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A.A.P.L. FORM 610 - Mol FORM OPERATING AGREEMENT - 1982

OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between TMBR/SHARP DRILLING, INC.

hereinalies designated and
refereed 1o as *'Operator'’, and the signatory party or parties other than Opcrator, sometimes hereinafter relerred to individually herein
as “"Noo Operator'’, and collectively as **Noa-Operators’”.

WITNESSETH:

WHEREAS, the parties 1o this agreement are owners of oil and gas leases andlor oil and gas interests in the Yand identilied 1n

Exhibit ""A"", and the parties hereto have ceached an agreement to explore and develop these leases andfor oil and gas interesis for the
production of oil and gas 10 the extent and as hereinalter provided,

NOW, THEREFORE, it is agreed a3 {ollows:

ARTICLE 1.
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 condensate, and all other liquid or gaseous hydrocarbuns
and other markeuble subsiances produced therewith, unless an Intent to limit the inclusiveness of thls term is specifically wiated

B. The terms "'oil and gas besse', ‘‘lease’’ and '‘leasehold'’ shall mean the oil and gas leases covesing tricss of lnd
tying within the Contract Area which are owned by the pasties to this sgreement.

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

0. The term *‘Conuact Area'’ shall mean ali of the lands, oil and gas leaschold interests and oil 1ad gas interests itended 1 be

developed and operated for oil and gas purposes undes this agreement. Such lands, oil and gas leasehiold interests and oil and gas iuterests
are described in Exhibic A’
The term “'drilling unit'' shall mean the area fixed for the drilling of one well by order or rule of any state or

(ederal budy having authority. U a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling urut as establish
ed by e pattera al drilling in the Contract Area or as fixed by expeess agreement of the Drilling Pardes.

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

G. The terms **Drilling Pasty'’ and **Consenting Party'" shall mean a purty wha agrees (o join in and pay its share of the cost ol
any operation conducted under the provisions of this sgreement.

H. The terms “*Non-Drilling Party'* and *'Non<Consenting Party™

shall mean a2 party who elects not o pattiapate
n 2 proposed operation.

Unlcfs the context otherwise clearty indicates, words wused in the singular include e plural, the plural includes the

singulsr, §nd the neuter geader includes the masculine and the feminine.
i
! ARTICLE 1.
) EXIHBITS
The lollowing exhibits, 8s indicated below and atiached hereto, are incorporated in and made a part Liereol:
KA. Exhibic **A"’, shall include the lollowing inlormation:
(1) Wdentification of lands subject to this sgreement,
(2) Ravuicions, if eny, as to depths, formations, or substances,
(3) Percentages or {ractional interests of parties to this agreement,
(4) OU and gas leases andlor oil and gas interests subject 10 this sgreement,
(3) Addresses of parties for notice purposes.

00 B. Eshibit **B**, Form of Lease. .

@ C. Exhibit “'C*, Accounting Procedure.

® D. Exhibit *'D*', Insurance.

® E. Exhibit "“E", Gas Balancing Agreement.

O F. Exhibit "F**, Non-Discrimination and Gertfication of Non-Segregated Facilities.
O ¢

. Exhibit *G**, Tax Psrwnership.

W any provision of any exhibit, except Exhibits “E' and *G*', is inconsistent with any provicinn enaesinad J\;}; Luly
of this agreement, the provisions in the body of this agreement shall prevail.
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ARTICLE 111,
INTERESTS OF PARTIES

A. Oi aad Gas Ilnterests:

Il any party owns an oif and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement

and during Uie term hereaf as if it were covered by the form of ol and gas lease attached hereto as Exhibit **B°", aad the owner theeeod
shall be deemed 10 awn both the royalty interest reserved in such lease und the interest of the Jessee thereunder

B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and Labilities incurred in operations under this agreement shall be borne and
pad, and all cquipment and materials acquired in operations an the Contract Area shall be owned, by the partics as their interests are set

forth in Exhibic **A”'In the same manncr, the parties shall also own all production of ail and gas from the Contract Area subject o the
payment of royalties 1o the extent of__oN€-eighth (1/8)

which shall be borne as hereinalter set forth.

Regardless of which parly has contributed the lease(s) andloc oil and gas interesy(s) herewo on which royulty is due and
payable, cach party enulled 1o receive a share of production of oil and gas from the Contract Area shail bear and shali pay or dediver, or
<ause (o be paid or delivered, 10 the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the
ather parties free lrom any Liability thecelor. No party shall ever be respoasible, however, on a price basis higher than the price receivid
by such pacty, to any other party's lessor or royalty owner, and il any such others party's lessor or royalty owner should demiand and

receive settlement on 2 higher price basis, the party contributing the affected lease shatd bear the additional royalty burden ateibutable 1
such higher price.

Nothing contained in this Article [[L.B. shall be deemed an assignment or cross-assignment af interests covered hegeby.,

C. Excess Royulties, Overriding Royalties and Other Payments:

Unless changed by other provisions, il the interest of any party in any lease covered hereby is subject 10 any royalty,
vverniding rayalty, production payment ar other hurden on production in excess of the amount stipuluted in Article HLD., such party so
burdencd shall assume and alone bear all such excess obligations and shall indemnify and hotd the other partics hereto harmless from any
and all claims and demands for payment asseriéd by owners of such excess burden.

D. Subsequently Created Interests:

If any party should hercalter create an overriding royally, production payment or other burden payable out of production
attnbutable 10 s working interest hereunder, or if such a burden existed prior to this agreement and is nat set forth in Exhibic <A™ ot
was not disclosed in writing 10 all other parties prior 10 the execution of this agreement by all parties, or is not a joindy acknowledged and
aceepted abligation of all parties (any such interest being hercinafier ceferred 1o as “‘subsequently created imerest” ircespective of the

vy ol its creation and the party out of whose working interest the subsequently created interest is derived being herewalter relersed
1w as 'burdened pacty’’), and:

I U the burdened party is required under this agreement to assign or relinguish ta any other party, oe partics, alt or a2 portion

of its working interest andlor the production atributable thereto, said other party, or pactics, shall receive savd assgnment andfor
peoducuon fiee and clear ol said subsequently created interest and the burdened party shall indemnify and save said other party,

or parties, hasinless froni any and all cluims and demands for payment usserted by owners of the subsequently creaced interest;
and,

If the burdened party fails to pay, when due, its share of expenses chacgeable hereunder, all provisions of Article VILB. shall be

enforceable zgainst the subsequently created interest in the same munner as they are enforceable aguinst the working interest of
the burdened party.

ARTICLE IV.
4 TITLES

A Tl:‘ Examinstion:
é,.

Tulc examunation shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, if
the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned 1o Re includ
ed, in the drilling unit araund such well. The opinion will include the ownership of the working interest, minerals, royalty, averriding
royulty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases andfar bil and
gas interests 1o the drillsite, yr 10 be included in such drilling unit, shall furnish o Operator all absteacts (ncluding federal lepse statos
reposts), title opinions, title papers and curative material in its possession {ree of charge. All such information not in the pu;v:' $ian of or
msde avatabile tw Operator by the parties, but necessary for the examination of the title, shall be obtsined by Operator. Opﬂy!or shall

catse title to be exanined by attorneys on its staff or by outside attorneys. Capies of all title opinions shall be furnishied 10 cach party
hiereto, Phe cost aincucred by Operatoc i this tide pragram shalt be borne as {otluws:

X
0 O(nion No i: Costs incurred by Operalor in procuring abstracts and title examination {including puhmnnqry, sup(r ginenul

shut in gus rnymy apinions and division order title opinions) shall be a part ol the administrative overhead as provided iy Exhibit e
4nd shall not be a direct charge, whether performed by Operator's staff attoracys or by outside attorneys
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ARTICLE IV
continued

2] Opdon No. 2: Casts incurred by Opecator In procuring abstracts and fees pald outside uttorneys for title exumination
(inctuding prelininary, supplemental, shutin gas coyaity opinions and division order title opinions) shiull be burne 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 interesty appear i Ex

hibiv A", Operator shall make no charge lor services rendeced by its stafl antocneys ar other persannel i the peclotmance of te abave
funttiuns.

Fach paety shall be responsible for securing curative matter and pooling amendments or agreements cequared il connection
with leaws oc o1l and gas interests contributed by such party. Operator shatt be responsible for the preparauon and recording of pouling
designations oe declarations as well as the conduct of hearings belore governmental sgencies for the secusing of spacing or pooling orders.
Tlis shall not prevent any party (rom appearing on its own behall at any such hearing.

No well shall be drilled on the Contract Area until after (1) the titde w the dritlsite or deilling unit has been exarmined as above
provided, and (2) the utle has been approved by the examining auorney ur title has been accepted by all of the partics who ate 1 par-

ticipate in the drilling of the well.
B. Loss of Title:

!
+—

iuductiol of inerest from that shown on Exhibit **A'", the party coniributing the alfccted lease or interest shall have ninety (4
(rom {inal determination of title failure to acquire 4 new lease or other instrumnent cursing the entirety ol the tide fuilure,

uon will not be subject to Acticle VIIEDB., and failing to do so, this agreemeat, nevertheless, shall continue in {orce as

| rennuining vil
and gas leases and incesests: and,

(a) The party whase oil and gas leuse or interest is alfected by the title failure shall besr alone the
ctiitded (o recaver {rany Operator or the other parties any development or operating costs which it g,
but theee shall be no additional liability on its ‘part to the other purties hereto by reason of

tre loss and it shall not be
lave therctofore pid or incursed,
ch title failure;
) There shall e 0o rettuacuve adjustment of expenses incurred of revenues recg
been lost, but the interests of the parties shall be revised on an acreage basis, as of
curted, 5o that the interest of the party whose lease or interest is affecied
Area by the amount of the interest lost;

(c) I the proportionate interest of the other parties her
increased by reason of the title failure, the party whose i

terest {less costs and burdens attributable thereto) u
well;

from the operation of the intecest which has
time it is determined finally that tidde failure has oc-
e title failure will therealter be reduced in the Contract

In any producing well theretofore drilled on the Contract Area is
as {aifed shall receive the proceeds attributable 10 the increase in such in-
it has been reimbursed for unrecovered costs paid by it in connection with such

{d) Should any person not a party
failed, pay in any munaer any part
who bore the costs which ag

(¢) Any bability
borne by the pa

this agreement, who is driermined to b the owner of any interest in the tite which has
e cost of aperation, development, or equipment, such smount shall be paid 10 the party or partics
refunded;

account o a third party for prior production of od and gas which urises by reasan ol utle Luluee shatl be
or parlivs whose litle failed 1a the sume proportions in which they shared in such prior production; and,

W ¥ I i i St al ! H
—theongt of- #!

e fequired

A Lose-Ly—Plon-Hay mient—or Eie A A Brest

tay i *

payment, minimam coyalty or royalty payment, is nat paid or is erroncousty paid, and as 3 result a bease of interest therein ey,
there shalt be no msonctary liability against the party who failed 10 make such payment Unless the purty who {uiled ts ma
payuient seeures a new lease covering the same interest within ninety (90) days from the discovery of the ilure 1o
which suguisiion will not be subject to Article VIILB., the interests of the parties shall be revised on an
date of termination of the lease involved, and the party who fuiled 10 muake proper payment will
the Contract Area on account of ownership of the lease or interest which has teeminaied,
tequired payment shall not have been fully reimbursed, at the time of the loss, {ro
the fost inierest, catculated on an acreape basis, for the development and gf
shal be reimbursed for unrecovered actual costs theretofore paid by
or wells previously abandoned) {rom so much of the followi

(a) Procevds of oil and gas, less operating ex
up to the amount of unrecovered costs;

(L) Proceeds, less operating ex
ald aud yas theceafter produc
terminaiion, would

© propes payiient,
B¢ basis, elbective as ol the
nger be credited with an interest in
e event the party who failed 1o make the
¢ proceeds of the sale of oil and gas autributable to
Atng costs theretofore paid on account of such interest, v
ut not for its share of the cost of any dry hole previously drilled
as is necessary to effect reimbursement:

s, theretolore accrued to the credit of the lost interest, on an acreage busis,

, theceafter accrued attributable o the lost interest on an acreage basis, of that portion of
d marketed (excluding production fram any wells therealiee drilled) which, in the sbsence ol such tease
Tibutable to the lost interest on an acreage basis, up to the amount oi unrecovered costs, the procecds of said
and gas 10 be contributed by the other parties in proportion to their respective interests; and,

£
ny moaies, up to the amount of unrecovered costs, that may be paid by any party wha is, or becomes, the owner of the interest
Y § PP P N WA o A ) . N i v
- ¥ L B* T Ld - IAAhER o ey L] .
.
3. Other losses: All Tosses incurred, ether—than—those—se—{orh—in—asiiel

VB aad AV 8D uboue shall be jalnt® loses
and shall be barne by all partics in propoction to their interests. There shall be no readjustment of interests in the semaining pottion of
the Contract Area.

-
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:

TMBR/SHARP DRILLING, INC. shalt be the

Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and
tequired by, and within the limits of this agreement. 1t shall conduct all such operations in a good and warkmanlike manaer, b 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.

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

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non Operators.
Il Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capubile of serving as
Ogperalar, Operator shall be deemed to have resigned without any action by Non -Operators, except the selection of a suceessor. Operator
may be removed if it {ails oc refuses Lo carry out its duties hereunder, or becomes insolvent, bankrupt ar is placed in receivership, by the
affirmative vote of 1twa (2) or more Non-Operatars owning a majority interest based on ownership as shown on Exhibit ** A" remaining
alter excluding the vating intecest of Operator. Such resignation or remaval shall not became effective until 7:00 o’cck A.M. on the
first day of the calendar month loliowing the expiration of ninety (90) days alier the giving of notice of resignation by Operatos or action
by the Non-Operators ta remove Operator, uniess a successor Operator has been sclected and assumes the duties of Operator at an caslier
date. Operator, after effective date of resignation or removal, shall be bound by the terms hiereot as a Non Operator. A change of a cor-

pocate name or sirncture of Operator or transier of Operator's interest to any single subsidiary, parent or snccessor corporation shall not
be the basis for removal of Operator,

2. Selection of Successor Operator; Upon the resignation or removal of Operator, a suceessor Operator shall e selected by
the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at thie time such successor
Operator is selected. The successor Operator shall be selected by the alfirmative vote of two (2) or more paities owning a majority interest
based on awnership as shown on Exhibit **A’"; provided, however, il an Operator which has been remaved fails to vote or votes only fo
suceeed itsell, the successor Operator shall be selected by the affirmative vote of two (2) of morte parties owning a majority interest based
on ownership as shown on Exhibit “*A'* remaining after excluding the voling interest of the Operator that was removed.

C. Employees:

The number of employces used by Operator in conducting operations hereunder, their sclection, and the hours of labor and the
compensation for services performed shall be determined by Operatar, and all such employces shall be the employees of Operator.

D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilled on a competitive contract basts at the usual ratcs prevailing in the acea. If it so
desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall ant exceed the prevailing
rates in the arca and the rate of such charges shall be agreed upon by the parties in writing before drilling aperations are commenced, and
such work shall be performed by Operatar under the same terms and conditions as ace customary and usual in the arca in contracts of in-
dependent contractors who are dving work of a similar nature.

