regulations 1.761. Should there be any requirement tint each party hereby affected give farther

59 evidence of (his d anion, each such party shall oxccute such documents and furnish such other evidence as tray be required by the

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

61 action inconsistent with the election made hadiy. If any present or future income lax laws of the state or states in whieh the Contract

62 Area is located or any future income tax taws of the United States contain provisions similar to those in Subchaptcr “K". Chapter I.

63 Subtitle "A”, ofthc Intonal Revenue Code of 1954. undo- which an election similar to that provided by Section 761 of the Code is per-

64 milled, each party hereby ofTecled shall mdte such election as may be permitted or required by such tows. In making the foregoing dec-

65 lion, each such party states that the income derived by such perty from operations bereunda- can be adequately determined without the

66 computation of partneship taxable income.

67

68

69

70
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1 ARTICLE X.

2 CLAIMS AND LAWSUITS

3

4 Operator may settle any tingle uninsured third party damage claim or suit arising from operations hereunder if the expenditure

5 docs not exceed flfteon thousand Dollars

6 ft 1S.000.00 ) and if the payment is m complete settlement of such claim or suit. Ifthe amount required for senlemcni ex-

7 ceeds the above amount, the patties hereto shall assume and take over the further handling of the claim or suit, unless such authority is

8 delegated to Operator. Ail costs and expenses of handling, settling, or otherwise discharging such eiaim or suit stall be at (he joint ex-

9 pensc of the partis participating in the operation from which the eiaim or suit arises. If a chim is made against any party or ifany party is

10 sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given

11 Operator by tltis agreement, such party shall immediately notify all other partis, and the claim or suit dal) be treated as any other claim

12 or suit involving operations hereunder.

13

14 ARTICLE XI.

15 FORCEMAJEURE 

Id

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

18 the obligation to make money payments, that party shall give to all other partis prompt written notice of (he forte inajeure with 

t9 reasonably full particulars concerning it; chmupon, the obligations of the party giving the notice, so tar ns they arc affected by the force

20 majeure, stall be suspendmg during, but no longer than, the continuance of the force majeure. The affected party stall use ell reasonable

21 diligence to remove the force majeure situation as quickly as practicable.

22
23 The requirement that any force majeure shall be remedied with ail reasonable dispatch stall not require (he settlement of strikes.

24 lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled stall be entirely

25 within the discretion of the party concerned.

26

2? The tain “force majeure". as here employed, stall mean an act of Cod, strike, lockout, or other industrial disturtaace. act of

28 the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint

29 or inoction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is

30 oat reasonably within the control of the pony claiming suspension.

31

32 ARTICLE XII.

33 NOTICES

34

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

36 specifically provided, stall be given in writing by nail or telegram, postage or charges prepaid, or by telex or Ldeeopier and addressed to

37 the parties to whom the notice is given at the adekesso listed on Exhibit “A". The originating notice given undo- any provision hereof

38 shall be deemed given only whai received by the party to whom such notice is directed, and the time far such party to give any notice in

39 response thereto shall run from the date the originating notice is received The second or any responsive notice shall be deemed given

40 when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sat by telex or telecopier. Each party

41 shall have the right to change its address at any lime, and from time to time, by giving written notice thereof to aO other parlies.

42

43 ARTICLE XIII.

44 TERM OF AGREEMENT

45

46 This agreement shall remain m full force and effect as 10 the oil and gas lenses andfor oil and gas interests subject hereto for the

47 period of time selected below: provided, however, no party hoeto shall ever be construed as having any right, title or interest in or to any

48 lease or oil and gas interest contributed by any other party beyond the term ofthis agreement.

49
50 □ Oaion No. I: So tong as any of the oil and go* lenses subject to this agreement remain or are continued in force as to any pan 

$1 of the Contract Area, whet hex by production, extension, renewal, or otherwise.

52
53 B Onion No. 2: In the event the well described in Article VI.A, or any subsequent wdi drilled under any provision of this

54 agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or 

5$ wells produce, or are capable of production, and for en additional period of 180 days from cessation of all production; provided.

56 however, if. prior to the expiration of such additional psiod. one or more of the parties hereto we engaged in drilling, reworking dctpco-

57 ing, plugging back, testing or attempting to complete a wdi or welb hereunder, this agreement stall continue in force until such opera-

58 tions have been completed and if production results thoefrom, this agreement stall continue in force as provided herein. In the event the

59 well described m Article Vl.A., or any subsequent well (killed hereunder, results in a dry hole, and no other well is producing, or capable

60 of producing oil aacVor gas from the Contract Area, this agreement stall terminate unless drilling, deepening, plugging bock or rework-

61 ing operations are commenced within 18P days from the date of abandonment of said wdl.

62
63 [t is agreed, however, that the termination of this agreement shall not relieve any party hereto from my liability which has

64 acerued or attached prior to the date of such termination.

65

66

67

68 

6’

70
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1 ARTICLE XIV.

2 COMPLIANCE WITH LAWS AND REGULATIONS

3

4 A. Laws, Regulations and Orders:

5

6 This agreement shall be subject to the conservation laws of the state in winch the Contract Area is located, to lira valid rules.

7 regular«m, and orders of any duly constituted regulatory body of said state; and to ill other amiable federal, state, and local laws, or-

8 dinanco, rules, regulations, and oidcn.

9

10 B. Governing Law:

11

>2 This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-pcNorrmnce. breach, 

13 remedies, procedures, rights, duties, and interpretation or construction, shall be governed and determined by (he law of (he state in which 

Id the Contract Area is located. If the Contract Area is in two or more states, the law ofthe state of New Mexico

13 shall govern.

16

17 C. Regulatory Agencies:

18

19 Nothing herein contained shall gram, or be construed to grant. Operator (he right or authority to waive or release any rights,

20 privileges, or obligations wluch Noe-Operators may have under federal or state bws or undo rules, regulations or orders promulgated

21 under socb laws in reference to oil. gas and mineral operations; including the location, negation, or production of wells, on tracts effifi-

22 ting or ujjecett to the Contract Area.

23

24 with respect to operations hereunder, Non-Operators agree to release Operator from any and all losses, damiges, injuries, claims

25 and causes of action arising out of incident to or resulting directly or indirectly from Operator's interpretation or application of rales. 

2b rulings, rcpsbtions or orders of the Department of Energy or predecessor or successor agencies to die extent such interpretation or ap-

27 plication was made in good laith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-

28 Operator's share of protection that Operator may be required to refund, rebate or pay as a result of such aa incorrect interpretation or

29 application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

47 

4S

49

50

51 

$2
53

54

55

56

57

58

59

60 

61 

62

63

64

65

66

Ncn-Operators authorize Operator to prepare and submit such documents as nay be required to be submitted to the purchaser 

of any crude oil sold hereunder or to any Other person or entity pursuant to the requirements of the “Crude Oil Windfall Profit Tax Act 

of I960*, as same may be amended from time to time (“Act"), and any valid regulations or rules which may be issued by the Trrasury 

Department from lime to time punaanl to said Act. Each party hereto agrees to furnish any and all certifications or other information 

which is required to be furnished by said Ael ina timely manner and in sufficient detail to permit compliance with said Act.

ARTICLE XV.

OTHER PROVISIONS

A. Priority of Operations

Notwithstanding anything herein to the contrary, H is agreed that whan a wall drilled under the terms of this 
Agreemsnt shall have been drilled to the objective formation or depth and the parties participating in the well 
cannot mutually a area upon the sequence and timing of further operations regarding sold well, the proposals shall 
be considered in the following order

1. A proposal to attempt to complete the well at either the objective depth or objective formation. Including 
the testing and logging of such well st such depth;

2. A proposal to plug bach and attempt to complete said well above (he objective formation (if there Is more 
than one proposal to plug beck, the proposals villi be considered in ascending order);

3. A proposal to deepen said wall in order to attempt a completion below the objective formation (if there is 
more than one proposal le deepen, the proposals shall be considered in descending order);

A A proposal to sidetrack the mil; and

S. A proposal to plug and abandon the well.

8. Notwithstanding any other provisions herein, if during the term of this agresmenL a wall is required to be drilled, 
deepened, reworked, plugged back, sidetracked, or recomputed, or any other operation that may be required (n 
order to (1) continue a lease or leases In force and effect, or (2) maintain a unitized area or any portion thereof In 
force ana effect, or (3) earn or preserve and Interest in and to oil and/or gas and other minerals which may bs 
owned by • third party or which, falling In such operation, may revert to a third party, or, (4) comply with on order 
issued by a regulatory body having jurisdiction in the premises, felling in which certain rights would terminate, the 
following shall apply. Shoidd less than afl parties hereto elect to participate and pay their proportionate put of 
the costs to be Incurred in such operation, those parties desiring to participate shall have the right to do so at 
their sole cost, risk, and expense, womplly following the conclusion of such operation, each of those parties not 
participating agree to execute and deliver an appropriate assignment to the total Intarest of each non-participating 
party tn and to the lease, leases, or rights, LIMITED TO THE SKO UNtT DEPTHS, which would have terminated or 
which otherwise may have been preserved by virtue of such operation, and in and to the lease, teases, or rights, 
UMTTED TO THE SRO UNIT DEPTHS, wtthln the balance of the drilling unit upon which the well was drilled, 
excepting, however, watts therefore completed and capable of producing In paying quantities. Such assignment 
shaR be delivered to the participating parties In the proportion that thay do re the expense attributable to the non* 
participating parties' Interest. For the purposes of defining a required operation under this provision, such 
opwation wM be deemed required if proposed within thirteen (13) months prior to the data such rights would 
terminate.

