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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between Merrion Qil & Gas Corporation

610 Rellly Avenue, Farmington, New Mexico §7401 , hereinafter designated and

referred to as “Operator”, and the signatory party or parties other than Operator, imes hercinafer referred to individually hercin
as “Non-Operator”, and collectively as “Non-Operators”,

WITNESSETH:

WHEREAS,ﬂnparﬁestothisagtmmtmownersofoilandgmleammdloroilandgasmtmstsinlhclmdidenn’ﬁedin
Exhibit “A”, and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the
production of oil and gas to the extent and as hereinafter provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLEL
DEFINITIONS

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

A. The term “oil and gas™ shall mean oil, gas, casinghead gas, gas cond and afl other liquid or gaseous hydrocarbons
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated.

B. The terms “oil and gas lease”, “lease” and “leaschold” shall mean the oil and gas leases covering tracts of land
lying within the Contract Area which are owned by the parties to this agreement.

C. The term “oil and gas interests” shall mean unleased fec and mineral interests in tracts of land lying within the
Contract Area which are owned by parties to this agreement.

D. The term “Contract Area™ shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be
developed and operated for oil and gas purposes under this agy Such lands, oil and gas leaschold interests and oil and gas inferests
are described in Bxthibit “A”,

E. The term “drilling unif” shall mean the arca fixed for the drilling of one well by order or rule of any state or
federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
cd by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Partics.

F. The term “drillsite” shall mean the oil and gas lease or interest on which a proposed well is to be located.

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

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

Unless the context otherwise clearly indicates, words used in the singular include the plural, the piural includes the
singular, and the neuter gender includes the masculine and the feminine.

ARTICLE IL
EXHIBITS

The fc ing exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:
B A Exhibit “A”, shall include the following information:
{1) Identification of lands subject to this agreement,
(2) Restrictions, if any, as to depths, formations, or substances,
3) P ages or fractional i of parties to this agreement,
(4) Oil and gas leases and/or oil and gas interests subject to this agreement,
(5) Addresses of parties for notice purposes.

C. Exhibit “C”, Accounting Procedure.
D. Exhibit “D”, Insurance.
E. Exhibit “E”, Gas Balancing Agreement.

ODx R O

G—Exhibit-=“G” Tox-P, (¥
g A

TOk-F

If any provision of any exhibit, except Exhibits “E” and “G”, is i i with any provisi ined in the body
of this agreement, the provisions in the body of this agreement shall prevail.
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ARTICLE 1IL
INTERESTS OF PARTIES

A. Oiland Gas Interests:

If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement
and during the term hereof as if it were covered by the form of oil and gas lease attached-hereto-as-Exhibit-“B>, and the owner thercof
shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder.

B, Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be bome and
paid, and all equipment and materials acquired in operations on the Contract Arca shall be owned, by the partics as their interests arc set
forth in Exhibit “A”. In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the
payment of royalties to the extent of Actual Rovaltics as veferenced in Jeases which shall be borne as hereinafter set forth.

Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hercto on which royalty is due and
payable, cach party entitled to receive a shan: of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or
cause to be paid or delivered, to the extent of its interest in such production, the royalty ipulated hereinabove and shall hold the
other partics free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received
by such party, to any other party’s lessor or royalty owner, and if any such other party’s lessor or royalty owner should demand and
receive setilement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to

such higher price.

Nothing contained in this Article H1.B. shall be deemed an assignment or cross-assignment of interests covered hereby.
C. Excess Royaities, Overriding Royalties and Oth¢r Payments:

Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty,
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article IILB., such party so
burdened shall assume and alone bear all such excess obligations end shall indemnify and hold the other parties hereto harmless from eny
and all ¢laims and demands for payment asserted by owners of such excess burden,

D. Subsequently Created Interests:

If any party should hereafter create un ovemiding royalty, production payment or other burden payable out of production
ibutable to its working interest b der, or if such a burden existed prior to this agreemcnt and is not set forth in Exhibit “A”, or
was not disclosed in writing to all other partics prior to the execution of this agreement by all parties, of is not a joindly acknowledged and
accepted obligation of all parties (any such interest being hereinaft ferred to as “subsequently created interest” irrespective of the
timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred
10 as “burdened party”), and:

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

and,

2. If the burdened party fails to pay, when due, its sharc of exp h ble h det, all provisions of Article VILB. ghall be
enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of
the burdened party.

ARTICLE IV,
TITLES

A. Tide Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations oz, if
the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas i included, or planned to be includ-
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding
royalty and production payments under the applicable leases. At the time a well is proposed, each palty oonmbutmg leases and/or oil and
gas interests to the drillsite, or to be included in sueh drilling unit, shall furnish to Op all (i g federal lease status
reports), title opinions, title papers and i | in its p ion free of charge. All such infi i notmthe, ion of or
made available to Operator by the partics, but nccessary for the examination of the title, shall be obtained by Operator. Operator shall
cause title to be examined by attomeys on its staff or by outside attorneys. Copics of all title opinions shall be furnished to each party
hereto. The cost incurred by Operator in this title program shall be borne as follows:

0 Qption No. 1: Costs incurred by Operator in procuring ab and title ination (including preliminary, suppl L

shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as provided in Exhibit “C”,
and shall not be a direct charge, whether performed by Operator's staff attomeys or by outside attomeys.
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ARTICLE IV
continued

Option No. 2; Costs incurred by Operator in procuring abstracts and fees paid outside atiorneys or examiners for title examination
(including pretiminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be bome by the Drilling Partics
in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Partics as such interests appear in Ex-
hibit “A”. Operator shall make no charge for services rendered by its staff attomeys or other personnel in the performance of the above
functions.

Each party shall be responsible for securing curative matter and pooling amendments or agreements required ip connection
with leases or oil and gas interests contributed by such party. Operetor shall be responsible for the preparation and recording of pooling
designations o declarations as well as the conduct of hearings before governmental agencics for the securing of spacing or pooling orders.
This shall not preveat any party from appearing on its own behalf at any such hearing.

No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above
provided, and (2) the title has been approved by the examining attorey or title has boen accepted by all of the pariies who are to par-
ticipate in the drilling of the well.

B. Loss of Tide:

1. Failure of Titl;; Should any ol and gas inferest or leasc, or interest therein, be lost through failure of tide, which lass results in a
reduction of interest from that shown on Exhibit “A”, the party contributing the affected lease or interest shall have ninety (90) days
from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi-
tion will not be subject to Article VIILB., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining oil
and pas leases and interests: and,

(a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it 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,
bmﬂzmshaﬂbenoaddmonalhabihtyonmpantmheom:pamahmbymmofsudmﬁefnﬂm,

() There shall be no ive adj of exp d or ived from the operation of the interest which has
bcmlost.bmﬂnmmofﬂwpmmdmﬂbcmmdmmmbms,asofﬂmﬁme it is determained finally that tide faiture has oc-
curred, so that the interest of the party whose lease or interest is affected by the title failure will thercafter be reduced in the Contract
Area by the amount of the interest fost;

(c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contract Area is
increased by reason of the title failure, the party whose title has failed shail receive the p ds attributable to the i in such in-
terest (less costs and burdens attributable thereto) unti) it has been reimbursed for unrecovered costs paid by it in connection with such
well;

(d) Should any 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 manner any part of the cost of operation, develop or equip such amount shall be paid to the party or parties
who bore the costs which are so refunded; . ’

(¢) Any liability to account to a third party for prior production of oil and gas which arises by reason of titlc failure shall be
bome by the party or partics whose title failed in the same proportions in which they shared in such prior production; and,

() No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest
claimed by any party hereto, it being the intention of the parties hereto that cach shall defend title to its interest and bear all expenses in
connection therewith.

55 n-Pa eous Pa AN g:  If, through mistake or oversight, any remtal, shut-in well
payment, mininum mynlty or royalty payment, is not pmd or is emroncously paid, and as a result a lease or interest therein terminates,
there shall be no monetary liability against the party who failed to make such payment. Unlkess 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 Articls VII1B., the inferests of the parties shall be revised on an acreage basis, cffective as of the
date of termination of the lease involved, and the party who failed to make proper payment will no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated, In the cvent the party who failed to make the

requu'edpaymetnshaﬂnothnvebeenfnﬂymmbursed,n\h:hmeofﬂw\oss,ﬁomthcpmwedsofﬂwsaleofmlnndgmambmablelo
the lost interest, calculated on an acreage basis, for the d P and costs fore paid on of such interest, it
shall be reimbursed for d actual costs th fe paldbyn(butnmfornsshmoftheoostofanydrybolepxevxouslydnlled
or wells previously abandoned) from so much of mcfollowmgasunewssarymeﬂ'eamunbuxwmem

(a) Proceeds of ail and gas, kss operati p d to v.hc credit of the lost interest, on an acreage basis,
up to the amount of unrecovered costs;

(b) Proceeds, kss operating exp hercaft attributable to the lost interest on an acreage basis, of that portion of
oil and pas thereafter produced and marketod (excluding 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 of d costs, the p ds of said

portion of the oil and gas to be contributed by the: other parties in proportion to their respective interest; and, :
(c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner of the interest

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

3. Other Losses: All losses of title incured other than those set forth in Articles IV.B.1. and [V.B.2. above, shall be joint losses
and shall be bome by all parties in proportion to their interests. There shall be no readj of i in the ining portion of
the Contract Area
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ARTICLEYV.
OPERATOR

A. Designation and Respousibilities of Oy

Merri \] ] shall be the
Operator of the Contract Arca, and shall conduct and direct and have full control of all aperations on the Contract Arca as permitted and
required by, and within the limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but it shall
have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross
negligence or willful misconduct,

and Selection of S Y

B. Resignation or R 1 of O

¥

Resignation or Removal of Operator: Operator may resign at any time by giving written notice thercof to Non-Operators.
If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as
Operator, Op. shall be d d to have resigned without any action by Non-Opemtors, except the sclection of a successor. Operator

may be removed if it fails or refuses to carry out its duties h der, or b t, bankrupt of is placed in receivership, by the
affirmative vote of two (2) or more Non-Operators owning 8 majority interest based on ownership as shown on Exhibit “A” remaining after
excluding the voting Interest of Operator. Such resignation or J shall not b effective until 7:00 o’clock A.M. on the first day of

the calendar month following the expiration of ninety (30) days after the giving of notice of resignation by Operator or action
by the Non-Operators to remove Operator, unless & successor Operator has been selected and assumes the duties of Operator at an earlier
date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-

porate name of stucture of Operator or transfer of Operator’s interest to any single subsidiary, parent or corporation shall not
be the basis for removal of Operator.

2. Selection of Successor QOperator; Upon the resignation or 1 of Op . a Op shall be selected by
the parties. The Op shail be sclected from the parties owning an interest in the Contract Area at the time such successor

Operator s selected.  The successor Operstor shall be selected by the affimnative vote of two (2) or more parties owning a majosity inferest
based on ownership as shown on Exhibit “A”; provided, however, if an Operator which has been removed fails to vote of votes only to
succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based
on ownership as shown on Exhibit “A” remaining after excluding the voting interest of the Operator that was removed,

C. Employees:

The number of employees used by Operator in dugcti; jons h der, their selection, and the hours of labor and the
compensation forservxespcfnnnedshallbedetermmedbyOpmmr andallsmhemployea shall be the employees of Operator.

D. Drilling Contracts:

All wells drilted on the Contract Arcs shall be drilled on 2 competitive contract basis at the usual rates prevailing in the area If it so
desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and
such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-
dependent contractors who are doing work of a similar nature.

ARTICLE VL,
DRILLING AND DEVELOPMENT

A.  Initia) Wel:

On or before the 31* day of __December. ,20_1] , Operator shall commence the drilling of a well for
oil and gas at the following location:

g i g M

and shall thereafter coatinue the drilling of the well with due diligence to a depth safficient to test the Fruitiand Coal Formation,

e, & L1 °

unless granite or other practically imp e or condition in the hole, which renders further drilling impractical, is en-
countered at a lesser depth, or unless all partics agree to complete or abandon the well at a lesser depth.