ARTICLE V1.
DRILLING AND DEVELOPMENT

A. lnitial Well:

On or before the. day of
oil and gas at the following location:

. 19___, Operator shall commence the drilling of a well for

te be detevmined in the contract area at a later date

#
anul shall thereaflier continue the drilling of the well with due diligence to :'1'

e
a depth to be determined at a later date, :‘4

.l- !
. . N . . . o N 4 N
unless geanite or other practically impenctrable substance or condition in the hole, which renders further drilling impractical, is en
comtered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth. |

Operatar shall meke reasonable tosts of sll formations encountered during drilling which give indication ol containing oil and
gas in quantities sufficient to test, unless this agreement shall be limited in its application ta » specific formation ar formations, in which
event Operatar shall be required to test only the formation or formations to which this agreement may apply. &

' 3
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ARTICLE V1
continued

If, in Operator’s judgment, the well will not produce oil ac gas in paying quantities, and it wishes o pMug snd abundon ihe
well as a dey hole, the provisions of Articte VI.E.1. shall therealter apply.

8. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire 10 drill any well on the Contract Area other than the well provided
for in Article VLA, or ta rework, deepen or plug back a dry hole drilled at the joint expense of all pacties or 2 well jointly owned by all
the parties and not then producing in paying quanuities, the party desiring 10 drill, rework, deepen or plug back such a well shald give the
ather pacties written notice of the propased operation, specifying the wark to be performed, the location, proposed depth, obijective forma-
tion and the estimated cost of the operation. The parties receiving 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 o the proposed operation, If a drilt-
ing rig is on location, notice of a proposal to rework, plug back or drilt deeper may be given by telephone and the response period shall be
limited 1o forty eight (48) hours, exclusive of Saturday, Sunduy and legal holidays. Failure of a 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 proposed operatiun. Any notice of
response given by telephone shall be prompily confirmed in writing.

1l parues elect w parucipate i such a proposed operation, Operator shall, within ninety (90) days ahier expication of the nowe
pesiod of thirty (30) days (or as promptly as possible after the expiration of the forty vight (48) hour period when u dritling g 15 on locs
ton, #s the case may be), actually commence the proposed aperation and complete it with due diligence at the risk and expense ol ait pur-
tiey hereto; provided, however, said comimencement date may be extendued upon written notice of same by Operytar 1o the other partics,
fur a peaand of up 10 thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably naessary to ohian
perinits from governmental authorities, surface rights {including rights ol -way) o appropriate drilling equipment, or 10 complee utle ex:
sination ur curative matier required for title approval or acceptance. Notwithstanding the lurce majeure provisions of Article X1, if the
actual operation has not been commenced within the time provided (including any extension thereol as specifically permitied herein) and
i any party hereto stll desires to conduct said operation, written notice proposing same must be resubmitied 10 the ather parties w accor-
dance with the provisions hereof as if no prior proposal had been made.

2. Operations by Less than All Parties: lf any party receiving such notice as provided in Article VER.L. or VII D.1. (Option
Nu. 2) elects not 10 participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days alter the expiration of
1he notice period of thiety (30) days (or as promptly s possible after the expiration of the lortycight (48) hour period when @ dnilling rig s
on location, as the case may be) actualiy commence the proposed operation and complete i¢ with due diligence. Operator shall perform all
work for (e account of the Consenting Parties; provided, hawever, if no drilling rig or other equipmient is on location, and if Operator is
4 Non Consenting Party, e Consenting Parties shalt either: {a) request Operator to pecform the work required by such proposed opera
tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator 10 pesforn such work. Con-

senting Pacties, when conducting operations on the Contract Acea pursuant to this Asticle V1.8 2., shall camply with all terns and can-
ditions of this agreement.

I fess than all parties approve any proposed operation, the proposing party, immediately after the expication of the applicable
notwe peciond, shall advise the Consenting Parties of the total interest of the parties appeoving such operation and its recotmendativn us
1o whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty ¢ight (48) hours
{eaclusive of Saturday, Sunday and legal holidays) after receipt of such natice, shall advise the praposing party of its desire (o {a) limit par-
ucipation 1o such party’s interest as shown on Exhibit A’ or (b) carry its proportionate part of Non Consenting Parties’ interesis, and
(asluce 1o advise the propusing party shall be deemed an election under (3). [n the event a deilling cig (s on location, the time peemitted for
such a response shall not exceed a total of forty ¢ight (48) hours (inclusive of 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 ¢ntire cost and risk of conducting such cperations siau b bwiae by the Consenting Parties in the proportions they have
clected to 'l‘ll’ same under the terms of the preceding paragraph. Cansenting Parties snail keep the leasehold estates involved in such
uperations dree and clear of alt fiens and encumbrances of every kind created by or arising from the operatians of the Conscnqu Parties.
11 such an operation results in a dey hole, the Consenting Parties shall plug and abandon the welf and resiore the surface locatign at their
sle cost, nsk and expense. Il any well drilled, reworked, deepened of plugged back under the provisions of this Article resulis’in o pro-
ducer of vil andtae gas in paying quantities, the Cdnsenting Parties shall complete and equip the well to produce at their sole cosg §Ad cisk,
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ARTICLEVI1
continued
and the well shall then be turned over 1o Operator and shall be opersted by it at the expense and far the sccount of the Consenting Par-

ties Upon commencement ol operations for the drilling, reworklag, decpening or plugging back of uny such well by Cousenting Parties
in sccurdance with the provisions of this Article, each Non-Consenting Party shall be deemed 10 have retinquishied to Conseating Parties,

and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non Consenting
Party's interest in the well and share ol production therelrom until the proceeds of the sale of such share, calculated ut the well, or
warket vatue thereof o sudh share 1s not sold, (aftee deducting production tuxes, excise taxes, royalty, overnding royulty and other 10

terusts not excepted by Artcle HILD. payable out of or measured by the production from such well accruing with respect to such interest
undl it reverts) shall equal the total of the following:

5e
@) 4%(%’“ of each such Non-Consenting Party's share of the cost of any newly acquired surlace equipment beyond the wellhead
connections (including, but not timited to, slock 1anks, separators, lreaters, pumping equipment and piping), plus 100% of each such
Mon Cunsenting Party's share of the cost of operation of the welt commiencing with first production and continuing untit each such Non
Consenting Party's relinquished interest shall revert to it under other provisions of this Acticle, it being agreed that cach Non:

Consening Party‘s share of such costs and equipment will be that interest which would have been chargeable 1o such Non-Consweniing

Party had it participated in the well [rom the beginning of the operauons: and
\

u,;fLQ_% of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and comgpleting,

attes deducting any cash contributions received under Article VIHLC., and 2208 % of that portion of the cost of newly acquired equip-

ment w the well (10 and including the welthead conanectians), which would have been chacgeable 1o such Non-Consenung Party d it had
parucipated therein.

An clection not to participate in the driliir(g or the decpening of a well shall be deemed an election not to participate in sny re-
warking or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is
conducted at any time prior 10 full cecovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Any such
rewarking or plugging back operation conducted during the recoupment period shail be deemed pard of the cost of aperation of said well
and there shall be added 10 Lhe sums (o be recouped by the Consenting Parties one hundred percent {100%) of that partion of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. I

such a reworking or plugging back operatian is proposed during such recaupment period, the provisions of this Article VLB, shalt be ap-
plicable as between said Consenting Parties in said well.

During the period of time Consenting Parties are entitled to receive Non-Cansenting Party’s share ol producion, or the
proceeds therefrom, Consenting Parties shall be responsible for the payment of alt production, severance, excise, gathening snd other

taxes, and alt royalty, overriding royalty and other burdens applicable to Non-Consenting Party ‘s share of production not excepied by Ar
ticle #1.9).

I the vase of any reworking, pluggmg back or deeper drilling operaton, the Consenting Parties shall be parminied to use, free
ol cust, all Lasing, wbing and other equipmeat in the well, but tie awnership of all such equipment shall remain unchanged: and upon
shandonment of & welb after such reworking, plugging back or deeper drilling, the Consenting Parties shiall accouat for ali such cquap
mend to the awners thereaf, with each party receiving its proportionate part in kind or in value, less cost of salvage.

Within sixty (00} days after the completion of any operation under this Article, the party conducting the operations for the
Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connccted to the well, and an
iemized starement of the cost of drilling, deepening, plugging back, testing. completing, and equipping the well lor production; or, at its
option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bilt-
ngs. Each month therealter, during the time the Consenting Parties are being reimbursed as provided above, the pacty conducting the
aperations for the Cansenting Parties shall furnish the Non-Consenting Parties with 20 itemized statement of il costs and liabilities in-
zurred in the aperation of the well, together with a statement of the quantity of oit and gas proguced irom it ang the amoun: cyproceeds
realized {rom the sale of the weli’s working interest production during the preceding month. In determining the quantity of qil and gas
produced during any month, Consenting Parties shall use industey accepted methods such as, but not limited to, meteriag of periodic
well tests. Any amount realized feom the sale oc other disposition of equipment newly acquited in connection with any sucﬁi}'p:ution
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unlulq;‘&:l cusls
ol the work done and of the equipment purchased in determining when the interest of such Non Consenuing Party shall tev'_( tho it as
above provided; and il there is 3 credit balance, it shall be paid to such Non-Consenting Party.

.
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ARTICLE VI N
continued

Il and when the Consenting Pacties recover from s Non-Consenting Party's relinquished interest the amounis provided for above,
the relinquished Interests of such Non-Consentng Party shall sutomatically revert 1o it, and, from snd sfter such reversion, such Non
Conscnting Party shall own the same interest in such weil, the muterial und cqulpment in or perwining 1hereto, and the production
thereleom as such Noa Conseating Pacty would have been entitled 1o had it participated in the deilling, sewarking, deepening or plopging
back of sad well. Thereafier, such Non Consenting Party shall be charged with and shall pay its proportionate part of the further costs pf
the opecation of said welt in accardance with the tecms of this agreement and the Accounting Procedure attached herew.

Notwithstanding the provisions of this Articte VLB 2., it is agreed that without the mutuat consent of all pirties, no wells shall
be completed in or produced {rom a source of supply from which a well locuted elsewhere on the Contract Arca is prroducing, unless such
well confurms to the then-existing well spacing pattern for such soucce of supply.

The provisions of this Article shall have no application whatsoever 10 the deitling of the initial welt deseribed in Anicle VEA

except (#) us 0 Article VILD.1. (Option Na. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well
altes it has been dndled (o the depth specified in Article VLA i shall thereafer prove 1o be 4 dry hole or i inidally completed for pro
ducuon. ceases 1o produce in paying quantities.

b Swnd By Tine: When 1 well which has been drilled o decpened has reached i1s authorized depth and all 1eses huve been
completed, and the resuits theseol furnished to the pacties, stand-by costs incurced pending response o 2 purey’s notice proposing @
reworking, deepening, plugging back or completing operation in such a well shull be charged and borne as part of the drifling or duepen
g upetation just completed. Stnd by costs subsequent to all parties cespoading, oc expiration of the response Lime perimitted, whichever
first occurs, and prior wo agreement as 1o the participating interests of all Consenting Parties pursuant to the teems of the sccond gram
watical paragraph of Acticle VLB.2, shall be charged to and bacne as pact of the proposed operation, but il the propusal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion

cach Consenting Party's interest as showa an Exhibit " A"’ bears ta the total interest as shawn an Exhibit **A’* of all Consenting Pas-
ties.

4 Sidetracking’ Except as hercinalter provided, those provisions of this agreement applicable 10 a "“deepening '’ operation shalt
slsu be applicable to any propusal to directionally control and intentionally deviate a well from vertical so as to ¢hange the buttom hole
lcation (heren called *'sidetracking™'), unless done to straighten the hole or to drill around junk in the hole ar because of vther
mechanical difficulties Any party having the right to participate in a proposed sidetrucking operation that does not own an interest i the
aliveted well bore at the time of the notice shall, upon electing to participate, teader (o the well bore owners its proportionate share {equal
10 s taterest in the sideccacking opecation) of the value of that portion of the existing well bore ta be utilized as follows:

(a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the sctual costs incurred in
the witial deilling of the well down 1o the depth at which the sidetracking operation is initiated.

(b) #f the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis ol the well's
salvable nutecals and equipment dowa ta the depth at which the sidetracking operatian is initiated, determined i accurdance with the
provisions of Exhibit "*C**, less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

in the event that notice lor a sidetracking operation is given while the drilling rig 10 be utilized is on locanon, the response period
shall be limited 10 (or1y eight (48) houts, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and
recetve up 1o eight (8) additional days after expiration of the forty eight (48) hours within which to respond by paying for all stand by tine
incurred during such extended response period. If more than one party elects to tuke such additional time 10 respond to the notice, stand
Uy vGa0 anan be atiocated betseen the narties taking additional time to respond on a day-to-day basis in the proportion each elexting par-
ty's aerest as shown on Exhibit '*A*" bears to the total interest as shown on Exhibit *'A'" of all the eleciing partics. I alf other in-
stances (he response period to a proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND: :'

. iy

Each party shall 1ake in kind or separately dispose of its proportionute share of alt oil and gas produced from the Conlr'qc( Area,
exclusive of production which may be used in development and producing operations and in preparing and treatitg oif and gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind o scparace dispasition by any
party ol its proportionate share of the production shall be borne Ly such party. Any party taking its share of produgtion

R
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ARTICLE VI
continued

required Lo pay for only its proportionate share of such part of Operator’s surlace facilities which it uses.

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

the Contract Area, and, except as provided in Acticle VILD., shali be entitled to receive payment dicectly from the purchaser thereal loe
its share of all production.

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of
the oil produced {rom the Contract Area, Operator shall have the right, subject to the revocation at wiil by the party owning i1, but nat
the obligation, to purchase such oil or sell it to others at any time and {rom time to time, for the account of the non-uking 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
awner of the production to exercise at any time its right to take in kind, or sepacately dispose of, its share of alt oil not previously
delivered 10 a2 purchaser. Any purchase or sale by Operator of any other party's share of oil shall be only for such reasonable periods uf

tine as are consistent with the minimum needs of the industey under the particutar circumstances, but in no eveat for a period in excess
of one (1) year.

In the event one or more parties’ separate disposition of its share of the gas causes split-stream deliveries to sepacate pipelines andlor
dehveties which oa a day-today basis for any reason are not exactly equal to 4 party's respective proportionate share of 1otal gas sales
be atlocated 1o it, the balancing or accounting between the respective accounts of the purties shall be in accordance withi any gas balancing

agrecment between the parties hereto, whether such an agreement is attuched as Exhibit “"E'", or is a separate agreement

D.  Access to Coatract Area aad Inlormatioa:

Each party shall have access o the Contract Area at all reasonable tunes, at its sole cost and risk ta inspect or vbserve vperations,
and shull have access at reasanable tinies 1o information pertaining to the development or opecation thereol, ncluding Operator's unoks
and records relating thereto. Operator, upon request, shiall furnish cach of the other partics with copics of all forms vr reports filed with
governmental agencies, duily drilling reports, well logs, tank tables, duily gauge and run uckets and reports of stock on hand at e fast ol
cach month, and shall make available samples of any cotes or cuttings taken from any well drilled on the Conteuct Area. The cost ol

gathering and furnishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator that te-
quests the information.

E. Abandonmeat of Wells:

i. Abandoament of Dry Holes: Except for any well dritled or deepened pursuant to Article VI.B.2., any well which has been

drilled of deepened under the terms of this agreement and is proposed 1o be completed as 3 dry hole shall not be plugged and abandoned
without the consent of all parties. Should Operator, alter diligent effore, be unable to contact any party, or should any party fail to reply
within fofty eight (48) hours (exclusive of Saturday, Sunday and legal holidays) alter receipt of notice of the propasal to plug and abandon
such welf, such party shall be deeined 10 have (pnsented o the proposed abandonment. All such wells shall be plugged and abandoned in
a wrdm(ie with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of dnlling or devpening
such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct lurther
operations in search of oil and/or gas subject to the provisions of Article VIB.