C. This Operating Agreemsnt dated Hay 8,2009 supersedes and replaces any current Operating Agreement covering 
68 the contract area.

69

70
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This instrument may be aecutnd in any numbs of counterparts, each of which shall be considered an original for all purposes.

IN WITNESS WHEREOf. (his agreement shall be effective as ofJlhday of May . (year) 2009

OPERATOR

MARBOB ENERGY CORPORATION

YnJJIL

PITCH ENERGY CORPORATION

YATES PETROLEUM CORPORATION

YATES DRILLING COMPANY

MYCO INDUSTRIES, INC.

NEARBURG EXPLORATION COMPANY, LLC

NON-OPERATORS

THE ALLAR COMPANY

TCP

EG3, INC

ABO PETROLEUM CORPORATION

1 ARTICLE XVI.

2 MISCELLANEOUS

3

* This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees.
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RATIFICATION AND JOINDER OF UNIT AGREEMENT 
AND

UNIT OPERATING AGREEMENT

In consideration of the execution of the Unit Agreement for the Development and Operation of the SRO State 
Exploratory UNIT AREA, County of Eddy, State of New Mexico, dated May 8th, 2009, in form approved on 
behalf of the Commissioner of Public Lands, and in consideration of the execution or ratification by other 
working interest owners of the contemporary Unit Operating Agreement which relates to said Unit Agreement the 
undersigned hereby expressly ratifies, approves and adopts said Unit Agreement as fully as though the 
undersigned had executed the original agreement.

This Ratification and Joinder shall be effective as to the undersigned's interests in any lands and leases, or 
interests therein, and royalties presently held or which may arise under existing option agreements or other 
interests in unitized substances, covering the lands within the Unit Area in which the undersigned may be found to 
have an oil and gas interest.

This Ratification and Joinder of Unit Agreement shall be binding upon the undersigned, his, or her or its 
heirs, devisees, executors, assigns or successors in interest.

EXECUTED this 29th day ofJune. 20 09.

TRACTfS) See attached Exhibit “B”

YATES PETROLEUM CORPORATION

■szk

aron Si
By
Sharon Snowden, Attomey-in-Fact

YATES DRILLING COMPANY

By:
PeyttyfYates/Aj 

ABO PETROLEUM CORPORATION

b,

John ates, Jr.. Attomey4n-Fact X

Address: 105 South Fourth Street 
Artesia. NM 88210

r

ACKNOWLEDGMENT
STATE OF NEW MEXICO )

) ss.
COUNTY OF EDDY )

This instrument was acknowledged before me this ?Qrh day of .Tnn* 2009, by John A. Yates, Jr., 
Attomey-in-Fact of Yates Petroleum Corporation, and of Abo Petroleum Corporation. New Mexico coiporations. on

^lf eitti4*g,|ia5a.ions-

Mi J. Bator
NOMT nnuc-stui ovmw mehoo

STATE OF NEW MEXICO )
) ss.

COUNTY OF EDDY )
This instrument was acknowledged before me this.

Noiarv Public

29th ilnv of June 2009. by Peyton Yates,
Attorney-in-Fact of Yates Drilling Company, a New Mexico corporation, on behalf of said corporation.

OVnOALSCAL

nodjh hbbuosbot or ww lanco Notnrv Public

STATE )

) ss.
COUNTY OF EDDY )

This instrument was acknowledged before me this 
Attorney-in-Fact of Myco Industries, Inc., a New Mexico corporation.

29th day of June 2009, by Sharon Snowden,

OmCULSEAL

MOVUOr PTOUC-8BOT Of K*W MEXICO

-

rv.Li:. rNotary Public



A.A.P.L. FORA, MODEL FORM OPERATING AGREEMENT -

ART1CLCXVI.

MISCELLANEOUS

* tpcBBca A*U he totSa* am (ad efcall me K> (he bead* of the pei’ei hem aad to the* leepecSn hchv derate*.

* (eyd rt^ocnaU'a. Wat™ iad unpn.

Thisinelgiiaieat—Tbeceecm^iatay emrtwtofeoietpym.oeehofoiWehehiitbeeewadgedifteetpnelfeert p^reeu.

IN WITNESS WHEREOP, ihaeertemeni dall be effective aeef Mi hvrf May ,i»aar> IMt .

OPERATOR

HARSOe EHBtGr CGRPOfUTIOM

'tUy ynML.

■ro>

PTTCHENIJICY CORPORATION THE ALLA* COMPANY

-fey XM,_____
NON.OPERATORS

THE ALLAH COMPANY

YATES PETROLEUM CORPORATION

YATES DRILLING COMPANY

7
EC3.I

ABO PETROLEUM CORPORATION

CHESAPEAKE EXPLORATION, UX

LEGEND NATURAL CAS III UP.

4«

<7
4! DEVON ENERGY PROOUCTWN COMPANY LP

«
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yt MYCO INDUSTRIES, INC- 

59

«0 ____________________
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** NEARBURC EXPLORATION COMPANY, LLC
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A.A.P.L. FORM 610 • MODEL FORM OPERATING AGREEMENT ■ 1982

I ARTTCLEXVI.

* MISCELLANEOUS

J
4 T>4 mifim— stall b« bMm l^o* Mod «MI man to tfv borfii of Ik pariki Nacto ond 10 ilwsr npodivc ii^v dcnjea.
5 lepk t«p»nr—im. taffiwi admipo 

4
* Tha inoomw a»y tc atami tom? m*n of watopoiu. ndt of wfckh iMR be ttnUatd w ort|iMl fa «M ikrpota.

I
9 IN WITNESS WHEEEOP. Ba i—— daH tetffeai»cM4f Kh d».«t May .Iworl iOW

OPERATOR

HARBOR iMROY CORPOAATttW

'fttyr ynJKL •K2>

PITCH ENERGY CORPORATION

'fU^. jyiJPJL
TATES FcTRCLSUK CORPORA!

MON-OPERATORS

T1IEALLAR COMPANY

-|0»

M YATES DRILLING COMPANY ASO PCTROCCUM CORPORAITOtt

3* HYCO INDUSTRIES.INC.

Ches#p*ak« ExplojAl '
An Oklahoma llgtit&U pany

’ NEARRURC EXPLORATION COMPANY. LLC

£&'
P#/

LEGEND NATURAL CAS III UP.

IT
41 DEVON ENCRCY PRODUCTION COMPANY LP

(T
41
49

»
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EXHIBIT"A"

Attached to a made a part of that certain Joint Operating Agreement dated 
May 8, 2009, by and between Marbob Energy Corporation, as Operator, and Pitch Energy 

Corporation, etal, as Non-Operators.

I. CONTRACT AREA/DEPTH RESTRICTIONS:
Township 25 South. Range 28 East. N.M.P.M.
Section 32: E/2E/2 
Section 33: ALL 
Section 34: S/2

Township 26 South. Range 28 East. N.M.P.M.
ALL OF SECTIONS 3-4, 9-10, 15, 17, 20
Section 2: W/2
Section 5: W/2
Section 7: E/2
Section 8: E/2
Section 16: E/2E/2
Section 15' E/2
Containing 7,360 acres, more or less

CONTRACT AREA IS LIMITED IN DEPTH FROM THE SURFACE TO THE BASE OF THE 
BONE SPRING FORMATION

II. NAME. WORKING INTEREST PERCENTAGES. AND ADDRESSES OF THE PARTIES FOR 
NOTICE PURPOSES:

Marbob Energy Corporation
P.O. Box 227
Artesla. NM 88211-0227

Pitch Energy Corporation 
P.O. Box 304 
Arlesia, NM 86211-0304

Yates Petroleum Corporation 
105 South 4* Street 
Aitesia. NM 88210

Abo Petroleum Corporation 
105 South 4th Street 
Artesla. NM 86210

Yates Drilling Company 
105 South 4* Street 

Artesia, NM 88210

Myco industries, Inc 
105 South 4" Street 
Artesia. NM 88210

The Allar Company 
P. 0. Box 1567 
Graham, TX 76450

Chesapeake Exploration LLC 
PO Box 18496 
Oklahoma City, OK 73154

TOTAL

19.477715%

16.856606%

13.028650%

6.663396%

6.663396%

6.663396%

20.162395%

10.484446%

100%

III. OIL AND GAS LgASES SUBJECT TO THE AGREEMENT: 
SEE ATTACHED EXHIBIT A-1



Exhibit A-l

TRACT NUMBER DESCRIPTION OF LANDS ACRES SERIAL NUMBER EXPIRATION BASIC ROYALTY LESSEE OF RECORD WORKING INTEREST OWNERS Wi Decimal Net Acres