Operator shall make reasonable tests of all formations encountered during drilling which give indication of containing oil and
gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or formations, in which
cvent Operator shall be required to test only the formation or formations to which this agreement may apply.
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ARTICLE V]
continued
1f, in Operator’s judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug end abandon the
well as a dry hole, the provisions of Article VI.E. 1. shall thereafter apply.
B.  Subsequent Operations:

. Proposed Qperatiopns: Shmldan_yp heltog)d? ire to drill A Ilg:_l.ﬂ:e mA::a%ﬂ'%thmthcwcllpmwded
for in Amele VI A or to rework, deepen or plugw dcly ﬁo&m ﬂe-)ogm M‘-eﬂl-lpaées rﬁajomuy-med-b}dl
me-pemas pgalucmg in paying quantitics, the party desiring to drif), rework, deepen or plug back such a well shall give the
othuparﬁcswmtmnouoeofmepmposedopemlon. specifying the work to be performed, the location, proposed depth, objective forma-

tion and the estimated cost of the operation. The parties recciving such a notice shall have thirty (30} days after receipt of the notice

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-

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

limited to forty-cight (48) hours, exclusive of Saturday, Sunday, and legal holidays. Failure of a party receiving such notice to reply within

the period above fixed shall constitute an clection by that party not to participate in the cost of the proposed operation. Any notice or
P given by telephone shall be promptly confirmed in writing,

" 1 all pastics eloct to pacticipats in such & proposed operation, Oporator shall, within T S 150y Td et Expication of the notice

period of thirty (30) days {or as promptly as possible aficr the expiration of the forty-cight (48) hour period when a drilling rig is on  ioca-
tion, as the case may be), actunlly d operation and complete it with due diligence at the risk and expense of all par-
ties hereto; pmvnded,howivcr, ﬁy tdmmaybemmdedwonwnmmumofmebyomwthcoﬂwrpamu,
forapmodofupm M}é‘ga if, in the sole opinion of Operstor, such additional time is rcasonably necessary to obtain
permits from governmental authoritics, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
amination or curative matter required for title approval or P Notwithstanding the force majeure provisions of Article XJ, if the
actual operation has not beea commenced within the time provided (including any ion thercof as specifically permitted herein) and

if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-
dance with the provisions hereof as if no prior proposal had been made.

2. Operations by Less than All Padies: If any party receiving such notice as provided in Article VI.B.1. or VILD.1. (Option
No. 2) elects not to participate in the proposed operation, then, mordertobecnnﬂedtothebeneﬁtgol;l iy partyorpanics
giving the notice and such other parties as shall elect to participate in the operation shall, within P m&'}—ﬁ% ngcr expiration of
the notice period of thirty (30) days (or as p ly as possible after. the expiration of the forty-cight (48) hour period when a drilling rig is
on location, as the case may be) actually the proposed operation and complete it with due diligence. Operator shall perform all
work for the account of the Consenting Partics; provided, however, if no drilling fig or other equipment is on location, and if Operator is
a Non-Ci ing Party, the C ing Partics shall either: (a) request Operator to perform the work required by such proposed opers-
tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
senting Parties, when conducting operations on the Contract Area pursuant to this Article VLB.2., shall comply with all terms and con-
ditions of this agreement.

If less than all parties app any proposed ion, the proposing party, i diately after the expiration of the applicabl
notice period, shall advise the Consenting Parties of ﬂle total intcrest of the parties approving such op and its dation as
to whether the Consenting Parties should proceed with the operation as proposcd. Each Consenting Party, within forty-eight (48) hours

(cml\mivcofsmday Sundaymdlegalmid&ys)uﬂamdmofmmmmvimhmw@ngmyofmmw(a)m”-

m‘“ S e R el TR

t
w epmpos g sha\lbewkmwdmdecnmund é\)e Xn&hcevemadn“mgnglsonbunm,thempmmmdfm

sudl a response shall not exceed a total of forty- elght (48) hours (i Jof Saturday, Sunday and legal holidays). The proposing party,
at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. C ing Partics shall keep the leaschold estates involved in such
operations free and clear of all liens and encumnbrances of every kind created by or arising from the op of the C ing Partics.
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their
sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article results in a pro-
ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost and risk,
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ARTICLE VI
continued

and the well shall then be tumned over to Opcrator and shall be operated by it at the expense and for the account of the Consenting Par-
ties. Upon commencement of operations for the drilling, reworking, decpening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties,
and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such NomCmsenﬁng

nterest in the well and share of production thereft f such
Party's in the well and share of production omp%lu (gxglse,psla'la&‘a;gﬁc Sharavcearlan&w!gxu,ﬂelxed l

a2 thej

m&mffsmhmmsnmm¢(aﬂadeduwng/pmdmm&—mmm Iovcm gmyaltyandotncrm-
terests not excepted by Article III.D. payable out of or measured by the production from such well accruing with respect to such interest
until it reverts) shall equal the total of the following:

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

(b) __300 % of that portion of the costs and expenses of drilling, rewarking, deepening, plugging back, testing and completing,
after deducting any cash contributions received under Article VII.C., and 100 % of that portion of the cost of newly acquired equip-
ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had
participated therein.

An election not to participate in the drilling or the deepening of a weil shall be d d an election not to pate in any re-
working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent clection applied that is
conducted at any time prior to full recovery by the Consenting Parties of the Noa-C ing Party’s P Any such

reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well
and there shall be added to the sums to be ped by the C ing Parties one hundred percent (100%) of that portion of the casts of
the reworking or plugging back operation which would have been chargeable to such Non-Consenting 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-

licable as bety said C ing Partics in said well.
During the period ofmte()msmnng?mmenuuedmrewve Non-Consenting msm ucmm,orthe
ds therefr C g Parties shall be responsible for the p of all producti ering and other
taxs, and all royalty, ovemdmg royalty and other burd pplicable 10 Noa-Ci ing Party’s share of pmdumon not cxoepwd by Ar-
ticle 111.D.

In the casc of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free
of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon
abandonment of a well after suwch reworking, plugging back or deeper drilling, the Consenting Pasties shall account for all such equip~
ment to the owness thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage.

Witl'lin}.lll ¢ days after the pletion of any operation under this Article, the party conducting the operations for the
Consenting Partics shall fumish each Non-Consenting Party with an inventory of the equi t in and d to the well, and an
itemized statement of the cost of drilling, decpening, plugging back, testing, completing, and equipping the well for production; or, at its
option, the ;‘:ﬁ party, in lieu of an itemizsd statement of such costs of operation, may submit a detailed of hly bill-
ings. Each thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the

perations for the C ing Parties shall funish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds
realized from the salc of the well’s working interest production during the proceding month. In determining the quantity of oil and gas
produced during any month, Consenting Parties shall use mdustry accepted methods such as, but not limited to, metering or periodic

well tests. Any amount realized from the sale or other disp of equip newly acquired in jon with any such operation
which would have been owned by a Non-Consenting Party hed it participated therein shall be credited against the total unreturned costs
of the work done and of the equi purchased in d ining when the interest of such Non-Consenting Party shall revert to it as

shove pruvlded, and if there is a credit balance, it shall be paid to such Non-Consenting Party.

ro! contrar: nthborn ,u noﬁ in
, L R o R T B S

gl sﬁnﬁn sc:c &andrecodsre outhe of when suc
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continued

If and when the Consenting Partics recover from a Non-C ing Party’s relinquished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revert to it, 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
therefrom as such Non-Consenting Party would have been entitled to had it participated in the driiling, reworking, decpening or plugging
back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of
the operation of said well in accordance with the terms of this agr end the A ing Procedy hed hereto.

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

The provisions of this Article shall have no application whatsocver to the drilling of the initial well described in Article VLA
except (a) as to Article VILD.1. (Option No. 2), if selected, or (b) as to the reworking, decpening and plugging back of such initial well
after if it has been drilled to the depth specified in Article VIA. if it shall thereafter prove to be a dry hole or, if initially completed for pro-
duction, ceases to produce in paying quantities.

3. Stand-By Time: When a well which has been drilled or deepencd has reached its authorized depth and al) tests have been
completed, and the results thereof fumished to the parties, stand-by costs incurred pending response to a panty’s notice proposing a
reworking, decpening, plugging back or completing operution in such a well shall be charged and borme as part of the drilling or deepen-
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the resp time permitied, whichever
first occurs, and prior to agreement as to the participating interests of all Consenting Partics pursuant to the terms of the sccond gram-
matical paragraph of Article VIB.2,, shall be charged to and bome as pan of the proposed operation, but if the prop is sub ty
withdrawn because of insufficient participation, such stand-by costs shall be all d b the C ing Partics mtheptopomm
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 agr applicable to a “decpening” opcration shall
also be applicable to any proposal to directionall controlandmtemmllydzvm:awellﬁ'mvcmmlscsmdmngemebommholc
location (herein called “sidetracking”), unless dome to straighten the hole or to dnll around junk in the hole or because of other
mechanical difficultics. Any party having the right to participate in a proposed king operation thet does not own an interest in the

affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal
1o its interest in the sidetracking operation) of the: vatue of that portion of the existing well bore 10 be utilized as follows:

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

(®) € the proposl is for snE?ml?n vl wm:au W’ﬁﬁ%‘fﬁﬂ %Wm,f Sbamek odes m‘ :{ﬁu"

salvable materials and cqmpmmtn}‘ 0 86Ol the
provisions of Exhibit “C”, less the esti d costof Ivaging and the esti d cost of plugging and abandoning.

in the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period
shall be limited to forty-cight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and
receive up to eight (8) additional days afier expiration of the forty-eight (48) hours within which to respond by paying for all stand-by time
incurred during such extended response period. [f more than one party elects to take such additional time to respond to the notice, stand
by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each clecting par-
ty’s interest as shown on Exhibit “A” bears to the total interest as shown on Exhibit “A” of all the electing partics. In all other in-
stances the response period 10 & proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:

anhpartyshgﬂleu%m«sepmﬂydupouoﬁtspmpomommmofallonlmdgasproduoedﬁumtthummAma,
exchmvcofpmdueuonwhlchmaybeusedm‘ lop and p g operations and in preparing the treating oil and gas for

g purp and p idably lost. Any extra expenditurc incurred in the taking in kind or separate disposition by any
paﬂyofitspmponionaﬂeslmeofthcproducuonshn]lbcbomcbysuchpmy. Any party taking its share of production in kind shall be

4
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ARTICLE VI
continued

required to pay for only its proportionate share of such part of Operator’s surface facilities which it uses.
Each party shall exccute such division orders and as may be y for the sale of its interest in production from

the Contact Asea, and, except as provided in Article VILB., shall be entitied to reccive payment directly from the purchaser thereof for
its share of all production.

In the event any party shalt fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of
the oil produced from the Contract Area, Operator shall have the right, subject 1o the revocation at will by the party owning it, but not
the obligation, to purchase such oil or sell it to others at any time and from time to time, for the account of the non-taking party at the
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
owner of the production to exercise at any time its right to take in kind, or scparately dispose of, its share of all oil not previously
delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil shall be only for such reasonable periods of
time as arc consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess
of ane (]) year.

In the event one or morc parties’ separate disposition of its share of the gas causes split-stream deliverics to scparate pipelines andfor
deliveries which on a day-to-day basis for any reason are not exactly equal to a party’s respective proporti share of total gas sales to
be all d to it, the balancing or ing b the respecti ofﬂwparuesshallbcmawo with / ey gas balancing
agreemmtbctweenmepmmhmm thether such-an-agr i attached as Exhibit “E.”

d 'Isoﬁa;:r m E::E:trn ?o tglel '%n %‘ ; p:;y E omelaW‘m‘???ch ,m .. luve the .lrisln mﬂ‘&;ﬁi

D.  Access to Contract Area and Information:

Each party shall have access 0 the Contract Area at afl reasonable times, at its sole cost and risk to inspect or obsesve operations,
and shall have access at reasonable times to infi jon pertaining to the develop or operation thereof, including Operator’s books
and records relating thereto, Operator, upon request, shall furnish cach of the other parties with copics of all forms or reports filed with
govemnmental agencics, daily drilling reports, weil logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of
cach month, and shall make available samples of any cores or cuttings teken from any well drilled on the Coniract Area. The cost of
gathering and fumishing infc ion to Non-Cperator, other than that specified above, shall be charged to the Non-Operator that re-
quests the Information.

E. Abandonment of Wells:

1. Absndonment of Dry Holes; Except for any well drilled or deepencd pursuant to Article VILB.2, any well which has been
drilled or deepened under the terms of this agreerent and is proposed to be completed as a dry hole shall not be plugged and abandoned
without the consent of all partics. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply
within forty-cight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon
such well, such party shall be d d to have d to the proposed aband: All such wells shall be plugged and ebandoned in

d with applicabl lations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening
such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further
operations in search of oil and/or gas subject to the provisions of Article VLB.

2. Abapdonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted
hercunder for which the Conseating Partics have not been fully reimbursed as hercin provided, any well which has been completed as a
producer shall not be plugged and abandoned without the consent of all parties. If all parties to such aband the well shall
be plugged and ahandoned in dance with applicabl lations and at the cost, risk end expense of all the partics hereto. If, within
thirty (30) daysaﬁermcelpt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well,
those ing to its operation from the interval(s) of the formation(s) then open to production shall tender to each of the other
partics ifs proportionate sharc of the vaie of the well’s salvable matcrial and cquipment, determined jn with the provisions of
Exhibit “C”, less the esti d cost of salvaging and the estimated cost of plugging and abandoning. / Each abandoning party shall assign
the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and
material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only as to, the in-
terval or intervals of the formation or formations then open to production. If the interest of the abandoning patty is or inchides an oil and
gas interest, such party shall exccute and defiver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in-
tervals of the formation or formations then open to production, for a term of one (1) year and so long thercafier as oil and/or gas is pro-
duced from the interval or intervals of the fi jon or fi ! d thereby, such-loase—to-be-on-the form-attached—as—Exhibi

* ‘l;n.“!m of a party to make an explicit election within thirty (30) days will be deemed to be an agreement by that party to abandoa the
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ARTICLE VI
continued

“B2. The assignments of leases so limited shall encompass the “drilling unit” upon which the well is located. The payments by, and the
assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective p tage of participation in the
Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shail be no readjustment of
intercsts in the remaining portion of the Contract Arca

Thereafter, abandoning parties shall have po further responsibility, liability, or interest in the operation of or production from
the well in the intesval or intervals then open other than the royaltics retained in any lease made under the terms of thig Article. Upon re-
quest, Operator shall continue o operate the assigned well for the account of the non-sbandoning partics at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned
well. Upon proposed aband, of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to
repurchase its prior interest in the wetl (using the same valuation formula} and participate in further operations therein subject to the pro-
visions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Article VLE.L. or VLE.2 sbove 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 all parties having the right to conduct further operations therein have been notified
of the proposed abandonment and afforded the opportunity to elect to take over the weil in d with the provisions of this Article
VLE.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A.  Liability of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and
shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted
among the partics in Article VILB. are given o secure only the debts of each severally. It is not the intention of the parties to create, nor
shall this agreement be construed as creating, a mining or other partnership or association, or to render the partics liable as parters.

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Arca, and a security interest in its sharc
of oil and/or gas when exiracted and its interest in all equip 0 secure p of its share of expense, together with interest thereon
at the rate provided in Exhibit “C”. To the extent that Qperator has a security interest under the Uniform Commercial Code of the
state, Operator shall be entitled to exercise the rights and remedics of a secured party under the Code. The bringing of a suit and the ob-
taining of judgment by Operator for the sccured indebtedness shall not be d d an ¢lection of dies or otherwise affect the lien
rights or security interest as security for the payment thereof. In addition, upon defauit by any Non-Operator in the payment of its share
of expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from
the sale of such Non-Operator’s share of oil and/or gas until the amount owed by such Non-Opemator, plus interest, has been paid. Each
purchaser shall be entitled to rely upon Operator’s written statement conceming the amoynt of any default. Operator grants a like lien
and security interest to the Non-Op to secure p of Op £] share of

pIop AP

If any party fails or is unable to pay its share of cxpense within sixty (60) days after rendition of a statement therefor by
Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of cach such party bears to the interest of all such parties. Eachpmysopaymgus share of the unpaid amount shall, to obtain-
reimbursement thereof, be subrogated to the sccurity rights described in the f

BYNE agrap

C. Payments and Acconnting:

Except as herein otherwise specifically provided, Operator shall p y and discharg i d in the 4 P
mdopemuonofmeConmAreapumanttomsam’mtandshauchargeeanhofmepamuhm;townhtbeumpecnvepmw-
nomﬂtmsupmﬂwexpamebmspmdedmiixhlbn“@ Operator shall keep an accurate record of the joint account hereunder,

h g exp i d and charges and credits made and received.

Operator, at its election, shall have the right from time to time to demand and receive ﬁ'om the other parties payment in advance

of their respective shares of the ¢stimated amount of the exp to be i d in op b der during the next succeeding
month, which right may be ised only by submission to each such party of an itemized of such esti d exp together
with an invoice for its sharc thereof. Each such statement and invoice for the p in ad of esti d shall be submitted

o

on or before the 20th day of the next preceding rnonth. Each party shall pay to Operator its proportionate share of such estimate within
fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within seid time, the amount
due shall bear interést as provided in Exhibit “C” until paid. Proper adjustment shall be made nsonthly between advances and actual ex-
pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more.

D. Limitation of Expenditures:

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepentd, except any well drilled or deepened
pursuant to the provisions of Article VLB.2. of this agreement. Consent to the drilling or deepening shall include:
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continued
X  Option Np, 1; All necessary expenditures for the drilling or deepening, testing, completing and equipping of the well, including
necessary tankage and/or surface facilities.

O Option No. 2: All necessary cxpenditures for the drilling or deepening and testing of the well. When such well has reached its
authorized depth, and all tests have been completed, and the results thereof fumnished fo the parties, Operator shall give immediate notice
to the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-cight
(48) houss (exclusive of Saturday, Sunday and Iegsl holidays) in which to elect to participate in the setting of casing and the completion at-
tempt. Such election, when made, shall include consent o all necessary expenditures for the completing and equipping of such well, in-
cluding necessary tankage and/or surface facilities, . Failure of any party receiving such notice to reply within the period above fixed shall
constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the partics,
elect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hercof (the phrase reworkmg. decpening or plugging
back” as contained in Article VLB.2. shall be deemed to include “completing”) shall apply to the operati f ducted by less
than all parties.

2. Rework or Plug Back: Without the consent of all ?@Mfﬁw&%ﬁ ly backexcep(awellrcwotkcdor

plugged back pursuant to the provisions of Article VLB L g of plugging back of a well shall
include all accessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage
and/or surface facilities.

3. Qther Operations: Without the consent of all parties, Operator shall not undertake any single projéct reasonably estimated

to require an expenditure in excess of Fifty - Dollars ($30000.00 )~
except in connection with a well, the drilling, reworking, decpening, pleti pleting, or plugging back of which has been
previously authorized by or p to this agr t, provided, b ﬁm,mcaseofe:qﬂosmn,ﬁm,ﬂoodormhﬂsuddm

cmergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required
to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other
pacties.  If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall fumnish any Non-Operator 50 requesting
an information copy thereof for any single project costing in excess of : _(anyamouat)
Dollars (§ ) but less than the amount first set forth above in this paragraph.

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

Rentals, shut-in well payments and minimum royaities which may be required under the terms of any lesse shall be paid by the
party or parties who subjected such lease to this agreement at its or their ¢xpense. In the event two or more parties own and have con-
tributed interests in the same lease to this agreement, such parties may designate oane of such parties to make said payments for and on
behalf of all such partics. Any party may request, and shall be entitled to remve. proper evidence of all such payments. In the event of
failure to make proper payment of any rental, shut-in well pay or royalty through mistake or oversight where such pay-
ment is required to continue the lease in force, any loss which results from such non-payment shall be bome in accordance with the pro-
visions of Article IV.B.2.

Operator shall notify Non-Op of the anticipated pletion of a shut-in gas well, or the shutting in or retum to production
of a producing gas well, at least five (5) days (excluding Saturday, Sundsy and legal holidays), or at the carliest opportunity permitted by
circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify
Non-Operator, the loss of any Iease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment
shall be borne jointly by the parties hereto under the provisions of Article IV.B.3.

F. Taxes:

Beginning with the first calendar ycar afier the effective date hercof, Operator shall render for ad val ion all property
subject to this agreement which by taw should be rendered for such taxes, and it shall pay all such taxes assessed thercon before they
become detinquent. Prior to the rendition date, each Nm-Opaumr shall furnish Operator information as to burdens (to include, but not
be limited to, royalties, overriding royalties and p p on leascs and oil and gas interests contributed by such Non-
Operator.  If the d valuation of any leaschold estate is red by reason of its being subject to outstanding excess royaltics, over-
riding royalties or producti the reduction in ad val taxes resulting therefrom shail inure to the benefit of the owner or

owners of such leasehold mate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party’s working interest, then notwithstanding
anything 10 the contrary herein, charges 1o the joint account shall be made and paid by the parties hereto in accordance with the tax
value generated by each party’s working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in
the manner provided in Exhibit “C”.

If Operator iders any tax t i per, Op may, at its discretion, protest within the time and manner
prescnbedbylaw,andpmsecuwthepmmtoaﬁnald:tmnmmon unless all partics agree to abandon the protest prior to final deter-
minstion. During the pend: of administrative or judicial p dings, Operator may elect to pay, under protest, all such taxes and any
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for the joint sc-
count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid by them, as
provided in Exhibit “C”.

Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxcs imposcd upon or with respect
to the production or handling of such party’s share of oil and/or gas produced undes the terms of this agreement.
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continued

G. Insurance:

At all times while opcrations are conducted hereunder, Operator shall comply with the workmen’s compensation law of
the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-
pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit “C". Operator shall
also carry or provide insusance for the benefit of the joint account of the parties as outlined in Exhibit “D”, attached to and made a part
hercof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen’s compensation
law of the state where the operations are being conducted and to maintain such other insurance as Operator may roquire.

[n the event automobile public liability insurance is specified in said Exhibit “D”, or sub ly ives the approval of the

parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive equipment.

ARTICLE VIiIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

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

However, should any party desire to sumrender its interest in any lcase or in any portion thereof, and the other parties do nat
agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in
such lease, or portion thersof, and any well, material and equipment which may be located thereon and any rights in production
thereafter secured, to the parties not ing to such der. If the interest of the assigning party is or includes an oil and gas in-
terest, the assigning party shall and deliver to the party or parties not ing to such der an oil and gas leasc covering
suchoxlandgasmmmforammofone(l)yezrandsolmgﬂlmﬁcrasodand/otgasxspmducedﬂ'omﬂwlandeovuedthercby,

se-to—be-on-the—form gh ereto-as-Exhibit-"B=. Uponsuchmlgmnentorlease the assigning party shall be relicved from all
bligations thereaft g, but not i d, with respect to the interest assigned or leased and the operation of any well
atmbumblc thereto, and the assigning party shall have no further interest in the assigned or leased premiscs and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignec or lessce shall pay to the
party assignor or lessor the reasonable salvage value of the latter’s interest in any wells and equip ibutable to the assigned or leas-
ed acreage. The value of all material shall be determined in accordance with the pravisions of Exhibit “C”, less the estimeated cost of
salvaging and the estimated cost of plugging and abandoping. If the assigr or lease is in favor of more than one perty, the interest

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

Any assi lease or der made under this provision shall not reduce or change the assignor’s, lessor’s or surrendering
party’s interest as it was i diately before the assi lease or der in the bal of the Contract Area; and the acrcage
assigned, leased or dered, and subseq operations thereon, shall not thercafier be subject to the terms and provisions 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 other parties shall be notified promptly, and
shall have the right for a period of thirty (30) days foilowing receipt of such notice in which to elect to participate in the ownership of the
renewal lease, insofar as such lease affects lands within the Contragt Arca, by paying to the party who acquired it their several proper pro-

portionate shares of the acquisition cost allocated to that part of such lease within the Coatract Area, which shall be in proportion to the
interests held at that time by the parties in the Contract Area.

If some, but less than all, of the partics elect to participate in the hase of a ! lease, it shall be owned by the partics
who elect to participate therein, in a ratio based upon the relationship of their respective p age of participation in the Contract Area
to the aggregate of the percentages of participation in the Contract Arca of all parties p pating in the purchase of such 1 lease.

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

Each party who participates in the purchase of a renewal lease shall be given an assig of its p
by the acquiring party.

porti interest therein

The provisions of this Article shall apply to renewal lcases whether they are for the entire interest covered by the expiring lease
or cover only & postion of its area or an interest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or
contracted for within six (6) months after 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 after the expiration of an existing lease shall not be deemed a renewal lease and shall not be subject to
the provisions of this agreement.

The provisions in this Article shall also be applicable to extensions of oil and gas leases.
C. Acrenge or Cash Coatributions:

While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or any other
operation on the Contract Area, such contribution shail be paid to the party who conducted the drilling or other operation and shail be
applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party to whom the con-
tribution is made shall promptly tender an assi of the ge, without y of title, to the Drilling Parties in the proportions

P
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ARTICLE VIl
continued
said Drilling Parties shared the cost of drilling the well. Such acrcage shall become a separate Contract Area and, to the extent possible, be
governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any acreage or cash contributions
it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op-
tional rights to cam acreage outside the Contract Area which are in support of a well drilled inside the Contract Arca.

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

D, Maintenance of Uniform Interests:

For the pusrposc of maintaining uniformity of ownership in the oil and gas leasehold i d by this agp t, no
pasty shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Arca and in wells,
equipment and production unless such disposition covers cither:

1. the entire interest of the party in all leases and equipment and production; or
2. an equal undivided interest in all {cases and oquipment and production in the Contract Arca,

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement
and shall be made without prejudice to the right of the other partics.

If, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, may
require such co-owners to appoint 8 single trustee or agent with full authority to receive notices, approve expenditures, receive billings for
and spprave and pay such party’s share of the joint expenses, and to deal geaerally with, and with power to bind, the co-owners 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 all oF agr for the disposition of their respective shares of the oil and gas produced from the Contract
Area and they shall have the right to receive, ly, pay of the sale p ds thercof.

E. Walver of Rights to Partition:
If permitted by the laws of the statc or states in which the property covered hereby is located, each party hereto owning en
undivided intcrest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severalty its undivided

interest therein.

