PO. Box 960"
Artestu, NM 88211-0960
Office (575) 748-1288
Fax (575) 748-7374

 December 7, 2011 ,
B Via Federal Express

Mr, Tom M. Ragsdale
601 N. Marienfeld, Suite 300

Midland, Texas 79701 RECEIVED DEC 0 8 2011

RE: Operating Agreement _ o
Cockburn A State and State CD Wells
Section 32, T17S-R33E
Lea County, New Mexico

Dear Mr, Ragsdale;

Please find enclosed an Operating Agreement (OA) and extra signature page
covering the acreage for the Cockburn A State and State CD wells. This OA is
being provided pursuant to your pre-hearing statement faxed to James Bruce on

~November 23, 2011, in response to our compulsory pooling application. We
would like to resolve this matter and avoid going to hearing.

_ "lf this OA meets with your approval please have the extra signature pages
executed and return to my attention at your earliest convenience. A copy of the
fully executed signature pages will be fumished as soon as they are complete,

If you have any questions please don't hesitate to call. Your assistance is greatly
apprecuated :

Sincerely,
Mack Energy Corporation
RS

taci Sanders
Land Department
Iss
Enclosures

| NMOCD CASE #14763

©. September; 13, 2012
SIANA:::EX. 8
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between ___MACK ENERGY CORPORATION
hercinafter designiated and referred to as "Operator,” and the signatory party or parties other than Operawr, sometimes
hereinafter referred 1o individually as "Non-Operator,” and collectively as "Non-Op *

WITNESSETI:

WHEREAS, the pertics to this egrecrment are owners of Ol and Gas Leases and/or Qil and Gas Interests in the land
identified in Exhibit A" ond the partics hereto have reached an agreement to explore and develop these Leases and/or Qil
and Gas Interests for the production of OU and Gas (o the extent end as hertinafter provided,

NOW, THEREFORE, it is agreed as follows:

. ARTICLEL
DEFINITIONS
As used In this agrecment, the fotlowing words and terms shall have the meaniags here aseribed to them:
A. The term “AFE" shall mean an Authonty for Bxpcnd:tur: prepared by 8 party to this sgrecment for the purpose of
estimaring the casts (6 be in d i conducting an op h
B. The term "Completion® or "Complete® shall mesn a slng:c perction intended to complete & well as a producer of il
and Gas in one or more Zones, including, but mot lmited to, the semng of production casing, pcrfonnng. well stimulation
and produgtion testing conducted In uch op
C. The term *Contract Area® shail men all of the lands, Qi and Gag Leases and/at Qil and Gas Interests intended to be
devcloped and operated foc Qil and Gas purposes under this agreement Such lands, Ol and Gas Leases end Of and Gas
Intorests are described in Exhibit A"

D. The term "Deepen™ shall mean a single operation whereby & well is drilled to an objective Zone below the deepest

‘Zone In which the well was previously drilled, or below the Deepest Zone proposed in the fated AFE, which is the

lesser.
E. The terms "Drilling Party” and *Congenting Party* shall mean @ party who agrees to join in and pay its share of the

 cost of any operation conducted under the provisions of this agreement.

F. The term “Drifling Unit® shall mean the area fixed for the drilling of onc well by ordcr or rule of any state or federal
body having authority. If & Drilling Unit is not fixed by any such rule or order, a Drilling Unit shall be the drilling unit as
established by the pattern of drilling in the Contract Area'unless fixed by express agreement of the Drilling Pasties.

G. The term "Drilisite” shall mean the Oif and Gas Lexse or Oil and Gas Intorest on which & proposed well is to be
located. . )

H. The term "Initial Well" shall mean the well required to be drilied by the parties hereto as provided in Asticle VLA,

I The term “Non-Consent Well™ shall mean a well in which fess than all partics bavo conducu:d an operation as
pravided in Article V1.B.2,

J. The terms “Noa-Drilling Paty” and "Non-Consenting Party® shall mean & paty who elects not 10 participate in a
proposed operation. '

K. The term “Oil and Gas" shall mean oil, gas, casinghead gas, gas d end/or all other liquid or gaseous
hydrocarbons end other merketable sub: produced th ith, unless en inteat ‘to limit the inclusivencss of this tam is
specifically stated. .

L. The teem "Oil and Gas i " or I shall mean unleascd fec and minera! interests in Oil and Gas in tracts

of land tying within the Contract Asea which esc owned by pasties to this sgreement.

M. The terms "Oil end Gas Lease,” “Lease™ and “Leaschold” shall meen the oil and gas leases or interests therein
covering tructs of land lying within the Contyact Asca which are owned by the parties to this agreement.

N. The term “Plug Back® shall mean a single operation wherehy 8 deeper Zone is sbandoned in order to atterpt 2
Completion in a shallower Zone.

O. The wrm “Recompletion” or "R plete” shall mean an operation whereby & Completion in one Zoné is abandmed

in order to atempt a Completion in z different Zone within the existing wellbore. ©
P. The term “Rework” shall mean en operation conducted in the wellbore of & well efter it is Completed to secure,

restore, or improve production in a Zone which is fy open to production in the wellbore. Such operations include, but
are not Umited to, well stimulation operations but exclude any routine repair or maintenance work or drilling, Sidetracking,
Decpening, Completing, R pleting, or Plugging Back of & well.

Q. The term "Sidetrack® shall mean the directional control and intentional deviation of 3 well from vertical so as to
change the bottom hole location unless done to straighten the hole or drill eround jusk in the hole to overcome other
mechanical difficulties.

R. The term "Zone® shall mean a stratum of carth containing or thought 1o contain a common accumulation of Oil and
Gas separately producible from any other common accumulation of Oil and Gas.

Unless the coatext otherwise clearly indicates, words used in the singular include the plural, the ward *person” includes
netural and artificial persons, the plurat includes the singutar, and any gender lncludes the line, feminioe, and neuter.

ARTICLE I1.
EXHIBITS
The following exhibits, as indicated below and ettached hereto, ase incorp d in and made a part hereof:

X A. Exhibit "A" shall include the following information:

(1) Descrigtion of lands subject to this agreement,
(2) Restrictions, if any, as to dcpms formations, or substances,
(3) Perties to agreement with nddmsts and telephone numbers for notice purposes,
(4) Percentages or fractionel interests of parties w this agreement,
(5) Oil and Gas-Leases and/or Oif and Gas Interests subject to this egreement,
(6) Burdens on production.

X___ C. Exhibit "C," Accounting Procedure.

. D. Exhibit “D," Insurance.
X . E. Exhibit "E,"” Gus Balancing Agrcement,

- ..X__ F. Exhibit °F," Non-Discrimination end Certification of Nan-Segregated Facilities.

G EL'I‘alf!ll'l" h ] s
s AXar
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If any provision of any exhibit, except Exhibiti “E,* "F* and “G," Is inconsistent with any provision contained in
the body of this agreement, the provisions in the body of this agresment shall prevail.
ARTICLE IIL
INTERESTS OF PARTIES

$end—durine—the—t heraot: it wese d- by the—form—of-Cil-and--Gas-1 hed-herato-as—Rxhibit-"B"
agy H 15—t 65 ¥erea—oY % 5 —t;

B. Interests of Parties In Costs aud Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be bome
and paid, end all equip and ials acquired in operations on the Contract Arca shall be owned, by the patics as their
interests are set forth fn Exiibit "A.* In the seme manner, the parties shall also own all production of Qil end Gas from the
Contract Arca subject, however, to the payment of royalties acd other burdens on production as described hereafter,

Regardicss of which party has contributed my Oil and Gas Leasc or Ol and Gas Interest on which royalty or other
burdens may be payable and except s otherwise expressly provided in this sgreement, cach party shall pay or defiver, or
cause to be paid or delivered, sif burdens on its share of the producuus\ from the Contract Area up-to.but-not—in—excosi—of

and shell ind fy, defend and hold the other parties free from any Bability therefor.
Except as othcrwise expressly provided in this ags t, i any party has contributzd hereto any Lease or Interest which is
burdened with any coyalty, overmriding royalty, production payment or other burden on production in excess of the amounts
stipulated above, such party so burdened shall assume and alone bear all such excess obligations and shall mdemnify, defend
and" Gold the other parties hereto harmless from any and all claims attributablc to such excess burden. However, so long &s
the Drilling Unit for the productive Zone(s) is identical with the Contract Area, each party shall pay or deliver, or cause to
be paid or delivered, ell burdens on production from the Contract Area due under the temms of the Of) and Gas Lesse(s)
which such party hus conmbmcd to this agcemcnl. and shall indernify, defend and hold the other pm’hcs froo from any
liability therefor.

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

Nothing contained in this Asticle LB, shall be decmed an assj, or cross-assig of i covered hereby,
and in the cveat two or more partics contribute to this agreement jointly owned Leases, the parties’ undivided interests in
said Leaseholds shali be ¢ d sep leasehold for the purposes of this agreement.

C. Subsequently Created Interests:
If any party has contributed hercto B Lease or Interest that is burdened with an assi of p given as security

for the payment of moncy, or if afier the date of this sgveement, eny party creates an overmiding coyalty, production
peyment, net profits interest, assignment of pxodui:ﬁon or gther burden payable out of production attributable to its working ’
interest hereunder, such burden shall bc deemed 2 "Subscquently Creatzd Interest®  Further, if eny party has conwridbuted
hereto 8 Lease or Intercst burdened with an iding royalty, production p net profits interests, or other burden -
payable out of production created prior to the dste of this agreement, and such burden is not shown on Exhibit "A," such
burden also shall be deemed a Subscquently Created Interest to the extent such burden causcs the burdens on suth pmy:
Leasc or Interest to exceed the amoum stiputated in Article (1.8, above.

The party whose mtmt is bardencd with the Sub ly Created Interest (the "Burdened Pmy') shall assume and
adlonc bear, pay and dlSCha:gc the Subsequently Created Interest and shalt mdemmz‘y defend end hold harmless the other
partics from and against any lishility therefor. Further, if the Burdened Pary fails to pay, when due, its share of expenses
chargeable hereunder, sll provisions of Article VIB. shall b cnforceable against the Subscquently Created Interest in the
same menner as they are enforceable against the working interest of the Burdened Party. If the Burdemed Party is required
under this agreement to assign or relinquish to any other party, or partics, all or 2 portion of its working interest and/or the
production attributable thereto, said other party, or parties, shall receive said gno and/or production free and clear of
said Subsequently Created Interest, and the Burdened Party shell indemnify, defend and hold harmless said other party, or
pastics, from any and et claims and demands for payment asserted by owners of the Subsequently Created Interest.

ARTICLE IV.
TITLES

A. Title Exemination:

Title cxamination shall be made on the Drillsite of any proposcd well prior to commencement of drilling operations end,
if a mgjority in interest of the Drilling Parties so rcquest or Operator so clects, title examination shell be made on the entire
Drilling Unit, of meximum anticipated Drilling Unit, of the well.  The opinion will include the gwnership of the working
interest, minerals, foyalty, ovemiding royalty end production payments under the applicable Leases.  Each party contributing
Leases and/or Oi! and Gas Interests to be included in the Drillsite or Drilling Unit, i appmpri&c. shall fumish w0 Operator
all ebstracs (including federal leasc status reports), title opinions, title papers and cwrative material W its possession free of
charge.  All such information not in the possession of or mads availble to Operator by the parties, but necessary for the
examination of the title, shell ba obtained by Opu'ator Opoerator shall canse title to be examined by artomeys on its staff or
by outside attorneys. Copies of all mlc opinions shall be fumished to cach Dullmg Party. Com incurred by Operator in
procuring  abstracts, fees paid outside atiomeys for titic ination (il g preliminary, supp f, shut-in soyalty
opinions and division arder tifle opinions) and other direct charges as provided in Exhibit "C* shall bc bome by the Driling
Partics in the proportion that the interest of each Drilling Pasty bears to the total interest of all Drilling Partics a5 such
interests appear in Exhibit "A," Operator shall make no charge for scrvices rendered by its staff attomneys or other personnel
in the performance of the above functions.