DATE AND PERCENTAGE

TOWNSMW H SOUTH. RANGE U EAST

1 Section 32: E/2E/2 160 VB-057S 8/1/2009 0.1875 YATES PETROLEUM CORPORATION Yates Petroleum Corp. 0.18322480 29.315968

ABO Petroleum Corp 0.04257430 6.811888

Y«ites Drilling Company 0.04257430 6.811888

MYCO Industries, Inc. 0.04257430 6.811888

Marbob Energy Corp 0.11959360 19.134976

Pitch Energy Corp 0.11959360 19.134976

Legend Natural Gas 0.21045550 33.67288

Devon Energy Production Company LP 0.23940960 38.305536

2 Section 33: N/2 320 VB-0576 8/1/2009 0.1875 yates PETROLEUM CORPORATION Yates Petroleum Corp. 0.18322480 58.631936

ABO Petroleum Corp 0.04257430 13.623776

Yates Drilling Company 0.04257430 13.623776

MYCO Industries, Inc. 0.04257430 13.623776

Marbob Energy Corp 0.11959360 38.269952

Pitch Energy Corp 0.11959360 38.269952

Legend Natural Gas 0.21045550 67.34576

Devon Energy Production Company LP 0.23940960 76.611072

3 Section 33: S/2 320 VB-0S69 8/1/2009 0.1875 YATES petroleum CORPORATION Yates Petroleum Corp. 0.18322480 58.631936

AElO Petroleum Corp 0.04257430 13.623776

Yates Drilling Company 0.04257430 13.623776

MYCO Industries, Inc. 0.04257430 13.623776

Marbob Energy Corp 0.11959360 38.269952

Pitch Energy Corp 0.11959360 38.269952

Legend Natural Gas 0.21045550 67.34576

Devon Energy Production Company LP 0.23940960 76.611072

O

o



Exhibit A-l

Section 34: S/2

TOWNSHIP 26 SOUTH. 

Section 2: W/2

Section 3: E/2

Section 3: W/2

320 V-7085 7/1/2009 - Prod

RANG! 2t tAST
320 VB-0694 7/1/2010

320 V-7438 7/1/2010

320 V-7461 7/1/2010

0.16667

0.1875

0.16667

0.16667

MARBOB ENERGY CORPORATION Marbob Energy Corp 0.19505495 62.417584

Pitch Energy Corp 0.19505495 62.417584

Yates Petroleum Corp. 0.07554945 24.175824

ABO Petroleum Corp 0.07554945 24.175824

Yates Drilling Company 0.075S494S 24.175824

MYCO Industries, Inc. 0.07554945 24.175824

The Altar Company 0.30769230 98.461536

YATES PETROLEUM CORPORATION Marbob Energy Corp 0.19505495 62.417584

Pitch Energy Corp 0.19505495 62.417584

Yates Petroleum Corp. 0.07554945 24.175824

ABO Petroleum Corp 0.07554945 24.175824

Yates Drilling Company 0.07554945 24.175824

MYCO Industries, Inc. 0.07554945 24.175824

The Aliar Company 0.30769230 98.461536

The Aliar Company Marbob Energy Corp 0.19505495 62.417584

Pi tch Energy Corp 0.19505495 62.417584

Yates Petroleum Corp. 0.07554945 24.175824

ABO Petroleum Corp 0.07554945 24.175824

Yates Drilling Company 0.07554945 24.175824

MYCO Industries, Inc. 0.07554945 24.175824

The Aliar Company 0.30769230 98.461536

Yates Petroleum Corporation Marbob Energy Corp 0.19505495 62.417584

Pitch Energy Corp 0.19505495 62.417S84

Yates Petroleum Corp. 0.07S54945 24.175824

ABO Petroleum Corp 0.07554945 24.175824

Yates Drilling Company 0.07554945 24.175824

MYCO Industries, Inc. 0.07554945 24.175824

The Aliar Company 0.30769230 98.461536

O

o



Exhibit A-l

8 Section 4: E/2 320 V-7439 7/1/2010 0.16667 The Allar Company Marbob Energy Corp 0.1950549S 62.417584

Pitch Energy Corp 0.19505495 62.417584

Yates Petroleum Corp. 0.07554945 24.175824

ABO Petroleum Corp 0.07554945 24.175824
Yates Drilling Company 0.07554945 24.175824

MYCO Industries, Inc. 0.07554945 24.175824
The Allar Company 0.30769230 98.461536

9 Section 4: W/2 320 V-7462 7/1/2010 0.16667 Yates Petroleum Corporation Yates Petroleum Corp. 0.18322480 58.631936

ABO Petroleum Corp 0.04257430 13.623776

Yates Drilling Company 0.04257430 13.623776

MYCO Industries, Inc. 0.04257430 13.623776
Marbob Energy Corp 0.11959360 38.269952

Pitch Energy Corp 0.11959360 38.269952
Legend Natural Gas 0.21045550 67.34576
Devon Energy Production Company LP 0.23940960 76.611072

10 Section 5: E/2 320 V-7440 7/1/2010 0.16667 Legend Natural Gas III LP Yates Petroleum Corp. 0.18322480 58.631936
UNCOMMITTED ABO Petroleum Corp 0.042S7430 13.623776

Yates Drilling Company 0.04257430 13.623776

MYCO Industries, Inc. 0.04257430 13.623776
Marbob Energy Corp 0.11959360 38.269952
Pitch Energy Corp 0.11959360 38.269952

Legend Natural Gas 0.21045550 67.34576

Devon Energy Production Company LP 0.23940960 76.611072

11 Section 5: W/2 320 V-7463 7/1/2010 0.16667 Yates Petroleum Corporation Yates Petroleum Corp. 0.18322480 58.631936

ABO Petroleum Corp 0.04257430 13.623776

Yates Orilling Company 0.04257430 13.623776
MYCO Industries, Inc. 0.04257430 13.623776
Marbob Energy Corp 0.11959360 38.269952
Pitch Energy Corp 0.11959360 38.269952
Legend Natural Gas 0.21045550 67.34576
Devon Energy Production Company LP 0.23940960 76.611072