Fo—Preferentiol Right to-Purehoset
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ARTICLE IX,
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a jonship of p hip or an

for profit between or among the parties hereto. Notwithstanding any provision hescin thay the rights and liabilities hereunder are several
and not joint or collective, or that this agr and operations h der shall not constitute a partnership, if, for federal income tax

this agn and the operations h der are regarded as a p hip, cach party herby affected elects to be excluded
fmm the application of all of the provisions of Subchapter “K”, Chapter 1, Subnﬂe “A”, of the Internal Revenuc Code of 1986, as per-
mitted and authorized by Section 761 of the Code and the regulations p d th der. Op is authorized and directed to ex-
ecute on behalf of cach party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federal [ i R Service, including specifically, but mot by way of limitation, all of the returns, statements,
and the data required by Federal Regulations 1.761. Should there be any requiremient that cach party hereby affected give further
evidence of this election, each such party shall execute such documents and furnish such other cvidence as may be required by the
Federal Intemnal Revenue Service or as may be y 1o cvid this election. No such party shall give any notices or take any other
action i i with the election made hereby, If any present or future income tax laws of the state or states in which the Coatract
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter “K”, Chapter 1,
Subtitle “A”, of the Intemal Revenue Code of 1986, under which an election similar to that provided by Section 761 of the Code is per-
mitted, cach party hereby affected shall make such clection as may be permitted or required by such laws. In making the fotegomg clec-
tion, cach such party states that the income derived by such party from ions h der can be ad ly d ined without the

P q!
computation of partnership taxable income.
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit ansing from opemations hereunder if the expenditure
do¢s not exceed Twenty-Five Thousynd and NO/100- Dollars
($25.000.00 ) end if the payment is in complete scttlement of such claim or suit. If the amount required for scttlement ex-
ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is
delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation fiom which the claim or suit arises. If a claim is made against any pasty or if sny party is
sued on account of any matter arising from operations hereundes over which such individual hes no control because of the rights given -
Operator by this agmement, such party shall immediately notify all other parties, and the claim or suit shal be treated as any other claim

'y

or Buit i ing op

ARTICLE X1.
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this ag other than
the obligation to make morecy payments, that party shall give to all other parties prompt written notice of the force majeure with
reasonably full particulars concerning it; thercupon, the obligations of the party giving the notice, so far as they are affected by the foroe

g shall be suspending during, but no langer than, the continuence of the force majeure. The affected party shall use all reasonable
diligence to remove the force majeure situation as quickly as practicable.

The requirement that any force maj shall be died with all ble dispatch shall not require the settiement of strikes,

lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely
within the discretion of the party d

The term “force majeure”, ashcrecmployed,sballmnanactof(iod,smke hckom,mo&muﬂuumld@ubm act of
the public cremy, war, blockade, public riot, lightning, fire, storm, flood, expl go | action, go i delay,
or inacti itability of equif and @y other canse, whether of the kind specifically enumerated above or otherwise, which is
not reasonably within the contro] of the party claiming suspension.

ARTICLE XIL
NOTICES

All notices authorized or required b the partics and required by any of the provisions of this agreement, unless otherwise
specifically provided, shall be given in writing by mail or telegram, postage of charges prepaid, or by telex or telecopier and addressed to
the partics to whom the notice is given at the addresses listed on Exhibit “A”. The originating notice given under any provision hereof
shall be deemed given only when received by the party to whom such notice i3 directed, and the time for such party to give any notice in
response thereto shall run from the date the originating notice is ived. The second or any responsive notice shall be deemed given
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or tclocopier. Each party
shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other partics.

ARTICLE XIIL
" TERM OF AGREEMENT

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

[m] mum__o._LSolmsasanyofﬂmollmdgmlmsubjecttothlswmnmtmmamormconmuedmfomeastonnypan
of the Contract Area, whether by prod al, of otherwise.

@ QOption No. 2; In the event the well described in Article VI A, or any subsequent well drilled under any provision of this
BEY results in production of oil and/or gas in paying quantitics, this agreement shall continue in force so long as any such well or
welis produce, or are capable of production, and for an edditional period of ___ 180 davs days from ion of all production; provided,
however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, decpen-
ing. plugging back, testing or attempting to complete a well or wells h der, this shall inue in force until such opera-
tions have been pleted and if production results therefrom, this agr shall inue in force as provided herein. In the event the
well described in Article VLA, or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, or capable
of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilting, deepening, plugging back or rework-
ing operations arc commenced within __180 days __ days from the date of abandonment of said well.

It is agreed, b , that the ination of this
acerued or attached prior to the date of such termination.

agr shall not relicve any party hercto from any liability which has

-13-
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid rules,
regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws, or-
dinances, rules, regulations, and orders.

B. Governing Law:

This agreement and all matters pertaining hercto, including, but not limited to, matters of performance, non-performance, breach,
remedies, procedures, rights, duties, and interpretation or construction, shall be govemed and determined by the law of the state in which
the Contract Area is located. 1fthe Contract Area is in two or more states, the law of the state of New Mexico

shalt govern.

C. Regulatory Agencies:

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

With respect to operations h dex, Non-Op agree to release Operator from any and all losses, damages, injuries, claims
and causes of action arising out of, incident to or resulting directly or indircctly from Operator's interpretation or application of rules,
rulings, regulations or orders of the Department of Encrgy or prod o gencics to the exteat such interpretation or ap-
plication was made in good faith. Each Non-Operator further agrees to reimburse Operstor for any emounts applicable to such Non-
Op *s sharc of production that Operator may be required to refund, rebate or pay as a resuft of such an incorrect interpretation or
application, together with interest and penaltics thereon owing by Operator as a result of such incorrect interpretation or application.

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oil sold hereunder or to any other person or entity p to the requi of the “Crude Qil Windfall Profit Tax Act
of 1980”, as same may be amended from time to time (“Act™), and asy valid regulations or rules which may be issued by the Treasury
Department from time to time pursuant to ¢aid Act. Bach party hereto agrees to fumnish any and all certifications or other information
which is required to be furnished by said Act in & timely manner and in sufficient detail to permit compliance with said Act.

ARTICLE XV,
OTHER PROVISIONS:

XV.A COMMINGLING OF FORMATIONS (ATTACHED......Pages 14a-14g)



ARTICLE XV. A
COMMINGLING OF FORMATIONS

The entire costs, risk and expenses involved in drilling, testing, completing, equipping,
reworking, deepening, plugging back and operating a well located on the Contract Area,
in the event such well is completed in or proposed to be completed in two or more
formations in which the working interest ownership differs, or in plugging and
abandoning such well in one or more formations, shall be governed by the following
provisions:

A.  Definitions

“Objective Formation” - the interval comsisting of a zone, formation or
horizon to be tested in a proposed operation, as
stated in the AFE or notice whereby such operation
was proposed.

“Participating Interest” - the percentage of the costs and risks of conducting
an operation under the applicable operating
agreement that a Participating Party agrees, or is
otherwise obligated, to pay and bear.

“Participating Party” - with respect to a given formation, a Party that has
approved a proposed operation or otherwise agreed,
or become liable, to pay and bear a share of the
costs and risks of conducting such operation under
the applicable operating agreement.

References herein to multiple completion wells shall mean wells which are
completed in, or proposed to be completed in, two or more formations regardless
of whether such formations are produced through separate tubing strings or
commingled downhole. .

B. Formula for Allocation of Drilling, Completing and Equipping Costs

Whenever in this Agreement it is provided that costs will be borne by the Parties
in accordance with this Section B, the following procedures will be used:

At the time a Party proposes the drilling of a well having two or more
Objective Formations in which the working interest ownership differs, the
proposing Party shall submit to the other Parties who are entitled to
participate in the proposed operation, an estimate of the total costs of
drilling, testing, completing and equipping said well to, and including, the
wellhead in all Objective Formations. In a like manner, a Party which
proposes to conduct a reworking, deepening, or plugging back operation
on a well involving two or more formations in which the working interest
ownership differs, shall submit to the other Parties entitled to participate in
the proposed operation, an estimate of the total cost of the operation. The
estimated costs shall be divided into the following categories:

(a.) Costs to be incurred from the surface to the base of the shallowest
Objective Formation, including pre-drilling costs that benefit all
Objective Formations, but excluding those costs set forth in
subsection B (4) hereof;,

(b.) Costs to be incurred from the base of the shallowest Objective
Formation to the base of the next (second) shallowest Objective
Formation, excluding those set forth in subsection B (4) hereof;,

{c.) Costs to be incurred from the base of the second shallowest Objective
Formation to the base of the next (third) shallowest Objective
Formation, excluding those set forth in subsection B (4) hereof;



(d.) Costs incurred from the base of the second deepest Objective
Formation to total depth;

(e.) Costs attributable to logging, testing, perforating, treating,
stimulating, completing and abandoning each formation and the cost
of equipping the well with respect to equipment that is used solely in
connection with one formation; and

(f) Costs attributable to equipping the well beyond the wellhead, with
respect to equipment that serves more than one formation.

The actual costs of drilling, testing, completing, and equipping the well will be
apportioned among the Objective Formations, in accordance with the categories
set forth above in this Section B, as follows:

)

@

€)

@

®

Except as provided in Subsection B (4), pre-drilling costs that benefit all
Objective Formations (including, but not limited to site surveys, site
preparation, right-of-way and surface damage payments) and costs
incurred from the surface to the base of the shallowest Objective
Formation shall be divided equally between all Objective Formations and
charged to the Participating Parties therein, in accordance with their
respective Participating Interest in such formations.

Except as provided in Subsection B (4), costs incurred from the base of the
shallowest Objective Formation to the base of the next shallowest (second)
Objective Formation shall be divided equally between the second
Objective Formation and all other deeper Objective Formations and
charged to the Participating Parties therein in accordance with their
respective Participating Interest in such formation, In a like manner, costs
incurred from the base of the second Objective Formation to the base of
the next shallowest (third) Objective Formation, other than those set forth
in Subsection B (4), shall be divided equally between the third Objective
Formation and all other deeper Objective Formations and charged to the -
Participating Parties therein, in accordance with their respective
Participating Interest in such formation.

Costs incurred from the base of the second deepest Objective Formation to
total depth shall be charged to the Participating Parties in the deepest
formation, in accordance with their respective Participating Interest in
such formation.

Costs attributable to logging, testing, perforating, treating, stimulating,
completing and abandoning a given formation shall be charged to the
Participating Parties therein, in accordance with their respective
Participating Interests in such formation. The cost of equipping the well,
with respect to equipment that is used solely in connection with a given
formation, shall be charged to the Participating Parties therein, in
accordance with their respective Participating Interest in such formation.

The cost of drilling, production casing, and tubing that serves more than
one Objective Formation shall be allocated to the Participating Parties of
each respective Objective Formation, pursuant to Subsections (1), (2), and
(3) of this Section B, on a footage basis as follows:

n = number of Objective Formations
I1 = First, or shallowest Interval
12 = Second shallowest Interval

. Is = Third shallowest Interval

Basex = Footage at the base of the x Interval



Cost allocated to I:
(1/n * Base1)/ Total Depth

Cost allocated to I:
[(1/n * Baser) +{(1/(n-1) * (Base2-Base1))] / Total Depth

Cost allocated to Is:
[(1/n * Basei) + ((1/(n-1) * (Basez-Baser)) + ((1/n-2) * (Bases-Basez)))/
Total Depth :

If there are more than three (3) Objective Formations, costs shall be
allocated to such other formations in a like manner.

Drilling and Completing Wells in All Objective Formations

Costs of drilling, testing, completing, and equipping wells to, and including, the
wellhead which are begun with the objective of multiple completions and which
are completed in all Objective Formations shall be borne by the Participating
Parties in each Objective Formation in accordance with the provisions of Section
B. The material and equipment in the well and on the surface shall be owned by
the Parties paying the cost thereof pursuant to Section B. As to any well which
was begun with the objective of multiple completions, drilling overhead shall be
charged as though the well were a single well to be drilled to test the deepest
formation, and borne in accordance with Section B. The working interest owners
shall own all oil and gas produced from their respective formations in accordance
with the applicable operating agreement for such formation.

Upon abandonment of the well, if dry in all formations, the costs of plugging and
abandoning shall be bome in accordance with the provisions of Section B.