2. Abandonment of Wells that have Produced: Except for any well in which a2 NonConsent operation duas been canducted

liereunder lor which the Consenting Parties have not been fully reimbursed as herein provided, any well which hus been completad as s
producer shall not be plugged and abandoned without the consent of all pariies. 1 all parties consent 10 such abandonment, the well shall
be plugged and abandoned in accordance with applicable regutations and at the cost, cisk and expense of all the pacues bereto. 1 witha
tlurty (30) days alter receipt of notice of the proposed abandonment of any well, all parties do not ageee w the abandanment of sucts welt,
those wirhing (o continue its operatian from e interval{s) of the formation(s) then open 1o production shiall teader 1o vach af the other
patlies it proportionate share of the value of the well's salvable material and equipment, determined in accordance with the provisions of
Exhibit **C*", fess the estimated cost of salvaging and the estimated cost of plugging and abundoning. Each abandoning party shall assign
the non-abandoning parties, without watranty, express or implied, as 1o 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 10, but only as to, the in-
terval of intervals of the lormation or formations then open to production. If the interest of the abandoning pasty s or includes an oit and
g4 interesy, such party shall execute and deliver to the non-abundoning pusty or parties an oil and gus lease, fimnited 10 the interval of in-
tervals of the formation or formations then open to production, for a term of one (1) year and so long thereahier as ol andlor gas is peo-
duced Irom the interval or intervals of the formation or formations covered thereby, such lease ta be on the form attached as Exhibi
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; ARTICLE V1
continued
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8" The assignments or Yeases so limnited shall encompass the *'drilling unit'* upon which the well is located. The payments by, and the
‘Cmgumunu ot leases 0, the sssignees shall be in a ratio based upon the retationship of their respective percentage of participation in the

oatrace vA'“ to the sggregate of the percentages of participation in the Conteact Area of all ussignees. Theee ahall be no ceadjusunent of
nterests in the remaining portion of the Contract Area.

Therealier, abandoning pacties shall have na further responsibitity, lisbility, or interest in the operation of or production {rom
the well in the interval or intervals then open other than the royahies retained in any lease made under the terms of this Article. Upon re-
quust, Operator shall conlinue to operate the assigned well tor the account of the nan-abandoning parties at the rates and charges con:
wemplated by this agreement, plus any additional cost and charges which may asise as the result of the separate ownership of the assigned
well. Upon propased abandoament of the producing interval(s) assigned oc leased, the assignor o lessac shall then have the uption

fepurchase its prior interest in the well (using the same valuation lormula) and participate in furtirer operations thercin subject o the pro-
visions hereol,

3. Abandonment of Non-Conscnt Operations: The provisions of Article VLE L. or VLE.2. above shall be applicable as between
Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be
premanently plugged and abundoned untess and uniit all panics having the right to conduct funiher operations therein have buen notificd

of the proposed abandonment and alforded the oppartunity to elect to take over (he well in accardunce with the provisions of this Acticle
VIE

ARTICLE vII.
EXPENDITURES AND LIABILITY OF PARTILS

A. Liability of Parties:

‘The babdity of the partics shall be several, not joint or coltective. Eschi party shall be cesponsible onty for its ubligsuons, and
shiall be bable undy for its proportionate share of the costs of developing and operating the Conract Area. Atcundaigly, the ey granted
anong the parties in Article VILB, are given to secure only the debts of euch severally. b is not dhe intention of the pacues 1 creaw, noe
shall ttus agreement be construed as creating, a mining or other partnership or association, or to render the partics luble as partners.

B. Lieas and Payment Defaults:

Each Non Operator grants to Operator 2 lien upon its oil and gas rights in the Contract Area, and a security interest in its share
of vil andfor gas when extracted and its interest in all equipment, 10 secure payment of ins share of expense, togiher with interest thereon
at the rate provided in Extubit ©'C'. To the extent that Operator has a security interest under the Uniform Commercial Code of the
state, Operator shall be entitled 10 exercise the rights aad remedies of a secured party under the Code. The bringing of a sust and the ol
tamng of jdgment by Operator {or che sccured indebtedness shail not be deemed an election of remedies or otherwise alfect the lien
rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share
of expense, Operator shall have the right, withou prejudice 1o other rights o remedtes, 10 collect from the purchaser the proceeds from
the sale ol such Non"Operator's share of oil andior gas untit the amount owed by such Non-Operator, plus interest, has been pad. Each
purchaser shall be entitled 1o rely upon Operstor's written statement concerning the amount of any default. Operator grants 3 like lien
and security interest o che Non-Operators 10 secure payment of Operatoc’s proportionate share of expense.

H-any-party—fails-orisuneble—to—pry-tty-shere—of—expense—within—sixty~{60)-deys—elterrendivon—olsrutementtherela=by

Opetator, the non delanlting parties, including Operator, shall, upon request b ()mmmr’-uﬁhﬂmﬁmin the peoportion that
the erest of cach smlWMMt—o&ﬂ parties. Each party so paying its share of the wnpaid arsount shatl, o oblam
suunbursnnant Ui sol, be-subrogatud to-the-sucutity—sighisdusctibud-ia-thutotegoug-puragaphs

C. Paywens and Accounting:

Except as herein otherwise specitically provided, Operator shall promptly pay and discharge expenses incurred in the developinent
and operation of the Contract Area pursuant ta this agreement and shall charge each of the parties hereto with their respective prapor
tionate shares upon the expense basis provided in Exhibit *C**. Operator shall keep an accurate record of the joint account hereunder,
showing expenses incurred and charges and credits made and received.

Operator, at its election, shall have the right {rom time to time to demand and receive (rom the other parties payment in advance
ol theic respective shares af the estimated amount of the expense to be incucred in apecations hereunder during the next succeeding
month, which right may be exercised only by submission to each such party of an itemiized statement of such estimated expense, together
with an invoice for its share thereol. Each such statement and invoice for the puymen: in advance oi ostiniaed expense shall be submitied
un or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate ‘share of such estinmpe within
fifteen (13) days alter such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, I%Tlmuunl
due shall bear inverest as provided in Exhibit **C'* umit paid. Proper adjusument shiall be made monthly between advances andyg

tual ex-
pense 10 the end that each party shall bear and pay its proportionate share of aciual expenses incurred, and no more.

D. Limitation of Expenditures:

L. Drill or Deepen: Without the consent of all parties, no well shail be drilled or deepened, except any well
pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall incly
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ARTICLE vii
continued

U Oprien Nu. 11 All Aecessary expenditures foe the drilling or decpening, testing, completing and equipping of the welt, Inctuding
necessary tankage and/or surlace {acilities.

Ki Opaun No. 20 All necessary expenditures for the drilling or deepening and testing of the well. When such well lus seached its
sutharized depth, aud all tests have been completed, and the results thereof furnishied 10 the pasties, Operator shall give inmediate notice
to the Non Operators wha have the right to participate in the completion costs. The parties receiving such notice shall have forty eight
(18) hours (exciusive ol Saturday, Sundiy and fegal holidays) in which 1o elect to participate in the setting of casing and the complenion st
tempt. Such election, when made, shall include conseat to all aecessary cxpenditures for the completing and equipping of such well, -
cluding necessary tankage andfor surface facilities. Failure of any party receiving such notice ta reply within the period above fixed shall
constitute an election by thai party not 1o participate in the cost of the completion attempe. 1 one or more, but tess than all of the parties,
elect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase **reworking, deepening or plugging

back ™" as contained in Article VII.2. shall be deemed to include **completing ') shall apply to the operations therealter conducied by less
than all parties.

2. Rework or Plug Buck: Without the consent of all parties, no well shall be reworked or plugged back except a well teworked or
Plugged hack pursuant to the provisions of Acticie VI.B.2. of this agreement. Consent 10 the reworking or plugging back of a well shall

include all necessary expenditures in conducting such aperations and completing snd vquipping of said well, including necessary tankage
andfor sucface facilities.

3. Ocher Operations: Without the consent of all parties, Operator shall not undertake any single project reasonably estimated
10 requite an expenditure in excess of__tWenty—-Five Thousand __ Dollars (825, 000,00 )

exeept i connection with 4 welt, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been
previously suthorized by o pursuant to this agreement; provided, howevee, that, in case of explosion, lire, flood or other sudden
conergency, whether of the same ac dilferent natuce, Operator may take such steps wd incug such expenses 35 in s vpinion ae tegquired
1o deab witl the emergency 1o sabeguard ife and property but Operator, as prompily as possible, shall cepurt the cacrgency to the othes

pariies U Operator prepares an awhonty {for expenditure (AFE) for its own use, Operator stall fusnish any Non Operstos su regquestingt
awwndormation copy thereol {oe any single project costing in excess of len Thousand

Loltars ($_l_0'_090_'90_._.) but fess than the amount first set torth above in this paragraph.

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

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease 1o this agreement at its or their expense. In the event two or more pucties own and have con
tnbuted interests in the same lease to this agreement, such parties may designate one of such partics to make said payments {or and on
betalf of all such parues. Any party may request, and shall be entitled 10 receive, praper evidence of all such payments. In the event of
failure to make proper payment of any rental, shut in well payment or minimum royalty through mistake or aversight where such puy-

ment is required 1o continue the lease in force, any toss which results from such non-payment shall be borne in accordance with the pro
visions of Anicle IV.01.2.

Operatoe shall nouly Non Operator of the anticipated completion of a shutin gas well, or the shutting in or retuen to production
ut « producing gas welt, at least five (9) duys (excluding Saturday, Sunday and legal hotidays), or at the earlivst opportunity permitted by
Grcumstances, prior to taking such action, but assumes no liability for failure 1o do so. 1n the event of faiture by Operator w so notily
Nan Operatoar, the loss of any lease contnibuted hereto by Nan -Operator for faiture to make timely payments of any shut i wedl paynient
shall be Lorne joinddy by the parties hercto under the provisions of Article 1V.13.3.

F. Taxes:

Beginning with the first calendar year afier the ellective date hereol, Operator shall render for ad valoremn taxation all propesty
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they
ke ume delinquent. Prioe to the rendition date, each Non Operator shalt furnish Operator inforsnation as to burdens {to include, but not
be linited 1, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non
Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject 1o outstanding excess royaltics, over-
riding royalties or production payments, the reduction in ad valorem tuxes tesulting theeeltom shall inure to the benefit of (the owner or
owners ol such leasehiold estate, and Operator shall adjust the charge to sucthi owner or owners 5o as to ceflect the benedin of such rshac-
ton I the ad valoreny taxes are based in whole or in part upon separate valuations o €ach party 's working interest, then nuiwithstanding
anything w the contrary herein, charges to the joint account shall be made and puid by the parties hereto m accordance with the tux

value generated by each party's working interest. Operator shull bill the other parties fac their proportionate shaces of ull tax payineétus in
i provided in Fxhibin *C',

I Operator considers any 1ax assessment improper, Operator muay, at its discretion, protest within the time andsimanner
prescnibud by luw, and prosecute the protest to 4 final determination, uniess all parties agree to abandon the protest prior to [i.Rr;.ill deter-
nuaation. Duriag the pendency of admiaisteative or judicial proceedings, Operatar may elect to pay, undec pratest, all such uuﬁ'p\d any
1nterest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for the b
count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid by "T‘m. £
provided in Exhibic ©C". N ‘j’
respect (o
1-1 B
LI

i

it ac

Cachiparty shall pay or cause 10 be paid all production, severance, excise, gathering and other taxes imposed wpon ge.with,
the producsion or handling of such party’s share of oil andfoe gus produced uades the terms of this agreement, |-

1
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ARTICLE Vi
continued

G. Insurance:

At 4l times while operations are conducted hereunder, Operator shall comply with the wackmen's campensation law of
the state where the operations are being conducted; provided, however, Ut Operator may be a sell-insurer lor liability under said com
pensation laws in which event the only charge that shall be made 1o the joint account shall be as provided in Exhibit **C"*, Operator shall
also carry or provide insurance {or the benefit of the joint account of the parties as outlined in Exhibit *'D**, attachied (o and made s pant
hereuf. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation
faw of the state where the operations are being conducted and 10 mainwin such other insurance as Operator may requise.

In the event automobile public liability insurance is specified in said Exhibit '*D'’, or subsequently receives the approval of the
patties, no direct charge shall be made by Operator for premiums paid {or such insurance for Operator's automotive equipment.

ARTICLE VIII.
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases cavered 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 surcender its interest in any lease or in any portion thereof, and the other parties do not
agree or consent thereto, the party desiring to surcender shall assign, without express or implied warranty ol tide, all af its interest in
such lease, or portion thereol, and any well, material and equipment which may be located thereon and any rights in production
thereafter secured, to the parties not consenting 1o such surrendes. 11 the interest of the assigning party is or includes an ol and gas in
terest, the assigning party shall execute and deliver o the party or parties not consenting to such suerender an oil and gas lease covering
such uil and gas interest for a term of one (1) yeae and sa long thereafter as oil andfor gas is produced from she land covered thereby, sucly
lease (o be on the form attached hereto as Exhibit **B*'. Upon such assignment or lease, the sssigning party shall be relieved {rom ull
vbiligations thereafter accruing, but not theretolore accrued, with respect 10 the interest assigned of leased and the operation of any well
auributable thereto, and the assigning party shall have no further interest in the assigned or feased premises and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay o the
party assignor or lessor the ceasanable salvage value of the latter's interest in any wells and equipment atteibutable to the assigned oc leas:
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit *'C'™*, less the estimated cost of
salvaging und the estimated cost of plugging and abandoning. If the assignment or lcase is in favor of more than one party, the interest
shall be shared by. such partics in the proportions that the interest of each bears to the total intecest of all such parties.

Anyiassigninent, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering
party’s inlerest as it was immediately before the assignment, lease or surrender tn the balance of the Contract Area; and the acreage

assgned, frased of surrendered, and subsequent operations thereon, shall not theecalter be subject to the terms and provisions of this
b
agreement.

B. Reanewal or Extension of Leases:

ff any party secures a renewal of any oil and gas lease subject to this agreement, atl other parties shall be notified prompily, und
shatl have the right fur a peciod of thirty (30) days following receipt of such notice in wihich to clect to participate in the ownership ol the
reaewal lease, insolar as such lease alfects lands within the Contract Acca, by paying (o the party wha scquited it their several proper pro
pattonate shares of the acquisition cost atlocated to that part of such tease within the Contrace Area, which shall be in proportion to the
interests held at that time by the parties in the Contract Area.

If suine, but less than all, of the parties elect to participate in the purchase of a renewal lease, it shall be owned by the partics
who elect 10 participate therein, in 2 ratio based upon the relationship of their respective percentage of participation in the Contracy Area
10 the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
Any renewal lease in which less than all parties elect to participate shali not be subject (o this agreement.

Each party who participates in the purchase of a renewal lease shall be given an assignment of its proportionate interest therein
by the acquiring party.

The peovisions of this Article shall apply to renewal leases whether they are for the entire interest covered by tie expiring kease
of cover only a portion of its ares or an inicrest therem, Any renewal tease taken before the expitation of its predecessor lease, or taken or

contracted for within six {0) months aiter the expiration of the existing lease shall be subject ta this provision; but any lease takdp-or con
tracted for mare than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not be Jybject 1o
the provisions of this agreement.

The provisions in this Article shall also be applicable to extensions of oil and gas leases.