Each party shalf be rmesponsible for sccuring curative matter and pooling amendments or agreements required in
eonnection with Leases or Qil and Gas Interests conuibuted by such party, Operator shall be sesponsible for the prep
and recording of pooling designations or declerations end itization &gy as welt as the conduct of hearings
before govenments! sgencies for the securing of spacing or pooling orders or any other orders mecessary of appropriate
the conduct of operations hercunder. This shall not prevent any party fiom eppearing on its own behalf at such hearings,
Costs incurred by Operator, including fees paid to outside eftomcys, which are associated with hearings beforc govemmental
agencies, and which costs are necessary and proper for the activities contempliated under this agreement, shall be direst
charges to the joint account and shall not be covered by the administrative overhiead charges es provided in Exhibit *C.*

.2.
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Operator shall make no charge for services reodercd by its staff attorneys or other persomnel in the performance of the above
functions. . '
No well shalt be drilled on the Contract Area until afer (1) the title to the Drillsite or Drilling Unit, if appropriate, has
been ined as above provided, and (2) the title has been spproved by the examining attormcy oz titic has been accepied by
all of the Drilling Pactics in such well,

B. Loss or Failure of Title:

. 1. Eailure of Title: Should any Oil and Ges Interest or Oil and Gas Lease be lost through failure of title, which results in 2
reduction of interest from that shown on Exhibit “A," the party credited with ibuting the affected Lease or Interest
(including, if mﬁeable, a successor jn interest to such pady) shall have oinety (90) days from final determination of tiie
failure to acquire 2 new Iease or other instrument curing the eatisety of the title filure, which acquisition will not be subject

. to Arficle VULB, and failing to do so, this ag shall inve in force as o ell remaining Off and Gas

Leases and Interests; and, .

(a) The party credited with contibuting the Qi and Gas Leasc or Interest affected by the tide failure (including, if
applicable, a successor in Intcrest to such party) shall bear alone the entire loss and it shall not be entitled to recover from
Optrator or the other partics eny development or operating costs which it mey have previously paid or incurred, but ther
shall be no additional liability on its part to the other partics heceto by teason of such title failure; .

(b) There shall be no ive adj of exp i d or teceived from the operation of the
Lease or Interest which has failed, but the interosts of the paties contained on Exhibit "A” shall be revised on an screage
basis, as of the time it is determined finally that title failure hes octurred, so that the imierest of the party whose Lease aor
Interest is affected by the title failure will thereafier be reduced in the Contract Area by the amount of the Lease or Interest failed;

(c) If the proporticnate interest of the other pastics hereto in amy producing well }zminusly drilled on the Contract
Area is incressed by reason of the title failure, the party who bore the costs incurred in connection with such well amributsble
to the Lease or Intecest which has failed shall receive the p ds aftributable to the i in such interest (less costs and
burdeas auributable thereto) until it has been reimbursed for unrecovered costs paid by it in conncction with such well
atributable to such failed Lease or Interest;

* (d) Should any person not a party to this agreement, who is determined 10 be the owner of any Lease or Interest
which has failed, pay in wy menner any part of the cost of operation, dével or equip such amount shail be peid .
to the party or parties who bore the costs which are so refimded;

(2) Any liabitity to account 1o 8 person not a party to this ag t for prior production of Oil and Gas which arises
by reason of tide failure shall be bomc scvecally by cach paty (including 8 predecessor to a cument party) who reccived
production for which such accounting is required based on the amount of such production received, and cach such party shall
severally indemnify, defend and hold harmiess af) other parties hereto for any such liability to acoount;

() No charge shall be made to the joint account for legal expenses, fees or salarics in connection with the defense of
the Lease or interest claimed to have failed, but if the party contributing such Lease or Interest hereto elocts to defend its tile
it shal! bear all cxp in i . and

(g) If any party is given credit on Exhibit “A" to a Lease or Interest which is limit=d solely to ownership of mn
interest in the wellbore of any well or wells and the production therefrom, such party’s absence of interest in the remainder
of the Conuract Area shall be considaed a Failure of Title as to such remaining’ Contract Area unfess thet sbsence of interest
is reflected on Exhibit "A* :

on-Payme; 0 Pavment of nt Dug: If, through mistake or oversight, any rental, shut-in well
payment, minimum moyalty or royalty payment, or other pay y to maintain all orapohion of an Oif and Gas
Lease or interest is not paid or is emoneously paid, and as a resuft a Lesse or Interest terminates, there shall be no monetary
lisbility against the party who failed 1o faake such payment. Unless the paty who failed 1o make the required payment
secures 2 new Leasc or Interest covering the same interest within ninety (90) days from the discovory of the failure to make
proper payment, which acquisitios will not be subject w0 Artick VIILB., the intcrests of the parties reflected on Exhidit "A*
shall be revised on an acrcage basis, cffective as of the date of termination of the Lease or Interest involved, and the pacty
who failed to make proper payment will no longer be credited with an imterest in the Contract Area on eccount of ownership
of the Leasc or Interest which has terminated, If the party who failed to meke the required payment shall not have been fully
reimbursed, at the time of the loss, from the proceeds of the sale of Oil and Gas sttributable to the lost Lease or Interest, )
calculated on an acreage basis, for the development and operating costs previously paid on account of such Lease or Interest,
it shall be reimbursed for unrccovered acmal costs previously paid by it (dut not for its share of the cost of apy dry hole
proviously drilied or welis previously abandoned) from so much of the following s is Y to effect raimt

() Proceeds of Oil and Gas produced prior to termination of the Lease o Interest, less operating expeases and lease
burdens chargeable hereunder to the person who failed to meke payment, previously eccrued  the credit of the lost Lease or
Interest, on an acreage basis, up to the amount of unrecovered costs;

(b) Proceeds of Qi and Gas, less opermting expenses and lease burdens chargeable hereunder to the person who failed
to make payment, up to the amount of d costs attributable to that portion of Oil and Gas thereafter produced and

tketed (excludi duction fiom any wells thereafter drilled) which, in the absence of such Lease or Interest termination,
would be attributable to the lost Leasc or Interest on an acreage basis and which as & result of such Lease or Interest
termination is credited to other parties, the proceeds of said portion of the Oil and Gas 1o be coatributed by the other parties
in proportion to their respective interests reflected oa Exhibit "A”; and,

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

3. Other Losses: All losses of Leases or Interests committed to this agroement, other than thosc sct forth in Asticles
IVB.l. end TVB2. sbove, shall be joint losses and shall be bome by all partics in proportion to their interests shown on
Exhibit "A.> This shall include but aot be limited to the loss of any Lease or Interest through failure to develop or because
express o1 implied covenants have not been performed (other than performance which requires only the payment of money),
and the Joss of any Lease by expiration at the end of its primary term if it is nof renewed or extended. There shall be no
readjustment of iterests in the remeining portion of the Contract Area on account of aay joint loss.

4. Curing Title: In the event of a Failure of Title under Asticle IV.B.L. or a loss of fitle under Asticle TV.B2. above, any
Least or Interest ucquired by any party hercto (other than the party whose interest has failed or was lost) during the minety
(90) day period provided by Aricle [V.B.1. and Asticle [V.B2. ebove covering all or a portion of the interest that has failed
or was lost shall be offesed at cost to the party whose interest has failed or was lost, and the provisions of Asticle VilLB.
shall not apply to such acquisition. .

+h it
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ARTICLE V.
OPERATOR
A. Destgnation and Respongibilities of Operator: .

o MACK ENERGY CORPORATION shall be the Operator of the Contract Area, and shall conduct
and direct and have full control of .all operations on the Contract Arca as pormitted and required by, and within the limits of
this g s perf of services hereunder for the Non-Operators, Operator shall be an independent contractor
not subject to the control or direction of the Nén-Opwors except as fo the type of operation to be uadertsken in accordance
with the election proced ined {n this agr Operator shell not be dezmed, or hold itself out as, the sgent of the
Non-Operators  with authosity to bind them to my obligation or lisbility assumed or incwred by Operstor as to any thind
pesty. | Operator shall conduct its activities under this agr as 8 ble prudent op . in @ good end workmanlike

, manner, with due diligence and dispatch, in eccordance with good olifield practice, and in li with spplicable law and

regulation, but in no event shall it have any liability as Operator to the other pastics for losses sustained or (imbilities incurred
except such as may result from gross aegligence or willful miscond,
B. Resigaation or Removal of Operator and Selection of Successors

1. Resjenation ar Removal of Operator; Operator muy resign ot any tims by giving written noticc thereof to Nun-Opemon
If Operator terminates its legal existence, no-leng: prest—y der—in—tho-Contrst-Asea; Or is no longer capable of
serving as Operator, Operator shali be deemed to have resigned wnhom any action by Non-Op except the selection of a
successor.  Operator may be removed only for good cause by the affimmative vote of Non-Operators owning 2 majority interest
based on ownership as shown on Exhibft "A° remaiaing afier excluding the voting interest of Operator; such vote shell not be
deermed effective until a written notice has been delivered to the Operator by a Non-Operator detalling the allcged default and
QOperator has failed w cure the default within thity (30) days from its receipt of the natice or, if the defauh concems en
cperation then being conducted, within forty-cight (48) hours of its receipt of the notlce. For purposes hereof, “good csuse” shall
mean not oaly gross neglig or willful misconduct but also the material breach of or inability to meet the standards of
operation contsined in Article V.A. or matesial fajlure or inability to pecform its obligations under this agr t, }

Subject to Article VILD.I, such resignation or semoval shall not become effective until 7:00 o'clack AM. on the first
day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator
or action by the Nog-Operators to cemove Operstor, unless & successor Operator has deen sclected and assumes the duties of
Operator at en earfier date. Operator, afler effective date of resignation or removal, shall be bound by the terms hereof as 8
Non-Operatar. A change of a corporate name or structure of Opcrator or transfer of Operator's interest to any single

bsidiary, pareat or poration shall nat be the basls for removal of Operator.
2. Scloction of Successar Operator; Upon the cesignation oc cemovel of Operatar under any provisian of this agreement, @

successor Qperator shall be selected by the parties.  The successor Operator shall bo sclectcd from the parties owning an
interest in the Contract Arca-at the time such successor Operator is selected. The successor Operstor shall be selected by the
affirmative votc of two (2) or more partics owning a majority interest bYased on ownership as shown on Exhibit "A”;
provided, howsver, if an Operator which has been removed or is decmed to have wesigned fails to votc or votes only to
succeed itself, the successor Operator shall be selected by the affinmative vote of the party or parties owning 3 majority
interest based on ownmership as shown on Exhibit "A" remaining sfier excluding the voting interest of the Operator that was
removed or resigned.  The former Operator shell promptly deliver to the successor Operator all recards and data relating to
the operations conducted by the former Operator to the extent such tecords and data are not elrcady In the possession of the
sutcessor operator.  Any cost of obtzining or copying the former Operator's records and data shall be charged © the joint
secount, )

3. Effcdt of Bankmygtey: If Opesator becomes insolvent, bankrupt or is placed In seceivership, it shall be deemed w have
resigned without any ection by Non-Operators, except the sclection of a successor. If a petition for relief under the federal
bankxuptey iaws is filed by or egainst Operator, and the removal of Operator is prevented by the federal bankruptcy court, all
Non-Operators and Operator shall comprise an inferim operating committee to serve until Operator has elected to reject or
assume  this 2gr p to the Benkruptcy Code, and an election to reject this mgreement by Operstor as a dedtor in
possession, or by A custee in bankruptcy, shall be deemed a resignation as Operator without any action by Non-Operators,
except the selection of ‘8 successor. During the period of tme the operating commitiee controls operations, all actions shall
require the approval of two (2) or more partics owning & majority interest based on ownership as shawn on Exhlbn A" In
the event there are only two (2) partics to this agreement, during the period of time the operating trol
operations, a third party acceptable 10 Operator, Non-Opecator and the federal bankruptcy court shall be sclected os a

ber of the of g i and all actions shall requirc the approval of two (2) members of the operating-

commines without regard for thelr intstest in the Contrast Area based an Exhibit *A®
C. Employees and Contractors:

The numbor of cmplayees or contractors used by Operator in ducti perati b der, their sclecti and the
hours of (abor and the compensation for services perfonmed shall be determined by Operator, and all such employees or
cantractors shall be the employees or contractors of Operator.