Completion of Well in Fewer than All Objective Formations

In the event that a well begun with the objective of multiple completions is drilled
to the deepest formation and results in discovery of oil and/or gas in paying
quantities in one or more Objective Formations, but is dry in one or more
Objective Formations, all costs of drilling, testing, and completing the well shall
be bome by the Participating Parties in each Objective Formation in accordance
with Section B. Likewise, all costs of equipping the well prior to the decision to
abandon the dry formation(s) shall be borne by the Participating Parties in each
Objective Formation in accordance with Section B. All costs of equipping the
well subsequent to the decision to abandon the dry formation(s) shall be borne by
the Participating Parties in the formation(s) being completed and if there are two
or more formations being completed, the equipping costs shall be apportioned
between such formations in accordance with Section B. Further, the Participating
Parties as to the formation(s) being completed shall pay to the Participating
Parties of the formation being abandoned the value of any salvable material and
equipment paid for or furnished by such abandoning Parties which is used in
connection with the formation being completed. Thereafier, the Participating
Parties in the completed formation(s) shall own all materials and equipment
acquired and installed in the drilling and completion of said well. The working
interest owners in the completed formation(s) shall own all oil and gas produced
from their respective formation in accordance with the applicable operating
agreement, and shall bear all costs of operating, reworking, and plugging and
abandoning the well which accrue thereafter. Notwithstanding anything to the
contrary herein, the cost of abandoning the dry formation shall be bome by the
working interest owners of the formation(s) being abandoned, in accordance with
the applicable operating agreement. If the formation being abandoned is the
deepest formation, the working interest owners in the deepest formation shall bear
the cost of abandoning the entire portion of the well below the base of the second
deepest formation, in accordance with the applicable operating agreement.



E.

Partial Abandonment After Completion of Well in Muitiple Formations

In the event that, after completion of a well in two or more formations, the
working interest owners of a given formation should decide to abandon the well
as to their formation, the Participating Parties in the formation open to production
(“Producible Formation”) shall pay to the working interest owners of the
formation to be abandoned (“Abandoning Parties”), the salvage value of any
materials or equipment belonging to the Abandoning Parties that are used in
connection with the Producible Formation. If there is more than one Producible
Formation, such payment shall be apportioned between the Producible Formations
S0 as to be consistent with the ownership of material and equipment as set forth in
Section B. Upon making such payment, the Participating Parties as to the
Producible Formation(s) shall own all of such materials and equipment. The
working interest owners in the Producible Formation(s) shall own all oil and gas
produced from their respective formation in accordence with the applicable
operating agreement, and shall bear all cost of operating, reworking, and plugging
and abandoning the well which accrue thereafter. Notwithstanding anything to
the contrary herein, the cost of abandoning the formation to be abandoned shall be
borne by the Abandoning Parties, in accordance with the applicable operating
agreement. If the formation being abandoned is the deepest formation, the
Abandoning Parties in the deepest formation shall bear the cost of abandoning the
entire portion of the well below the base of the second deepest formation, in
accordance with the applicable operating agreement.

Adding Completions and Commingling

Operations to deepen the well or recomplete the well at a shallower depth for the
purpose of completing additional formations shal! be proposed and approved by
the Parties entitled to participate in the proposed completion attempt in
accordance with the applicable operating agreement. Before any well which is
completed in one or more formations may be deepened or recompleted at a
shallower depth for the purpose of completing the well in an additional formation,
such operation must have non-objection by Participating Parties owning an
aggregate of at least seventy five percent (75%) Participating Interest in each |
formation that is then capable of producing in paying quantities in such well. (In
other words, such deepening or recompletion operations shall be prevented in the
event that Participating Parties owning an aggregate of more than twenty five
percent (25%) Participating Interest in any formation that is capable at that time
of producing in paying quantities object to said operations.) Failure of a Party
owning an interest in a formation capable of producing in paying quantities to
respond to a request for non-objection to a proposed deepening or recompletion
within thirty (30) days after receipt of such request shall be deemed non-objection
to such deepening or recompletion. Any Party owning a Participating Interest in a
formation which is entitled to participate in the proposed deepening or
recompletion shall have an election whether or not to participate in such
deepening or recompletion operation that is separate from its non-objection to use
of the wellbore. If the operation should result in an impairment of production
from, or a loss of, the existing well, the provisions of Subsections H (4), (5) and
(6) shall govern unless otherwise agreed.

As compensation for the use of the equipment, the Participating Parties in the
additional completion shall pay to said Participating Parties in each formation
then capable of producing in paying quantities their proportionate share of the
current salvage value of the equipment to be shared as provided for in Section B.

As compensation for use of the wellbore, the Participating Parties in the
additional completion shall pay to said Participating Parties in each such
formation then capable of producing in paying quantities (“Producing Parties™) an
amount calculated as set forth hereinbelow (“Wellbore Compensation™). Such
Wellbore Compensation shall be equal to that portion of the Current Drilling
Costs, depreciated as provided below, which the Participating Parties would have
borne if they had originally participated in the drilling of the well under the terms
of this Agreement. The Current Drilling Costs would be the estimated cost to
drill and case the well as of the date of the proposed recompletion. The applicable



Current Drilling Costs shall be depreciated on a straight-line depreciation basis
over a twenty (20) year period commencing as of the original completion date of
the subject wellbore until the commencement date of operations for the additional
completion.

If the estimated cost of commingling formations exceeds the Operator’s
expenditure limit under the Operating Agreement, the proposing Party shall
submit an authority for expenditure to the Participating Parties in the formations
proposed to be commingled. Notwithstanding anything to the contrary in the
Operating Agreement, failure to respond to a proposal to commingle that does not
include other operations in the well, within thirty (30) days after receipt of the
proposal, shall be deemed approval of such commingling. The cost of the
commingling operation shall be borne by the formations being completed as set
forth in Section B.

Allgcation of Operating and Maintenance Costs

After completion of a well in two or more formations, the costs of producing
operations shall be borne by the Participating Parties as to such formations as
follows:

(1)  Notwithstanding anything to the contrary in the Accounting Procedure,
each active completion which is not commingled downhole shall be
treated as a separate well for producing well overhead, if the Operator is
required by the working interest owners or any governmental agency to
separately account for such completions, Such expense shall be borne by
the Participating Parties of the respective formations as a separate cost
allocable to their interest. Active completions that are commingled
downhole or are not required by the working interest owners or any
governmental agency to be separately accounted for shall be treated as one
well for the purpose of charging producing well overhead and such charge
shall be atlocated equally to all such completions.

(2)  The Participating Parties as to each formation shall bear all costs of
routine producing operations including costs of labor, repairs, maintenance
and replacement of equipment attributable solely to such formation. All
costs of operations performed for the joint benefit of two or more
formations shall be borne equally by the formations benefiting from such
operations and charged to the Participating Parties in each such formation
in accordance with their respective Participating Interest in such
formation.

Allocation of Cost of Workover Operations _

After completion of a well in two or more formations, a proposed workover,
repair or other operation, excluding routine repair or maintenance work, must be
approved by Parties owning an aggregate of at least seventy five (75%)
Participating Interest in each formation which is capable of producing in paying
quantities, whether or not such formations are to undergo the proposed workover,
repair or other operation. (In other words, such operations shall be prevented in
the event that Participating Parties owning an aggregate of more than twenty five
percent (25%) Participating Interest in any formation that is capable at that time
of producing in paying quantities object to said operations.) Failure of a Party
owning an interest in a formation capable of producing in paying quantities to
respond to a request for non-objection to a proposed deepening or recompletion
within thirty (30) days after receipt of such request shall be deemed non-objection
to such deepening or recompletion. Any Party owning a Participating Interest in a
formation which is entitled to participate in the proposed workover or repair shall
have an election whether or not to participate in such workover or repair operation
that is separate from its non-objection to use of the wellbore.



The costs and risk of any workover, repair or other operations on such well shall
be borne by the Participating Parties in such workover, repair or other operation
as follows:
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The costs and risk of any workover, repair or other operation which is
directly related to one formation, including but not limited to operations
such as re-perforating the casing or stimulating the formation, shall be
borne by the Participating Parties in the formation for which the workover,
repair or other operation is performed.

All costs and risk of any workover, repair, or other operation not directly
related to one formation, including but not limited to repair and correction

of leaks which may result in communication between formations within
the well bore shall be borne equally by the formations benefiting from
such work, and charged to the owners of each such formation in
accordance with their respective Participating Interests.

Any material and equipment acquired by any such expenditures provided
for in Subsection H(1) and H(2) above shall be owned by the Participating
Parties of the respective formations so as to be consistent with the
ownership of the material and equipment as set forth in Section B.

The working interest owners of the formation undergoing the workover,
repair or other operation shall not be liable to the working interest owners
of the formation(s) not being worked upon for cessation of production
during such operations for a period of time not exceeding a cumulative
total of sixty (60) days. In the event cessation of production during such
operations is for a longer period of time, the Parties participating in such
workover, repair, or other operation, hereinafter referred to as Remedial
Owners, shall pay to the Participating Parties as to the formation not being
worked upon, hereinafter referred to as Damaged Owners, damages in
such amount as shall be proposed by the Operator and approved jointly by
Remedial Owners and Damaged Owners representing an aggregate of at
least seventy five percent (75%) Participating Interest in each of the
respective formations for loss of production occurring for each day in
excess of such sixty (60) cumulative day period until such production is
restored. If the Parties owning an aggregate of at least seventy five
percent (75%) Participating Interest in each formation do not approve the
proposed damages within one hundred eighty (180) days after written
request for damage payments, the matter shall be referred to mediation,
pursuant to Section K.,

If the producing capacity of the formation not undergoing the workover,
repair or other operation is reduced in excess of twenty percent (20%) as a
result of such workover, repair or other operation, damages will be
deemed to have occurred. If damages have occurred, the Remedial
Owners shall pay to the Damaged Owners, damages in such amount as
shall be proposed by the Operator and approved jointly by Remedial
Owners and Damaged Owners representing an aggregate of at least
seventy five percent (75%) Participating Interest in each of the respective
formations for loss of producing capacity. (In other words, approval of
damages shall be prevented if Parties owning an aggregate of mote than
twenty five percent (25%) in any formation do not accept the proposal). If
the proposal for damages is not approved by the Parties owning an
aggregate of at least seventy five percent (75%) in each formation within
one hundred eighty (180) days after written request for damage payments,
the matter shall be referred to mediation, pursuant to Section K.

It is understood, however, that liability for loss or damages under
Subsections H{4) and H(5) shall not accrue hereunder if: (1) such loss or
damage existed prior to actual commencement of the operations or prior to
penetration by workover equipment of the damaged formation, and (2) the
evidence is conclusive that the loss or damage resulted solely from the



previously existing poor mechanical condition of the well. In no event
shall Remedial Owners be required to pay Damaged Owners an amount
greater than the cost of drilling and completing a replacement well.

Payments

If the amount of any payment due by working interest owners of one formation to
the working interest owners of another formation(s), pursuant to Sections D, E, F,
or H above, is agreed to by Parties having at least seventy five percent (75%)
Participating Interest in each of the respective formations, such agreement shall be
binding on all Parties. Within thirty (30) days after agreement as to the amount of
payment due, Operator shall invoice the working interest owners owing such
payment. Within thirty (30) days after receipt of the invoice, each Party owing
such payment shall send its payment to the Operator. The Operator will distribute
the payments so received, along with any payment owed by the Operator, to the
owners of the formation to whom payment is due within sixty (60) days after the
invoice is issued. The Operator shall make a good faith effort to collect any such
payments owed by the non-operators. If any non-operator fails to make a
payment due hereunder, the Operator may, after making a good faith effort to
collect, turn over the responsibility for collecting the payment to the Party to
whom it is owed, and the Operator will have no further liability with regard to
such payment.

Non-Consent Wells

Any payments made by owners of one formation to the owners of another
formation(s) pursuant to Sections D, E, F, or H above, that would have been
received by a Non-Consenting Party had it not relinquished its interest in the well,
shall be credited against the total unreturned costs of the non-consent operation in
determining when the interest of such Non-Consenting Party shall revert to it as
provided in the applicable Operating Agreement; and if there is a credit balance, it
shall be paid to such Non-Consenting Party. Likewise, any payments made by
owners of a formation to owners of another formation(s) pursuant to Sections D,
E, F or H above, that would have been made by a Non-Consenting Party had it not
relinquished its interest in the well shall be deemed to be part of the cost of the
non-consent operation and shall be added to the sums to be recouped by the
Consenting Parties as provided in the applicable Operating Agreement.

Dispute Resolution -

If a dispute arises between the Parties under this Agreement and is not resolved by
negotiation, the dispute shall be submitted to mediation before any Party resorts to
litigation. In such event, promptly following one Party’s written request for
mediation, the Parties to the dispute shall choose a mutually acceptable mediator
and share the costs of mediation services equally. The Parties to the dispute shall
each have present at the mediation at least one individual who has authority to
settle the dispute. The Parties shall make reasonable efforts to ensure that the
mediation commences within sixty (60) days of the date of the mediation request.
Notwithstanding the above, any Party may file a complaint (1) if the Parties are
unable after reasonable efforts to commence mediation within sixty (60) days of
the date of the mediation request, (2) for statute of limitations reasons, or (3) to
seek a preliminary injunction or other provisional judicial relief, if in its sole
judgment an injunction or other provisional relief is necessary to avoid irreparable
damage or to preserve the status quo. Despite such actions, the Parties shall
continue to try to resolve the dispute by negotiation or mediation as necessary.