C. Acreage or Cash Contributions:

]

While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of u"wd\pr,‘:h). other
- “ . . n . it - ‘-
uperation on the Contract Area, such contribution shall be paid to the party who conducted the dritfing or other dpura h nild.shall be
(e

applicd by it against the cost of such drilling or other aperation. I the contribution b in tha forn of acreuge, the parky (& whdhd dge con-
tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Parties’

rictin b gailons

A1-
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; ARTICLE VIII
continued

1 said Drilting Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to the extent possible, be
2 govecaed Ly provisions identical to this agreement. Each party shall prompdy notify ali other pasties of any acreage or cash coatributions
3 ity obtain in support of any well or any other operation on the Contract Area. The sbove provisions shall afso be applicable 10 op
4 tional rights (o carn acreage outside the Contract Area which are in support of a well drilled inside the Conuact Asea. ;
3

6 Il any party contracts lor any consideration relating to disposition of such purty's share of substances produced hereunder, such
7 consideration shall not be deemed a conuibution as contemplated in this Ardcle VILL.C.

8

9  D. Maiatensnce of Uniform laterest:

10
11 For the purpose of mainuining uniformity of ownership in the oil and gas leasehold interests covered by this agreement, no
12 party shall sell, encumber, ransfer or make other disposition of its interest in the leases embraced within the Coatract Area and in wells,
13 equipment and production unless such disposition covers either:

14

15 L. the entire intecest of the party in all leases and equipment and production; or

16

17 2. an equal undivided interest in all leases and equipment and production in the Contract Area.

18

19 Every such sale, encumbrance, transfer of other disposition made by any party shall be made expressly subject 1o this ageeement
20 und shall be made without prejudice 10 the right of the other partics.

pal

22 U, at any time the interest of any party is divided among and owned by four or mare caowners, Operatar, at its discretion, may
23 requice such co-owners to appoint a single trustee or sgent with full authority 1o receive notices, approve expenditures, receive billings fur
24 and approve and pay such party’s share of the joint expenses, and to deal generally with, and with power 10 bind, the co owners of suh
25 party's interest within the scope of the gperations embraced in this agreement; hawever, all such coowners shiall have the right ta entes
20 inte and exceute all contructs or agreements for the disposition of their respecuive shares of the oil sud gas produced from the Contract
' Area and they shall have the right 1o receive, separately, payment of the sale proceeds thereof.

28

29 E. Waiver of Rights to Partitioa:

30

31 It perinitted by the laws of the state or states in which the propesty covered hereby is located, each party hereto owning an
32 undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severalty sts undivided
33 interest therein,

34 .

35 —Fr—Preferential-Right-toPurchaser—

36

17 Shuuld-eny perty—desizet TN y-pesi-olitiinterest Jerthis—ug + P 1 i tesests- in—Uh r/
38 Arca, ot shall promptly give written notice 10 the other parties, with {ull information concerning its propased sale, whi atfificlude the
39 name and address ol the prospective purchaser (who must be ready, willing and abie to purchase), the purch@3e price, and all other terns
40 of the offer. The other parties shall then have an optional prior right, for a period o ays after receipt of the notice, 0 purchase
41 on the samne 1erms and conditions the interest which the other pa 5es 10 sell; and, il this optional right is excreised, the purchas
42 ing partics shall share the purchased interest in th tuons that the intesest of each bears 1a the total interest of all purchasing pars
43 Aies. However, there shall be #ntial right to purchase in those cases where any party wishes to mortgage its interests, or 10
4d dispase o s ¥ nierger, ceorganization, consolidation, or sale of all or substantially all of its assets to a subsidiary or paremt com
49  penyBriu.a x..h:illi,ry of 2.paseat pany,ocLo-any companyinnbich-2np-ors-pustyoniie joei {—dve-stack,

46 o

47 ARTICLE 1X.

48 INTERNAL REVENUE CODE ELECTION

49

50 This agreement is not intended to create, and shall not be construed to create, 3 relationship of parinership or an association
51 for prafic between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
52 aud not joint or collective, or that this agreement and operations hereunder shall not constitute 2 partnership, if, for lederal income tax
33 purpuses, this agreement and the operations hereunder are regarded as a partnership, each party hereby affecied elects o be excludad
954 from the application of all of the provisions of Subchapier *'K**, Chapter 1, Subtitte **A*", of the laternal Revenue Cade of 1994, as per
55 itted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is suthorized and directed 10 ex-
56 ccute on behall of each party hereby atfected such evidence of this election as may be reguired by the Secretary of the Treasury of the
57 Uniwd Stawes or the Federal laternal Revenue Secvice, including specifically, but not by way of limitation, all of the returns, statemenss,
98 and the dats required by Federal Regulations 1.761. Should there be uny requirenmient thet sach party hieeeby affecied give further
99 evidence of this election, each such party shail execute such documents and {urnisih such other evidence s niay be ruquirﬁ- by
60 Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or wke iy other
61 action inconsistent with the election made hereby. 1 any present or future income 1ax Jaws of the state or states in which thefontract
62 Arcais locsted or any future income tax laws of the United States contuin provisions similar to those in Subchapter "K', € iclct i
63 Subtitle "A", of the Internal Revenue Code of 1934, under which an election similar (o that provided by Section 761 of the C ‘ is per
64 mitied, eachs party hereby affected shall make such election as may be permitted or requtred by such laws. ln making the Iurcé iy elec
63 tion, each such party states that the income derived by such party from operations hereunder can be adequately determined

66 compulation of parinership taxable income.
o7

<]
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ARTICLE X.
CLAIMS AND LAWSUI'TS

Operator may sewde any single uninsured third party damage claim or suit arising from operations hereunder of the expendituse
docs aat caced _FLfteen Thousand

Dullaes
(s.w___) and if the payment is in complete settlement of such claim or suit. tH the amount required for settlement ex-
ceeds the ubove amount, the pariies hereto shall assume and take over the further haadling of the claim or suit, unless such authiority
detegated 10 Operator. All costs and expeases of handling, settling, or otherwise discharging such claim ac suit shall be ac the joint ex-
pense of the parties participating in the operation from which the claim or suit arises. |{  claim is made sgainst any party or if any party is
sued on account of any matter ssising from operations hereunder over which such individual has no contsol because of the rights given
Operator by this agreement, such party shall immediately notily all other parties, and the claim or suit shall be wreated as any other claim
or suit involving operations hereunder.

ARTICLE X1.
FORCE MAJEURE

Il any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than
the obligation 1o make money payments, that party shall give to all other parties prompt written notice of the lorce majeure with
reasonably full particulars concerning it; thercupon, the obligations of the party giving the notice, so lar as they are atfecied by the force
majeure, shall be suspeaded during, but no longer than, the continuance of the force majeure. The aflected purty shall use all reasonable
diligence 10 remove the force majeure situation as quickly as practicable.

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the seutiement of strikes,

luckouts, vt other Jabor dilficulty by the pacty involved, contrary 10 its wishes; how all such difficultics shall be handled shall be entirely
within the discretion of the pacty concerned.

Ihe term *‘lorce majeure’’, as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act ot

the public enemy, war, blockade, public riot, lightning, (ire, starm, flood, explosion, governmental action, governmental delay, risteamt

ot inaction, unavatabitity of equipment, and any other cause, whether of the Xind specifivally ennmerated above or ohierwise, whichiis
not reasonably within the control of the party claiming suspension.

ARTICLE XIL.
NOTICES

All nutices authorized or required between the parties and cequired by any of the provisions of this agreement, unless otherwise
specilically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecoprer and addressed
the parues to whom the notice is given at the addresses listed on Exhibit ** A", The originating natice given under any provision hereol
shall be deeaned given only when received by the party to whom such notice is direcied, and the time for such party 10 give any notice in
response thereto shall run from the date the originating notice is received. The second or any responsive natice shall be devined given
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopicr. Euch party
shall huve the right 10 change its address at any time, and from time 0 timie, by giving weilten notice thereof 1o all other parties

ARTICLE X1,
TERM OF AGREEMENT

This sgreement shall remain in bl force and effect as 1o the oil and gas deases andlor oil and gas interests subjeat herero for the
pecad of inie selected below; provided, however, no party hereto shall evee be construad as having any night, tte or interest w of tany
fease or oil and gas interest contributed by any other party beyond the term of this agreement.

8 Opion No. 1: So long a5 any of the oil and gas leases subject to this agreement remain or are continued in force a3 w any pan
ol the Countract Area, whether by production, extension, renewal or otherwise.

®© Option No. 2: In the event the well described in Article VI.A., or any sgpsequent well dritled under any provision of this
agreemedt, results in production of ail andior gas in paying quantitics, this agreement shall continue in force 3o long as any such well or
wells prod

Puce. or are capable of production, and for an additionsl period of __9Q __ days from cessation of all production; provided,
however, if, prior to the expiration of such additional period, one or more of the partics hereto are engaged in drilling, reworking, devpen:

i« plugsing back, testing or attempting to camplete & well or wells hereunder, this agreement shall continue in force until such osery
tons have been coinplesed and if producticn results therefrom, this 2gresment shall continue in force as prueided Woicie b 8 veni e
well described in Article V1A, or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, Q(np:blc
aof produding oil andlor gas from the Contract Area, this agreement shall werminate unless drilling, deepening, plugging hack u‘l‘ nmuk

Ing uperations are comimenced within %0 days from the date of abandenment of said well.

It is agrewd, however, that the termination of this agreement shall not relieve any party hereto {com any liability
accrued or attached prior to the date of such termination.
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ARTICLE X1V,
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject W the conservation laws of the state in which the Contract Area is located, to the valid rules,

tegulations, and ocders of any duly constituted regulatocy body of said state; and to ali ather spplicable (ederal, state, and local taws, oc-
dinances, rules, regulations, and ocders.

B. Goveraing Law:

This agreement and all matters pertaining hereto, including, but not limited ta, matters of performance, non-perforimance, beeach,
lcmtdics.’pﬂx‘tdu(ﬂ‘ rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which
the Contract Area is located. If the Contract Area is in twa ar more states, the law of the state of
shall gov%m.

1
C. Regulstory Agencies:

Nothing herein conuined shall grant, or be construed to grant, Operator the right or autharity 1o waive or release any rights,
privileges, or obligations which Non Operators may have under lederal or state laws or under rules, regulatons or orders promulgated

under such laws in relecence to oil, gas and minesal opesations, including the location, operation, of production of wells, on tracts oflset-
ting of adjacent to the Contract Area.

With respect 10 aperations hereunder, Noa-Operators agree to release Operator from any and all losses, dumages, injurics, claims
and causes of action arising out of, incident 10 or resulting directly or mdirecily from Operator’s inteepretstion or applicasun of rules,
rulings, 1cgulations or orders of the Department of Energy oc predecessor ar successor agencics 1o the extent such interpretstion o ap
phication was wade in good faith. Each Non Operator further agrees 1o reimburse Operator for any amounts apphcable 1 such Non
Operator's share of production that Operaior may be required ta refund, rebate or pay as a result of such an incoreect interpretation or
application, together with interest and penalties thereon owing by Operator as a result of such incorrect unerpeetation or application.

Non Operators authorize Operator to prepare and subemit such documents as may be required to be submiticd to the purchases
of any crude oil sold hereunder or 10 any other person or entity pursuant to the requirements of the **Crude Oil Windlatl Profic Tax Act
ol 1980, as same may be amended from time to time (‘' Act'*), and any valid regulations of rules which may be issued by the Treasury
Department from time to time pursuant to said Act. Each party hereto agrees 1o lurnish any and all certifications or uther information
which is required (0 be furnished by said Act in a timely manner and in sufficient detail 1o permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

SEE PAGES 14a, 14b, & l4c ATTACHED:
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‘ ARTICLE XV.
OTHER PROVISIONS

The following provisions are intended to be cumulative, but in the event they conflict with the

other proviaions herein, then the following provisions shall control:

A Definicion of *"holidays":

The word *holidaya® when used herein is defined as a legal holiday
observed by Rational Banking ARssociaticns in Midland, Texas.

"Back-in after Payout™

Upon payout of each well drilled hereunder, on a weil by well basais,

Fue)l Producte, Inc., Amerietate Oil & Gas, Inc. and Louis Mazzullio, Inc. (hereinafter collectively

refaerred to herein aas "FPI"), ahall collectively be entitled to an additional twenty-five percent (25%}
working interest in each auch well, proparticnately reduced to the ninety-five percent (95%) interest of
TMBR/Sharp Orilling, Inc. ("TMBR®) hereunder (such back-in being an undivided twenty-three and seaventy-
tive hundredths percent (23.75%) working intereet in each such well as Payout occurs therein). If any of
the partiea comprising “FPI“ elects not to receive its proportionate share of such back-in, each of the

other such parties who desire to receive such back-in shall be entitled to the entire back-in in such

well. For the purposes of this Agreement, "Payocut" for each well drilled hereunder, shall occur at that

point in time at which there is recouped out of the production

(or other value received) which ie

attributable te the interest credited te TMBR in Exhibit “"A" hereto (after deducting therefrom all

royalties, overriding royalty interesacs and applicable severance, production, exciee and gathering taxes)

all costs incurred in drilling, completing, equipping and operating asuch well to the point in time that
Payout occura. The accounting procedure attached as Exhibit "C*

hereto shall be used in determining
payout on each well. TMBR/Sharp Drilling, Inc. et al

{collectively “TMBR"}

shall give notification to
FPI of the date said well(e) haa paid out. Payout shall,

for the purpose of this agreement, be deemed to

have occurred at 8:00 a.m. on the day next following the date the well(e) actually pays out. Should FPI

elect to back-in for said additional working interest, it will thereafter share proportinnately the cost

of operating, repairing and recompleting the well(s) and shall bear its proportionate part of any

overriding royalty burdening the lease included within the producing unit formed for the well (s}, Lt beting

clearly understood, however, that in no event shall FPI be liable for any drilling, completing.

recompleting, equipping or operating cost incurred by or for TMBR'S accounk prior to the time of payout
of each well.

In the event one or more of the parties hereto shall elect as follows:
1. not to pay a delay rental:

2. to abandon a leaase; cr

3. not to participate Iin a necessary well as defined In Article XV.N; and assigns 1ts interest

in a lease, or portion thereof, to and for the benefit of the participating parties hereto, or if some,

but not all, of the parties heretc elect to acquire an interesat in a lease or a contract affecting a lease

pursuant to the provisions of Article XV.F., it is agreed that the lands covered by the contract rights

shall no longer be subject to this agreement. In such event the lease or contract rights and the lands

covered thereby shall be deemed to be subject to an operating agreement identical to this agreement

changed only to reflect the proper owners and percentages and, 1f the parties go desire., to designate a

new operator if the operator under this agreement is not a co-owner.

C. Dispute re: Proposed Depth: If during the drilling of any well being drilled hereunder other than

the Initial Well provided for in Article V1.hA., a bona fide dispute shall exist as to whether the proposed
depth has been reached in such well (as for example, whether a well has been drilled to a depth sufficient
to teet a particular sand or formation or if the well has reached the stratigraphic equivalent of a

particular depth], the opinion af the majority in interest, and not in numbersg, of the ownere as shown
on Exhibit “"A* shall control and be binding upon all parties.

1f the parties are equally divided, the
opinion of the Operator will prevail.

D. Payment Obligations: All rentale, shut-in well payments and minimum royalties which may be

required under the terms of any leaee Bhall re aominmimrered and patd by Operator and charged to the.Joint
Account except where otherwise expressly provided to the contrary in this agreement. Any party may
requegt and shall be entitled to receive proper evidence of all such payments. Operator shall make or
cause to be made proper payment of any rentals and shut-in well payments and minimum royalties under the
foregoing provisions.