c25~



12 Section 6: E/2 

UNCOMMITTED

320 V-7441 7/1/2010

13 Section 7: E/2 320 V-7465

14 Section 8: W/2 320 V-7443

UNCOMMITTEO

7/1/2010

7/1/2010

Exhibit A-l

0.16667

0.16667

0.16667

Legend Natural Gas III IP Yates Petroleum Corp. 0.18322480 58.631936

ABO Petroleum Corp 0.04257430 13.623776

Yates Drilling Company 0.04257430 13.623776

MYCO Industries, Inc. 0.04257430 13.623776

Marbob Energy Corp 0.11959360 38.269952

Pinch Energy Corp 0.11959360 38.269952

Legend Natural Gas 0.21045550 67.34576

Devon Energy Production Company LP 0.23940960 76.611072

Yates Petroleum Corporation Yates Petroleum Corp. 0.18322480 58.631936

ABO Petroleum Corp 0.04257430 13.623776

Yates Drilling Company 0.04257430 13.623776

MYCO Industries, Inc. 0.04257430 13.623776

Marbob Energy Corp 0.11959360 38.2699S2

Pitch Energy Corp 0.11959360 38.269952

Legend Natural Gas 0.21045550 67.34576

Devon Energy Production Company LP 0.23940960 76.611072

Legend Natural Gas 111 LP Yates Petroleum Corp. 0.18322480 58.631936

ABO Petroleum Corp 0.04257430 13.623776

Yates Drilling Company 0.04257430 13.623776

MYCO Industries, Inc. 0.04257430 13.623776

Marbob Energy Corp 0.11959360 38.269952

Pitch Energy Corp 0.11959360 38.269952

Legend Natural Gas 0.21045550 67.34576

Devon Energy Production Company LP 0.23940960 76.611072

O

o



Section 8: E/2

Section 9: W/2

Section 9: E/2

Section 10: W/2

V-7466 7/1/2010

V-7444 7/1/2010* Prod

V-7467 7/1/2010 - Prod

VB-0677 7/1/2010

320

320

320

320

Exhibit A-l

0.16667

0.16667

0.16667

0.1875

Marbob Energy Corporation Yates Petroleum Corp. 0.18322480 58.631936

ABO Petroleum Corp 0.04257430 13.623776

Yates Drilling Company 0.04257430 13.623776

MYCO Industries, Inc. 0.04257430 13.623776

Marbob Energy Corp 0.11959360 38.2699S2

Pitch Energy Corp 0.11959360 38.269952

Legend Natural Gas 0.21045550 67.34576

Devon Energy Production Company LP 0.23940960 76.611072

The Allar Company Marbob Energy Corp 0.19505495 62.417584

Pitch Energy Corp 0.1950549S 62.417584

Yates Petroleum Corp. 0.07554945 24.175824

ABO Petroleum Corp 0.07554945 24.175824

Yates Drilling Company 0.07554945 24.175824

MYCO Industries, Inc. 0.07554945 24.175824

The Allar Company 0.30769230 98.461536

Yates Petroleum Corporation Marbob Energy Corp 0.19505495 62.417584

Pitch Energy Corp 0.19505495 62.417584

Yates Petroleum Corp. 0.07554945 24.175824

ABO Petroleum Corp 0.07554945 24.175824

Yates Drilling Company 0.07554945 24.175824

MYCO Industries, Inc. 0.07554945 24.175824

The Allar Company 0.30769230 98.461536

The Allar Company Marbob Energy Corp 0.19505495 62.417584

Pitch Energy Corp 0.19505495 62.417584

Yates Petroleum Corp. 0.07554945 24.175824

ABO Petroleum Corp 0.07554945 24.175824

Yates Drilling Company 0.07554945 24.175824

MYCO Industries, Inc. 0.07554945 24.175824

The Allar Company 0.30769230 98.461536

O

o

&h-



Section 10: E/2

Section 15: E/2

Section IS: W/2

Section 16: E/2E/2

Section 17: E/2

VB-0695 7/1/2010

V-7445 7/1/2010

V-7468 7/1/201Q

V-7446 7/1/2010

V-7447 7/1/2010

320

320

320

160

320

Exhibit A-l

0.1875

0.16667

0.16667

0.16667

0.16667

Yates Petroleum Corporation Marbob Energy Corp 0.19505495 62.417584

Pitch Energy Corp 0.19505495 62.417584

Yates Petroleum Corp. 0.07554945 24.175824

ABO Petroleum Corp 0.07554945 24.175824

Yates Drilling Company 0.07554945 24.17S824

MYCO Industries, Inc. 0.07554945 24.175824

The Altar Company 0.30769230 98.461536

The Altar Company Marbob Energy Corp 0.19505495 62.417584

Pitch Energy Corp 0.19505495 62.417584

Yates Petroleum Corp. 0.07554945 24.175824

ABO Petroleum Corp 0.07554945 24.175824

Yates Drilling Company 0.07554945 24.175824

MYCO Industries, Inc. 0.07554945 24.175824

The Ailar Company 0.30769230 98.461536

Yates Petroleum Corporation Marbob Energy Corp 0.19505495 62.417584

Pitch Energy Corp 0.19505495 62.417584

Yates Petroleum Corp. 0.07554945 24.175824

ABO Petroleum Corp 0.07554945 24.175824

Yates Drilling Company 0.07554945 24.175824

MYCO Industries, Inc. 0.07554945 24.175824

The Ailar Company 0.30769230 98.461536

The Ailar Company Marbob Energy Corp 0.19505495 31.208792

Pitch Energy Corp 0.19505495 31.208792

Yates Petroleum Corp. 0.07554945 12.087912

ABO Petroleum Corp 0.07554945 12.087912

Yates Drilling Company 0.07554945 12.087912

MYCO Industries, Inc. 0.07554945 12.087912

The Ailar Company 0.30769230 49.230768

Chesapeake Exploration LP Chesapeake Exploration Limited Partnership 1.00000000 320



Section 17: W/2 320 V-7470 7/1/2010

£

24

25 Section 18: E/2 320 V-7448 7/1/2010

26 Section 20: W/2 320 V-7450 7/1/2010

27 Section 20: E/2 320 V-7473 7/1/2010

Exhibit A-l

0.16667 Yates Petroleum Corporation Yates Petroleum Corp. 0.35000000 112

ABO Petroleum Corp 0.05000000 16

Yates Drilling Company O.OSOOOOOO 16

MYCQ Industries, Inc. O.OSOOOOOO 16

Marbob Energy Corp 0.50000000 160

0.16667 Chesapeake Exploration LP Chesapeake Exploration Limited Partnership 1.00000000 320

0.16667 Nearburg Exploration Company, uc Nearburg Exploration Company, Lie 1.00000000 320

0.16667 Marbob Energy Corporation Marbob Energy Corp 0.19505495 62.417584

Pitch Energy Corp 0.19505495 62.417584

Yates Petroleum Corp. 0.07554945 24.175824

ABO Petroleum Corp 0.0755494S 24.175824

Yates Drilling Company 0.07554945 24.175824

MYCO Industries, Inc. 0.07554945 24.175824

The Allar Company 0.30769230 98.461536

O
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IEA$E.PA$IS
TOTAL COMMITTED ACRES 

TOTAL UNCOMMITTED ACRES 

TOTAL ACRES

RECAPITULATION

Acres of State of New Mexico Lands = 100% 

Acres of Fee lands = 0% 

100%

7360

960

6320

Marbob Energy Corp 0.18507511 1188.974488

Pitch Energy Corp 0.16016961 1028.974488

Yates Petroleum Corp. 0.12379680 795.305384

ABO Petroleum Corp 0.06331485 406.752344

Yates Drilling Company 0.06331485 406.752344

MYCO Industries, Inc. 0.06331485 406.752344

The Allar Company 0.19158086 1230.7692

Chesapeake Exploration LLC 0.09962205 640

Nearburg Exploration Company LLC 0.04981102 320

TOTAL 1.00000000 6424.280592

Nearburg ORI 0.0041S092

O

Nearburg TA'd to all parties proportionately

making newWI:

Marbob Energy Corp 0.19477715

Pitch Energy Corp 0.16856606

Yates Petroleum Corp. 0.13028650

ABO Petroleum Corp 0.06663396

Yates Drilling Company 0.06663396

MYCO Industries, Inc. 0.06663396

The Allar Company 0.20162395

Chesapeake Exploration LLC 0.10484446

Nearburg Exploration Company LLC 

TOTAL 1.00000000
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o o COPAS 1984*1 ONSHORE 
Revbad April 23.2004
Recommend*) by the CococJl
of Psvoteum Acoountants Societies

EXHIBIT “C
Attached to and made a part of Attached to a mode a part of that certain Joint Operating Agreement dated 
May 8, 2009, by and between Marbob Energy Corporation, as Operator, and Pitch Energy 
Corporation, et ai, as Non-Operators.

ACCOUNTING PROCEDURE 

JOINT OPERATIONS

12
13

14

1$

18

n
18

19
20 

21 

22
23

24

I.

2.

3.

I. GENERAL PROVISIONS

Dcflail toes

’Mil Property" trttll neat the real zed personal property subject to the agreement to which Ms Accounting Procedure b attached.

“Joint Operations" stall mean oil operatioas aeecsary or proper Tor the development, operation, protection and maintenance of the 

Joint Property.

"Joitu Account" shall raeaa the account showing the charges paid and credits received in the conduct of the Joint Operations and which 

ore to be stated by the Parties.

'Operator* shall mean the party deagnaied to conduct dee Joint Operations.

"Noo-Ooenora* shall mein the Parties to this egfeeteent other than the Operator.

"Parties" Stall mesa Operator and Non-Operators

"Pint Level St^ervisors" shall mean those employees whose primary function in Joint Operations is the direct supervision of other 

employees and/or contract labor directly employed on the Joint Property ins field operating capacity.

TcchnicnJ Employees’ shall mean those employees having special awl specific engineering, geological or other professional skills, 

and whose primary function in JoIm Operations is the handling of specific operating conditions and ptoMems fee the benefit of the 

Joint Property.

"Persona! Expenses' shall tneaa travel and other reasonable reimbursable expenses of Operator's employees.

"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joist Properly.

"Controllable Material* shall mean Material which at the lime is so classified in the Material Classification Manat* ns most 

recently recommended by the Council or Petroleum Accountants Societies.

Statement and BtSlogs

Opcratot shall bill Non-Operators on or before the Iasi day of caeh mondi for their proportionate share of the Joint Account for the 

preceding month. Such bilb will be accompanied by statements which identify the authority for expenditure, lease or facility, and alt 

charges and credits summarized by appropriate classifications of investment end expense except iliot items of Controllable Material 

and unusual charges and credits shall be separately identified and (Idly described in detail

Advances and Faymcals by NWfOpereters

4.

A. Unless otherwise provided for in the agreement, the Operator may require Ike Non-Operators to advance their dare of estimated 

cosh outlay for the seceteding month’s operation within fifteen (15) days after receipt of the biniag or by the first day of the month 

for which the advance is required, whichever is later. Operator shall adjist each monthly billing to reflect advances received horn 

(he Non-Operators.

B. Noa-Qpcsmx shall pay its proportion of til bilb within fifteen (IS) days after receipt, if payment b not mode within such time, 

the unpaid balance shall bear interest monthly at the prime rate in effect at Chase Manhattan Bank on the first day of the month 

in whieh delinquency occurs plus 1% or the maximum contract rate permitted by the applicable usury laws in (he state in which 

the Joint Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with the 

collection of unpaid amour**

Adjustments

Payment of my sab bills shall uot prejudice the right of any Non-Operator to pretest or question (he correctness thereof; provided, 

however, all tufts and stateaeots rendered to Non-Operators by Operator diving any calendar year shall conclusively be [resumed to 

be In* and Correa after twenty-four (24) months followirg the cod of any such calendar year, unless within the said twenty-fair (24) 

mo alb period a Ncm-Opciaior takes written exception thereto and makes claim on Operator for adjustment. No adjustment favorable 

to Operator shall be unless It b made within the same prescribed period. The provisions nf this paragraph shall not prerent 

adjustments renting Dora a physical inventory of CotilroJloblc Material as provided lor in Section V.