AAPL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE XV1.
MISCELLANEOUS

OPERATING AGREEMENT DATED.............. July1,2010 (Glade Park1&2)

OPERATOR: Merrion Qit & Gas Corporation

CONTRACT AREA: Township 29 North, Range 13 West, NMPM, W% Section 9, San Jusa County, NM
‘ Depth Limited: Surface to base of Pictures Qliffs formation

This agreement shall be binding upon and shall inure 1o the benefit of the parties hereto and 10 theit respective heirs, devisees,
fegal representatives, successors and assigns. :

e R Y O N

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

—
N

13 IN WITNESS WHEREOF, this agreement shall be effective as of 1% day of February, 2008.

Merrion Oil & Gas Corp, Land Dept, , who has prepared and circulated this form for exccution, represents and warrants that the form
was printed from and with the exception listed below, is identical to the AAPL Form 610-1982 Model Form Operating Agreement, as published

1741 diskette form by Forms On-A-Disk, Inc. No changes, altemations, or modifications, other than those.in-Asticle ___DELETIONS APPEAR
:: AS ; INSERTION: E have been made to the form.
20 OPERATOR

MERRION OIL & GAS CORPORATION

21

22

3 P _

24

25 By: MWW‘/‘/

T. Greg Merrion, President

NON-OPERATORS

35 By

38 Name:

40 Tile:

-15.



EXHIBIT “A”

Attached to and made a part of that certain Operating Agreement, dated July 1, 2010, by and between
Memion Qil & Gas Corporation, as Operator, and Non-Operator(s).

LANDS SUBJECT TO THIS AGREEMENT

Township 29 North, Range 13 West, NMPM
Section 9: W/2
Containing 320 acres, more or less
San Juan County, New Mexico

OPERATING AGREEMENT DEPTH OR FORMATION RESTRICTIONS

Surface to base of Pictures Cliffs formation

PARTIES TO THIS AGREEMENT

erator:
Merrion Qil & Gas Corporation
610 Reilly Avenue

Farmington, NM 87401

Non-Operator(s):
XTO Energy Inc

810 Houston Strect
Fort Worth, TX 76102

PROPOSED WELLS

r Glade Park 1 & 2 ]

Township 29 North, Range 13 West, NMPM
Section 9: W/2

Proposed Formation: Fruitland Coal

San Juan County, New Mexico



There is no Exhibit “B” contained in this Operating Agreement.
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EXHIBIT “C”
1 ne
2 CORPORATION, d Non i _grs
3
4
5
6
?
. ACCOUNTING PROCEDURE
13 JOINT OPERATIONS
11
2 L GENERAL PROVISIONS
13
4 L Deflinitions
15
16 "Joint Property” shall mean the real and personal property subject to the agreement to which this Accounting Procedure
17 is attached. '
18 “Joint Operations® shall mean all opemtions nocessary or proper for the develop peration, i and
19 maintenance of the Joint Property.
20 *Joint Account' shall mean the accoumt showing the charges paid and credits received in the conduct of the Joint
21 Operations and which aze to be shared by the Partics,
2 ’Opuawr'shallmmnmcputy_dosigmedmconduumekimOpmﬁom.
23 "Non-Operators” shall mean the Parties to this agreement other than the Operator.
% "Parties” shall mean Operator and Non-Operators.
25 “First Level Supervisors” shall mean those employees whose primary fimction in Joimt Operations is the direct
26 supervision of other employees . and/or contract labor directly e¢mployed on the Joint Propety in a field operating
27 capacity.
28 "Technical Employees” shall mean those employees having special and specific engineering, geological or other
29 professions) skills, and whose primary function in Joint Operati is the handling of specific opersting conditions and
30 problems for the benefit of the Joint Property.
3 "Personal Expenses” shall mean trave! and other bie rei Xp of Operator's employees.
32 "Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
33 “Contrallable Material® shall mean Material which at the time is so classified in the Material Classification Manual as
34 most recently recommended by the Council or Petrol A Societi
15 :
36 2. Statement and Bfllings
k1 .
38 Operator shall bill Non-Operators on or before the last day of easch month for their proportionate share of the Joint
19 Account for the preceding month. Such bills will be accompanied by statements which identify the authority for
40 expenditure, lease or fucility, and. all charges and credits summarized by appropriate classifications of investment and
41 expense except that items of Controllable Material and unusual charges and credits shall be separately identified and
42 fully described in detail.
43
44 3. Advances and Paywmeats by Non-Operators
45
46 A, Unless otherwise provided for in the agreement, the Operator may require the Non-Operstors to advance their
47 share of estimmied cash outlsy for the ding month's operati wm'lmﬁﬂem(lS)dnysaﬁurecenptofﬂ\c
48 billing or by the first day of the month for which the ad is reqn hich is later. Operator shall adjust
49 each monthly billing to reflect advances received from the Non-Op
50 . }
51 B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt, If payment i3 not made
52 wilhinmﬁmc,ﬂwmpaklbdmeeshﬂlbwmmmonmlynﬂ:cplimcmeineﬁoau_lngjmsMngk_
53 on the first day of the mooth in  which delinquency occurs  phs e or the
54 i rate permitted by the applicable usury laws in the state in which the Joint Property is located,
ss whichever is the lesser, plus attomey's fees, court costs, and other costs in ion with the collaction of unpaid
56 amounts.
57
58 4 Adjustments
59
60 Payment of any such bills shall not prejudice the rght of any Non-Operator to protest of question the comectness thereof
61 provided, however, all bills and statements rendered to Non-Opemtors by Operator during any calendar year shall
& conclusively be presumed to be true and comect afler twenty-four (24) months following the end of any such calendar
63 year, unless within the said (wenty-four (24) month period a Non-Operator takes written exception thereto and makes
4 claim on Operator for adj No adj ble to Operator shall be made unkss it is made within the same
65 prescribed period. The provisi of this b shall not prevent adjustmenmts resulting from a physical inventory of
o6 Controllab} ial as pravided for in Section V.
67

COPYRIGHT © 1985 by the Council of Petroleum Accountants Societies.
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Audits

A. A NonOperator, upon notice in writing to Operator and all other Non-Operetors, shall have the right to audit
Operators accounts and records relating to the Joint Account for any calendar year within the twenty-four
(24) month period following the end of such calendar year, provided, however, the making of an audit shall pot
exerd the time for the taking of written exception to and the adjustments of sccomts as provided for in
Paragraph 4 of this Section [ Where there are two or more Non-Operators, the Non-Operators shall make
every reasomsble effort to conduct 3 joint eudit in & memner which will resut i a minimum of inconvenience
to the Operator. Operator shall bear po portion of the Non-Operators audit cost incurred under this
paragraph unless agreed to by the Operstor. The audits shall not be conducted more than once cach year
without prior approval of Operator, except upon the resignation or removal of the Operator, and shall be made
at the expense of those Non-Operators approving such audit.

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

Approval By Non-Operators
Where an approval or other agreement of the Parties or Noa-Op is expressly required under other sections of this
Accounting Procedure and if the agreement to  which this A i Proced is hed i n

contrary provisions in regard thercto, Operator shall notify all Non-Operators of the Operators proposal, and the
agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Operators.

IL DIRECT CHARGES

Operator shall chasge the Joint Account with the following items:

Ecologleal and Envi 1
Commcmedfwmebuuﬁtofuwlomthopmyasamunof ! or regulatory requi to  satisfy

1 id ficable 1o the Joimt Operations. Such costs may inclade surveys of an ecological o1
haeological nature and pollution contral procedures as required by applicable laws and regulati

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

A. (1) Salarics and wages of Operators field employ directly employed on the Joint Property in the conduct of
Jeint Operations.

(2) Salarigs of First level Supervisors in the field.

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

(4) Salaries and wages of Technical Emplay ecither wporarily or permanently assigned to and directly
employed in the operation or the Joint Property if such charges are exciuded from the overhead rates.

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

C. Expenditures or contributions made p to imposed by go | authority which are

applicable to Operator’s casts chargeable (o the Joint A it under P aphs 3A and 3B of this Section T

D.  Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Accoumt under
Paragraphs 3A and 3B of this Section It

Employee Beneflts

Operator's curtent costs or cstablished plans for employees' group life i hospitalizati pension,
stock purchase, thrift, bonus, arsdodlerbtneﬁtpbnsofallkemra,appllca.blemOpmmlaborcostdzameab!cmthe

JomtAcwumundexPamgmphs3Aand3BoftthemeshallbeOpemol’sunmlcoanmmcmeedthepawm

most receatly recommended by the Council of Petrol A S
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Material

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

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

A If Material is moved to the Joim Property from the Operator’s warehouse or other properties, no charge shall be
madetomeloioncoumfotadimncgmmmmﬂndismnceﬁ'mnﬂneneaxmreliablesupplysmrewtwrelike
material is normally available or railway receiving point nearest the Joint Propexty unless agreed to by the Parties.

B. If swplus Material is moved to Operators warchouse or other storage point, no charge shall be made to the Joint
Account for a distance greater than the distance to the nearest reliable supply store where ke material is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be
made to the Joint Account for moving Msaterial to other properties belonging to Opemtor, unless agreed to by the

Parties.

C. In the epplication of subparsgraphs A and B above, the option to ecqualize or charge actual trucking cost is
available when the actual charge is $400 or iess excluding eccessorial charges. The $400 will be adjusted to the
amount most recently recommended by the Council of Petroleum A Societi ’

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section I and Paragraph i, ii, and iii, of Section II. The cost of professionsl consultamt services and comtract
services of technical p 1 directly d on the Joim Property if such charges are luded from tho thead
rates. The cost of professional consultant services or contract services of technical persounel not directly engaged on the
Joint Property shall not be charged to the Joint Account unless previously agreed to by the Parties.

Equipment and Facilities Furnished By Operator

A, Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
with costs of ownership and opemtion. Such mtes shall include .costs of maintenance, repairs, other opemating
P i taxes, deprecistion, and interest on gross i fess 4 depreci not
oxceed __ Twelve percent { _J2o %) per annum. Such rates shall not exceed average commercial
rates currently prevailing in the immediate area of the Joint Property.

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

Damages and Losses to Joint Property

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

Legal Expense

Expense of bandling, investigating and setding litigation or claims, discharging of liens, payment of judgments and
amounts paid for setllememt of claims incumed in or resulting from operations under the sagreement or necessary (o
protect or recover the Joint Property, except that no charge for services of Operator's legal staff or fees or expense of
outside attomeys shall be made unless previously agreed t0 by the Partics. All other legal expense is considered to be
covered by the overhead provisions of Section II unless otherwise agreed to by the Partics, except as provided in Section
L, Paregraph 3.

Taxes

All taxes of every kind and nature assessed or levied upon or in connmection with the Joint Property, the opemtion thereof,
or the production therefrom, and which tixes have been paid by the Operator for the benefit of the Parties. If the ad
valorem taxes are based in whole or in part upon scparate valuations of each party's working interest, then
notwithstanding  anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties
hereto in accordance with the tax value generated by cach party's warking interest.

COPAS
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Insurance

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

Abandonment and Recdamation

Costs incwred for abandoument of the Joint Property, inchuing costs required by governmenial or ather regulatory
authority.

Communieations
Cost of acquiring, leasing, installing, operating, repairing and maintaining icati ystems, including radio and
microwave facilities directty serving the Joimt Property. In the event ication  facilities/: serving the Joint

Property are Operator owned, charges to the foint Account shall be made as provided in Paragraph 8 of this Section II.
Other Expenditures

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

1L OVERHEAD
Overbead - Drilling and Producing Operations

i. As compensation for administrative, supervision, office services and warchousing coms, Operstor shall  charge
drilling and producing operations on either:

( X )Fixed Ratc Basis, Paragraph IA, or
{ ) Percentage Basis, Paragraph 1B

Unkess otherwisc sgreed to by the Parties, such charge shall be in liew of costs and expenses of all offices and
salarics or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under
Paragraph 3A, Section I  The cost and expense of services from outside sources in comnection with maters of
taxation, traffic, accounting Or matters before or invalving go | ies shall be considered as included in
the overhead rates provided for in the above sclected Paragraph of this Section II unless such cost and expense are
agreed to by the Partics as a direct charge to the Joint Account.

ii. The salaries, wages and Personal Exp of Technical Empl and/or the cost of professional consultant
services and contract services of technical ] directly emplayed on the Joint Property:

( )sballbeeovcmdbytheoverheudmm,or
(X )shal]notbawvemdbyﬂ\eov_eﬂmdma.

iii. The salaries, wages and Personal Exp of Techni Employ and/or costs of professional consultant services
and contract services of ical 1 either porarily or p igned to and directly employed in
the operation of the Joint Property:

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

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

Drilling Well Rate $ 5000
(Prorated for less than a full month}

Producing Well Rate §___S00

(2) Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate

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

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

(2) Charges for wells undergoing any type of workover or recompletion for a peried of five (5)
consecutive work days or more shall be made at the drilling well rate, Such charges shall be
applied for the period from date workover operations, with rig or other units used in workover,
commence through date of rig or other unit relesse, except that no charge shall be made during
suspension of operations for fifteen (15) or more consecutive calendar days.