Operator shall notify each Non-Operator of its recommendation concerning the payment of delay
rentale or shut-in royaltles under any leases as they may fall due in writing at lease forty-five (45)

days in advance of the day when such payment is due. Each NHon-Operator shall have fifteen (15) days from

the receipt of such notice to respond to such recommendation with payment, and failure by Non-Operator

shall be deemed an election by Non-Operator to concur with Operator’s recommendation. Operator will be
reeponsible for non-payment of delay rentals or shut-i{n royalties only Lf it‘'s actionse constitute grosa

negligence or willful mieconduct.
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E Acquisition of Leasehold Interesc:

Any party acquiring a new leaee within the Contract Area shall
furnish the other party or parties actual coples ot the lease,

leases in acquiring said
sufficient to verify che actual consideration for said intereet,

fnscrument

a plat or exact dewcripcion ot Lhe
location and any other documents partinant to the other party evaluating the acquiring pattlies interust .

The non-acquiting parties shall have thirty {10} days following rece(pt of the aforesaid noLice 1a which
Lo indicate the preference as ta participation in sald acquisition by written vegponse to Lhe acyull ing
party accompaanied by a check covering its share of the acquisition,

F. Coincidental Operations:

1t is agreed by the parties hereto that unless otherwise agreed when auy

well provided for in this Agreement (8 drilling or testing, neither party shall propose the drilling ot
an additional well on the contract acreage unless the drilling of a well is neceseary to perpeLuate the

Lease ar for some other reason it 18 mutually agreed by the parties hereto that an additicnal well should

be drilled prior to the completion of a well on the contract acreage.

G. Expensee Attributable to Transfers:

In the event of transfer, sale, encumbrance or other disposition
of intereat within the Coantract Area which creates the necesalty of separate measurement of production,

the party creating the necessity for asuch measurement shall alone bear the cost of purchase

installaction
and operation of such facilities.

. HBankruptcy: If,

foilowing the granting of relief under the Bankruptcy Code to auy paity heveto as
debtor thereunder,

this Agreement should be held to be an executory contract within the weaning of 11
U.S.C. Section 365, then the Operator, or (if the Operator ie the debtor in bankruptcy) auy oLher patly,
uhall be entitled to a determination by debtor or any truatee for debtor within thivrty {30) days (rom the
date an order for rellef is entered under thim Bankruptcy Code as to the rejecttion ov asvumpt ion of Lthis
Operating Agreement. Ia the event of an aseumption. Operator or said other party shall be entitled tu

altguale assurdancey as to fulure performance of debtor's obligation hereunder and Lhie proteclion ol the
tatevedt of all other parcies.

[. 1Ingurance (Non-Operatorsj}:

wWith the exception of minimum limite aet by State and Federal regulaLioas
Non Operator(a} may elect not to be covered by any of Operator'e ineurance coverage provided for the joint

account by providing Operator with written notice and Certificate of Insurance.

J Third Party Servicee:

Regardleas of any provision of this Operating Agreement or the Accecunting

Piocedure to the concrary, the Operator may charge to the Joint Account for the Cuntrect Artea tu

and charges incurred for the outside engineers, geclogists

L
consultants, biokers, title cuwiative work
attoineys, and other third-party servicea incurred in connection with leages owined by or acquired tor Lhe
Juint Account or operations for the benefit of the Joint Account

all to be borne in the proportions
specified on Exhibit "A".

X Metering ot Production:

If a divergity of the working intere¢et owiership in production from a tvase
subject to thie agreement occurs as a result of operations by less than all parcies pursuant Lo any
proviaion of this agreement, 1t i3 agreed that the 0il and other hydrocarbong produced from the well or
wells completed Ly the consenting party or parties shall be peparately measured Ly standard metering
equipment to be properly tested pertodically for accuracy, and the setting of a eeparate tank batlery will
not by required unleus the purchaser of the production or governmental regulatory body having jurisdiclion

will not approve wetaring f{or eeparately meassur{ng production.

1. Non-Discrimination:

In the performance of this Agreement, Operator shall not engage in any conduct
or practice which violates any law, order or regulatlion prohibiting discrimination agajnst any peraon by
reason of hi1s or her race, religion, color, sex, national origin, or age; and Operator further agiees Lo

comply fully with the non-diecrimination proviaione of Section 202 of Executive Order No. 11246 {30 F.R.
121191, as amended.
1

M. Fkgiovity of Operation: whenever there is more than one proposal in coanection with any well subject

co (h*u agreement, euch proposals ehall be considered and disposed of in the following order or priovity:

1. Drilling the well to ite authorized depth or attemptlng a completion including testing and logying
of sguch well ac such depth shall have first priority over all other operations aud pioposals;

2. A proposal to plug back a well ahall prevail over a proposal to deepen or {0 sidecrack such well;
if there is more than one proposal to plug back, the proposal to plug back to the next deepeat
prospective interval shall have priority over proposals to plug back to shallower prospective
iutervals

] A proposal

to sidetrack a well in order to reach the aucthorized depth

shall prevail over a
proposal to deepen;

A propoval to deepen a well shall have ladt priority, and

Ciopusuls of the vame Lype and to the sanu doepth shall Le given precedence 10 Lhy widor

v wlonch
they were made.

14b
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N. on-Cons £ ble Necessar If during the term of this agreement, a well

is required to be drilled, deepened, reworked, plugged back, sidetracked, or recompleted, or any other

operation that may be required in order to:
{1} continue a lease or leases in force and effect;

{2) maintain a unitized area or any portion thereof in and to any oil and/or gas and other

interest which may be owned by a third party or which, failing in such opacation, may revert to
a third party;

{3) comply with an order issued by a regulatory body having jurisdiction in the premises, failing

in which certain rights would terminate;

such operation shall hereinafter be defined as a "Necessary Operation™. Notwithstanding any other

provisions contained in thls aqgreement to the contrary, any party electing not to participata in a

Negessary Operation which is proposed pursuant ko Article VI.B.l. shall forfeit and assign to the
patticipating parties, all of 1ts right, title, and interest. in the Contract Area except sach well in

which such party parricipated in all operations conducted thereon and the producing formation underlying
the proration or spacing unit for each such well. Such forfeiting party’'s interest shall not be burdened
exceplt as suthorized hereunder.

0. Subseguently Created lInterest: [f any party hereto shall create an overriding royalty production

payment, net proceeds interest, or other similar interest, subsequent %o the effective date of this

Agreement, or if such interest was created prior to the effective Jate hereof but was neither recorded
in the county in which the Contract Area is located nor disclosed to all parties hereto at the time of
execution hersof {any such interest created under the circumstances herein menticned shall hereafter be

referred to as a "Subsequently Created Interest"™}, such Subsequently Created Interest shall be

specifically subject to all of the terms and provisions of this Agreement, as follows:

1). 1If non-consent operaticns are conducted pursuant to any provision of this agreement, and

party conducting such operations becomes entitled to receive the production attributable ko the
interest cur of which the subsequently Created Interest is derived, such party shall receive

same free and cleac of such Subseqguently Created Interesr. The party crearing same shall bear

and pay 2!l such Subsequently Created Interest and shall indemnify 3nd hold the other parties

hereto harmless from any and all liability resulting therefrom.

2). 1f the owner of the interest from which a Subsequently Created Interest is derived fails

to pay, when due, its share of expenses chargeable hereunder, the lien granted the other parties
hereto under the provisions of Article VII.B. or under the appropriate state statutes shall
cover and affect the Subsequently Created Interest and the rights of the parties shall be the

same as if the Subsequently Created Interest had not been creared.

3). 1f the owner of the interest from which Subseguently Created Interest is derived (i) elects

to abandon a well under the provisions of Article VI.E. hereof, {ii) elects to surrender a lease
for portion thereof} under the provisions of Article VIII.A. hereof, or {iii) elects not %o pay
rentals attributable to its interest in any lease and thereby is required to a3sign the lease
or that portion or interest thersin for which it elects not to pay rentals to those parties
paying such rental, any assignment resulting from such election shall be free and clear of the

Subsequently Created Interest.

4). The cwnar <ce-iry such lntareat shall indemnify and hold the other parties harmleass from

any claim or cause of action by the owner of the Subsequently Created Interest.

e, Workaver Operations: It is agreed that without the mutual consent of all parties, no workover
operations will be conducted under the provisions of Article VI so long as any completion in the well

propesed toc be worked over is producing in paylng quantities.

Q. JOA SUBQRDIWATE: NOTWITHSTANDING ANYTHIMG ELSE HEREIN TO THE CONTRARY, THE PROVISIONS OF THE JOINT
OPERATING AGREEMENT SHALL NOT COMNFLICT WITH THE LETTER AGREEMENT DATED JULY 1, 1998 BETWEEN TMBR/SHARP
DRILLING, INC., FUEL PRODUCTS, INC. ET AL. AND THE PARTIES HERETO. THE PROVISIONS OF SAID LETTER
AGREEMENT SHALL SUPERSEDE AND HAVE PRECEDENCE OVER THE PROVISIONS HEREOF.
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A.APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE XVL
MISCELLANEOUS

‘This agrecmnent shall be binding upon and shall inure o the benefit of the partics hereto and to their respective heirs, devisees,
legal representatives, successors and assigns.

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

IN WITNESS WHEREOF, this agreement shall be effective as of __1SC __ dayof ___ 391y 19_98

OPERATOR

TMBR/SHARP Drilling, Inc.

BYJ/%» pr/l/&é;w/
NN

NON-OPERATORS

FUEL PRODUCTS, INC. AMERISTATE OIL & GAS, INC.

or. Qo1 /Bracd_ BY.W%

‘Thomas M. Beall, President Mark K. Nearburg, President
LOUIS MAZZULLO, INC.

BY:
Louis J. Mazzullo, President

Th o

c———~
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AALL FORM 610 - MODEL FORM OPIRATING AGREEMENY - 1982

ARTICLE X V1.
MISCRLLANEQUS

‘This sgreement shull be binding upon sndd shall lnure 1o the benefit of the partics herelo and to their rogcetlve heirs, devises,
Ryl raeactitetivgg, sy and essigra,

This Wistrnment may be exeeuted in any aumber of counterpans, each of which shall be considered an oelginat for all purposts

IN WITNPSS WHEREOT. this agreement shall be effevtive sy of 1L oy oy __Tly 19,98
OPKRATOR
TMBR/SHARP Drilling, Inc.
BY:
NON-OPERATORS
FUPL PRODUCTS, INC. AMERTISTATE O1L & GAS, INC.
BY: . S - .
Thomas M, Beall, Prosident Hark X, Nearburg, Presideat
LOULS MAZAULLO,
’(

.13




EXHIBIT “A”

Attached to and made a part of that certain Operating Agreement dated July 1, 1998 by and between TMBR/Sharp
Drilling, Inc. as “Operator”, and Fuel Products, Inc., et al as “Non-Operators™.

1. entificati f lan, j i em

Section 13: SE/4, Section 24: Al, Section 25: NW/4, Township 16 South, Range 35 East, Lca County,
New Mexico

1L Restrictions, if any, as to depths, formations, or substances:
None.
11 ercen fracti interests of Parties to this Agrecment:
Working Working
Interest Interest
BPRO. APO*
TMBR/SHARP DRILLING, INC. .950000 0712500
{
FUEL PRODUCTS, INC. 022500 0.1115625
MARK K. NEARBURG 022500 0.1115625
LOUIS MAZZULLO, INC. 005000 0.064375
1.00000 1.00000

*Back-in after pay-out on a well-by well basis
v. Addresses of parties for notice purposes;

TMBR/SHARP Drilling, Inc.
P. 0. Box 10970

Midland, Texas 79702
915-699-5050

915-699-5085 Fax

Fuel Products, Inc. Tax 1.D. 73-0951191
P. O. Box 3098

Midland, Texas 79702
9215-687-0008
915-687-0000 Fax

Ameristate Qil & Gas, Inc. Tax 1.D. 75-2398302
1211 W. Texas

Midland, Texas 79701

915-683-6679

915-683-5935 Fax

Louis Mazzullo, Inc. Tax [.D. 85-0444285
P. O. Box 66657
Albuquerque, NM 87193-6657

V.. Schedule of leases;

Date: November 20, 1997
Lessor: Gladys Chambers, a widow
Lessee: Ameristate Qil & Gas, Inc.
Recorded: Volume 845, Page 277

Discriptioic Section 24; NE/4 NW/4
Townsnip 16 South, Range 35 East,
NMPM, Lea County, New Mexico

Date: February 3, 1998

Lessor: Jones Robinson, Ltd.
Lessee: Ameristate Oil & Gas, Inc.
Recorded: Volume 864, Page 257
Description: Section 24: SE/4

Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico



Date:
Lessor:
Lessee:
Recorded:
Description:

Date:
Lessor:
Lessee:
Recorded:
Description:

Date:
Lessor:
Lessee:
Recorded:
Description:

Date;
Lessor:
Lessee:
Recorded:
Description:

Date:
Lessor:
Lessee:
Recorded:
Description:

Date:
Lessor:
Lessce:
Recorded:
Description:

December 2, 1997

Edmund F, Ely

Ameristate Oil & Gas, Inc.

Volume 835, Page 568

Section 24: NB/4 NE/4

Township 16 South, Range 35 East,
M, Lea County, New Mexico

November is, 1997

Laverne C. Levers

Ameristate Qi & Gas, Inc.

Volume 835, Page 570

Section 24: NE/4 NE/4

Township 16 South, Range 35 Eas,
M, Lea County, New Mexico

November 15, 1997
Alice Jane Sumnld
Ameristate Ot & Gas, Inc.
Volume 835, Page 566
Section 24: /2 NE/4, NE/4 SWi4, S/2 Swi
Township 16 South, Range 35 East,
M, Lea County, New Mexico

November 15, 2000
Alice Jane Sumruld
Ameristate Oi} & Gas, Inc.
Volume 872, Page 490
Section 24: §/2 NE/4, NE/4 SWi4, S12 swya
Township 16 South, Range 35 East,
M, Lea County, New Mexico

December 7, 1997

Erma Stokes Hamilton

Ameristate O] & Gas, Inc.

Volume 827, Page 124

Insafar only as said Jease covers:
Section 13: SE/4

Section 24: NW/4 SW/4, Nw/dy NE/4
Section 25: NW/4

Township 16 South, Range 35 East,
NMPM, Leg County, New Mexico

December 7, 1997

Madeline Stokes

Ameristate Oi] & Gas, Ing.

Volume 827, Page 127

Insofar as said lease covers:

Section 13: SE/4

Section 24: Nw/4 SW/4, NWr4 NE/4
Section 25: Nwy4

Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico
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Altiached 1o and made a part of _that certain Operating Agreement dated July 1, 1998, with .
_ TBR/Sharp Drilling, Inc. as Operator and Fuel Products, Inc., et al as Non—Operators.

EXHIBIT “«C »

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Delinitions

Joint P'roperty” shadl mean the real and personal property subject to the agreement to which this Accounting Provedure
is atlached.