D. Rights and Dutles of Operator:

1. Competitive Ratgs and Usg of Affiliates: All wells drilled on the Contract Arca shall be drilicd on & compctitive
contiect basis at the usual rates prevaillag in the area.  If it so desires, Operator may employ its own tools and equipment in
the drilling of wells, but its charges therefor shall not exceed the provailing rates in the area and the raie of such charges
shall be agreed upon by the parties in writing before drilling operations are commenced, and such work shell be performed by
Operator under the same terms end conditions as are customary end usual in the area in of independ
who are doing work of & similer nawre, All work performed or materials supplicd by affilistes or related pnmes of Operator
shall be performed or supplicd at compelitive rates, pursuant to written sgreement, end in accordmice with customs and
standards prevailing in the industry.

2. Discharge of Joint Account Obligations; Except as herein otherwise specifically provided, Operetor shall promptly pay
and discharge exp i d in the develop and operation of the Contract Area pursuant to this agreement and shall
charge cach of the partics hereto with their respective propoctionate shares upon the expense basis provided in Exhidit *C."
Opcrator shell keep an mccurate record of the joint account hercunder, showing expenses incurred and charges and credils
made end received, .

3. Protection from Lisns: Operator shall pay, or cause to be paid, as and when they become due and paysbic, dll accounts
of contractors and suppliers and wages and salaries for sorvices readered or performed, and for materials supplied on, ta or in
respect of the Congact Arca or any operations for the joint account thereof, and shall keep the Contract Area free from
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liens and b resulting therefrom cxcept for thase resulting from o bona fide dispute as to services rendered of
materials supplicd.

4. Custody of Funds: Operator shall hold for the account of the Noa-Operators any funds of the Non-Operstors advanced
or pald to the Operator, cither for the conduct of operations hezeunder or as a result of the sale of production from the
Contract Arca, and such funds shall remein the funds of the Non-Operators on whose account they arc advanced or peid until
used for their intended pwpdse or otherwise delivered to the Non-Operators or epplied towesd the payment of debls as
provided in Articic VILB. Nothing in this paragraph shell be constued to establish a fiduciary relationship between Operator
end Non-Operatory for any purpose othies than to account for Non-Operator funds as herein specifically provided. . Nothing in
this pamgraph shall require the malntenance by Operstor of scparate zccounts for the funds of Non-Operators unfess the
parties otherwise spesifically agree.

5. Access g9 Contract Aren and Recprds: Operator shall, except as otherwise provided hereln, permit cach Non-Operator
or Its duly suthorized- representative, al thé Non-Operator’s sole risk and cost, full and frec access at sfl reasonable times to
all operations “of every kind and charscter being conducted for the joint account on the Contract Area and to the records of
operations conducted thereon or production therefrom, including Operstor's books and secords relating thereto.  Such access
rights shall not be exercised Tn a manner interfering with Operator's conduct of an operation h der and shall not obligate
Operator to “furnish any geologic or geophysical data of an interpretive nature unless the cost of preparation of such
interpretive data was charged to the joint account. Operator will fumish to each Non-Operator upon request copies of any
and Al reports and ml‘onnanon obtained by Operator in connection with production and related items, including, without
fimitation, meter and chart reports, producti h ran tickets and monthly gauge repots, but excluding
purchase contracts and pricing information to mc exent not applicable to the production of the Non-Opcmm secking the
information. Any audit of Operators records rclating fo smounts exended and the epproprittencss of such expenditures
shall be conducted in accordance with the audit protocol specified in Exhibit "C."

6. Filing ond Fumnishing Govarnmental Repors: Operator wall file, and upon written request promptly furnish copics to
each coquesting Non-Operator not in default of its payment obllgations, all operaﬂonal notices, Toperts or apph:mom
required 0 be filed by local, Suwate, Federa] or Indian agencies or authoritics having jurisdiction over d
Each Non-Operator shall provide to Operstor on a timely basis all information necessary to Operator to make such ﬁlmg:

. 7. Riilling and_Testing_Operations: The following provisions shall apply 10 each well drilled hereunder, including but not

limited to the Initial Well:

(8) Operator wilt promptly advise Non-Operators of the daie on which the well is spudded, or the date on Which
drilling opesations are commenced.

(b) Operator will send to Non-Operators such reports, test results and notices regarding the progress of operations on the well
23 the Non-Operators shalf reesonably request, including, but not limited to, daily drilling reports, completion reports, and weit logs.

() Operator shall adequately test all Zones encountered which may seasonably be expectzd to be capable of producing
Oit and Ges in paying quantities ms a result of cxnmmauon of the electric log or any other logs or cores or tests copducted
hereunder.

8. Cost Estimates: Upon request of any Consenting Party, Operator shall fumith estimates of curvent and cumulative costs
incurred for the joint account” at rcasonable intervals during the duct of eny operation p 10 “this agreement.
Operator chail not be held tisble for exrars in Such estimates so long s thc estimates arc mede in good faith.

9. lIpsurance: At all times while operati are d h der, Operator. shall comply with the wodwn
compensation law of the state where the operations are being ducted; provided, b , that Operator may be a self
insurer for lisbility uoder said compensation laws in which cvent the only charge that shall be made to the joint sccount shall
be as provided in Exhibit “C.* Operator shall also carry or provide insurance for the benefit of the joint sccount of the partics
s outllined in Exhibit "D" amtached hereto and made a part hereof. Operator shall require il contractors cngaged in work on
or for the Contract Arca 1o comply with the workas compensation law of the state where theé oporations are being conducted
and to maintain such other insurance as Operator may require, )

In the evemt bile liability i is specified in said Exhibit "D,* or subsequently recetves the approval of the
parties, no direct charge shafl be made by Operstor for premiums paid for such insurance for- Operator’s automotive
equipment.

ARTICLE VL
DRILLING AND DEVELOPMENT
A—lniGial-Welis
On-or-boface t dayof— Opecatorshalt thadsilling af the-Initisl
" E : o
and-chalh-themaler-cont .h.cmmwwu@m
Mlnb U} 1 M‘U-U d-the- i e H tharai ||’ nll?nn;nc H blient - I‘J' vord 'varO' la V1.0 4 P P
P Wal Jats 2 and-Articlo ll[: Q646 inati of 1 and-ARicle—l-as-t Lo

¥ b had 24

B Sulmqutnl Opcrauons
1. Proposed Onerations: If any party hereto should desire o dsili any well on the Contrect Area other than the Initial Well, or
\f any party should desire to Rework, Sidctrnck,vDecpen, Recomplete or Plug Back a dry hole or s well no langer capable of
producing in paying quantities in which such party has not otherwise relinquished Its interest In the proposed objective Zone under
this agreement, the party desiring to drill, Rework, Sideuac Deepcu. R plete or Plug Back such a well shall give writteny .
notice of the proposed operation to the parties wha have pot othawise rtlinquished their intorost in such abjective Zone
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under this agreement and to sll other partics in the case of a proposal for Sidetracking or Deepening, specifying the work 1o be
porformed, the location, proposed depth, objective Zone end the estimated cost of the operstion. The parties 10 whom such a
notice s delivered shall have thicty (30) days after receipt of the notice within which to notify the party proposing to do the work
whether they elect to perticipate in the cost of the proposed operation. If a drilling rig is om location, noticz of & proposal to
Rework, Sidetrack, Recomplete, Plug Back or Decpen may be given by telephone and the response period shall be limited to forty-
eight (48) hours, exclustve of Saturday, Sunday and legal holidays. Fallure of a party 10 whom such notice is delivered to reply
within the period above fixed shall constitute an clection by that party not to participate in the cost of the praposed operation.
Any proposal by a party to conduct en operation conflicting with the operation initially proposed shall be delivered to all pardies
within the time and in the manner provided in Article V1LB.6,

If all partics to whom such potlce {s delivered elect to participate in such & proposed operation, the parties shall be
contrectually committed to participate therein provided such operat are d within the time periad hereafier sot
forth, and Operator shall. no laer than ninety (90) days after expirstion of the notice period of thity (30) days (or as
promptly as practicable after the '(‘ ation of the forty-cight (48) hour period when & drilling rig is on location, as the case
mey be), achully nce the proposed operation and thereafl lete it with due diligence at the risk and expense of
the parties participating therein; provided, however, said commencement date may be extended upon written notice of same
by Opemtor to the other parties, for a period of up to thity (30) sdditional days if, in the sole opinion of Qperator, such
edditional time is teasonably necc:sary to obtain permits fom govemmcnu! suthositics, surface rights (including rights-of-
way) or appropriste drilling equipment, or to plete title jon or ive matter required for title spproval or
acceptance.  If the actual operation has not! been commenced within the time provided (including any extension thereof as
specifically permitted herein or in the force majeure provisions of Article XI) and if eny party hereto still desires to conduct
said gperution, written notice proposing same must be resubmitted to the other partics in atcordance herewith as if no priot
pmposut' had been made. Those parties that did not participare In the drilling of & well for which a proposal to Degpen or
Sidetrack is made hereunder shall, if such parties desire to in the proposed Deepening or Sidetracking operation,
reimburse the Drilling Partics in sccordance with Article VLB.4. in the event of 2 D peration and in
with Article VLB.S. in the event of a Sidetracking operation.

2. Qpeetions by Less Than All Pagties:

(2) Determination of Participation, If any party to whom sach notice is delivered as provided in Article VIB.IL. or
VLC.1. (Option No. 2) elects nof to” participate in the proposed operation, then, in order to be entitled to the benefits of this
Anticle, the purty o1 partics giving the notice and such other partics es shall elect to participate in the operation shall, no
later than nincty (90) days after the expiration of the notice period of thiny (30) days (or as promptly s practicable after the
r.xp;m:on of d\e forty-cight (48) hour period when a drilling rig is on focation, as the case may be) actually commence the
end plete it with due diligence. Operator shall perform all work for the account of the Consenting
Pamcs, prvwdcd, however, if no drilling rig ot odicr equipment i3 on location, end if Operator is 8 Nan-Conscating Party,
the Consenting Pertics shall either: (i) request Operator to perform the work required by such propased operation for the
sccount of the Consenting Parties, or (i) designate one of the Consenting Pacties as Operator to perform suoh work.  The
rights and dutics granted o and imposed upon the Operstor under this agrecment are granted to end imposed upon the party
designated as Operator for an operation In which the original Operator is a Non-Consmdh« Party. Congenting Parties, when
conducting operations on the Contract Area pursuant to this Anicle VLB.2,, shall comply with all tams and conditions of this
agreement.