() Producing Well Rates

(1) An active well ecither produced or injected into for any portion of the month shall be considered as
a one-well charge for the entire month.

(2) Each active completion in a multicompleted well in which production is not commingled down
hole shall be idered 85 & Ul charge providing each npletion  is idered a
well by the govemning regulatory authority.

(3) An inactive gas well shut in because of overproduction of failure of purcheser to take the
production shall be idered as a one-well charge providing the gas well is dirctly connected to
a permanent sales outlet.

4) A oncwell charge shall be made for the month in which plugging and ebandonment operations
are completed on any well This one-weli charge shall be made whether or not the well has
produced except when drilling well rage applies.

(5) Al 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.

The well rates shall be adjusted as of the first day of April cach year following the effective date of the

agreement t0 which this A ing Procedure is d.  The adj shall be d by multiplying
the mte currently in use by the percentsge i or & in the average weekly eamings of Crude
Petrol and Gas Production Workers for the last dar year pared to the calendar year preceding as
shown by the index of average weekly eamings of Crude Petroleum and Gas Production Work as published
by the United States Department of Labor, Bureau of Labor ISt or the oquival Conadian index as

published by Statistics Canada, as applicable. The adjusted rates shall be the rates currendy in use, plus or
minus the computed adjustment.

B. Overhead - Percentage Basis

88}

@)

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

- Percent ( %) of the cost of development of the Joint Property exclusive of costs
provided under Paragraph 10 of Section II and all salvage credits.

(b)  Operating

i Percent ( %) of the cost of operating the Soint Pyoperty exclusive of costs provided
under Paragraphs 2 and 10 of Section I, all salvege credits, the value of injected substances purchased
for secopdary recovery and all taxes and assessments which are levied, assessed and paid upon the
mineral interest in and to the Joint Property.

Application of Overhead - P ;,Basissballbeasfollows:

Forttnwposeofdmminmgdmguonamnmmmhmmmmlsofdﬂs&cﬁmm,
development shall include all costs in comnection with drilling, redrilling, deepening, or any remodial
operations on any or all wells involving the use of drilling sig amd crew capable of drilling to the producing
interval on the Joint Property; alfo, preliminary expenditmes necessery in preparation for drilling and
expenditures incurred in  abendoning when the well is not completed as a producer, and original cost of
construction or installation of fixed assets, the expansion of fixed assets and any other project clearly
discemible as a fixed asset, except Major Construction as defined in Paragraph 2 of this Section Il AR other
costs shall be considered as operating.

Overhead - Major Construction

To compensaie Operator for thead ©ost8 i d in the jon and installation of fixed assets, the expansion of
fixed assets, and any other project clearly discemible as a fixed assct roquired for the devel and operation of the
Joint Property, Operator shall either negotiate a rmaic prior to the beginning of construction, or shall charge the Joint

Hily
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Account for overhead based on the following rates for any Major Construction project in excess of §__ 100,000

A 5  %offirst $100,000 or total cost if less, plus
B. 2 % of costs in excess of $100,000 but less thaa $1,000,000, plus
C. 1 9 of costs in excess of $1,000,000.

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

3 Catastrophe Overbead

To compensate Operator for overhcad costs incwred in the event of expenditures resulting from a single occumence due
to oil spill, blowout, explosion, fire, storm, huricane, or other catastrophes 8s agresd to by the Parties, which are
pecessary o restore the Joint Propety to the equivalent condition that existed prior to the event causing the
expenditures, Operator shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account
for overhead based on the following rates:

A 5 % of total costs through $100,000; plus
B. 2 % of total costs in excess of $100,000 but less than $1,000,000; plus
C. 1 % of total costs in excess of $1,000,000.

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

4. Amendment of Rates

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

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and oedits for all Material
movements  affecting the Joint Property. Opemator shall provide all Material for use on the Joimt Property, however, at
Operator's option, such Material may be supplied by the Non-Opemtor. Operstor shall make timely disposition of idle and/or
surplus  Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to
outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition

A or B Material. The disposal of surplus C: le Material not purchased by the Operator shall be agreed to by the Parties.
1. Purchases
Material purchased shall be charged at the price paid by Operator after deduction of all di ived. In case of

Material found to be defective or returned to vemdor for any other reasons, credit shall be passed to the Joint Account
when adjustment has been received by the Operator.

2, Transfers and Dispositions

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

A.  New Material (Condition A)

) Fubular Goods-Other-than-Line-Ripo
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supply store nearest the Joint Property, or point of manufacture, plus tramsportation costs, if applicable, to the
railway receiving poing nearest the Joint Propenty.

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

Good Used Material (Condmon B)
Material in sound and serviceable cmdit‘iou and syitable for reuse without reconditioning:
(1) Material moved to the Joint Froperty

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

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

(b) At sixty-five percent (65%) of cument new price, as determined by Paragraph A, if Material was
iginalty charged to the Joint Account 28 used Material

3

{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, if any, shall be absorbed by the

Other Used Material
(1) ConditionC

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

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

(@) Casing, tbing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe
of comparsble size and weight Used casing, tubing o drifl pipe utilized as line pipe shall be
priced ot used line pipe prices. '

(b) Casing, tubing or drill pipe used as higher pressure service lines than swmndard line pipe, eg
power il lines, shall be priced under normal pricing procedures for casing tubing, or drill pipe.
Upset tubular goods shall be priced on a non upset basis,

(3) Condition E

Junk shall be pricod at prevailing prices. Operator may dispose of Condition E Material under
procedures normaily utilized by Operator without prios approval of Non-Operators.

D.  Obsolete Material

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

E.  Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the ratc of twenty-five cents (25¢)
por hundred weight on all tubular goods movements, in liew of actual loading or unloading costs
sustained at the stocking point. The above rate shall be adiusted as of the first day of April each year
following January 1, 1985 by the same p age i or d used to adjust overhead rates in
Section I, Paragraph 1.A(3). Each year, the rate calculated shall be rounded to the nearest cemt and
shall be the rate in cffect until the first day of April next year. Such rate shall be published each year
by the Council of Petroleum A Societi

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

Preminm Prices

Whenever Material i3 not readily obtainable at published or listed prices because of national emergencies. strikes or other
unusual causes over which the Operator has ro control, the Operator may charge the Joint Account for the required
Material at the Operator's actual cost incurred in providing such Material, in msking it suitabke for use, and in moving it
to the Joint Property, provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing
Non-Op for such Material Each Non-Operator shall have the right, by so electing and notifying Operator within
ten days after receiving notice from Operator, to fumish in kind all or part of his share of such Material suitable for use
and acceptable to Operator.

4. ‘Warranty of Material Farnished By Opu-nw_r
Operator does not warrant the Material fumished. In case of defective Material, credit shall not be passed to the Joint
A 1t urtid adj has beea ived by Operator from the manufacturers o their agents.

V. INVENTORIES

The Operator shall maintain detailed records of C: le Material

1. Periodic Inventories, Notice and Representation
At ble intervals, i ics shall be taken by Operator of the Joint Account Controllable Material. Written notice
of intention to teke inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that
Non-Op may be rep d when any inventory is taken. Failure of Non-Op to be rep d &t an
inventory shall bind Non-Operators to accept the inventory taken by Operator.

2. Reconelliation and Adjnstment of Inventories

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six
mounths following the taking of the i y. b y adj shall be made by Operator to the Joint Account for

COPKS
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overages and shortages, but, Operator shall be held accountable only for shortages duc to lack of reasonable diligence.

Special Inventortes

Special inventories may be taken whenever there i3 any sale, chamge of interest, or change of Operstor in fhe Joint
Property. It shall be the duty of the party sclling to nefify all other Parties as quickly as possible after the tramsfer of
interest tekes place. In such cases, both the seller and the purchaser shall be govemed by such inventory. In cases
involving a change of Operator, all Parties shall be governed by such inventory.

Expease of Coaducting Inventories

A The oxpense of conducting periodic invetories shall not be cherged to the Joit Account unless agreed to by the
Parties.

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

(0P




EXHIBIT “D”

Attached to and made a part of that certain Operating Agreement dated
July 1, 2010, by and between Merrion Oil & Gas Corporation, as Operator,

and Non-Operator(s).

INSURANCE

Operator shall at all times during the term of this Agreement or an extension
thereof, and at all times relative thereto, carry insurance to protect the parties hereto as

follows:

(a)

®)

(c)

@)

Statutory Workmen’s Compensation Insurance as may be required in the
state or states where work under this Agreement, or activitics relative
thereto, will be performed, plus Workmen Compensation Insurance as
may be required by Federal Law, if applicable, plus Employers Liability
Insurance.

Public Liability Insurance with bodily injury limits of not less than
$1,000,000 for death or injury to one person, or not less than $1,000,000
for death or injury to more than one person in any one accident and
property damage liability insurance with a limit of not less than
$1,000,000 for any one accident, for loss of or destruction of or damage to
property.

Automobile Liability Insurance with bodily injury policy limits of not less
than $1,000,000 for death or injury to one person, or not less than
$1,000,000 for death or injury to more than one person in any one accident
and property damage liability insurance with a limit of not less than
$1,000,000 for any one accident, for loss or destruction of or damage to
property. '

Operator shall require its contractors and subcontractors working or
performing services on the contract area covered hereby to carry insurance
in the types and amounts as set out in subsections (a), (b), and (c)
hereinabove.

Operator agrees to furnish Non-Operator, upon request, acceptable
certificates from the major drilling contractors, the contract pumper, and
from the Operator, showing the effectiveness of the foregoing insurance
coverage at least five (5) days before the commencement of actual drilling
operations, such to contain a statement that such insurance shall not be
materially changed or canceled without at least fifteen (15) days prior
written notice to Non-Operator.
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Exhibit "E
Attached to and made a part of that certain Operating Agreement dated July 1, 2010, by
and between Mcrrion Oil & Gas Corporation, as Operator, and Others (sce Exhibit “A”) as Non-Operatoe.
Township 29 North, Range 13 West, W2 Section 9

Gas Balancing Agreement

ARTICLEI
Definitions

For the purposes of this Agreement, the terms set forth below shall have the meanings herein ascabed to them.

@ “Blance” s the condition existing when a Party has disposed of a cumulative volume of Gas from a Well which s
equal to such Party’s Pescentage Ownership of the total cumulative vohume of Gas disposed of by all Parties from
such Well. For purposes of Balancing, references herein to pricc, value and volume shall be adjusted or calculated on a
Btu basis.

(L) “Btu” is onc British thesmal unit, which is the amount of heat required to raise the temperature of one pound of water
one degree Fahrenheit from 58.5° Fahrenheit to 59.5° Fahrenheit at 14.73 pounds per square inch absolute, The term
“MMBtu” refers to one million (1,000,000) Btu's.

© “FERC” refers to the Federal Encrgy Regulatory Commission, or any similar or successor agency, state or federal.

[C)] “Gas” includes all hydrocarbons produced or producible from 2 Well, whether a Well is classified 45 an oil Well or gas
Well by the regulatory agency having jurisdiction in such mattees, which are or esy be made avsilable at the
usumnthomtfotsalemsepnmtcdxspwnonbymer exchuding oll, condensate and other liquids
from

the M Point. “Gas” does not include gas used for joint operations, or gas which
uvmtedotlosr,pnormddwttynthe" Point. Reference herein to the night to “dispose of” Gas or Gas
ol d of” includes all ds of disposition of Gas, including taking in kind, delivering in kind to a Lessar, sales

toaPmyordmdpmyormafﬁlmoxgasusedbya}’myfmpmpousotherdmmtopmmm

© “Imbalance” refers to either the Overproduction of an Overproduced Party or the Underproduction of an
Underproduced Party, as applicable.

® “Makﬁ‘\lpG'lS”fcfmtod\itmmhlvohmof&s,uptohnnmmen&ngﬁﬁypcxcmt(w% of the
ip of an Overproduced Party in the gas which can be produced from 2 Well which the
Undapmduoedl’myumud:dmdlsposeofm d: with this Agn in order to make up its imbalance.

® “Mcf” means the quantity of Gas occupying a volume of one thousand (1,000) cubic feet at a temperature of sixty
degroes Fahrenheit (60°F) and 2 p of fi and seventy-three hundredths pounds per square inch absolute
(14.73 psia). .

t) “Measurement Point” refers to the cutlet side of the jointly owned production facilities, or such other point nutually
agreeable where Gas from a Well is d after the sepamation of oil, cond: or other liquids and custody of
the gas is transferred to a pipeline.

@ “Operator” refers to the Operator under the teoms of the Operating Agreement.