COPYRIGHT © 1985,2004 by the Council of Petroleum Accountants Societies*
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And In

A. A Non-Operator, upon Mike in writing lo Operator and all other Non-Operators, rial) have the right to audit Operator's accounts 

and records relating to the Joint Account for any calendar year within the twenty-font (24) moath period following the end or 

MCh calendar year, provided, however, the making af an audit shall not extend the time for the taking of written cxccpiioi to and 

the adjustments of accounts as provided for in Paragraph 4 of this Section L Where there ore two or more Non-Operators, the 

Noa-Opcratori shall make every reasonable effort to conduct a joint audit in a manner which will result in a minimum of 

incoowraeace to the Operator. Open* or shall bear no portion of the Non-Operators1 audit cost incurred under this paragraph 

unless agreed to by (be Operator. The eudils riall not be conducted note (ban once each year without prior approval of 

Operator, except apon the resigtacioB or removal of the Operator, and shall be made at the expense of thus Neo-Opcracrs 

approving such audit.

0. The Operator shall reply ia writing to aa audit report within ISO days after receipt of such report.

6. Approval By NetyOperalon

Wliere an approval or other agreement of (he Parties or Non-Operators is expressly required aider other sections of this 

Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no contrary provisions in regard 

thereto. Operator shall notify ill Non-Operators of the Operator's proposal, and Ike Agreement or approval of a majority in interest of (lie 

Non-Operators shall be cert roiling on all Non-Operators

!!. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:
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2.

Ecological and Environmental

Cobs incurred for Ibe benefit of Ihe Joint Property as a result of governmental or regulatory retjuirc merits to satisfy 

environmental considerations applicable to (he Joint Operations. Sueh cods may include surveys of an ecological or archaeological 

nature and pollution control procedures as required by applicable laws and regutolkmi

Rentals and Royalties

Lease renrals and royalties poid by Operator for Ihe Joint Operations 

tabor

A. <l> Salaries and wages of Operator's field employees directly employed on (he Joint Property in thecondmct of Joint Operations

(2) Salaries of First level Supervisors in (ho field.

(3) Salaries and wages of Technical Employees directly employed on the Join! Property if such charges are excluded torn 

the overhead rates
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(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed in the 

operation or the Mat Property if saeh charges are excluded from the overhead rates.

B. Operator's cos of holiday, vacation, sickness and disability beaefits and other custoraary allowances paid to employees whose 

salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section tl Such costs cadei this Paragraph 3B 

may be charged on a "whex aad as paid basis* or by "percentage assessment’ on the amount of salaries and wages chargeable to 

the Joint Account under Paragraph JA of this Section ll If percentage assessment is used, the rate shall be based on the Operator's 

cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable to 

Operator’s costs chargeable to ihe Joint Account under Paragraphs 3A and 3D of this Section II.

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

oflhisScaioa IL

Employee Benefits

Operator's current coSS or esaUished plans for employees! group life insurance, hospitalization, pension, retirement, stock purchase,

fori 11. bonus, aad olher benefit plans of a like nature, applicable to Operator's labor cob chargeable to Ihe Joint AccotM under Paragraphs

3A and 3B of this Sedioa II shall be Operator’s actual cost not to exceed the pereenl mos recently recommended by (he Council of

Petroleum Accountants Societies.

32>-2.
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24 7.

Material

Material purchased of finished by Operator Or use os the Joint Property as provided under Section IV. Only such Material stall 

be puc based Or or innsfened to it* Join Property as may be required for immediate ose and is reasonably' practical and eonstsent 

with efficient and ecoaotntcri operations. The accumulation of surplus slocks shall be avoided.

Transportation

Transportation ofemployees and Material necessary for the Joint Operations but subject to the following lirriUlioos:

A. if Material is moved to the Joint Property from the Operator's warehouse or other properties, no choree shall be made lo the 

Joint Account for a distance patter than the distance from the mates reliable supply sore where like material is normally available 

or railway receiving point nearest the Jaim Property artless agreed to by die Panics.

B. If surplus Material is moved to Operator’s warchotrz or other storage point, no charge shall be made to the Joint Account for a 

distance pester than the distance to the nearest reliable stpply sore where like material is normally amiable, or railway 

receiving point nearest the Joint Property orders agreed to by the Pontes. No charge Stall be made to the Join Account lor 

moving Material toother properties belonging to Operator, unless agreed toby (he Parties.

C. In the application of subparagraphs A aad B shore, the option to equalize or charge actual trucking cos is aroilaMe when the 

actual charge is $400 or ics excluding accessorial charges. The $400 trill be sdjused to the amount most recently recommended by 

the Council of Perrolcum Accountants Societies

Sendees

The cos of contract services, equipment sad utilities provided by outside sources, except services excluded by Paragraph 10 of Section It 

and Paragraph i, it. and iii, of Section III. The cost of professional consultant services and contract services of reckiveal personnel 

directly engaged on the Join Property if suck charges ate excluded from the overhead rates The cost of professional consultant services 

or contract services of technical personnel sol directly engaged an ike .loins Property shall not be charged to the Joint Account 

snleo previously agreed to by the Parties.

Equipment and FneBVles Famished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment aad facilities at rates commenstrate with costs 

of owacrship and operation. Sucb rates dull rachtde costs of maintenance, repairs, olhei operatiag expense, insurance, taxes, 

depreciation, and interest ox gross investment less accumulated depreciation not to exceed twelve percent f 17 til

per annum. Such rates shall not exceed average commercial races currently prevailing in ibe immediate area of (be Joint Property.

U. hi lieu of charges in Paragraph 8A above, Operator may elect to use average commercial rates prevailing >n the immediate area of 

(he Joial Property less 20%. For automotive equipment, Operator may dect to use rates pabtished by the Petroleum Motor 

Transport Association.
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Damages and Losses te Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessaty because of damages or losses incurred by 

fire, flood, storm, theft, accident, oi other cause, except (hose resulting from Operator's gross negligence or willful misreaduci 

Operator shall furnish Non-Operator written notice of damages or losses incurred as soon as practicable after a report thereof has 

beea received by Operator.

Legal Expense

Expense of handling, investigating and scaling litigation or daiios, discharging of liens, payment of judgments and amounts paid 

for settlement of claims incurred in or lending from operations uader the agreement or necessary to prated or recover the Joint 

Properly, except that no charge for services of Operator’s Icjgtl stafT or fees or expense of outside attorneys shall be made unless 

previously igretd to by (be Parlies AD other legal expense is considered (0 be covered by the overhead provisions of Section III 

unless otherwise agreed to by the Parries, except as provided in Section I. Paragraph 3.

Taxes

AU taxes of every kind and ml rue nwassed or levied upon or in connection with ihc Joint Property, tl* operolioo thereof; or the 

producltoi therefrom, and wkich taxes have been paid by Ibe Operator for the bonefil of the Parties. If (be ad valorem taxes are based 

in whole or In port upon scpcnxc valuations of each parly’s working interest, then notwithstanding anything in the contrary herein, 

charges (o the Joint Account dull be made and paid by the Patties hereto in accordance with (he tax value generated by each pany'i 

working laleresl.

3ft
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-------------------------------------------------------------------------- Um-

lnsumce

Nei premiums paid far insurance required lo be carried for (be Joint Operations for Ibc protection of the Punks. In the event Joint 

Opsarioos an cemdueted ia a state ia which Operator may act as self-insurer for Worker's Compenatioa aad/or Employers Liability 

uoder the respective slate's laws. Operator may, at its election, include the ridt under its self- insurance program and in that event,

Operator dull iadude a charge at Operator's cos not to exceed manual rates

Abandonment and Reclamation

Costs incurred for abandonment of (be Joint Properly, including eons requited by govern uientil or other regulatory authority 

Cammuni cations

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and microwave 

facilities directly serving (he Joint Property. In the event communication bcilitfesfeysicms serving the Joint Property are Operator 

owned, charges to Ihe Joint Account shall be made as provided in Paragraph 8 of (his Section II.

Olher Expenditures

Any other expenditure not covered or dealt with ia the foregoing provisoes of this Seaton II, or in Section tU and wWcb is of direct 

benefit to the Joint Property and is incurred by the Operator in the necessary rad proper conduct of the Joint Operations.