“Joint Operations” shall mean ald operations necessary ar proper for the development. operation, protection and mainte-
nanee of the Joint Property.
“Joint Account” shadl mean the account showing the charges paid and credits recerved in the canduct of the Joint Opera-
tions suml whiich ave to be shared by the Purties.
“Operidor” shall mean the parly designated Lo conduct the Joint Operations.
“Non-Operadors” shall mean the Parlies to this agreement other than the Operator.
“Parties” shall imean Operator and Non-Operators.
First Level Supervisors™ shall mean those employees whose primary functlion in Joint Operations is the direet supervision
of other emplayees and/or contract labor directly employed on the Joint Property in a field operating capacity.
Technical Kmployvees” shall mean those employces having special and specifie engineering, geolagicnd ar other profes-
sional skills, and whose primary function in Joint Operations is the handling of specific eperating conditions and prabilens
for the benefit of the Joint Property.
“PPersonal xpenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.
‘Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Praperty.
“Controllulile MaLleriad” shall mean Material which at the time is so classificd in the Mulerial Classilication Manaal as
niost ree Lnllv reconmender] by the Council of Pelroienm Accountants Sociclics.

2. Statement and Billings

Operator shall bill Non-Operators on or hefare the last day of each month for their proportionate share of the Joint Ac-
count for the preceding month. Such hitls will be accompanied by statements which identify the anthorily for expenditnre,
lesse or fucility, and all eharges and credits summarized by appropriate ¢lassifications of investment and expense except

that iteins of Conlrotlable Material and unusual charges and credits shall be sepavately identified and fully descrilied i
dutail.

3 Advances and Payments by Non-Operators

A, Uidess atherwise provided for in the agreement, the Operator may require the Non Operidoes toadvianee their
share of estimated cash outlay far the succeeding month's operation within Tifteen (15) days after receipt of the hill-
ing ar by Lhe first day of the month for which the advance is required, whichever is later. Operator shall aljnst each
maonthly billing to reflect advances received {rom the Non-Operators.

i}

Fach Non-Operator shiall pay its proportion of all bills within filteen {(15) days alier receipt. 1l payment is notl made

within such time, ﬁi"" unpaid balance shall bear interest monLth at Lhe prime rate in effect at 1 €Xas
Commerce Bar

K __on the first day of the month in which delingueney ocenrs ptus 1% or the taximuam
contract rate permitted by Lhe applicable usury taws in Lthe state in whicl the Joinl Properly is Jocated, whichever
is the lesser, plus atlorney’s fees, court cosis, and other cosls in connection with the collection of unpaid nmounts,

4, Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to prolest or question the correetness thereof;
pravided, however, all bills and statements rendered to Non-Operators by Operator during any ealendar year shidl con-
clusively be presumed to be true and corrveel after twenty-four (24) months following the end of any such calendar year,
unless within the said twenty-lour (24) month period a Non-Operator takes written exception thevels amd nukes chaim on
Operator for adjustiment. No adjustinent favorable to Operator shall be made wnless i is made within the ssane preseribied

perind. The provisions of this paragraph shall not prevent adjustments resulting from a physical invenlary of Centeollable
Materint as provided for in Section V.

COPYRIGIIT® 1985 by the Council of Petroleum Accountants Socielics.
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Sociuties
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1 5. Audits

2

3 A. A Noa-Operator, upon natice in writing to Operator and all other Non-Qperstors, shall huve the right w sudit

4 Operator’s accounts and records relating o the Joint Account for any calendar year wilhin the twenty-four

6 (24) month period following the end of such calendar year; provided. however. the making of an audit shall not

6 extend the time for the taking of written exceplion to and the adjustments of accounts as provided for in

7 Paragraph 4 of this Section 1. Where there are two or more Non-Operators. the Non-Operutors shall make

8 every reasonable effort W conduct u joint uudit in a munner which will result in a minimum of inconvenience

4 o the Operalor. Operator shall bear no portion of the Non-Operators' audit cost incurred under this
10 paragraph unless agreed W by the Operator. The audits shull not be conducted more than unce euch year
1 without prior approval of Operator, excepl upon the resignation or removal of the Operator, and shall be maile
12 at the expense of those Non-Operators approving such audit.
13
14 B.  The Operalor shall reply in writing to an audit report within 180 days after receipt of such report.
6
16 G. Approval By Non-Operators
17

§ Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of
19 this Accounting Procedure and if the agreement to which this Accounting Procedure is atlached contains no
20 contrary provisions in regard thereto, Operator shall natify all Non-Operators of the Operator's propossl, and the
21 agreement or approval of a majority in interest of the Non-Operators shall be controliing on all Non-Operators.
22
23
24 1I. DIRECT CHARGES
26
20 Operstor shall charge the Joint Account with the follawing items:
21
28 1 Ecological and Environmenital
29
30 Costs incurred for the Lenefit of the Joint Property as a result of governmental or regulatary requiremmcats to satisfy
31 eavirominental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or
32 archaeological nuture and pollution control procedures as required by applicable taws and regulations.
33
4 2. Iwntals and Royaitles

15
36 [uase rentals and royalties paid by Operator for the Joint Operations.
37
38 3. labor
39
40 A. (1} Salaries and wages of Operator's field employees directly employed on the Joint Property in the conduct of
41 Joint Operations.
42
43 (2)  Salaries of First Level Supervisors in the field.
44
45 (4)  Sularies und wages of Tuchnical Employees directly employed on the Joint Property if such charges are
46 exciuded from the overhead rates.
41
18 (d)  Salaries und wages of Technical Employees either temporarily or permanently assigned o and direcly
19 employed in the aperation of the Joint Property if such charges are excluded from the overhead rates.
50
51 B.  Operator's cost of holiday, vacation, sickness and disability Lenefits and other customary allowances paid to
52 ecmployees whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section (1.
53 Such costs under this Paragraph 3B may be charged on a “when and as paid basis" or by “percentage assessment™
54 on the amount of salaries and wages chargeable to the Joint Accounl under Paragraph 3A of this Section I If
55 pereentage assessment is used, the rate shall be based on the Operator's cost experience.
56 ) '
57 C Expendiveiia o contributions made pursvant to assessments imposed Ly governmental authority whivh Lry
58 applicable to Uperators costs chargeable to the Joinl Account under Paragraphs 3A and 3B of tus Seetion (1.
59
(1] 3. Personal Expenses of those employees whose salaries and wages are chargealiie o the Juint Accouunt under
Gl Paragraph JA of this Section {1.
62
63 4. Employce Benefits
64
G5 Operator's current costs of established plans for employees’ group life insurance, hospitalization, pension, retirement,
G stock purclhase, thrift, bonus, and other benefit plans of a tike nuture, applicable W Operator’s labor cost chargeable to the
W] Joimt Account under aragruphs A and 38 of this Scction t shall be Operawr's uctual cost not w exceed the percent
u8 most recently recommended by the Council of Petroleum Accountunts Societics.
69
70
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20

22
23
24
25
20
27
28
29
30
3t
32

@

10.

11

Material

Material purchused or furnished Ly Operator for use on the Joint Property as provided under Scction IV, Only such
Material shall be purchased for or transferred to the Joint Properly as may be required for immediate use and is

reasonably practicsl and consistent with efficient and economicul operations. The accumutation of surplus stocks shalt be
avoided.

‘Nansportation

Transportation of emplayees and Material necessary for the Jaint Operations but subject to the following limitations:
A. I Material is moved to the Joint Property from the Operator's warehause or ather properties, no charge shall be
made o the Joint Account for a distance greater than the distance fram the nearest reliable supply store where like
material is normally available or railway receiving point nearest the Joint Property unlesy agreed to by the Parties.

1f surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made o the Joint
Account for a distance greater than the distance ta the nearest retinble supply store where tike material is narmally
uvailuble, or railway receiving point nearest the Joint Property unless agreed to by the Partics. No charge shall be

made to the Joint Account for moving Material Lo other properties belonging to Operator, unless agreed to by the
Parties.

In the application of subparagraphs A and B above, the option o equalize or ¢harge actual trucking cost is
avarlable when the actual charge is $400 or less excluding accessorinl charges. The $400 will be adjasted to the
amount most recently recommended by the Council of Petroleum Accountants Societies.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section 1l and Paragraph i, ii, and iii, of Section [II. The cost of professional consultant services and contract
services of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead
rates. The cost of professional consultant services or contract services of technical personnel not directly engaged on the
Joint Property shall not be charged to the Joint Account unless previously agreed to by the Parties.

Equipment and Facilities Furnished By Operator

A Operator shall churge the Juint Account for use of Operalor owned equipment and facilities at rates commensurate
with costs of ownership and operation. Such rates shall include costs of maintenancee, repairs, other operating
expense, insurance, taxes, depreciation, arhci/,inlcresl on gross investment less accunilated depreciation nol to
exceed eight percent { 2% %) per unnum. Such rates shall nol exceed average conunureial
rates currenlly prevailing in the immediate area of the Joint Property.

8.

In livu of charges in paragraph BA above, Operator may elect to use average conwnercial rates prevailing in the

imincdiate area of the Joint Property less 20%. For automotive equiptnenl, Operator may elect W use rutes
published by the Petroleum Motor Transport Association.

Damages und Losses to Joint Property

All costs or expenses necessury for the repair or replacement of Joint Property made necessary because of damages or
losses incurred by fire, flood, storm, lheft, accident, or other cause, except those resuiting from Operator's gross

ncgligunccl or willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as
soon as pr?clicable after a report thereof has been received by Operator.
1

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and
amounts paid for settlement of claims incurred in or resulting from operations under the ugreement or necessury o
protect or recover the Joint Property, sxcypt Giat no charge jor services of Operator’s legal staff or fees or expense of
outside attorneys shall be made unless previously agreed to by ihe Parlies. All other legul expense is considered o be

covered by the overhead provisions of Section 11 unless otherwise agreed to Ly the Parlies, except as provided in Section
[, Paragraph 3.

Taxes

Al tuxes of ¢very kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereol,
or the pruduction therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad

valorem taxes are based in whole or in part upen separate valuations of each party's working interest, then

notwithslanding anything to the contrary hercin, charges to the Joint Account shall be made and paid by the Parties
hwreto in accordance with the tax value generated by each party's working interest.

= My
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COPAS

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

Insurance

Abandenment and Reclamation

Cosls incurred for abandonment of the Joint Property, including costs required by governmental or other regulalory
authority.

Communications

Cost of acquiring. leasing, installing, operating, repairing and maintaining communication systems. including radio and
microwave facilitics directly serving Lhe Joint Property. In the event communication facilities/systems serving the Joint
Property are Operator owned, charges to the Joint Account shall be made ps provided in Paragraph 8 of this Section 11,

Other Expenditures

Any other expendilure not covered or dealt with in the foregoing provisions of this Section 11, or in Section 111 and which

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

[11. OVERHEAD

Overheatl - Drilling and Producing Operatlons

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

(X ) Fixed Rale Basis, Paragraph 1A, or
) Percentage Basis, Paragraph 1B

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and
salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under
Paragraph 3A, Section 1I. The cost and expense of services from outside sourcges in connection with matters of
taxation, traffic, accounting or matters befare ar involving governmental agencies shall be considered as included in
the vverhead rates provided for in the above selected Paragraph of this Section 111 unless such cost and expense are
agreed to by the Parties as a direct charge to the Joint Account.

The sudaries, wages and Personal Expenses of Technical Fauployees and/or the cost of professivnal consubtant
servires and contract services of technical personnel direetly employed on the Joint Property:

{ ) shall be covered by the overhead rates, or
{ X ) shall not be covered by the overheud rates,
. The salaries, wages and Personal Expenses of ‘Technical Employees and/or costs of professional consultant services

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

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

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

Drilling Well Rate § _4,500.00
(Prorated for less than s full month)

Producing Well Rate $ _430.00

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

(1)  Charges for drilling wells shall begin on the dale the well is spudded and terminate on the dale

the drilling rig, completion rig, or other units used in completion of the well is released, whichever

-4 -
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t is later, except that no charge shall be made during suspension of drilling or completion operations
2 for fifteen (16) or more consecutive calendar days.

K]

q (2)  Churges for wells undergoing any lype of workover or recompletion for a period of five (6)
) cangecutive work days or more shall be made at the drilling well rate. Such charges shall be
6 applied for the period [rom date workover operations, with rig or other units used in workover,
7 commence through dete of rig or other unit release, except that no charge shall be made during

8 suspension of operations for fifteen (16) or more consecutive calendar days.
19

10 (b) Producing Well Rates

11

12 (1) An active well either produced or injected inta far any portion of the month shall be considered as
13 s one-well charge {or the entire month.

14

15 (2)  Each active completion in a8 multi-completed well in which production is not commingled down
16 hole shall be considered as a one-well charge providing each complelion is considered a separate
i well by the governing regulatory authority.

19 {3)  An inactive gas well shut in because of overproduction or failure of purchaser to take the
20 production shall be considered as a one-well charge providing the gas well i3 dircctly connected to
21 a permanent sales autlet.

22

23 {4) A one-well charge shall be made for the month in which plugging and abandonment operations
24

are compleled on any well. This one-well charge shall be made whether or not the well has
26 produced except when drilling well rate applies.

26

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

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

29 .

30 13) The well rales shall be adjusted a3 of the first day of April each year following the ellective date of the

31 agreement o which this Accounting Procedure is attached. The adjustment shall be computed by multiplying

32 the rate currently in use by the percentage increase or decrease in the average weekly earnings of Crude

33 Petroleym and Gas Production Workers for the last calendar year compared lo the calendar year preceding as
1 shown by the index of average weekly earnings of Crude Petroleum and Gas Production Workers as published

35 by the United States Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as

36 published by Statistics Canada, rs applicable. The adjusted rates shall be the rates currently in use, plus or

47 ininus the computed adjustment.

48

39 .  Overhead - Percentage Basis

40

4l (1) Operator shall charge the Joint Account at the following rates:

12

43 {a) Development

4

15 e Percent ( %) of the cost of development of the Joint IProperly exclusive of costs

10 provided under Paragraph 10 of Section 1l and all salvage credits.

11

48 (b)  Opersating

49

50 Percent ( %) of the cost of operating the Joint Property exclusive of costs provided

51 under Paragraphs 2 and 10 of Sectlon 11, all salvage credita, the vaiue of injected substances purchased

52 for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the

53 mineral interest in and o the Joint Property.

54

55 (2) Application of Overhead - Percer‘uge Basis shall be as {ollows:

56

67 - o the purpose of delermining charges on a percentage basis under Paragraph 1B of this Sccticn I

58 developmeni shall include all gosts in connection with drilling, redrilling, deepening, or any remedial

59 aperations on any or all wells involving the use of drilling rig and crew capable of drilling to the producing

69 interval on the Joint Property; also, preliminary expendilures necessary in preparation for drilling and

61 vxpenditures incurred in abandoning when the well is not completed as a producer, and original cost of

62 construction or installation of fixed assets, the expansion of fixed assets and any other project clearly

63 discernible as a fixed asset, except Major Construction as defined in Paragraph 2 of this Section 111. Al) other

64 costs shall be considered as operating.

65

66 2. Overhead - Major Construction

67 :

L8 U compensate Operutor for overhend costs incurred in the construction and installation of fixed ussety, the expunsion of

GY lixed assets, and any other project clearly dlscernible as a fixed asset required for the developinent and operation of the

T Juint Property, Operator shall either negotiate a rate prié‘l

' 10 the beginning of construction, or shall charge the Joint
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= High

Account {ur overhead Lased on the following rates for any Major Construction project in excess of § :

*
A % of lirst $100.000 or total cost if less, plus

B *

% of costs {n excess of $100.000 but less than $1,000,000, plus

C.o—__ * __ %of costs in excess of $1,000,000.

*to be negotiated.

Tutal cost shall iean the gross cost of any one project. For the purpose of this paragraph, the component parts of & single

project shall not be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be
excluded.

Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastraphes as agreed to by the Parties, which are
necessary o restore the Joint Property to the equivalent condition that existed prior to the event causing the

expenditures, Operator shall either negotiatle a rate prior Lo charging the Joint Account or shall charge the Joint Account
for overhead based on the following rates:

A X %ol total costs through $100,000; plus
B * % of total costs in excesy of $100,000 but less than $1,000,000; plus
C *

% of total costs in excess of $1,000,000.
*to be negotiated.

Expenditures subject to the overheads above will nol be reduced Ly insurance recoveries, and no olher overhead
provisions of this Section [II shalt apply.

Amendmenl of Rates

The overhead rates provided for in this Section Il may be amended from time to time only by mutual agreement
between the Parties heretg il, in practice, the rates are found to be insulficient or excessive.

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Malerial
movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at
Operatur's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or
surplus Material, such disposal being made either through sale o Operator or Non-Operator, division in kind, or sale to
outsiders. Opurator iay purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition
A or B Materiul. ‘'l disposal of surplus Controlluble Material not purchased by the Operator shall be agreed Lo by the Partics.

L

Purchuses

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case of

Material found o be delective or returned lo vendor for any other reasons, credit shall be passed o the Joint Account
when adjustment has been received by the Operator,

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 discounts:

A.  New Material (Condition A)

(1) Tubular Goods Other than Line Pipe

(a)  Tubular goods, sized 2% inches OD and larger, excepl line pipe, shall be priced at Eastern mill

published carload base prices effective ns of date of movement plus transportation cost using the 80,000
pound carload weight basis to the railway receiving point nearest the Joint Property for which
published rail rates for tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound

ur 90.000 pound rail rate may be used. Freight charges for tubing will be caleulated from Lorain, Ohio
and casing from Youngstown, Ghio.

(by  For grades which are special o one mill only, prices shull be computed at the mill base of thut mill plus

trunsportation cout from that mill to the ruilwuy rucciving point nearcst the Joint Property as provided
above in Paragraph 2.A (1Xa). For transportlation cost from points other than Eastern mills, the 30,000
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1 pound Oil Field Haulers Associatlon interstate truck rute shall be used.

2

K ey Special end finish tubular gowds shall be priced al the lowest published out-of-stock price, Lo.b. Houston,
il Texas, plus transportation vost, using Oi Field Huulers Association interstate 30,000 pound Lruck rate,
5 to the railway receiving point nearest the Joint Property.

6

1 (d}  Macaroni tubing (size less than 2% inch OD) shall be priced at the fowest published out-of-stock prices
8 f.0.b. the supplier plus transportation costs, using the Oil Field Haulers Association interstute truck rate
9 per weight of tubing transferred, to the railway receiving point nearest the Joinl Property.

10

1n (2) Line Pipe

12 i

13 '{a)  Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30,000 pounds or
14

more shall be priced under provisions of tubular goods pricing in Paragraph A.(1Xa) as provided ubave.
15 ' Freight charges shall be calculated from Lorain, Ohio.

(b)  Line pipe movements (except size 24 inch OD and larger with walls % inch and over) less than 30,000

pounds shall be priced at Eastern mill published carload buse prices effective as of date of shipment,
plus 20 percent, plus transportation costs based on freight rates as set forth under provisions of tubular
20

goods pricing in Paragraph A .(1Xa) as provided above. Freight charges shall be calculated from lLorain,
21 Ohio.

23 (¢} Line pipe 24 inch 0D und over and ¥ inch wall und larger shall be priced foln the point of
24

tnanufacture at current new published prices plus transportation cost W the raiway receiving paint
25 nearest the Joint Property.

46

27 {d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall
28 be priced at quoted prices plus freight to the railway receiving poinl nearest the Joint Property or at
29 prices agreed to by the Partles.

30

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

35 (4)  Unused new Material, excepl tubular goods, moved fromn the Joint Property shall be priced at the current
36 new price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or
g7 potnt of manufacture, plus transportation costs, if appiicable, o the raiiway receiving point nearest the Joint
48 Property. Unused new tubulars will be priced as provided above in Paragraph 2.A.(1) and (2).

39

40 B.  Good Used Material (Condition B)

41

42 Materia! in sound and serviceable condition and suitable for reuse without reconditioning:

43

44 (1} Material moved o the Joint Property

45

46 At seveaty-live percent (718%) of current new price, as determined by Puragruaph AL

47

48 {2)  Material used on and moved {rom the Joint Property

{9 .

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

52

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

85

5G (3)  Material not used on and moved from the Joint Property

57

58 At seventy-five percent (75%) of current new price as determined by Paragraph A.

59

60 ‘The cost of reconditioning, if any, shall be absorbed by the transferring property.

61 .

62 C.  Other Used Material

63

64 (1) Condition C

65

66 Material which i3 not in sound and serviceable condition and not suitable for ils original function until
67 after reconditioning shall be priced at fifty percent (650%) of current new price a3 determined by
[} Paragruph A, The cost of reconditioning shall be churged W the receiving property, provided Cundition
69 C value plus cost of reconditioning does not exceed Condition B value.

70
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Material, ¢xcluding junkj no longer suitable for its original purpose, but usable for some other purpose
shall be priced on a busis commensurate with its use. Operator may dispose of Condition D Material
under procedures normally used by Operator withoul prior approval of Non-Operators,

(2) Condition D

(a)  Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B scamless line pipe
of comparable size and weight. Used casing, tubing or drill pipe ulilized as line pipe shall be
priced at used line pipe prices.

(L)

Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, eg.
power oil lines, shall be priced under normal pricing procedures for casing. tubing, or drill pipe.
Upsel tubular goods shall be priced on a non upset buasis.

(3) Condition E
Junk shall be priced at prevailing prices. Operator may dispose of Condition £ Matecial under
procedures normally utilized by Operator without prior approval of Non-Operators.
D.  Obsolete Material
Material which is serviceable and usable for its original function but condition and/or value of such Material

is not equivalent o that which would justily & price as provided above may be specially priced as agreed to by

the Parties. Such price should result in the Joint Account bLeing charged with the vulue of the service
rendered by such Material.

!

Pricing Conditions

(1) loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cenis {25¢)
per hundred weight on all tubular goods movements, in lieu of actual loading or unloading costs
sustained at the stocking point. The above rate shall be adjusted as of the first duy of April each year
following January 1, 1985.by the same percentage increase or decrease used to adjust overhead rales in
.Scetion 111, Paragraph 1.A.(3). Each year, the rate calculated shall be rounded to the nearcst cent and

shall be the rate in effect until the first day of April next year. Such rate shall be published each year
by the Council of Petroleum Accountants Societies.

2} Material involving erection costs shall be charged at applicable percenlage of the current knocked-down
price of new Material.

Premium Prices

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

ten days after receiving notice from Operator, 1o furnish in kind all or part of his share of such Material suitable for use
and acceplable to Operator.

Warranly of Material Furnished By Operator

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

V. INVENTORIES

The Operator shall maintain deteiled records of Controllable Material.

L

Periodic Inventories, Notice and Representation

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

Reconciliation and Adjustment of Inventaries

Adjustinents to the Joint Account resulling from tho reconciliation of a ;;hyaicnl inventory shall Le made within six
manthsiollowing the taking of the invenlory. fnventory adjustments shall be made by Operator o the Joinl Account for
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overages and shortages, but, Operator shall be held accountable only for shartages due w0 lack of reasonable diligence,

3. Speclal Inventories

Special inventories may be tuken whenever there is any sale, change of interest, or change of Operator in the Joint
Property. 1t shall be the duty of the party selling to notily all other Parties a3 quickly as possible after the transfer of

interest takes place. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases
involving a change of Operatoc, all Parties shall be governed by such inventory,

Swom=c o s

4. Expense ol Conducting Inventories
i1

12 A.

The expense of conducting periodic inventories shall not be charged to the Joint Account unless agreed to by the
13 Purlics.
4

19 I The expense of conducting speciat inventories shall be charged to the Parties requesting such inventories, exeept
16 inventories required due to change of Operator shall be charged to the Joint Account.
17

19
20
21
22
23
24
25
206

20

63

]




EXHIBIT "E" -

Y AND BETWEEN

Attached to and made a part of that certain Operating Agreement
dated July 1, 1998 by and between TMBR/Sharp Drilling, Inc.
as "Operator" and Fuel Products, Inc., et al. as
EXIIBIT "E"
GAS BALANCING AGREEMENT ("AGREEMENT")
ATTACHED TO AND MADE PART OF THAT CERTAIN
OPERATING AGREEMENT DATED

“Non-Operators".

. AND

AREA,

("OPERATING AGREEMENT") RELATING TO THE
COUNTY, STATE OF

DEFINTITIONS

‘The following definitions shall apply 10 this Agreement:
|

1.0

1.02

U3

1.05

1.07

i.08

.10

L

"Arm's Length Agreement” shall mean any gas sales agreement with an unaftiliated
purchaser or any gas sales agreement with an affiliated purchaser where the sales price and
delivery conditions under such agreement are representative of prices and delivery conditons

existing under other simijar agreements in the arca between unaffiliated partes at the same
tme for natural gas of comparable quality and quandity.

"Balancing Area” shall mean each well subject 0 the Operating Agreement that produces Gas
or is allocated a share of Gas production. If a single well is completed in 1wo ur more
producing intervals, each producing interval from which the Gas production is st
commingled in the wellbore shall be considered a separate well or Balancing Arca

“Full Share of Current Production” shall mean the Percentage Interest of cach Pary an the
Gas actally produced from the Balancing Area during each month

"Gas" shall mean all hydrocarbons produced or producible from the Balancing Area, whether
from a well classified as an oil well or gas well by the regulatory agency luving jurisdicton
in such matters, which are or may be made available for sale or separate disposition by the

_Panies, excluding oil, condensate and other liquids recovered by field equipment operated fos

the joint account. For the purposes of this Agreement, "Gas" does not include gas used in
joint operations, such as for fuel, recycling or reinjection, or which is vented or lost prios 1w
its sale or delivery from the Balancing Area.

“Makeup Gas" shall mean any Gas taken by an Underproduced Party from the Balancing

Area in excess of its Full Share of Current Producton, whether pursuant 1o Section 3.3 or
Section 4.1 hereof.

"Mcf™ shall mean one thousand cubic feet. A cubic (oot of Gas shall mean the volume ot gas

contained in one cubic foot of space at a sandard pressure base and at a standard temperanre
base.

“MMU" shall mean one million Britush Thermal Units. A Lritsh Theemat Unit shiall mean

the quaniity of heat required 1o raise one pound avoirdupois of pure water from 58.5 degrees

Fahrenheit 10 59.5 degrees Fahrenheit at a constant pressure of 14,73 pounds per square inch
absolute. .

"Operator” shall mean the individual or entity designated under the wrms of the Opetaung
Agreeinent or, in the event this Agreement is not employed in connecuon with an uper sting

agreement, the individual or entity designawed as the operator of the well(s) locited 1 Ui
Balancing Area.

"Ovemproduced Party” shall meany any Pany having aken a greater quanuty of Gas trom e

Balancing Area than the Percenuage Inerest of such Party in the cumulative quantty ul it
Gas produced from the Balancing Area.

“Overproduction” shall mean the cumulative quanuty of Gas waken by a Party in excess of
Percentage Interest in the cumulative quantty of all Gas produced from the Balancing Arca

“Party” shall mean those individuals or entities subject 0 this Agreement, and therr fespecting
heirs, successors, wransferees and assigns
. ]
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1.12  “Percentage Interest” shall mean the percentage or decimal interest of each Party in the Gas

produced from the Balancing Area pursuamt to the Operating Agreciment covering the
Balancing Area. For the purposes of applying the Oklahoma Production Revenue Standards
Act hereto the terms “Percentage Interest”, “Proportionate Production Interest, and “Working
Intecest Share of Production” shall be considered equivalent terms.

1.13  “"Royaity" shall mean payments on production of Gas from the Balancing Area to all owners
of royaldes, overriding royalties, production payments or similar interests.

“Underproduced Party" shall mean any Party having taken a lesser quantity of Gas from the
Balancing Area than the Percentage Intecest of such Party in the cumulative quantity of all
Gas produced from the Balancing Area.

1.15  "Underproduction” shatl mean the deficiency between the cumulative quantity of Gas aken

by a Party and its Percentage Interest in the cumulative quantity of all Gas produced from the
Balancing Area.

1.16  “Winter Period" shall mean the months of November, December, January and February.
2. BALANCING AREA

2.1 If this Agreement covers more than one Balancing Area, it shall be applied as if cach
Balancing Area were covered by separate but identical agreements. Al balancing hereunder shalt be on the
basis of Gas waken from the Balancing Areaz measured in MMBtus.

22 In the event that all or part of the Gas deliverable from a Balancing Area is or becomnes subject
10 one or more maximum lasful prices, any Gas not subject 1o price controls shall be considered as produced
from a single Balancing Area and Gas subject to each maximum lawful price category shall be considered
produced from-a separate Balancing Area.

3. RIGHT OF PARTIES TO TAKE GAS

3.1 Each Party desiring 0 take Gas will notify the Operator, or cause the Operator to be notified
of the volumes nominated, the name of the transporting pipeline and the pipeline contract number (if available)
and meter station relating to such delivery, sufficiendy in advance for the Operator, acting with reasonable
diligence, to meet all nominaton and other requirements. Operator is authorized to deliver the volumes so

nominated and confirmed (if confirmaton is required) to the wansporting pipeline in accordance with the terms
of this Agreement.

32 Each Party shall make a reasonable, good faith effort to take its Full Share of Current
I'roduction each month, to the extent that such production is required to maintain leases in effect, W protect
the producing capacity of a well or reservoir, 10 preserve correlative rights, or 1o maintain oil production.

3.3 When a Party fails for any reason to take its Full Share of Current Production (as such Share
may be reduced by the right of the other Parties 10 make up for Underproduction as pravided herein), the other
Partics shall be entitled to take any Gas which such Party fails o take. To the extent practicable, such Gas
shall be made available inivally to each Underproduced Party in the proportion that its Percenage Imerest in
the Balancing Area bears to the wual Percentage Interests of all Underproduced Parties desiring to take such
Gas. If all such Gas is not taken by the Underproduced Parties, the portion not taken shall then be made

avajlable w the other Panties in the proportion thal their respective Percentage Interests in the Balancing Arca
tear 10 the total Percentage Interests of such Parties. '

34 All Gas aken by a Party in accordance with the provisions of this Agreement, regardless of

yhcther such Party is underproduced or overproduced, shall be regarded as Gas taken {or its own accaunt with
ude thereto being in such aking Party.

. 15 Notwithstanding the provisions of Section 3.3 hereof, no Overproduced Party shall be entited
in any moath 1o take any Gas in excess of three hundred percent (300%) of its Percentige Interest of the
Batancing Area’s then-current Maximum Monthly Availability; provided, however, that this limitation shall
not apply 1o the extent that it would preclude production that is required w0 mainain leases in effect, to protect

l"he pfpducmg capacity of a well or reservoir, o preserve correlative rights, or to maintain oil producuon.
Maximum Monthly Availability” shall mean the maximum average monthly rate of producton at which Gas
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can be delivered from the Balancing Area, as determined by tie Operator, considering the maximum efficient
well rate for each well within the Balancing Area, tic maximum allowable(s) set by the appropriate regulatoy

agency, mode of operation, production facility capabilities and pipeline pressures.