P -3

If less than all partics approve any proposed operation, the proposing party, i diately after the expiration of ‘the
applicable notice period, shall advisc all Paties of the total interest of the parties approving such operation and it
recommendation as to whether the Consenting Perties should proceed with the operation as proposed. Each C ing Party,

within forty-¢ight (48) hours (exclusive of Saturday, Sunday, and legal holidays) afier delivery of such notice, shall advise the
proposing party of its desire o (i) lmic participation w such. party's intcrest as' shown on Exhibit A" or (i) camy only its
propartionate part (determined by’ dividing such party's interest in tho Contract Asea by the interests of ajl Consenting Parties in
the Contract Asca) of Non.Consenting Parties® interests, or (iii) camy its proportionate part (determined as provided in (i) of
Non-C ing Parties’ gether with ail or a portion of its propartionste part of anmy Non-Consenting Parties'
interests that any Consenting Party did not elect to take. Any interest of Non-Consenting Partics that is not camied by a
Consenting Party shall be deqmed to be carried by the paty proposing the operation if such party does not withdraw its
proposal. Failure to advise the proposing party within the time required shall be deemed an election under (). In the event a
drilling rig is on location, notice may be givea by telephone, and the time permitted for such a rcsponse shall not exceed s
total of forty-cight (48) hours (exclusive of Saturday, Sunday and legal halidays). The propasing party.: at its election, may
withdrew such proposal if there is less than 100% participstion and shall notify alt parties of such decision within ten (10)
days, or within twenty-four (24) hours if a dnllmg rig is on {ocation, followmg expiration of the applicable rcsponse period.
If 100% subscription to the proposed op is obtained, the proposing party shall promptly notify the C g Pasties
of their proportionate interests in the operation and the party serving as Operator shall commonce such operation wnhm the
period provided in Asticle VLB.1., subject to the same extension right as provided therein, )

(b) Relinquishment of Interest for Non-Participation, The entire cost and risk of conducting such operations shall be
bome by the Consenting Parties in the proportions they have clected to bear same under the terms of the preceding
parsgraph.  Consenting Parties shall keep the leaschold estates involved in such operations free and clear of all liens and
encumbrances of every kind created by or arising from the operati of the C Ing Parties. if such an operation results
in a dry hole, then subject to Articles VLB.6. and VLE3., the Consenting Parties shall plug end sbandon the well and restore
the surfuce location at their sole cost, risk and ‘expense; provided, however, that those Non-Consenting Partics that
pecticipated in the drilling, Deepening or Sidetrackiog of the well shall remain lLisble for, and shell pay, thelr proportionate
shares of the cost of plugging and abandoning the well and restoring the surface location insofer only as those costs were not
Increased by the subscquent operstions of the Consenating Portes. If any well drfiled, Reworked, Sidetracked, Decpencd,
Recompleted or Plugged Back under the provisions of this Article results in e well capable of produciag Oif andlor Gos in
paying quentities, the Consenting Parties shall Corplete and equip the well to produce at their sole cost and risk, and the
well shall then be tumed over to Operator (if the Operator did not conduct the operation) and shall be opersted by it at the
expense and for the eccount of the Consenting Pattics.  Upon commencement of operations for the drilling, Reworking.
Sidetracking, Recompleting, Decpening or Plugging Back of any such well by Consenting Parties in accordance with the
provisions of this Article, each Non-Consenting Perty shall be desmed 1o have relinquished to Consenting Partics, and the
Consenting  Partics shall own and be entiled to receive, in propottion to their respective interests, all of such Noa-
Congenting Paxty's interest in the well and shac of production therefom or, in the case of a Reworking, Sidetracking,
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Despening, Recompleting or Plugging Back, or a Completion pursuant 1o Asticle VLC.). Option No. 2, ail of such Non-
Consenting Party's interest in the production obtained from the operaion in which the Non-Consenting Party did wnot clect
1 patticipate. Such relinquishment shell be effective until the promds of the sale of such share, calculated at the well, or
market value thereof if such sharc is ot sold (afier deducti ble ad valorem, producti ¢, end extise taxes,

& app

"toyelty, overriding royalty and other interests not excepted by Article ITLC. paynble out of or mcasmd by the production

from such well sceruing with respect to such interest until it reverts), shall equal the total of the following:

() 100 % of cach such Non-Consenting Party's share of the cost of any newly acquired surface equipment
beyond the wellhead connections (including but not limited to stock tanks, Scparators, treaters, pumping cquipment and
piping), plus 100% of each such Non-Consenting Party's sharc of the cost of opecation of the well commencing with first
peoduction and “continuing until each such Non-Consenting Party's refinquished interest shall sevet to #t under other
pravisions of this Article, it being agreed that each Non-Consenting Party's share of such costs and equipment will bz that
interest which would have boen chargeable to such Non-Consenting Parfy had it participsted in the well from the beginning
of the operations; and

(1) _300 % of (2) that portion of !hc costs and expenses of driling. Rewotking, Sidewacking, Deepening,

Plugging Bacl, testing, Completing, and R g, after deducting any cash contributions received under Asticle VIG.C,
and of (b) that portion of the cost of newly acquued equipment in the well (to end including the wellhead coanections),
which would have been chargeable to such Non-C: ing Pasty if it had participated therein.

Notwithstanding enything to the contrary in this Article VLB, if the well does not reach the detpest objeciive Zone
described tn the noticc proposing the well for reasons other than the encoumtering. of granite or practicelly impenctrable
substance or' ather condition in the hole rendering further operations impracticable, Opesator shall give notice theseof to cach
Non-Consenting Perty who submitted or voted for an altemative proposal under Article VIBS6. to drill the well o &8
shallower Zone than the decpest objective Zone proposed in the notice under which the well was drifled, end esch such Non-
Consenting Party shall have the option @ participate in the initial proposed Completion of the well by paying its share of the
st of drilling the well to its actual depth, calculated in the manner provided in Asticic VLB.4. {8). 1If any such Non-
Consenting Party does not eleit to participatz in the first Complction proposed for such well, the relinquishment provisions
of this Article V1.B.2, (b) shall apply ta such party’s interest,

(c) Reworking, Recompleting or Plueeing _Back. An clection not to peiticipate in the drilling, Sidetracking of
Deepeding of a well shall be deemed en election not to participate in any Reworking or Plugging Back operation proposed in
such a well, or portion thereof, to which the initial non-consent clection spplicd that is conducted at any fime prior 1o full
recovery by the Conseating Partics of the Non<Consenting Party's rccoupment amount.  Simifarly, an election not 1o
participate in the Completing or Recompleting of & well shali be deemed an election not to paricipate in any Reworking
operation proposed in such a woll, or portion thereof, to which the initial non-conscnt election epplied that is conducied at
any dme prior 10 Rull rccovery by the Consenting Paties of the Non-C ing Party's p amount.  Any such
Reworking, Recompleting or Plugsing Back operation conducted during the recoupment period shall be deemed pat of the
cost of operation of said well and there shall be added to the sums to be rocouped by the Consenting Perties __30Q_% of
that portion of the costs of the Reworking, Recompleting or Plugging Back optration which would have been chargesble to
such Non-Consenting Party had it participated therein, If such a Reworking, Recompleting or Plugging Back operation s

proposed during such recoupment period, the provisions of this Article VIB. shall be applicable as bety said G
Perties In said well. '

(¢) Recoupmept Matters, During the period of time Consenting Parties are catitled o receive NonConsu\dng Party’s
shece of produstion, or the procoeds therefrom, Consenting Parties shall be responsidle for the payment of all ad valorem,
production, severance, cxcise, gathering and other taxes, and all royalty, overriding toyalty and other burdens applicable to
Non-Consenting Party’s share of production not excepted by Article IILC.

In the case of any Reworking, Sidetracking, Plugging Beck, R pleting or Dccpening operation, the C
Partics shall be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of el
such equipment shall remain wnchanged; and upon ahand of a well afier such Reworking, Sidetracking, Plugging Back,
R leting or Decpening, the C Ing Pardles shall accaunt for all such equipment to the owners thereof, with cach
patty tecalving its propomona!c part in kind or In value, less cost of satvage,

Within nincty (50) days after the completion of any operation under this Amclc the party conducting the opmbens
for the Consenting Parties shall furnish cach Non-Consenting Party with an i y of the equi ¢ In and d to

the well, and on itemized statement of the cost of drilling, Sidetracking, Deepening, Plugging Beck, testing, Completing,

R i and g the well for production; or, at its optiom, the operating party, in lieu of an itemized statement

& it 4

of such costs of uperadon. may submit a detalled staterment of monthly billings. Each month thereafler, during the time the
Consenting Parties are belng reimbursed as provided ebove, the party conducting the operations for the ing Partics
shall fumnish the NonConsenting Parties with an itemized statement of ol costs and MNebilities incurred in the operation of
the well, together with 2 sterement of the quantity of Oil and Gus produced from it and the amount of proceeds reatized from
the sale of the well's working interast production during the preceding month.  In determining the quentity of Oil and Gas
produced during any month, Consenting Parties shall use industry accepted methods such as but not limited to metering or
periodic well tests.  Any amount realized from the sefe or other disposition of equipment nowly acquired in connection with
any such opesation which would have been owned by a Non-Consenting Party had it participated therein shall be cradited
against the total unreturned costs of the work done and of the equipment purchased in determining when the interest of such
Non-Consenting Party shall revert to it as above provided; and If there i3 & credit balance, it sheli be paid o such Non-

_ Consenting Party.

If and when the Consenting Perties recover from a8 Non-Cc ing Party's relinquished interest the amounts provided
for sbove, the relinquished interests of such Non-Consentiog Party shall eutomaticelly revert to it as of 7:00 am. on the day
following the day on which such rccoupment occurs, and, from and after such reversion, such Non-Consenting Party shall
own the samc intcrest in such well, the igl and equi in or pertaining thereto, end the production thercfrom as

such Non-Consenting Party would have been entiled to hed it paticipated in the drilling, Sidetracking Reworking,
Decpcnihg, Recompleting or Plugging Back of said well. Thereafler, such Non-Conssating Party shall be charged with and
shall pey its proportionatc pat of the further costs of the operation of said well in accordance with the terms of this
agrecment and Exhibit “C* atiached hereto.

3. Stand-By Costs: When a well which hes been drilled or Deepened has seached #is authorized depth and £l tests have
been completed and the results thereof fumished to the parties, or when operations on the well have deen otherwise
terminated pursuant to Article VLF., stand-by costs incumcd pending response o a party's notice proposing @ Reworking,
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Sidetrecking, Deepening, Recompleting, Plugging Back or Completing operation in such a well (including the peried required
undu Anicle VLB.6. to resolve competing proposals) shell be charged and bomc as part of the drilling or Decpening
Jjust pleted.  Stand<by costs subseq to all parties responding, or expiration of the resp time permitted,
whicheves first occurs, and prior o ugmcmcm s to the participating interests of alf Consenting Parties pursuamt to the terms
of the second grammatical paragrapb of Articte VEB.2. (a), shall be charged 10 and bome as part of the proposed operation,
but if the proposal is quently withdrawn because of insufficient participation, such stand-by costs shell be allotared
betweea the Conscnting Parties in the proportion cach Consenting Party's interest as shown an Exhibit "A" beas o the tatal
intezest as shown on Exhibit *A”" of all Consenting Parties.

In the event that aotice for a Sidetracking operation is given while the drilling rig to be utilized is on location, any party
may request and receive up to five (5) additiona! days afier expiration of the forty<ight hour response pevied specified i
Article VIB.1. within which (o respond by paying for all stand-by costs end other costs incurted during such cxtended
response period, Operator nay requite such party to pay the estimated stand-by time in advanice as a condition to extending
the response period.  If more than one party elects to take' such additional time to respond to the motice, stendby costs shall be
liocated between the parties uking additonal dme to tespond on a day-to-day basis in the proportion cach clecting party's
interest as shown on Exhibit "A" bears 1o the tota) interest as shown on i?xhibit “A* of ell the clecting parties.

4. Deepening: If less than all partics elect to participate in a drilling, Sidetracking, or Deepening op tion proposed
pursumat to Asticle VLB.1, the interest relinquished by the Non-Consenting Partics to the Consenting Partics under Asticle
VIB.2, shell relate only and be limited to the lesser of (i) the total depth actually drilled or (ii) the objective depth or Zone
of which the parties were given notice uader Article VLB.). ("Initial Objective™). Such well shall not be Decpened beyond the
Initial Objective without first complying with this Atticle to afford the Non-Conscating Parties m: opparunity to participats
in the Deepening operation.

In the event any Conscating Party desires to drilf or Deepen a Non-Consent Well to a depth below the Initial Objective,
such party shell give notice thercof complying with the requisements of Asticke VIB.L, to ol pamies (includinz Noa-
Consenting Parties). Thereupon, Articles VIB.1. and 2. shail apply and elf parties receiving such notice sheff have the right to
participatz or not perticipate in the Deepening of such well pursuant to said Articles VLB, and 2. If a Deepening operation
is spproved pursuant to such provisions, and if any Non-Consenting Party clects & participats in the Deep “,vapauion,
such Non-Consenting party shafl pay or make relmbursement (as the case may be) of the (ollowing costs and expenses.