III. OVERHEAD

Overhead - Drilling and Producing Operations

i. A* compensation for administrative, supervision. olTiee services end warehouses costs. Operator doll charge drilling and 

producing operations on cither

( X ) Fixed Rate Basts, Paragraph IA, or 

( ) Percentage Basis, Paragraph IB

Uricss otherwise agreed lo by the Panics, such charge shall be in lieu of cans and expenses of aU oflices and salaries or wages 

plus applicable bunions end expeascs of all personnel, except those directly chargeable under Paragraph 3A, Section II. The eos 

end expense of services from outside sources in conaeslioa with mailers of taxation, traffic, accounting or matters before or 

involving governmental agencies shall be considered ns included in the overhead rates provided for in the above selected Paragraph 

of this Section III ant ess such cost and expense are agreed to by the Ponies as a direct charge to the Join Aeeout.

it. The salaries, wages and Personal Expenses of Technical Employees aad/or the cost of professorm) consul tare services and 

contract services of technical personnel directly employed on the Join Property;

( ) shall be covered by die overhead rates, or

( X ) shall not be covered by the overhead rates.

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

contract services of technical personnel either temporarily or petmancnily assigned to and directly employed in the operation of 

the Joint Property:

( X ) shall be covered by the overhead rates, or 

( ) shall not be covered by the overhead rales

A. Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account at (he following rales per well per month:

Drilling Well Raw S 6000.00 

(Prorated for less than a foil month)

Producing Well Rale 8 600.00

(2) Application of Overhead - Fixed Rale Basis shall be os follows:

(a) Drilling Wdl Rate

(I) Charges for drinkQ wells shril begin on the dale Ihe well is spudded and term Inale on the dole the drilling 

rig. completion rig, or other units used is completion of the troll is released, whichever is later, except Ural no

2#
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«horge Sail be made during suspension or drilling or completion operations for fiflecit (15) or more 

conscc olive calendar days.

{2) Charges for wdls undergoing any type of workover or reeompletion for a period of five (5) consecutive work days 

or more shall be made at tlte drilling well rate. Such charges shalt be applied for the period from dvc 

workover operations, with rig or other unils used in workover, commence through date of rig or other unit 

release, except that no charge shall be made during suspension of operations for fifteen (15) or mote 

consecutive calendar days.

<b) Producing Well Rales

(1) An active well either produced or injected into for any ponton of the month shall be considered as a otte-wdl 

charge for the entire month.

(2) Etch active completion in a nudli-complcied well in which production is not commingled down hole shall 

be considered as a one-well charge providing each completion is considered a separate well by Ihe 

governing regulatory authority.

(3) An inactive gas skat in because of overproduction or failure of purchaser lo lake the production shill 

be considered as a one-wd) charge providing the ptt well is directly connected la a permanent sales outlet.

(4) A one-well charge shall be made for ihc month in which plugging and abandonment operations are completed oa 

any well. This one-well charge shall be made whether or not the well lias produced except when drilling well 

rale applies.

(5) All other inactive wells (including but not limited to Inactive wells covered by unit allowable, lease 

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

(3) The well rates shall he adjusted os of the first day of April each year following the effective date of the agreement to which 

(his Accounting Procedure is attached by the percent increase or decrease published by COPAS.

B. Overhead - Pctteatage Basis

(I) Operator shall charge the Joint Account at the following rales:

(a) Development

Percent l Sfiofihccoa of development of the Joint Property exdurivc of cost s

provided under Paragraph 10 of Section II and all salvage credits

(b) Operating

 Percent (%)of the cost of operating (he Joist Property exclusive of costs provided 

aider Pmgraphs 2 ud 10 of Section II, all salvage credits, the value of injoctcd substances parcharod for 

secondary recovery and all (axes aad assessneals which are (cried, assessed and paid upon the mircral interest ia 

and lo the Joint Property.

(2) Application of Overhead - Percentage Basis shall be as follows:

Pot the purpose of determining charges oa a percentage basis under Paragraph IB of this Section 111, development shall 

Inc tide all costs io connection with drilling, tcdrilllng, deepening, or any remedial operations on any or all wells involving 

the use of drill big rig sad crew capable of dritling to ibe producing interval on the Joint Pro pony; also, pselimitwy 

expenditures net eras ry is preparation for dritliig aid expenditures Inemred in abandoning when the well is not completod 

os a producer, and original cost of coostnrctroe or insallathm of fixed assets, the expansion of fixed assets and any other 

project dearly discernible as a fixed asset, except Major Construction as defiaed in Paragraph 2 of this Section 111. All 

other tosts shall be considered as operating.

Overhead - Major CoBSCroetloa

To compensate Operator for overhead costs incurred in the construction ond laslallalion of fixed tosels, the expansion of fixed assets, and 

any other project clearly discernible os e fixed asset required for Ihc development and ope ratios of the Join Properly, Operator shall 

cither negotiate o rate prior to (he beginning of construction, or shatl charge the Joint Account for overhead based on (lie following rates 

for any Major Coos) ruction project hi excess of $25.000.00 :

A. 5 46 of first 5100,000 or total cost i fleas, plus

B. 3 5k of coax in excess of S100.000 bal less thoa 51.000.000. nl us

C. 2 Mofca3sincxccssofSI.000.000.

-5- 3^
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Toul cos dull roan [be gross cos or any one project. For (he purpose or (his paragraph, (he component pans of a single project shall 

nor be (reeled separately and the cos oTdrilling and workover wells and artiRctal lift equipment shall be excluded.

3. Catastrophe Overhead

To compensate Operator for overhead costs incurred in (he event of expenditures resulting from a single occaneuce due to oil still, 

blowout, explosion, fire, sonn, humane, or other enasrophes as agreed to by the Partis, which are necessary lo reSore (be Joint 

Properly to ihe equivalent condhioo ihoi existed prior to the event cauring the expenditures. Operator dull either negotiate a rate 

prior to charging the foist Account or shall charge lire Joint Accouni for overhead based on the following rales

A. __2^_%©ftMaI costs through 5100,000; plus

B. _ 3 % of total coss in excess of S100,000 but leu than 5) ,000,000; pins

C. 2 % of total coss tn excess of $1,000,000.

Expcndtures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provisions of ihfs 

Section ill shall apply.

4. AroendneatofRotcs

The overhead rates provided for in this Section III nay be amended flam lime to time only by mutiaf agreement between the Parties hereto 

if, in practice, the rates ace round robe insuiTteicnt or excessive.

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

Operator Is responsible for Joint Account Material and dial I make proper and timely charges and credits for all Material movements affecting the 

Joint Property. Operator shall provide all Material for use on the Joint Property; however, at Operator's option, each Material nay be supplied 

by the Noo-Opcntor. Operator shall make timely disposition of idle and/or surplus Materia], such dispoal being made either through sic to 

Operator or Non-Operator, division in kind, or sale to outriders. Operator may pnreharo, but shall be under no obligation to purchase, interest 

of Non-Opoators in surplus condition A or B Material. The disposal of stupius Controllable Material not purchased by Ihe Operator shall be agreed 

to by the Parties

1. Purchases

Material purchased shall be charged at the price paid by Operator oiler deduction of all discounts received. In ease of Material lound 

to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account when adjustment has been received 

by the Operator.

2. Trans fen and Dispositions

Material furnished to the Joint Property and Maicnal transferred from the Joint Property or disposed of by the Operator, unless 

othcrwix agreed to by the Panics, shall be priced on the following bus's exclusive of cash discounts

A. New Materia] (Condition A)

(I) Tubular Goods Other (has Line Pipe

(a) Tubular goods, sized 2 3/8 inches OD and larger, except line pipe, sludl be priced at Eastern mill published carload 

base prices effective os of date of movement plus transportation cost using the 80,000 pood carload weight basis 

to the railway receiving point nearest (he Joint Property for which puHiriied rail rates Tor tubular goods exist. If die 

80,000 pound rail rate is oot offered, the 70,000 pound or 90,000 pound rail rate may be used. Freight charges 

fer tubing will be calculated from Lorain, Ohio and caring from Youngstown, Ohio.

(b) For grades which are special to one mill only, prices ritall be computed m the mill base of (hat mill plus tnasporution 

cost from iliai null to the railway receiving point nearest (be Joint Property as provided above in Paragraph 2.A(l)(a). 

For transportation cost from points other (ban East era mills, the 30,000 pound Oil Held Haulers Association interstate 

■rock rate rittll be used.

(c) Special end finiafi tubular goods shall be priced at Ihe lowest published out-of-stock price, fob. Houston. Tens, 

plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound track rate, lo the railway receiving 

point nearest the Joint Property.

(d) Macaroni tubing (size less then 2 3/8 inch OD) shall be priced at the I owes published out-of-stock prices fxxb. the 

supplier plus transportation coss, using the Oil Field Healers Association mtersaK truck raw per weight of 

tsbisg iraxstored, to the railway receiving point nearest Ihe Joint Property.

-6- 3^
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a) Line Pipe

(a) Line pipe movement! {except size 24 inch OD and larger with walls « inch and over) 20,000 pounds or more

ter jfiw* unier provisoes ol tubular goods pricing In Paragraph A/IXa) ts provided above. Freight charges

stall be calculated few Lorain, Ohio.