3.6 In the event that a Party fails 10 make arrangements to take its Full Share of Current
Production required © be produced to maintain leases in effect, w protect the producing capacity of a well or
reservoir, o preserve correlative rights, or to maintin oil production, the Operator may sell any part of such
Party's Full Share of Current Production that such Party fails 1w take for the account of such Party and render
w such Party, on a current basis, the full proceeds of the sale, less any reasonable marketing, compression.
treating, gathering or transportation custs incurred directy in connection with the sale of such Full Share of
Current Production. In making the sale contemplated herein, the Operator shall be obligated onty to obtain
such price and conditions of the sale as are reasonable under the circumstances and shall not be obligated 10
share any of its markets. Any such sale by Operator under the terms hereof shali be only for such reasonable
periods of Ume as are consistent with the minimum needs of the industry under the pariicular circumstances
but in no event for a period in excess of one year. Notwithstanding the provisions of article 3.4 hereol, Gas

sold by Qperator for a Party undec the provisions hereof shall be deemed to be Gas taken for the account of
such Party.

4. IN-KIND BALANCING

4.1 Effective the first day of any calendar month following at feast thirty (30) days™ poor wninen
uotice to the Operator, any Underproduced Party may begin taking, in addition 1o its Full Share of Cutrent
Production and any Makeup Gaf uk%n_&u{suanl to Section 3.3 of this Agreement, a share of curiem
production determined by multip ymg pcrccn( (25%) of the Full Shares of Current Production of all
Overproduced Parties by a fraction, the numerator of which is the Percentage Interest of such Underproduced
Party and the denominator of which is the total of the Percemage Interests of all Underproduced Parues
desiring 10 take Makeup Gas. In no event witl an Overproduced Party be required 10 provide more thantwenty-f
percent (25%) of its Full Share of Current Production for Makeup Gas. The Operator will promptly notify
all Overproduced Parties of the election of an Underproduced Party to begin taking Makeup Gas

4.2
provide xersd

Notwuhslandmg the provmons of Secuon 4.1, no Overproduced Party will be required o
Gas during the Wmtcr Pcnod

o ERurrentBraduriiamén Mukeup

4.3 Notwithstanding anything herein o the conrary no Underproduced Party which is a Non-
Consenting Party under the Operating Agreement and is not then entitled o participate in any operaton

regarding a Balancing Area shall be entiled to take gas {rom said Balancing Area for which it is a Non-
Consenting Party.

s STATEMENT OF GAS BALANCES

5.1 The Operator will maintain appropriate accounting on a maonthly and cumulauve basis of the
volumes of Gas that each Party is entitled to receive and the volumes of Gas actually taken or sold for each
Party’'s account. Within' forty-five (45) days afier the month of production, the Qperator will furnish a
satement for such month showing (1) each Party's Full Share of Current Production, (2) the 1otal volume of
Gas acwally aken or sold for each Party's account, (3) the differcnce between the volume taken by each P
and tat Party’s Full Share of Current Production, (4) the Overproducton or Underproduction of each Pariy
and (5) other data as recommended by the provisions of the Council of Petroleum Accountanss Societies
Bulleun No. 24, as amended or supplemented hereafier. Each Party taking Gas will prompily provide o the
Op=ratnr any daa raquirs# by the Operator for preparation of the statements required hereunder.

5.2 If any Party fails © provide the data required herein for four (4) consecutive production
months, the Operator, or where the Operator has failed W provide data, another Party, may audit the
production and Gas sales and transporiation volumes of the non-reporting Party 10 provide the required daw
Such audit shall be conducted only after reasonable notice and during normal business hours in the office of

the Party whose records are being audited. All costs associated with such audit will be charged 1o the account
of the Party failing 10 provide the required data.

6. PAYMENTS ON PRODUCTION

6.1 Each Party aking Gas shall pay or cause o be paid all produclion and severance taxes due

'

t 1
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on all volumes of Gas actually taken by such Party.

6.2 Each Party shall pay or cause to be paid all Royalty due with respect 1o Royaliy owners
whom il is accountable as if such Party were taking its Full Share of Current Production, and only its Full
Share of Current Production.

6.3 In the event that any governmental authority requires that Royalty payments be made on any
other busis than that provided for in this Section 6, each Party agrees to make such Royalty pavements

accordingly, commencing on the effective date required by such governmental authority, and the method
provided for herein shall be thereby superseded.

7. CASH SETTLEMENTS

7.1 Upon the earlier of the plugging and abandonment of the last producing interval in the
Balancing Area, the termination of the Operating Agreement or any pooling or unit agreement covering the
Balancing Area, or at any time no Gas is taken from the Balancing Area for a period of twelve (12)
consecutive months, any Party may give written notice calling for cash setdement of the Gas production
imbalances among the Parties. Such notice shall be given (o all Parties in the Balancing Area.

1.2 Within sixty (60) days after the notice calling for cash setlement under Secuon 7.1, the
Operator will distribute to each Party a Final Gas Settlement Staement detiling the quantity of Overproduction
owed by each Overproduced Party 10 each Underproduced Party and identifying the month to which such
Overproduction is attributed, pursuant to the methodology set out in Section 7.4.

73 Within sixty (60) days after receipt of the Final Gas SetUement Statement, each Overproduced
Party will pay 10 each Underproduced Party entided to setement the appropriate cash setdement, accompanied
by appropriate accounting dewil. At the ime of payment, the Overproduced Party will notify the Operator
of the Gas imbalance setled by the Overproduced Party's payment.

7.4 The amount of the cash settlement will be based on the proceeds received by the
Overproduced Party under an Arm's Length Agreement for the Gas taken from ume 10 ume by the
Overproduced Party in excess of the Overproduced Party's Full Share of Current Production.  Any Makeup

Gas taken by the Underproduced Party prior ©0 monetary settlement hereunder will be applied 1w nl(sel
Overproduction chronologically in the order of accrual.

1.5 The values used for calculating the cash setlement under Section 7.4 will include all procecds
received for the sale of the Gas by the Overproduced Party caiculated at the Balancing Area, afier deducung
any production or severance taxes paid and any Royalty actually paid by the Overproduced Party 10 an
Underproduced Party’s Royalty owner(s), to the extent said payments amounted 10 a discharge of said
Underproduced Party‘s Royalty obligation, as well as any reasonable marketing, compression, treating,
gathering or wransportaton costs incurred directly in connection with the sale of the Overproduction.

1.5.1 For Overproduction sold under a gas purchase contract providing for payment based on a
percentage of the proceeds obtained by the purchaser upon resale of residue gas and liquid or liquifiable
hydrocarbons extracied at a gas processing plant, the values used for calculating cash setlement will include

proceeds received by the Overproduced Party for both the liquid hydrocarbons (including liquifiable
hydrocarbons) and the residue gas attributable to the Overproduction.

1.5.2 For Overproduction processed for the account of the Overproduced Party at a gas processing
plant far the extraction of liquid hydrocarbons, where settlement for the gas so processed was on a basis other
than percentage of the proceeds, the vaiues usea vor cajculating cash setdement will include the proceeds
received by the Overproduced Party for the sale of the liquid hydrocarbons extracied from the Overproduction,

less the actual reasonable costs incurred by the Overproduced Party to process the Overproduction and
ransport, fractionate and handle the liquid hydrocarbons extracted therefrom prior 10 sale.

1.6 To the extent the Overproduced Party did not sell all Overproduction under an Arm's Length
Agreement, the cash serdement will be based on the weighted average price received by the Overproduced
Party for any gas sold from e Dalancing Area under Arm's Length Agreements during the months 1 which
suc‘ll Overproduction is atributed. 1n the event that no sales under Arm's Lengh Agreements were made
during any such month, the cash setdement for such month will be based on the spot sales prices pulbilished for
the applicable geographic area during such month in a mutually acceptable pricing bulleun,
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will accrue for all amounts due under Section 7.1, beginning the first day following the date payment is due
pursuant 1o Section 7.3. Such interest shall be borne by the Operator or any Overproduced Party in the

proportion that their respective delays beyond the deadlines set out in Section 7.2 and 7.3 conuributed 1o the
accrual of the interest.

7.8 In lieu of the cash setdement required by Section 7.3, an Overproduced Party may deliver
10 the Underproduced Party an offer to setde its Overproduction in-kind and at such rates, quantities, umes
and sources as may be agreed upon by (he Underproduced Party. If the Parties are unable to agree upon the
manrner in which such in-kind settlement gas will be furnished within sixty (60) days afier the Overproduced
Party's offer to sette in kind, which period may be extended by agreement of said Parties, the Overproduced
Party shall make a cash setlement as provided in Section 7.3 The making of an in-kind settlement offer under

this Section 7.8 will not delay the accrual of interest on the cash setdement should the Parties fail 1o reach
agreement on an in-kind setement.

79 That portion of any monies cotlected by an Overproduced Party for Overproduction which
is subject 1o refund by orders of the Federal Energy Regulatory Commission or other governmentad authority
may be withheld by the Overproduced Party until such prices are finally approved by such governmentl
authority, unless Uie Underproduced Party furnishes a corporate undertaking, acceptable o the Overproduced

Party, agrecing to hold the Overproduced Party harmless from financial loss due 1o refund orders by such
governmental authority.

8. TESTING

Nowithstanding any provision of this Agreement (o the contrary, any Party shall have the right, from
ume w time, to produce and ake up o one hundred percent (100%) of a well's entire Gas suream w meet the
reasonable deliverability tesy(s) required by such Party's Gas purchaser, and the right 1o take any Makeup Gas
shall be subordinate to the right of any Party o conduct such tests; provided, however, that such tests shall
be conducied in accordance with prudent operating practices only after fifteen (15) day’s prior wniien nouce
10 the Operator and shall last no longer than seventy-two (72) hours.

9. OPERATING COSTS

Nothing in this Agreement shall change or affect any Party’s obligation o pay its proporuonate share
of all costs and liabilities incurred in operations on or in connection with the Balancing Area, as its share
thereof is set forth in the Operating Agreement, irrespective of whether any Party is at any time selling and
using Gas or whether such sales or use are in proportion o its Percentage Interest in the Balancing Area

10. LIQUIDS

The Parties shall share proportionately in and own all liquid hydrocarbons recavered with Gas by ficld
equipment operated for the joint account in accordance with their Percentage Interests in the Balancing Area.

11. AUDIT RIGHTS

Notwithstanding any provision in this Agreement or any other agreement between the Partes herew.
and further notwithstanding any termination or cancellation of this Agreement, for a period of two () vears
from the end of the calendar year in which any information o be furnished under Section 5 ar 7 hereol 1y
supplied. any Party shall have the right 1o audit the records of any other Party regarding quamiity. wncluding
but not limited to infarmadon regarding Bu-content.  Any Underproduced Party shall have the right for a

eriod of two (2) years from the end of the calendar year in winch any cash seidémeni is received pursuant
i Section 7 10 audit the records of any Overproduced Party as to all maters concerning values, including but
not lintited (o information regarding prices and disposition of Gas from the Balancing Area  Any such audn
shall be conducted at the expense of the Party or Parties desiring such audit, and shall be conducied. afier
reasomable notice, during normal business hours in the office of the Party whose records are being audited
Each Party hereto agrees 1o mainwain records as to the volumes and prices of Gas sold each month and vic
volumes of Gas used in its own operations, along with the Royalty paid on any such Gas used by a Party 1n

?Ls own operations.  The audit rights provided for in this Section 11 shail be in addition w those provided for
in Section 5.2 of this Agreement.

12. MISCELLANEOUS
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2.1 As between the Parties, in the event of any conflict between the provisions of this Agreement
and the provisions of any gas sales contract, or in the event of any conflict between the provisions of this
Agreement and the provisions of the Operating Agreement, the provisions of this Agreement shall govern

12.2  Each Party agrees w defend, indemnify and hold harmless all other Partes from and against
any and all liability for any claims, which may be asserted by any third party which now or hereafier stands
in a contractual relationship with such indemnifying Party and which arise out of the operation of dus
Agreement or any activites of such indemnifying Party under the provisions of this Agrecment, and does

further agree w save the other Parties harmiess from all judgements or damages sustained and costs incuried
in connection therewith.

123 Except as otherwise pravided in this Agreement, Operator is authorized o administer the
provisions of this Agreement, but shall have no liability w the other Parties for losses sustained or liability
incurred which arise out of or in connection with the performance of Operator's duties hereunder, except such
as may result from Operator's gross negligence or willful misconduct. Operator shall not be hable © any

Underproduced Party for the failure of any Overproduced Party (other than Operalor) 10 pay any amounts
owed pursuant 1o the terms hereof.

12.4  This Agreement shall remain in full force and effect for as long as the Operating Agreement
shall remain in force and cffect as to the Balancing Area, and thereafter until the Gas accounts between the
Parties are settled in full, and shall inure to the benefit of and be binding upon the Parties hereto, and then
respective heirs, successors, legal representatives and assigns, if any. The Parties hereto agree 1o give nouce
of the existence of this Agreement o0 any successor in interest of any such Party and 1o provide it auy such
successor shall be bound by this Agreement, and shall further make any transfer of any interest subject w0 the
Operaling Agreement, or any part thereof, also subject 0 the terms of this Agreement.

12.5  Unless the context clearly indicates otherwise, words used in the singular include the plural,
the plural includes the singular, and the neuter gender includes the masculine and the fenunine
;

12.6  This Agreement shall bind the Parties in accordance with the provisions hereof. and nothing
herein shall be construed or interpreled as creating any rights in any person or entity not a signatory hereto,
or as being a stipulation in favor of any such person or entity.

2.7 If conemporaneously with this Agreement becoming effective, or thereafier, any l'arty
requests that any other Party execute an appropriate memorandum or notice of this Agreement in arder w give
diird purves notice of record of same and submits same for execution in recordable form, such incmorindum
or notice shall be duly executed by the Party to which such request is made and delivered prompty thereafier
w0 the Party making the request. Upon receipt, the Party making the request shall cause the memorandunm o
notice w be duly recorded in the appropriate real property or other records affecting the Balancing Arca

12.8 With respect 10 accounting reatment of any gas imbalances as may exist, the purues agree
1w use the “cumulative method” [as defined in lncome Tax Regulation §1.761-2 (d) (4)] of accounting for

federa! income tax purposes. The “entiiements method” shall not be used for reporting gas sales fram the
properties subject hereto.

1. ASSIGNMENT AND RIGHTS UPON ASSIGNMENT

13,1 Subject w0 the provisions of Section 13.2 hereof, and notwithstanding anything in this
Agreement or in the Operating Agreement 1o the contrary, if any Party assigns (including any sale, exchange
or other wansfer) any of its working interest in the Balancing Area when such Party is an Underproduced o
Crenprzauest Farty, the assignment or other act of transfer shall, insofar as the Parties heretw are concernsd,
nclude all interest of the assigning or transferring Party in the Gas, all rights W receive or abligatinns w
provide or take Makeup Gas and alf rights 10 receive or obligations 1 make any monetary payment which nuay
ultimately be due hereunder, as applicable. Operator and each of the other Parties hereio shall thereafuwr weat
the assignment accordingly, and the assigning or transferring Party shall look solely to its assignee or other
transferee for any interest in the Gas or monetary payment that such Party may have or 10 which it imay be
enutled, and shall cause its assignee or other transferee o assume its obligatons hereunder -

132 The provisions of this Section 13 shall not be applicable in the event any Party mortgages s

wtcrest of disposes of its interest by merger, reorganization, consolidation or sale of substanually sl af ws

assels W i mh;\dnury Or pirent company, ar to any company in which any parent or subisidiary of such Parny
owns a majority of the stock of such company. ‘