() If the proposal to Deepen is made prior to the Completion of such well as & well capable of producing in paying

" quantitics, such Non-Conseating Party shall pay (or rcimburse Consenting Parties for, &s the case may be) that share of cosis
“and expenses incunved in connection with the drilling of said well from the suface to the Initial Objective which Non-

Consenting Party would have paid had such Noa-Comsenting Party agreed to paticipate therein, plus the Non-Consenting
Party's share of the cost of Deepening and of participating in any further operations on the well in accordance with the other
provisions of this Agreement; - provided, however, all costs for testing and Completion or pted Completion of the well
incurred by Consenting Parties prior 10 the point of actual operations to Deepen beyond the Initial Objccnvc shall be for the
sole account of Coasenting Parties,

(b) If the proposal is made for a Non-Consent Well that has been previously Completed as 8 well cepable of producing
in paying quontitics, but is no longer capable of producing in paying quantities, such Non-Consenting Party shall pay (or
reimburse  Consenting Parties for, as the case may be) its proportionate share of all cost of driffing, Completing, and
equipping said well forn the surface to the Initial Objective, calculated in the manner provided in paragraph {s) sbove, less
those costs ped by the C ing Partios from the sale of production “from the well. The Non-Consenting Party shall
lso pay its proportionate share of all costs of re-entering said well.  The Noa-Ce ing Partics' proporti part {bascd
on the percentage of such well Nor-Consenting Party would have owned had it previously participated in such Non-Consent
Wel) of the costs of salvable materials and equipment remeining in the hole and selvable surface equipment used in
conpection with such well shall be determined in accordance with Exhibit “C.° If the Consenting Panies have recouped the
cost of drilling, Complcting, end equipping the well at the time such Deepening op is ducted, then & Non-
Caonsenting Party may participate in the Decpening of the well with no payment for costs mcurved prior to re-entering the
well for Deepening .

The foregoing shall not imply a right of any Cc ing Party to propose any D g for 8 Non-Consent Well prior
@ the drilling of such well to its Initiel Objective without the consent of the other Consenting Partics as provided in Asticle
VIF. .

P

5. Sidemacking: Any party having the right to participate in a proposed Sidetracking oparation that does not own an
interest in the affected welibore at the time of the notice shall, upon clecting to pamticipate, tender to the welthore owners its
proportionate share (equal to its interest in the Sidetracking operation) of the valus of that portion of the existing wellbore
to be utilized as follows: .

{8) If the proposal is for Sid ing an existing dry holc, n:)mblusclmnt shall be on the basis of the scroal come
inourred in the initial drilling of the well down to the depth azwmchche Sidetracking op is initiated

{b) 1€ the praposal is for Sidetracking a well which has previously produced, rimbussement shall be on the basis of
such party's proportionste share of drilling end equipping costs fncurred fn the initial driliing of the well down to the depth
ot which the Sidewacking operstion is conducted, calculated in the manner described in Asticle VIB.4(b) ebove. Such partys
proportionats share of the cost of the well's salvable materials and cquipmem down to the depth m which the Sidewacking
operation is Initiated shall be determined in mrdmcc with the pwvumns of Exhiblx cr
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7. Copformity 1o Spacing Pattern. D it ding the provisions of this Article VL.B.2,, it is agreed that no wells shalt be

praposed to be ddiled o or Completed in or produced from 2 Zone from which a well focated elsewhers on the Contract
Area Is graducing, unless such well conforms to the then-existing well spacing, pwn-u for such Zane.
8—Raving—Wells—No—pasy—chalt duct-any—Reworking—D Pugging-Bosk—Cempletion—R pletion—or

Sidslrasking-opsration-sderhis—agr widh—respect—o—ony—woll—thon—capebleoT-produsing—in—paying—qumtities—sxsopt
ebs 1sent-of 1 ..—-. that hava.aatsal {chad-i inthe-wsll-atth &t feuch. 41
i P
C. Completion olWellr Reworldng and Plugging Back:
1. Completion; Without the consent of all partics, no well shall be drilied, Deepened or Sidetracked, except any well

drilled, Despened or Sidetracked pursuant to the provisions of Article VIB2. of this nyee«mmt. Consent to the drilling,
Deepeaing or Sidetracking shall include:

O QOnption No. I; Al oecessary expenditures for the drilling, Deepening or Sidetracking, testing, Completing and
cquipping of the well, including necessary tankage and/or surface facilities. )

& QOption No. 2: All y expendi for the drilling, Deepening or Sidewacking and testing of the well. When
such well has reached its authorized depth, and all logs, cores and other tests have been completed, and the results
thercof fumished to the parties, Operator shell give immediste notice to the Non-Operators having the rght to
puticipate in a2 Completion attempt whether or not Operafor d ing to Complete the well,
together with Operatos’s AFE for Completion costs if not previously provided. The parties receiving such nofice
shall have forty-eight (48) hours (exclusive of Saturday, Suhdly and Jegal holidays) in"which 1 clect by delivery of
notice to Operdtar to parsicipate in a recommended Completion attempt of to make a Completion proposal with
accompanying AFE. Operator shall deliver any such Completion proposal, or emy Completion proposal eonﬂiciing
with Operstors proposal, to the other parties entitled to pesticipate is such Completion in accordance with the

* procedures specified in Asticle VIB.6. Election to pamicipate in a Completion attempt shall include consent to all
y expendi for the Completing and equipping of such well, including necessary tankage end/or surface

facilities but excluding any stimulation operation not contained on the Completion AFE. Failure of any party
- receiving such notice to reply within the period sbove fixed shall conmstinte an election by that party not to
participate in the cost of the Completlon auempt; provided, that Asticle VLB.6. shall control in the case of
flicting Comp! proposals. If one or more, but less than all of the pastics, elect w0 attempt a Completion, the
provision of Amdc VIB.2. hereof (the phrase *Reworking, Sidewacking, Deepening, Recompleting or Plugging
Back® as contsined in Article VIB.Z. shall be deemed (o include "Completing™y shall apply (o the operations
thereafter conducted by less than sl parties; provided, however, thot Asticle VLB.2. shal! apply seperately to .each

separate  Completion or R pletion attempt undertaken & der, and an clection o b a Non-C ing
Party as to onc Completion or R wlction attempt shall not prcvcnt a party from becoming 2 Comsenting Party
in subsequent Completion or R pleti p gordless whether the Consenting Parties o5 10 earlier
Completi or R letion have ped their costs pursuant to Asticle VIB2., provided further, that amy

recoupment of costs by a Conseating Party shall be made solely from the production aftributable to the Zone in
which the Completion attempt is made. Election by a previous Non-Consenting party to particlpate in 2 subsequent
Compl or R letion ettempt shall require such party to pay its proportionate share of the cost of salvable

'P P

materials and equipment installed in the well pursuant to the previous Completion or R wpledion  attempt,

insofer and only insofar es such materials and equipment benefit the Zone in which such party participates in 2
Completion attxmpt.

2. Rework, Recomplete or Plug Back; No well shall be Reworked, Recompleted or Plugged Back cxcept a well Rewarked,

Recompleted, or Plugged Back pursuent to the provislons of Article VIB.2. of this agreement, Consent to the Reworking,

Recompleting or Plugging Back of & well shall include all y expendi in ducting such operati and
Comylcnng and ¢quipping of said well, including necessary tankege md.lor surface facilities. .
D. Other Operations:

Opesator shall not undertake any single project reasonably estimated to require an expenditure in excess of

FIFTY THOUSAND Dollers (330.000.00 ) except in jon with the
drilling, Sidetracking, Reworking D pening, Completing, R pleting or Plugging Back of a well that has beea previously

suthorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden
emergency, whether of tho same or differem nature, Operator may take such steps wnd imcur such expenses os in its Opinion
are required 1o deal with the emexgency 0 sl[cguard life and property but Opm:!or as promptly as possible, shall report the

gmﬁgmq to m Qm“ parties.  {£-Op prop AFE~for—its ~Op chall_fumish y—on-Operat
thace, "‘-‘oa\nu inal, iaat.-aoctingein £ Ball
questing o ysinate-proj £ in-axasss
[ ) Any pesty who has no1 relinquished its interest in & well shall have the right to propose that

Operator perfonn repalr work or undenake the installation of artificial it equipment or ancillary production facilities such as
sait water disposal wells or to conduct additional work with respect to a well drilled hereunder or other similar project (but
not including the installation of gathering lines or other transportation or marketing facilities, (he installation of which shall
be g d by sep agr b the parties) seasonably estimated to requitc en expenditure in excsss of the
amount first ser forth above in this Article VLD, (except in ion with an operation required to be proposed under
Asticles VIB.I. or VIC.1. Option No. 2, which shall bc governed exclusively be thoss Articles). Operator shall deliver such
proposal o all parties entitled to participate therein. If within thirty (30) days thereof Operator secures the written consent
of any party or parties owning et feast st % of the intesests of the partics entitled to participate in such operation,
each party having the right to participate in such project shall be bound by the terms of such proposal end shall be obligated
to pay its proportionate share of the costs of the proposed project as if it hed consented to such project pursusnt ta the terms

" gf the proposal.

E. Abandonment of Wells:

1. Am;:mg_u_t}_nmy_ﬂg_@, Except for any welt drilled or Deepened pursuant to Article VIB2, sny well which has
been drilled or Deepened under the terms of this agreement and is proposed o be completed es a dry hote shall mot be

-9.
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plugged and abandoned without the consert of all parties. Should Operator, after diligent effort, be unshle to contect any
paty, or should eny party fail to reply within forty-eight (48) hours (exclusive of Saturday, Sundasy and legal holidays) after
detivery of notice of the proposal to plug and abendon such well, such party shall be decmed to bave consented to the
proposed abandoament,  All such wells shall be plugged and abandoned in d with applicsble regulations and at the
cost, tisk and expense of the parties who participated in the cost of drilling or Deq:cmng such well.  Any party who objects o
plugging end abandoning such well by notice delivered to Operator within forty-eight (48) howrs (exclusive of Saturday,
Sunday and fegal holidays) after delivery of aqtice of the praposed plugging shall take over the well es of the end of such
forty-cight (48) hour notce period and conduct further operafions in search of Oil andlor Gas subject fo the provisions of
Asticle VLB.; faiture of such party to provide proof reasonsbly satisfactory to Opetstor of ha financlal cepebifity to conduct
such operations or (o take over the well within such period or thereafier to d perati on such well or plug and
sbandon such welt shall entitic Operator to retain or take possession of Wie well and plug and abandon the well. The party
taking over, the well shall indemnify Operator (if Operstor is an abandoning party) and the other abandoning pasties against
liability for any further operations conducted on such welf cxcopt for the costs of plugging and abandoning 1he well od
restoring the surfzce, for which the abandoning partics shall remain propomonazely liable.

2. Ahagdonment of Wells Thut Have Produced: Except for any well in which a Non-Consent operation has been

" conducted hereunder for which the Consenting Parties have ‘not been fully reimbursed as herein provided, any wefl which hes

been completed es a producer shall not be plugged and sbandoned without the consent of all partics. If all parties consent to
such abendonment, the well shall be plugged end abandoned in d with appli (bl {E and @t the cost, sk
and expense of all the puwties hereto. Failure of a party to reply within sixty (60) days of delivery of notice of proposcd
abandonment shall be deemed an eleclios 10 consent w0 the proposal. [If within sixty (60) dmys after detivery of notice of the
proposed abandonment of any well, al) parties do not agree to the ebandonment of such well, those wishing to continus its
operation from the Zone then open to production shall be obligated to take aver the well as of the expiration of the
spplicable notice period and shall indemnify Operator (if Operstor is en abandoning party) and the other abandoning pastics
egainst liability for any further operations on the well conducted by such parties. Failure of such party or parties to provide
proof reasonably satsfactory to Operator of their financial capability (0 conduct such operations of to take over the well
within the required period or thereafter to conduct operations on such well shall entitle operstor to setain or take possession
of such well and plug and abandon the well.

Parties taking over & well s provided hergin shall tender to each of the other paties its proportionate share of the value of
the well's salvable material aad zquipmeat, detormined in accordancs with the provisions of Exhibit "C;" less the estimated cost
of salvaging and the estimated cost of plugging and abandoning and restoring the surface; provided, hawever, that in the event
the estimated plugging and sbandoning end surface restoration coss and the estimated cost of salvaging are higher than the
value of the well's salvable material and equipment, each of the abandoning. parties shall tender to the parties continuing
optrations their proportionate shares of the estimated oxcess tost Each sbandoning party shal) assign to the non-sbandoning
pauties, withou! warranty, express or implied, a5 to title or as to quantity, or fitness for use of the equipment and matecial, all
of its interest in the wellbore of the well and related equipment, together with its interost in the Leaschold insofar and only
insofer as such Leasehold covers the right to obtain preduction from that wellbore in the Zane then open 1o production. H the
interest of the abandoning party is or includes and Oit and Gas Interest, such party shall exccute and deliver to the non-
sbandoning party or partics an oil and gas leasc, limited to the welibore and the Zone then open to producticn, for a term of
one (1) year and so long thercafer as Oit endfor Gas is produced from the Zone covered ‘thereby, such lease to be on the form
attached as Exhibit *B." The assignments or leases so limited shall encompass the Drilling Unit upon which the well is located:
The psymcms by, and the nssngnmeuts or leascs fo, the assignees shall be in & ratio based upon the mlanonshlp of their

P g of participation io the Contract Area to the aggrepate of the percentsges of participation in the Contract
Axca of all essignees. There shall be no readj of i inthe gp of the Contract Area, .