(b) Line Pipe movements (except size 24 inch OD end Isrger with walls H inch and over) (css ikaa 20,000 poands

shall be priced at Eastern mil published carload base prices effective as of date of shipment, plus the percent most

recently recommended by COPAS. plus transportation costs based on freight rues as set forth under provisions of 

tabular goods pricing in Paragraph A.(l )(a) as provided above. Freight charges shall be calculated from Lorain, Oltt'a.

(c) Line pipe 24 inch OD and over and % inch well and larger shall be priced Co.b. the point of ran a fact tire al correal 

new published prices plus transpoitaikn cost k> the railway receiving poinl nearest the Joint Property.

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists dial) be priced at 

quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices agreed to by (he Parties

(3) Other Material shot) be priced el Ike current new price, in efleet el date of movement, as listed by a reliable supply store 

neared the Joint Property, or point of manufacture, plus transportatioa coas, if applicable, to the railway receiving poim 

nearest the Joint Property.

(4) Unused new Material, except tubular goods, moved from the Joial Property dial I Is priced at the eunetrt new price, in effect 

os date of movement, as listed by a reliable supply store nearest tbe Joial Property, or point of aarufaerure, plus 

transportation costs, if applicable, to tbe railway receiving point nearest the Join! Property. Unused new tubulars will be 

priced as provided above in Paragraph 1 A.(l) and (2).

0. Good Used Material (Condition B)

Material in sound and serviceable condition and suitable lor reuse without reconditioning:

(1) Material moved to the Joint Property

At seventy-five percent (15%) of current new price, os determined by Paragraph A.

(2) Material used on and moved from (he Join! Property

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph A, if Material was ongintlly 

charged to the Joint Account as new Material or

(b) Al sixty-five percent (65%) of current new price, as determined by Paragraph A. if Material was originally charged 

to the Joint Account as used Materia)

(3) Material not used on and moved from the Joint Property

At seventy-five percent (75%) of current new price as determined by Paragraph A.

The cost of reconditioning, ifasy, shall be absorbed by the transferring property.

C Other Used Material

(1) Condition C

Material which is not in sound and serviceable condition and not suitable fra its original function until after 

reconditioning stall be priced at fifty percent (50%) of current new price as determined by Paragraph A. The cost 

of reconditioning shall be charged to the receiving property, provided Condition C value plus cost of reconditioning 

does not exceed Condition O value.

(2) Condition D

Material, excluding jurfc, no longer suable for its original purpose, but usbtc (or sorae other purpose shall be priced 

on a basis commensurate wish its esc. Operator may dispose of Condition D MMcriaJ ander procedure! normally 

used by Operator without prior approval of Non-Operators.

(a) Casing, robing, or drill pipe used as line pipe Shall bo priced as Grade A and B scared ess line pipe of comparable 

size and weighs. Used casing, tubing or drill pipe utilized as line pipe shall be piced at used line pipe prices.

• (b) Casing, tubing or drill pipe amd ax higher pressure service linos chan standard line pipe, e.g. power oil lines, shall

he priced under norma) pricing procedures to easiag. tubing, or drill pipe. Upset tubular goods doll be priced 

on a non upset basis.
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(3) Condition E

Juk shell Ik priced at prevailing prices. Operator nay dispose of Condition G Material under procedures nonsally 

utilized by Operator without prior approval of Noa-Operalors

D. Obsolete Material

Material which is serviceable and (table for its original function but condition and/or value of such Material is not 

equivalent to trial which would justly a price as provided above noy be specially priced as agreed to by the Portia Such 

price should retail in the Joint Account being charged with the value of the service rendered by such Material.

E. Pricing Conditions

(V) Loading or unloading costs may be charged to the Joint Account at tl* rate of twenty-five cents (25d) per hundred 

weight oa oil tubvlor goods movements, ia lieu of actual loading or unloading costs sustained at the stocking point. 

The above rate shall bo adjusted as of the first day of April each year following January I, 1985 by the ante 

percentage increase or decrease used to adjust overhead rates to Section Ut, Paragraph t.A.(3). Etch year, the 

rale calculated shall be rounded lo the nearest cent tntd shall be the rate in effect until the first day of April nest year. 

Such rate rirall be published each year by the Council of Petroleum Accountants Societies.

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

new Material.

3. Premium Prices

Wbeaever Material is not readily obtainable at published or listed prices because of notional emergencies, strikes or other unusual 

causes over which the Operator kas no coalrol, the Operator may charge the Irani Account fer the required Material at the Operator's 

actual art incurred in providing such Malcrial, in making it suitable for us, and in moving it to the Joint Property; previdod 

Mice in writing ia furnished to Non-Operators of the proposed charge prior lo billing Non-Operators for such Material. Each 

Moo-Operator shall hare the right, by so electing and notifying Operator within ten days after receiving notice from Operator, to furnish 

in kind all or port of his share of such Malcrial suitable for ate Md acceptable to Operator.

4. Warranty of Material Furnished By Operator

Operator docs not warrant the Material furnished. In case of defective Motcriai, credit shall not be passed to the Joint Account 

■nil ndjnamera has been received by Operator from the mattafactnrers or their agents

V. INVENTORIES

The Operator shall maintain derailed recardsof Controllable Material.

I. Periodic lorenlorks. Notice and Representation

At reasonable intervals, inventories shall be taken by Operator of (he Joint Account Controllable Malcrial. Written notice of intention to 

lake inventory skit be given by Opcraiof ol least thiny (30) days before any Invctuoiy Is to begin so that Non-Operators may ho 

icfvesnied when nay inreaiory Is takei. Failure of Non-Operators to be represented at an inventory shall bind Noo-Operators to accept 

the inventory taken by Operator.

J. ReCueeJBntloa and Adjustment of Inventories

Adjustments lo the Joint Accouat resulting flora the reconciliation of a physical inventory shall be made within si norths following 

the taking of the inventory. Inventory adjustments shall be made by Operator to the Jotm Account for overages and portages, bat. 

Operator shall be held accountable only forritonagesdue to lack or reasonable diligence

3. Sped si Inventories

Speelal inrentraics may be taken whenever there is any sale, change of interest, or change of Operator in the Jotm Property, (t shall bo 

the duty of the party oiling to notify all other Parks as quickly as possible after the transfer of inlercsr lakes place, ia such coses, both 

the seller and (be purchaser dull be governed by sueb inventory. In cases involving a change of Operator, all Parties ritall be go rented 

by such inventory.

4. Espcnre of Conducting Inventor!**

A. The expense of conducting periodic inventories shall not be charged 10 the Joint Account unless agreed lo by 'he Parties

B. The expense of conducting special inventories dull be charged to the Parties requesting Mdi inventories, except inventories 

required due to change of Operate* shall be charged to tbe Join Account.
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EXHIBIT “D

Attached to a made a part of that certain Joint Operating Agreement dated 
May 8, 2009, by and between Marbob Energy Corporation, as Operator, and Pitch Energy 

Corporation, et at, as Non-Operators.

1. OPERATOR shall, at all times while conducting operations hereunder, 
comply with all Workers’ Compensation and Occupational Disease Laws 
including the United States Longshoremen’s and Harbor Workers' 
Compensation Act; provided, however, that OPERATOR may be a self- 
insurer for liability under said compensation laws in which event the only 
charge that shall be made to the joint account shall be OPERATOR'S 
actual cost but not exceeding an amount equivalent to the premium which 
would have been paid had such insurance been obtained.

2. No other insurance shall be carried by OPERATOR for the joint account 
unless agreed to by all the parties hereto.

3. OPERATOR shall require all contractors and subcontractors to carry such 
insurance in such amounts as OPERATOR deems adequate.

4. Each co-owner may procure such insurance with respect to the jointly 
owned properties and operations as it deems necessary to protect itself 
against claims and damages and all insurance policies shall be endorsed 
to provide that underwriters and insurance carriers of co-owner shall not 
have any right of subrogation against OPERATOR and other co-owners.

It is provided that in the event Operator should elect to carry well control 
insurance, then prior to the drilling of any well hereunder, if any co-owner 
hereunder so elects to be included as an insured under Operator’s policy, the 
Operator shall advise said co-owner of its anticipated share of the premium for 
same. Co-owner shall then advise Operator whether or not it elects to be named 
as an insured under the policy, and co-owner shall be responsible for its 
proportionate share of the policy premium.



EXHIBIT “E”

Attached to a made a part of that certain Joint Operating Agreement dated 
May 8, 2009, by and between Marbob Energy Corporation, as Operator, and Pitch Energy 

Corporation, etai, as Non-Operators.

GAS BALANCING AGREEMENT

The parties to the Operating Agreement to which this agreement is attached own the working 
interest in the gas rights underlying the lands covered by such agreement (the ‘Contract Area”) in 
accordance with the percentages of participation as set forth In Exhibit “A” to the Operating Agreement 
(the ‘participation percentage").