“Overproduced” is the condition existing when a Party has disposed of a greater lative volume of Gas from a
Well than its P age Ownership of the total lative volume of Gas disposed of by all Parties from such Well

® “Party” means any party subject to the Operating Agreement. “Parties™ rean all parties subject to the Operating
Agreement.

® The “Pescentage Ovmership” of each Party is equal to that Party’s percentage or fractional interest in a Well, as
determined under the terms of the Operating Agreement.

(m) “Underproduced” is the condition existing when a Party has disposed of a lesser lative volume of Gas froma
Well than its Percentage Ownership of the total lative volume of Gas disposed of by all Partics from such Well

@) ‘The terms “Underproduction” and “Overproduction” refer to that lessér or greater incremental volume of Gas which
a Party would have disposed of from a Well, on a monthly or cumulative basi, if it had disposed of its Percentage
Ovwmership of Gas from that well.

(o) “Well” means a well dslled on the Contract Area covered by the Operating Agreement and capable of producing Gas.

1f a single Well is completed in two or more reservoirs, such Well will be considercd a sepasate Well with respect to,
but only to, cach reservoir from which the Gas production is not commingled in the wellbore. If this Agreement
covers a fieldwide unit, “Well” for the purposes of this Agreement shall refer to gas production from the unit
separately accounted for by NGPA category.

Unless the context cleady indicates to the contrary, words used in the singular include plural, the phusal includes the singular, and
the neuter gender includes the masculine and the feminine,

ARTICLE I1
Scope and Term of Agreement
This Ags blishes 2 sep g7s balancing age for each Well covered by The Operating Agreement to the same
extent a5 ifa P Gas Balancing Ag had been d for each such Well.
The Agr shall i ty as to each Well, the eadier of (3) when the oil and gas leasc(s) covering the Well

or {b) when producti frmnsud:Wenpcunmdy:msumddeuaccamuforMWdluebmu@tmw
Balance pursuant to this Agreement.
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ARTICLE ITI
Right to Produce and Ownership of Gas

Subject to the rights of an Underproduced Party to produce and dispose of Make-up Gas pursuant to this Agreement, each Party
shall own and be entitled to produce and dispose of its Percentage Ownership of Gas which can be produced from a Well
During any month when a Party does not dispose of its entire Percentage ownership of such gas, the other Parties shall be entitled
to produce and dispose of all or any postion of such Gas; provided, that to the extent such Pasties desire to dispose of more Gas
than is available, they shall share in such Gas in the proportion that each such Party's Percentage Ownership bears to the

combined Percentage Ovmership of all Parties desiring to dispose of such Gas.

As between the Parties hereto, each Party shall own and be entitled to the Gas disposed of by such Party for its sole account, and
the proceeds thereof, including constituents contained therein that are recovered downstream from the Measurement Pomt. If at
any time, and from time to time, 2 Party is Underproduced with respect to a Well. Its Underproduction shall be deemed to be in
storage in the Well, subject to the right of such Pasty to produce and dispose of such Gas at 2 later time,

ARTICLEIV
e-U

In order w make up an Imbalance, each Underproduced Party in a Well shall have the right, after twenty (20) days written notice
to all parties, to produce and dispose of Make-Up Gas, subject to the following rules:

@) An Overproduced Party shall not be roquired to fumish Make-Up Gas urless an Undecproduced Party is firet taking
or disposing of its full Percentage Ownership of Gas fromaWeIl, and

)] An Overproduced Party may but shall not be required under any to reduce its takes to less then its
Percentage Ownership of Gas w}uchanbeprodmedﬁmna\velldunngthe months of January, February, and
December of a calendar yeas; and

{© An Overproduced Party nay but shall not be required under any ci es to reduce its takes to less than fifty
percent (50%) of such Overproduced Party's Percentage Ownership of Gas which can be produced from a well; and

C)] Once an Underproduced Pasty elects and begins to take Make-Up Gas such make-up shall continue in consecutive
months until the Underproduced Pasty is brought back into Balance, except as provided in 4.01 (b) above.

() If there is more than one Cverproduced Party, the Make-Up Gas will be taken from the Overproduced Parties in the

proportion that each Ovesproduced Pasty's Percentage Ovmership in a Well bears to the total Percentage Ownership
of all Overproduced Parties in that Well; and

® lfthm:xsmomthanmUndctpmd\udPanywhodcmmdisahlemdupuseofMako-UpGumanmﬂ:,w:h
Underprodwcd?zrtywﬂlslmemtheMzke—UpGnmthe portion which its P O p in 2 Well
bears to the total P tage O ip of all Underprodh PammmdecdesposngofMAkopGasdm
month.

The provisions of this Article IV shall itute an Underproduced Party’s exclusive dghts and an Qverproduced

exclusive obligations with regard to the tight of an Unduptod\med Party to require an Overproduced Party to fumish MzkbUp
Gas.

Nothmghemnshzllbccmsmaedtodmyznyl’mythcnght&nmumctommpmdnceuuidehvcnmﬁxﬂ?e:mmg:
Ownership of Gas in a Well for the purpose of ¢ y tests p m:rsgas; hase ¢

ARTICLE v
Balancing of Gas Accounts

The Operator shall have the right of controlling production and deliveries of Gas and administering the provisions of this
Agreement. The Operator shall use its best efforts to cause Gas to be delivered at the Measurement Pont in such 2 manner and at
such rates as may be required, from time to time, to give effect to the intent that any Imbalances shall be brought into Balance in
accordance with the provisions heseof. The Operator shall only be liable for its failure to make deliveries of Gas in d:

with the terms of this Agreement if such failuze is duc to its gross negli or willful misconduct

&

During periods of Imbalance hereunder, the Operator will maintain a separate Gas account for each Party and Well. The
Operator will fumish each Party quarterly a seport showing the total MMbtu of gas delivered to the Measurement Point from

each Well, the MMbiu of Gas disposed of by each Party, each Party's Overproduction or Unds duction for each month during
thepmcedmgmlmduqua:tm,andﬂxemnmlauvembaknc:ofznPuuesmtheIlatmemdofmhnmthdxmngmch
quarter. In the event that production from each Well is not Iy at the Mi Point, then the Operator will

allocate production to each Well on the basis of periodic test, checkmetm or such other methods as are commonly used and
accepted in the industry.

&dx?myshallrcmn“dam,mfmmanonmdmmdspemmmgmmc%ukmmdduposedofbymh?mymach
durting periods of Imbalance hereunder, including, but not imited to, records ¢ b of Gas disposed of, and
the information utilized to adjust volumes on a Bea basis, forapmod:qnmgwomymaﬁud!:mmanmoft}us
Agreement a8 to such Well

During the term of this agreement, subject to the terms of the operating agreement, each Pasty shall have the right to request
Information from and to audit the recosds of the Operator and any other Party as to all matters conceming volumes, Bt
adjustments, and disposition of Gas from a Well. These rights for each Well shall eatend until two (2) years after the termination
of this Agreement s to that Well. Any audic shall be conducted at the expense of the Party or Parties desiring such audit, and
shall be conducted, after reasonable notice, during normal business houss in the office of the Party whose records are being
audited. If more than onc party desires to andit the records of another Party, then all such Paties shall cooperate with each other
in order that only one zudit shall be conducted in any twelve (12) month pesiod.

ARTICLE V]
Cash Setlement of Imbalance

"Upon () npp:oval of all parties owning a working interest in the well to plug and abandon the well or (d) when production from

awellp 1y ceases, the Op dnllmdamsﬁnalzccamtofdxcnmﬂmvembﬂmaofzﬂanfmd\uwdlmthm
szxty(w)dzyaaﬁct wving the infc ! d 25 hereafter provid ’“ﬁt}unﬂMy(w)daysofOPmao(srcqwt,esch
Overproduced Pasty shall provide & ion to Operator suffici fotthc paration of such
Undaproducedeyx}nllsubuntwOpmmrmdxdmmd £ ing its pay of all myalucs, ovemdmg

royalties, production burdens and taxes on its Underproduction which it was obhpwdmpay Each Overproduced Party shall
account to and pay each Underproduced Party within sixty (60) days of Operator’s final account a sum of money equal to the
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Settlement Price on the Underproduction which an Underproduced Party was entitled to receive from an Overproduced Pasty.
All past due payments duc Underproduced Parties shall bear interest at the prime rate of interest in effect from time 1o time of
Chmcul Bmk of N.Y. plus 2-percent (%), from date due until date paid. Net price for cash settlements herein shall be

din dance with Paragraph 6.02.

‘The “Settiernent Price” for cash scttlements (without interest) under this Article VI shall be the Index Price {$/MMbuta) published
mmwnkmmmmaboutd\eﬁmdayofdwmmhof&mmmmOwhcnappxovnlofanpamaownmg
a working interest in the well to phug and abandon the well is received or (1) when production from a well permanently ceases,
under the heading “Prices of Spot Gas Delivered to Pipelines” for the appropriate pipeline and producing region. In the event
the refesenced Index Price ceases to be available, the Op shall designate another Index Price that is representative of the
price for gas of equal quality and relative location.

1f any portion of the price which is to be paid to an Underproduced Party is subject to refund under order, m]correguhuonof
the FERC, then the Overproduced Party shall withhold thc increment of price subject to eefund until the price is fully approved,

unless the Underproduced Pasty fumishes ac factory to the Overproduced Party g g the refum
ofl.hemenmtmpnceatmbumbletosuchmﬁmd.mchldmgmmt,xfmy,w}uchtsroq\nmdwbcpndwuhmchmfund In
addition, if FERC or any other govemmental agency having jurisdi that an Ov duced Party make a refund with

mspectmmypommufapnccusednonmkepzymmtunduthtsAmdeVI, Lhmderndcfpmdmchmy(xa)lhnllmthse
the Overproduced Party(ies) for such refund, including any interest required to be paid with cespect thereto. This Paragraph 6.03
shall survive the termination of this Agreement until the pesiod has passed for which a refund may be required.

In the event an overproduced party sells, assigns, or otherwise transfers any of its interest in the leases to which this agreement
applics, -tshallprompdyno«ifymeoth::pmiuznduponwxinmr:qumﬁanndupfoducedpuﬁupmedtonukencuh

settlement with Und duced parties as provided herein, provided that a cash setd may not be d ded by such
Undexpmducedpﬂnysolely an Overproduced party has gaged its i or disposed of its interest by merger,
rex lidation, or sale of substantially all of its assets to a subsidiary or parent company, ot to any company in
whmhanympanyowmamn)ontyofthesmd:.
Nothing herein ined shall be d as prectuding cash balancing at any time a8 negotiated between parties.
ARTICLE VII
Costs and Ownership of Liguids

Mopmasks,apmsumdhbihmss}nﬂbebomemdpmdbythehmum dance with the provisions of the

ot other agr rule or order if there is not an Operating Agr dless of whether the Gas is
bungmkmoxd:sposcdoffmmaWel]atanygwmmm‘ porty to the P ge Owi ofdler‘mmdleWcll.

Liquid hydrocarbons of 2 Well sep ‘fxomdeﬂpmttodekvuyudeummthmecowmdbynHPamum
amrdmncwxdlﬂxm?ucmuge()wnmhpm:thdl,mdachofthePamalnﬂbc:nuﬂcdmwnmdﬂmkctdm:hqmd
hydmxbonssepﬂmt:dpnmtot}memeumtmzccotdancewxﬁldeawuchwnmhlpmﬂ::Wdlmddw

P g age pective of the fact that one or more of the Partics may not be disposing of Gas from the Well.

ARTICLE VII1

Indemnisy

Eu:hPmylwrebyindamﬁﬁuandagmumhokld:cod:al’uﬁeahmlm&mnaﬂdamwh:chmaybcaswwdbymytlurd
party arising out of the operation of this Agreeiment and the perfe ¢ of the ind Y u?anyofmobkmmxhcmmdu
Such indemnity shall extend to and inchade all costs of investigation and defense (including season: v fees), and all
fudgments and damages incurred or sustained, 28 & result of any such claim.

ARTICLE IX

ent rde;

Unless otherwise required by provisions of a lease agreement or statute, rule, regulation or order of any gavemmental authority
havmg;unsd:cuon,mdrcgaxdhssofwlnomncﬁuﬂyﬂhngord:spmgof%fmaw:n, each Party shall be responsible for
ands}ullpayoxemuetobepmdmymdaﬂmyalhu,ovcmdmg and similar encumbrances on
production due to its full P ge O ip of Gas producty &maWeﬂmdshnﬂholdcheod\ques&ec&ommy
luhdny:hmfomTh.ePmyorPam:sacnuﬂyukmgmddnsposmgofGasfmmaWeﬂMberespmn‘blcformdshzllpayn)]
production severance or similar taxes, fees oz levies on such production.

ARTICLE X
Notice

Any notices or other d h der shall be in writing and shall be deemed given only when
ramedbyﬂ:e?mytowhomﬂmesmxsdxmdatdwnddrcss&andmd:enunnefdmpmvxdedmdexdmOpmng
Agreement.
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