Thereafer, sbandoning parties shall have no further responsibility, liability, or interest in the operation of or production
from the well in the Zone then open other than the royalties retained in any lease mede under the terms of this Asticle. Upon
request; Obeutm shall continue to operate the assigned well for the account of the non-sbandoning parties ar the rales and
chasges plated by this ags t. plus any sdditional cost md charges which may arise a5 the result of the separate
“ownership of the essigned well. Upon proposed sband of the producing Zone assigned oc leaséd, the assignor or lessor
shel! then have the option to rcpurchase its prior interest in the well (using the samc vatuation formula) and participate in
further operations therein subject to the pravisions hereof.

3. Abapdonment of Non-Consent Qoerations. The prov(snons of Article VLEl ot VIE.2. ajove shall be applicable as
between Consenting Parties in the event of the proposed abandonment of any weu excepted from said Articles; provided,
however, no well shall be permanenty plugged and abandoned unless and until el parties having the right to conduct further
operations therein have boen notified of the propesed abendonment and afforded the opportunity to elect to take over the well
in d with the provisi of this Article VLE: and prgvided further, that Mon-Conseating Partics who own an interest
in a portion of the well shall pay their proportionats shares of abandonment and surface restoration cost for such well as
provided in Article VI.B2.(b).

F. Termination of Operutions:

Upon the ment of an opetarion for the drilling Reworking, Sidetracking, Plugging Back, Deepening, testing,
Completion or plugging of a well, including but not limited to the Initial Well, such operation shall not be terminat=d without
eonscnt of pmm bearing __S1_% of the costs. of such opesation; provided, however, that in the cvent granite or other
practically imp bl b or condition in the hole is tncountesed which renders further operstions impractical,
Operator may discontinuc. operations and give notice of such condition in the manner provided in Aricle VIB.1, ad the

- provisions of Astice VLB, or VLE. shall theceafter apply to such operation, 2s appropriate.

G. Taking Production in Kind:
& QOption No. 1: Gas Bnhndno reement Aftached

Each party shalt }I mﬁc n \nr of scpuately dispose of its proportionate share of all Oil and Gas produced from the
Contract Area, exclusive of production which may be used in develop and producing operations and in preparing md
treating Qil and Gas for marketing purposes and producti idably lost. Any extra expenditure incurred in the taking
in kind or separste disposition by any paty of its proportionats share of the production shall be bomne by such party. Any
party iaking its share of production in kind shell be required to pay for only its proportionate sherc of such part of
Operaior’s surfece fasilities which it uses.

Each party shall exccute such division ordess end contracts as may be necessary for the sale of ws interest in
production from the Contract Area, and, except as provided in Aticle VILB, shall be cotitled o reccive payment

-10-
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directly from the purchaser theseof for its share of all production.

If any paty fails to make the avangements necessary to take in kind or separately dispose of its proportionate
sharo of the Oil produced from the Contract Arca, Operetor shall have the right, subject to the revocation at will by
the party owning it, but not the obligaton, to purchase such Oil or sch it to others at any time and from time to
time, for the account of the non-aking paty.  Any such purchase or sele by Operator may be terminared by
Operator upon &t Jeast ten (10) days written notice to the owner of said production wnd shall be subject always to
the right of the owner of the production upon at feast ten (10) days written notice to Opérntor W cxercise at any
time its right to take in kind, or scparately dispose of, its share of all Oil wot previously delivered to a purchascr.
Any purchese or salc by Operator of any other pasty's sharc of Oil shall be only for such reasoneble perfods of time

8 are i with the mini needs of the industry under the particular circumastances, but in no cvent for a
period in excess of onc (1) year, ’
Any such sac by Opemtor shall be in a manner ally ble under the ci but Operator

chall heve ng duty to share may existing market gr to ohtain a price equal to that received under any existing
market. The sale or delivery by Operator of a non-tuking party’s share of Qil under the tenms of any wxisting
contract of Operator shall not give the non-taking party sny intersst in or make the non-teking paty a party to said
contract, No purchese shall be made by Operator without fust giving the non-aking paty at least tea (10) days
written notice of such intended purchase and the price to be paid or the pricing basis to be used.

A) panies shall give tmely writicn notice 1o Operstor of ‘their Ges marketing amangemeny for the following
month, excluding price, end shall notify Opcrator immediately in the event of o chenge in such amangements.
Operator shall maintain records of all marketing amsngements, and of volumes actually sold or transported, which .
récords shell be made available to Non-Operators upon reasonable request.

In the cvent one or more partics' Scparate disposition of its shart of the Gey causes split-stream deliverics to separate
pipelines andlor deliverics which on & day-to-day hasis for any reason are not exaotly equal 1o g party's respective proportions
ale share of total Gas sales to be allocated to it, the balencing or accounting between the pertics shall be in accordance with
any Gas balancing egrezment botween the pucties hereto, whether such an agreement is ettached as Exhibit "E" or is 2
separate egreement.  Operator shall give notice to all pasties of the first sales of Gas from any well under this agreemont.
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ARTICLE VL.

EXPENDITURES AND LIABILITY OF PARTIES '

A Liability of Pacties:

The lisbility of the parties shall be scveral, not joint or collective. Each ‘party shall be responsible only for its obligations,

and shall be lisble only for its proportionate share of the costs of developing and operating the Contact Asea. Accerdingly, the
liens gronted among the parties in Article VILB. ere given to sccure only the debts of each severally, and no pany shall have
any lishility to third partics hercunder 1o satisfy the default of any other party in the payment of any oxp or obligati

hereunder. 1t is not the jatention of the parties w0 creats, rior shall this agreement be construed a5 creating, 8 mining or other
partership, joint venture, agency relationship o essociation, or (o render the parties liable as parmess, co-venturers, or
principals. In their relations with each other under this sgreement, the perties shall not be considered fiduciarics of o have
established & confidential rclationship but rather shall be free to act on an erm's-length basis in accordence with ticir own

respective seMf-interest, subject, however, 10 the obligation of the parties to sct in good faith in their dealiogs with each othes
with respect to activities hereunder, T
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B. Liens and Security Interests:

Euch party grants to the other perties hereto a fien upon any interest it aow owns or hereaRter ‘acquires in Oil md Ons_
Leases and Oif and QOus Intorests in the Contract Ases, and a security interest snd/or purchese moncy scousity intecest in my
interest 1t now owns or hereafler moquires in the personal property end fixtures on or used or obrgined for usc in

thaewith, to secure performance of all of its obligations under this agr including but not limited to payment of expense,
interest and fees, the proper dishursement of all monies peid h der, the assi t or relinguish of intaest 10 Ol
and Gas Lesses as required haxeunder, and the proper perfc of operations b des. Such lien and security interest
gronted by cach party bereto shall include such party's leaschoid 3 workmg perating rights, and royalty end
overdding royalty interests in the Contract Area now owned or hereafter acquxmd and in lends pooled or unitized therowith or
otherwise becoming subject to this agreement, the Off and Gas when extracted therefrom and ituated thercon or
used or obtained for use in jon therewith (including, without limitation, all wells, tools, and tuhula: goods), and accounts
(including, without limitation, arising from gas imbalances or fram the sale of Oll and/or Gas at the wellhead),

contract rights, inventory and general intangibles relating therewo or arising therefiom, and all prooeeds and prod of the
foregoing,

To perfect the lien and security agreement provided hcn:m each party hucm shall executc and scknowledge the secording
supplement and/or any ft 2 t prepesed d by any pmty hereto in conjunction herewith or ar any time
following, execution hereof, and Opertor is authorized to file this agy or the ding supgpl d hegewith as
a licn or mortgage in the applicable real estate records and es & financing statement with the proper officer under the Uniform
Commercial Code in the staie in which the Contract Area s situsted and such other states as Operator shall deem appro;mm.
to perfect the security interest granted hercunder.  Any party may file this agr L, the ding supp
herewith, or such other documents a5 it deems necessary as a lien or moartgngs In the applicable reaf estate rewxds arld/ur [

and

’ i inancing stetement with the proper officer under the Uniform Commercial Code,

Each party represents and warrants 10 the other parties horeto that the lien and socurity interest granted by such party G
the other partics shall be a first and prior lien, and cach parly hereby agrees to maintain the priority of seid lien and security
interest against all persons acquiring an interest in O] and Gas Leases and Interest d by this eg by, through or
under such paty.  All partics acquiring an interest in Oil and Gas Leases and Oil and Gas 1 d by this agr t,
whether by assignment, mesger. morgege, opcration of law, or otherwiss, shall be decmed to have teken subject
to the lien and security intesest granted by this Article VILB. as to all obligations attributable to such interest hereunder
whether or got such obligations arise before or after such interest is acquired.

To the cxtent that parties have a sccurity Interest under the Uniform Commercial Code of the state in which the
Contract Area is situated, they shall be entitled to exercise the rights and remedies of a sccured party under the Code.
The bringing of a suit and the obuining of Judgment by a party for the secured indcbtedness shall not be deemed on

. electlon of remedies or otherwise affect the lien rights or sccurity interest es security for the payment thereof In

eddition, upon default by any party in the payment of its share of expenses, interests or fees, or upon the improper use
of funds by the Operator, the other pasties shall have the right, without prejudice to other rights or remedies, to coflect
from the purchaser the proceeds from the sale of such defaulting party's share of Oil and Gas until the smount owed by
such party, plus interest as provided in “Exhibit C,” has boen received, end shall have the right to offset the amount
owed against the proceeds from the sale of such defaulting party’s share of Qil and Gas, Al purdumcn of production
may rely on @ notification of defsult from the aon-deftulting party or parties stmng the amoum duc a5 a resylt of the
default, and ol parties waive any recourse available against purchasets for rel g prod p ds as provided in
this paragraph.

* If any party fuils to pay its share of cost within ano hundred twenty (120) days after rendition of e statement therefor by
Operater, the non-defaulting parties, including Operaior, shall upon request by Operator, psy the unpeid amount in the

. proportion that the interest of cach such paty bears to (he interest of afl such partics. The amount paid by cach panty so

paying lts share of the unpaid emount shall bo secured by the Jiens and security rights described in Asticle VILB, and each
paying party may independently pursue any remedy available hercunder ar otherwise.

if any party does not perform all of its obligations hereunder, and the failure to parform subjects such party to foreclosure
or P to the provisions of this agr ,tolhccxl:n( ! ‘by,, luwthe faulti
party waives Imy available right of redemption from and after the date of j any required val or apprai
of the tnoxtgnged or sccured property prior to sale, any available right © stay exccutum of 1 require 2 marshating of assets
and wny fequired bond in the event a receiver is appoinied. In addidon, to the extent permitted by applicable law, each party
hereby grants W the other pardes 2 power of sale as to any property that is subject to the lien end security rights granted
heceunder, such power to be exercised in the manner provided by applicable law or otherwise in a commerolelly ressonable
manner and upon reasonsble notice. :

Each party agrees that the other partics shall be cntiled to utilize the provisions of Oil and Gas fien law or other lien
taw of any stete in which the Contuct Asca ls situated to enforee the obligetions of each party hereunder. Without limiting
the generality of the foregoing, to thc oxtent permitted by applicable law, Nop-Operators agree that Operator msy invoke or
utiize the mechanics' or materialmen's lien law of the state in which the Contract Area is situsted in order to secure the
payment to Operator of any sum  due hereunder for  services performed o  materials  supplied by Optratorn
C. Advances: :

Operstor, at its election, shall have the right from time to time to demand and receive from one or more of the other
partics psyment in advance of their respective shares of the estimated amount of the expense to be incurred in operntions
hereunder during the next succeeding month, which right may be exercised only by submission to cach such party of an
itemized of such osti d expense, together with an invoice for its sharo thereof. Each such statement end invoice
for the payment in advance of cstimated cxpense shall be submitied on or beforo the 20th day of the net preceding wonth,
Each patty shall pay to Operitor its proportionatc share of such estimate within fifteen (15) days after such estimetc and
invoice is rectived, If any party fails to pay ls share of said estimac within seid timc, the amount duc shalf bear intorest as
provided in Exhibit "C* until paid. Proper adjustment shall bc made monthly belween advences and acwal expense to the end
that each party shall beer end pay its proportionate share of actual expenses incurred, and no more.