In accordance with the terms of the Operating Agreement, each party thereto has the right to take 
its share of gas produced from the Contract Area and market the same. In the event any of the parties 
hereto collectively owning participation percentages of less than 50% are not at any time taking or 
marketing their share of gas or have contracted to sell their share of gas produced from the Contract Area 
to a purchaser which does not at any time while this agreement is in effect take the full share of gas 
attributable to the interest of such parties, this agreement shall automatically become effective upon the 
terms hereinafter set forth.

1. During the period or periods when any parties hereto collectively owning participation 
percentages of less than 50% have no market for their share of gas produced from any proration unit 
within the Contract Area, or their purchaser does not take its full share of gas producing from such 
proration unit, other parties collectively owning participation percentages of more than 50% shall be 
entitled to produce each month 100% of the lesser of (a) allowable gas production assigned to such 
proration unit by applicable state regulatory authority or (b) the delivery capacity of gas from such 
proration unit; provided, however, no party who does not have gas in place shall be entitled to take or 
deliver to a purchaser gas production in excess of 200% of the lesser of (c) its share of (he volumes of 
gas capable of being delivered on a daily basis or (d) its share of allowable gas production. All parties 
hereto shall share in and own the liquid hydrocarbons recovered from such gas by lease equipment in 
accordance with their respective interests and subject to the Operating Agreement to which this 
agreement is attached, but the party or parties taking such gas shall own all of the gas delivered to its or 
their purchaser.

2. On a cumulative basis, each party not taking or marketing its full share of the gas 
produced shall be credited with gas in place equal to its full share of the gas produced under this 
Agreement, less its share of gas used in lease operations, vented or lost, and less that portion such party 
took or delivered to its purchaser. The Operator will maintain a current account of the gas balance 
between the parties and will furnish all parties hereto monthly statements showing the total quantity of 
gas produced, the amount used in lease operations, vented or lost, the total quantity of liquid 
hydrocarbons recovered therefrom, and the monthly and cumulative over and under account of each 
party.

3. Each Party producing, taking or delivering gas to its purchaser shall pay severance taxes, 
excise taxes, royalties, overriding royalties, production payments and other such payments and taxes on 
production for which it is obligated by law or by lease or contract (including Operating Agreement), and 
nothing in this Gas Balancing Agreement shall be construed as affecting such obligations. Each Party 
hereto agrees to indemnify and hold harmless the other Parties hereto against all claims, losses or 
liabilities arising out of its failure tofulfrD such obligations.

4. After notice to the Operator, any party at any time may begin taking or delivering to its 
purchaser its full share of the gas produced from a proration unit under which it has gas In place less 
such party's share of gas used in operations, vented or lost. In addition to such share, each party, 
including the Operator, until it has recovered its gas in place and balanced the gas account as to its 
interest, shall be entitled to take or deliver to its purchaser a share of gas determined by multiplying 50% 
of the interest in the current gas production of the party or parties without gas in place by a fraction, the 
numerator of which is the interest in the proration unit ct such party with gas in place and the denominator 
of which is the total percentage interest in such proration unit of all parties with gas in place currently 
taking or delivering to a purchaser.

5. Nothing herein shall be construed to deny any party the right, from time to time, to 
produce and take or deliver to its purchaser its full share of the allowable gas production to meet the 
deliverability tests required by its purchaser, provided that said test should be reasonable in length, 
normally not to exceed 72 hours.

6. If a proration unit ceases to produce gas and/or liquid hydrocarbons in paying quantities 
before the gas account is balanced, settlement will be made between the underproduced and 
overproduced parties. In making such settlement, the underproduced party or parties will be paid a sum 
of money by the overproduced party or parties attributable to the overproduction which said overproduced 
party received, less applicable taxes theretofore paid, at the applicable price defined below for the 
delivery of a volume of gas equal to that for which settlement is made. For gas, the price of which is not 
regulated by federal, state or other governmental agencies, the price basis shall be the price received for



the sate of the gas. For gas, the (nice of which is subject to regulation by federal, state or other 
governments! authorities, the price baas shall be the rate collected, from time to time, which is not 
subject to possible refund, as provided by the Federal Energy Regulatory Commission or any other 
governmental authority, pursuant to final order or settlement applicable to the gas sold from such well, 
plus any additional collected amount which is not ultimately required to be refunded by such authority, 
such additional collected amount to be accounted for at such time as final detenu nation is made with 
respect hereto.

7. Notwithstanding the previsions of ^6, it is expressly agreed that any underproduced party 
shall have the optional right, with respect to each proratlon unit, to receive a cash settlement bringing 
such underproduced party’s gas account into balance at any time and from time to time prior to (he final 
settlement, by first giving each overproduced party 90 days’ written notice of demand for cash settlement. 
If such option is so exercised, settlement shall be made (as of 7:00 o'clock AM. on the first day of the 
calendar month following the date of such written demands) within 90 days following the actual receipt of 
such written demands by the overproduced parties, in the same manner provided for in J[6. The option 
provided for in this paragraph may be exercised, from time to time, but only one time in each calendar 
year.

3. Nothing herein shall change or affect each party's obligation to pay its proportionate 
share of all costs and liabilities incurred, as it share thereof is set forth in the Operating Agreement.

9. This agreement shall constitute a separate agreement as to each proration unit approved 
by the applicable regulatory authority for a pool within the Contract Area, but such proration unit shall not 
include any producing horizon which is not within the vertical limits of said pool. This agreement shall 
remain in force and effect so long as the Operating Agreement to which it is attached remains in effect, 
and shall inure to the benefit of and be binding upon the parties hereto, their heirs, successors, legal 
representatives and assigns.

V
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EXHIBIT “F”

EQUAL EMPLOYMENT OPPORTUNITY PROVISION

Attached to a made a part of that certain Joint Operating Agreement dated 
May A 2009, by and between Marbob Energy Corporation, as Operator, and Pitch Energy 

Corporation, etai, as Non-Operators.

During the performance of this contract, the Operator (meaning and referring separately to each party 
hereto) agrees as follows:

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

2) The Operator will in all solicitations or advertisements for employees placed by or on behalf of the 
Operator, state that all qualified applicants will receive consideration for employment without 
regard to race, color, religion, sex or nation^ origin,

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

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

5) The Operator will furnish ail information and reports required by Executive Order 11246 of 
September 24, 1965, and by the rules, regulations, and orders of the Secretary of Labor, or 
pursuant thereto, and will permit access to Operator’s books, records, and accounts by the 
administering agency and the Secretary of Labor for purposes of investigation to ascertain 
compliance with such rules, regulations, and orders.

6) In the event of the Operator's non-compliance with the non-discrimination clauses of this contract 
or with any of the said rules, regulations, or orders, this contract may be canceled, terminated or 
suspended in whole or in part and the Operator may be declared ineligible for further Government 
contracts or federally assisted construction contracts in accordance with procedures authorized in 
Executive Order 11246 of September 24, 1965, and such other sanctions in Executive Order 
11246 of September 24.1965, or by rules, regulations, or order of the Secretary of Labor, or as 
otherwise provided by law.

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

Operator acknowledges that Operator may be required to file Standard Form 100 (EEO-1) promulgated 
jointly by the Office of Federal Contract Compliance, the Equal Employment Opportunity Commission and 
Plans for Progress with the appropriate agency within 30 days of the date of contract award if such report 
has not been filed for the current year aid otherwise comply with or file such other compliance reports as 
may be required under Executive Order 11246, as amended and Rules and Regulations adopted 
thereunder.

Operator further acknowledges that Operator may be required to develop a written affirmative action 
compliance program as required by the Rules and Regulations approved by the Secretary of Labor under 
authority of Executive Order 11246 and supply each other party hereto with a copy of such program if so 
requested.
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CERTIFICATION OF N0NSEGRE6ATED FACILITIES

By entering into this contract, the Operator certifies that Operator does not and will not maintain or 
provide for Operator's employees any segregated facilities at any of Operator's establishments, and that 
Operator does not and will not permit Operator’s employees to perform their services at any location, 
under Operator’s control, where segregated facilities are maintained. The Operator agrees that a breach 
of this certification is a violation of the Equal Opportunity clause in this contracL As used in this 
certification is a violation of the Equal Opportunity dause in this contract. As used in this certification, the 
term "segregated facilities’ means, but is not limited to, any waiting rooms, work areas, rest rooms and 
wash rooms, restaurants and other eating areas, time docks, locker rooms and other storage or dressing 
areas, parking tots, drinking fountains, recreation or entertainment areas, transportation, and housing 
fadlities provided for employees which are segregated by explidt directive or are in fact segregated on 
the basis of rac8, color, religion, or national orijpn, because of habit, local custom or otherwise. Operator 
further agrees that (except where Operator has obtained identical certifications from proposed contractors 
and subcontractors for specific time periods) Operator will obtain identical certifications from proposed 
contractors and subcontractors prior to the award of contracts or subcontracts exceeding $10,000.00 
which is not exempt from the provisions of the Equal Opportunity dause. The certification may be 
submitted either for each contract and subcontract or for all contracts and subcontracts during a period 
(i.e., quarterly, semiannually, or annually).