D. Defaults aad Remedtes:

I eny party fails to discharge any financial obligation under this ag t, lncluding without limitation the failure to
meke any advence under the preceding Asticle VILC. or eny other provision of this agreement, within the period required fos
such payment hereunder, then in eddition w the remedies provided in Adticle VILB. or clsew! in this agn e
remedies specified below shall be applicsble. For purposes of this Article VILD., aJl aotices and elections shall be delivered
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only by Operntor, except thar Operstor shall deliver any such notice end elect q d by a defauiting Non-Operator,
and when Operator Is the party in default, the applicable notices and elections can be delivered by amy Non-Operstor.

Election of any one or more of the following dies shall not preclude the subseq use of any other remedy specified
below or otherwise available to a non-defaulting party.
1. Suspension of Rights; Any party may deliver to the party in default 8 Notice of Default, which shall specify the default,

specify the action 10 be taken to cure the default, end specify that fajlure to take such action will result in the exercise of one
or more of the remedies provided in this Asticle. If the defeult is not cured within thirty (30) days of the delivery of such
Notice of Default, all of the rights of the defoulting party granted by this agreement miay upon notice be suspesded uniil the
default is cured, without prejudice to the right of the non-defaulting pemy or panties 1o coutinue to enforce the obligations of
the defaulting party previously accrued or thereafter accroing under- this -agreement. If Operator is the party in defoult, the
Non-Operators shall have in addition the ¢ight, by vote of Non-Operators owming 2 majocity in interest in the Contract Area
after excluding the voting interest of Operstor, (o appoint a new Operator effective immediately. The rights of a defauiting
party that may be suspended | der at the eleotion of the defaulting parties shall include, without limitation, the right
o receive mionnnxian 8s o any opmhon conducted. hereunder during the period of such default, the sight to clect to
in an op prop - under Atticle VIB. of this sgreement, the dght o participate in an operation being
conducted under this agreemest even if the party has previously elected 1o participate in such. operation, and e sight to
receive procotds of production from any well subject to this agreement.

2. Suit for Damaeses: Nos-defaulting parties or Opesator for the bencfit of non-defaulting parties may sve (at joint
account expense) to collect the amounts in default, .plus interest accruing on the amounts refovered from the date of default
until the date of collection at the rate specificd in Exhibit "C" attached hereto. Nothing herein ‘shall prevent any party from
suing any dcfaulting party to collect consequential damages accruing to such party as a result of the default.,

3. Deemed Non-Copsent: The non-defaulting party may deliver a writtsn Notice of Non.Consent Election to the
defaulting party at eny time afier the expiration of the thirty-day cure period following, delivery of the Notice of Default, in
which event if the billing is for the drilling a new well or the Plugging Beck, Sidetracking, Reworking or Deepening of a
well which it 1o be or has been plugged as a dry hole, or for the Completion or Recompletion of any weli, the defaulting
porty will be conclusively dzemed 1o have clected not to participate in the operation and to be a Non-Consenting Party with
tespect thercto under Ariicle VIB. or VIC, as the casc may be, to the odent of the costs unpaid by such party,
notwitt ding any clection to pasticipate theretoforc made. I, election is meade to p d under this provision, then the
nondefultlng partics may not elcct to suc for the unpaid amount pursusat to Article VILD.2.

Until the delivery of such- Notice of Non-Consent Election to the defaulting party, such party shall have the right to cure
its defautt by paying its uopaid share of costs plus interest at the rate set forth in Exhibit “C," provided, however, such .
payment shall not prejudice the rights of the non-defaulting parties to pursue dies for d d by the non-
defaulting, pastics s & result of the default,  Any interest relinquished pursuant to this Asticle VILD.3. shalt be offcred to the

defaulting parties in proportion to their interests, end the non-defaulting partics clecting to participate in the hi
of such nterest shall be required w0 contribute their shases of the defaulted amount upon their election to participate therein.

" 4. Advance Puyment; If a default is not cured within thirty (30) days of the delivery of a Notice of Default, Operator, or
Noa-Operators  if Operator s the defeniting party, may thereafler require edvance psyment from the defauiting
party of such defaulting pesty’s anticipated share of any item of expense for which Opeater, or Non-Operators, a3 the case may
be, would be entitled to reimbursement under any provision of this agreement, whethes or not such expense was the subject of
the previous \defaolt,  Such right includes, but is not limited to, the right to require edvence payment for the estimsted costs of
drilling a well or Compiction of a well as to which an election 10 paticipate in drilling or Completion has been made.  If the
defaulting party fails to pay the required advance payment, the non-defaulting parties may pursuc any of the remedies provided
in the Article VILD. or amy other default emedy provided elsewherc in this agreement.  Any excess of funds advanced remsining
when the operation is completed and all costs have beon paid shali'be prompily reumed to the advancing party.

5. Costs_and Attameys’ Fces: In the event sny party it requiced to bring legal proceedings 10 enforce any financial
obligation of & party hereunder, the prevailing party in such action shafl be enfitled to rccover sll court costs, costs of

flection, and & bi /s fee, which the lien provided for hercin shall also secure.
E. Rentals, Shut-in Well Puymeats and Minimum Royalties:

Rentals, shut-in well payments and minimuta royalties which may be nqulred under the terms of any lease shall be peid
by the party or parties who subjected such lease 0 this agreement at its or their expense. In the cvent two or more parties
own and have conuibuted interests in the same lease to this agreement, such parties may designate one of such parties o
meke stid payments for and on behalf of sl such parties. Any paty may request, and shall be entitled to receive, proper
evidence of all such payments. In the cvent of failure to make proper payment of any reatel, shut-in well paymeat or

toyalty through mistake or ight where such payment i3 required to continue the lease in {Sme, any loss which
results from such non-payment shall be bome in dance with the provisions of Article IV.B.2.

Qperntor shall notify Non-Opemtors of the anticipated ocomplotion of a shut-in well, or the shutting fn or retum to
production of a producing well, at least five (5) days (excluding Saturday, Sunday, and legal holidays) prior to taking such
action, or af the carliest opportunity permitted by circumstances, but assumes no Jiability for failure to do so. In the event of
failure by Operator to 50 notify Non-Operators, the Joss of any lesso contributed herctn by Non-Operators for fuilure to make
timely psyments of any shut-in well payment shall bc bome jointly by the paties hereto under the provisions of Aniclé
IV.BA. )

F. Taxes:

Beginning with the first colendar year after the effective date h:rwi’. Operator shall render for ad valorem (axation ell
property subject to this agreement which by law should be rendered for such taxcs, and it shall pay alf such taxes agsessed
thereon before they become delinquent.  Prior to the rendition date, each Non-Operator shall fumish Operator information as
o hurdens (to include, but not be limited to, royalties, ovemiding royalties and production payments) on Leases and Oil and
Gns Interests contributed by such Non-Operstor, [IF the essessed valuation of any Lease is reduced by reason of its being
subject to outstanding excess royalties, overriding royaities or production pay the reduction in ad valorem taxes
resulting therefrom shall inure to the benefit of the owner or awners of such Leasc, and Operator shall adjust the charge to

" such owner or owners so a3 to reflect the bencfit of such reducdon. If the ad velorem wres are based i whole or in part

upon separate veluations of each party's working interest, then notwithstanding anything to the contrary hercin, charges to
the joint account ghall be made and paid by the pasties hereto in accordance with the tax valoe generated by cach puwty's
working interest.  Operator shall bill the other pnnicé for their proportionate shares of all tax payments in the manner
provided in Exhibit "C.*
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U Operator considers any tax assessment umproper, Operator may, & its discretion, protest within the Gme and mamner
prescribed by law, and prosecute the protest to a final determination, unless all paries agree to abandon the protest prior to final
determination. During the pendency of inistrative or judicial p dings, Operator may elect to pay, under protest, all such taxes
and eny intcrest and penalty, When any such protested assessment shall have been finally determined, Operator shall pay the tax for
the joint account, together with any interest and penalty accrued, end the total cost shall then be assessed against the partics, od be
paid by thewm, 25 provided in Exhibit *C*

Each party shall pay or cause to be paid all producti ¢, excise, gathering and other taxes imposed upon or with respect
to the production or handling of such party’s share of Gil and Gas produccd under the terms of this agreement.
ARTICLEVHL

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

The Leases covercd by this agreement, insofar as they embrace screage in the Com.rm:i Area, shell not be sumendered in whole
or in part unless all pardes consent thereto.

However, should any party desire to surrender its interest in any Lease or in any portion thereof, such party shall give written
notice of the proposcd survender to ali partics, and the paties to whom such notice is delivered shall have thity (30) days after
delivery of the notice within which to notify the party ﬁmposing the samender whether they clect 00 consent thereto,  Failure of &
party o whom such notice is delivered to reply within said 30-day period shall constitite a consent to the surrender of the Leases
described in the notice. If all parties do not agree or consent therefo, the party desiring to surrender shall assign, without express of
implied warmranty of title, ell of its interost in such Lease, or portion thereof, and any well, material and cquipment which may be
Jocated thereon end any rights fn production thereafier secured, to the parties not consenting to such sumender. If the interest of the
assigning party is o1 includes an Oil and Gas Interest, the assigning party shall exccuts and deliver to the party or parties not
conseating 1o such surrender an oil and gas lease covering such Oil and Gas Interest for a term of one (1) year and so long
thereaficr as Oif and/or Gas is produced from the land covered thereby, such lease to be on the form attached hereto s Exhibit “B."
Upon such assignment or lease, the essipning pasty shell be relieved from all obligations thereafl ing, but not theretofore
sccrued, with respect to the interest assigned or leased and the operation of any well atrributable thereto, and the assigning party
shall have no further interest in the assigned or leased pramises and its equip and p other than the toyalties retained
in any lease made under the terms of this Articls. The party assignee or fessee shall pay 1o the party assignor or lessor the
reasonable salvage value of the lamer’s intesest in any well's salvable materials and equip ibutable to the assigned or leased
ecrenge, The value of alf salvable materials snd equj shalt be determined in accord with the provisions of Exhibit "C,” less
the estimated cost of salvaging and the estimated cost of plugging and sbandoning and restoring the surface. If such value is less
than such costs, then the party assignor or lessor shall pay to the party assignee or lessee the amount of such deficit If the
assignment or lease is in favor of more than one party, the interest shafl be shared by such parlies in. the proportions thet the
inteiest of each bears 1o the total inferest of all such parties. If the interest of the parties 10 whom the assignument is 10 be made
varits according to depth, then the interest assigned shail similarly refiect such variances.

Any assignment, lease or surrender made under this provision shall not reduce or change the assignods, lessor's or dering
party's interest as it was immediately before the assi t, lease or der in the balance of the Contract Area; end the sorcage

d, leased or dered, and t operations thercon, shall not thereafter be subject fo the terms and provisions of this

P

q

" agrosment but shall be decmed subject to an Operating Agreement in the form of this egrecment.

B. Renewal or Extension of Leases:

If any party secures & rencwal or replacement of an Oil and Gas Lease or Interest subject to this agreement, then ell other parties
shall be notified promptly upon such acquisition or, in the case of a replacement Lease taken before expiration of an existing Lease,
promptly upon expiration of the existing Lease. The parties notified shall have the right ior 8 penod of thirty (30) days fotlowing
delivery of such notico in which to tlect to participate in the’ hip of the renewal or rep Lease, insofar as such lease
effects lands within the Conract Area, by paying m the party who acquired it their proporti shares of the acquisition ¢ost
sllocated t that part of such Lease within the Contract Area, which shall be in proportion to the interest held at thet Tme by the
partics in the Contract Aren.  Each party who participates in the purchase of a renewal or replacement Lease shall be givén an

of its proportil interest therein by the acquiring party. .
If some, but lcss than all, of the paiu‘es elect to perticipate In the puset of a 1 or repl Lease, it shnll be nwaed
by the parties who elect to participate therein, in s ratio based upon the refati p of their respective p tage of.p p in
the Contract Ares o the aggregate of the percentages uf participation in the Contrad Area of all partics pamnpw':x in the
purchase of such 1 or rep! Lease. The acquisidon of a renewal or replacement Lease by any or all of the parties hereto
shall not cause a readjustment of the interests of the parties stated in Exhibit *A,* but any rencwa! or replacement Lease in which
less then all partics elect to participare shall not be subject to this agreement but shall be deemed subject  a separate Operating
Agreement in the form of this sgreement. .

if the intecests of the parties in the Coatract Area vary according to depth, then their right to participate proportionately in
rencwal or replaccraent Leases and their righit to receive an assignment of interest shall also refiect such depth vesiances,

The provisions of this Article shall apply to renewal or replacement Leascs whether they are for the entire interest covered by
the expiring Leass or cover only & portion of its &rca or an inferest therein. Any rencwal or replacement Lease taken before the
expiration of its predecessor Lease, or taken or contracted for of becoming effective within six (6) months after the expiration of the

- existing Lease, shall be subject to this provision so long as this sgreement is in effect at the time of such scquisition or st the time

the } or repk Lease b cffective; but any Lease taken or contracted for more than six (6) months after the
expiration of an existing Lease shell not be dsemed a renewal or replacement Lease and shall not be subject to the provisions of this
agreement .

The provisions in this Article shall also be applicable to extensions of Oil and Ous 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 & well or any other
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other operation end shall
be 2pplied by it against the cost of such drillixig ot other operation. If the contribution be in the form of acreage, the party to whom
the contribution is made shall promptly tender en assignment of the rareage, without wamanty of title, to the Drilling Parties in the
proportions said Drilling Parties shared the cost of drilling the well. Such acreage shall become a scgarate Contrect Area and, to the
extent possible, be governed by provisions identical to this agreement Each party shall promptly notify ali other parties of any
oaczeage or cash contributions it may obtain in. support of any well or any other operation on ths Contract Ares.  The ebove
provisions shall also be gpplicable to optional rights to eam ecreage outside e Contract Arca which are in suppart of well drified
inside Contract Area. h
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If any party for any ideration relating to disposition of such party's share of sub produced h des,

such considcration shail not be deemed a contribution as contemplated in this Asticle VIILC.

D. Assignment; Muintenaoce of Uniform Ioterest:

For the purpose of maintaining uniformity of ownership in the Contract Area in the Oil and Gas Leases, Oil end Gas
wells, i ad production covered by this sgscoment no party shell sell, encumbes, tansfer or make other

dlsposdmn of its interest in the Oil and Gas Leases and Oil and Gas latercsts embraced within the Coutract Arca or {n wells,

quip and production unless such disposition covers either:

L. tha entire mrcnsxofu:epmymsll Qil end Gas Leases, Qil and Gas 1 wells, equip and production; or

2. an equal undivided percent of the party’s present interest in all Ol and Gas Leases, Oil and Gas Inrerests, wells,
equipment and production in the Contract Arca.

Every ssle, encumbrence, transfer or ather disposition made by eny party shail be made expressly subject to this agreement
and shall be made without prejudice o the right of the other pactics, and eny transferee of an owmership interest in any Oil and
Gas Lease or Interest shall be deemed a party to this sgreement as o the -interest cooveyed from and after the effective date of
the wansfer of hip, provided, t . that the other parties shall not be required to racognize any such sele,
eacumbrance, transfer or other disposition for any purpose hereunder umtit thirty (30) days after they have received a copy of the
instrument of transfer or other satisfaciory evidence thereof in writing from the feror or transf No assignment o1 other
disposition of interest by a party shall eclicve such party of obligations previcusly incurred by such party hereander with sespect
1o the interest transferred, including without limitation the obligation of & panty to psy all costs atwibuteble to an operation
conducted hercunder in which such party hes agreed to participate prior to making such assignment, and the lien and security
interest granted by Article VILB. shall continue to burden the interest ransferred to seoure payment of any such obligations.

If, et eny time the interest of any party is divided among end owned by four or morc co-owners, Operator, at its discretion,
may require such co-owneis to appoinl a single trustee or agent with full anthority to receive notices, approve expenditures,
receive billings for snd approve end puy such pasty's shate of the joint expenses, and to deal geaerally with, end with power to
bind, the co-owners of such party's interest within the scope of the operati braced in this agr t b , alt such co-
owners shall have the right to enter into and execute all or ag for the disposition of their respective shares of
the Oil and Gas produced from the Contract Area and they shall have the night to receive, separately, payment of the sale
proceeds thereof.

E. Waiver of Rights ts Partition:

If permited by the laws of the statec or states in which the property covered hereby is located, cach party hercto owning an
undivided Interest in the Contract Area waives any and all rights it may havc to pestition end have set aside to it in severahy its
sndivided interest thereim,
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ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

. If, for federal inzome tax purposes, this agreement and the operations h der arc tegarded as a p hip, and if the
parties have not otherwiss agreed to form & tax partnership pursuant to Exhibit "G" or other agreement between them, each
party thereby effected elects to be sxcluded from thc'rr" ion of all of the provisions of Subchapter "K.* Chapter I, Subtitle
A of thc Internal Revenus Code of 1986, es amended ("Code”), as permitted and euthorized by Section 761 of the Code and
the reg p Igated th der. Operator is authorized and directed to execute on behalf of tach party hereby affected
such evidence of this clection s mey be required by the Secretary of the Treasury of the United States or the Federal Intemal
Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, and the data required by -
Treasury Regulation §1.761. Should these be any requirement that each party hereby affected give further cvidence of this
election, cach such party shall execute such documents and furnish such other evidence 83 may be required by the Federal Internaf
Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other action
inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the Contract

" Asen is located or any future income tax laws of the United States comain provisions similar to those in Subchapter “K,” Chapter

1, Subtitle “A.* of tho Code, under which an ¢lection similar to that provided by Section 761 of the Code is permitted, cach party
hereby affected shall make such election as may be pemitted or required by such laws. ln making the foregoing clection, cach
such party states that the income derived by such party from operations R der can be adequately 4 ined without the
computation of partnership taxable income.

ARTICLEX.
CLAIMS AND LAWSUITS

Operator may setde any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure
‘does not excesd _Twenty-five thousand Dallars (S.25,000.60 ) end if the payment is in complete settlement
of such claim ot suit I the amount required for scttlement exceeds the above amount, the parties hereto shall asgume aud take over
the further handling of the claim or suit, unless such aathority is delegated to Operator. All costs end expenses of handling settling,
or otherwise discharging such claim or suit shall be a the joint expense of the parties participating in the operation from which tho
claim or suit aises. If a claim is made against any party or if any party is sued on account of any rmatter arising from operatans
hercunder over which such individual has no control bectuse of the rights piven Operator by this agreement, such party shell
immedistely notify all other parties, and the claim or suit shell be treated as any other claim or suit invelving operations hereunder.
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ARTICLE XL
' FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majewre to cary out ity obligations under this agreement, other
than the obligation to indemnify or make woney payments or fumish sccurity, that party shall give to all other parties
prompt written notice of the force majeurc with reasonably full particulars concerning it; thereupon, the obligations of the
party giving the notice, so far as they are affected by the force majeure, shall be suspended during, but no longer than, the
continuance of the force majeure. The term “force majeure” &s here employed, shall mean an act of God, strike, lockout, or
other industrial disturbence, act of the public eaemy, war, blockade, yubhc not lightening, fire, storm, flood or other ect of
nature, explosion, gover 1 acticn, g ! delay, int or ilability of equipment, and any other
cause, whether of the kind Spu:lﬁcally cnumerated above or othervwise, which is not reasonably within the ccmtml of the party
claiming suspension.

The affected party shall use all reasonable diligence to temove the force majowre situation as quickly as practicable. The
requireiaent that any force maojeure shall be remedied with ail reasonable dispatch shall not require the scttlement of strikes,
lockouts, or other labor difficulty by the party involved, contrery 1o its wishes; how all such difficulties shall be handled shall
be entirely within the discretion of the party d

ARTICLE X1,
NOTICES

Al notices authorized or required between the paties by any of the provisi of this agr unless otherwise
specifically provided, shall be in writing and delivered in persor or by United States mail, courier service, telegram, telex,
telecopier or any other form of facsimile, postage or cbarges prepaid, and addressed to such pasties at the addresses listed on
Exhibit "A."  All telephone or oral notices permitted by this agreement shall be confimned immediately thereafier by written
notice. The originsting notice given under any provision horeof shall be deemed delivered only when recsived by the paty ©
whom such notice is directed, and the time for such party to deliver any notice in response thereto shall run from the date
the originsting aotice is received. “Receipt” for purposes of this zgreement with respect 1o written notice delivered hereunder
shalt be actus) delivery of the notice to the address of the party to be notified specified in eccord: with this agr or
1o the telecopy, facsimile or telex machine of such party. The sccond or any responsive notice shall be decmed delivered when
deposited in the United States mail or- &t the office of the courier or tefegraph service, or upon treasmittal by telex, telecopy
or facsimile, or when personally delivered to the party to be notified, provided, that when response is required within 24 or
48 hours, such response shell be given orally or by telephone, telex, telecopy or ather facsimile within such period. Each party
shall have the right 1o change its address at any time, and from time to time, by giving written notice thereof to all other
parties, If a party is not aveilzble to receive notice orally or by wlephone when a party aitempts to deliver a notice required
to be delivered within 24 or 48 hours, the notice may be delivered in writing by any other method specified herein and shall

be deemed delivered in the samo menner provided above for any responsive notice.

ARTICLE XII¥.

TERM OF AGREEMENT
This agrecment shall remain in full force and cffect es to the Oil and Gas Leases and/or Oil -and Gas Interests subject
hercto. for the period of time selected below; provided, howeves, no party hereto shall ever be construed as having tny right, titde
of interest in or to any Lease or Oil and Gas Interest wntn}mted by any other party beyond the term of this sgreement.

and—Gas—Leases—subjeci—to—this ramain
30085 TSR

& 3 rtofthe-ContrastA hather b duct 4 1 th
foroe-a5 P LA P hakdl

© Qptiop No. 2: In !he event the well described in Asticle VIA, or any subseducm well drilled under any provision
" of rhu agreement, results in the Completion of a well as a well capable of production of Oil end/or Gas in paying
this agi t shall g in force so long es any such well i5 capable of production, and for an
additione) perind of __180 days thereafter; provided, however, if, prior o the expiration of such
edditionel period, one or more of the parties hereto are engaged in drilling, Reworking, Decpening, Sidetracking
Plugging Back, testing or pting to Complete or Recomplete & well or wells hercunder, this agreement shall
continge in force until such cperations have beca pleted and if production results therefrom, this agr
shall inue in force as provided herein. In the event the well described in Atticle VLA, or any subscquent well
drilied hereunder, zesufts in & dry hole, and no other well is capable of producmg Oll and/or Gas from the
Contract Area, this agreement  shall taminate  uniess  drilling,  Docpening, S g, Completing, Re-
completing, Plugglng Back or Reworking operations ere 4 within 180 days from the
datwc of abandonment of said well. “Aband for such purp shall mean either (i) 8 decision by ail parties
not to conduct any further operations on the well or (ii) the elapse of 180 days from the conduct of any
operations on the well, whichever first occurs,

The' ingtion of this shall not relieve any party hereto fmm any expense, liability or other obligation or any
remedy therefor which has accrued o attached prior to the date of such termination.
Upon termination of this agreement and the satisfaction of all obligations h der, in the event o memorandum of this

Optrating Agrecment has been filed of record, Operator is suthorized to file of record in all neeessery recording offices &
notice of tarmination, and each party hercto agrees to cxecute such e notice of terminetion &s to Operator's interest, upon
request of Operator, if Operator has satisfied all its & ial
ARTICLE XIV.
COMPLJANCE WITH LAWS AND REGULATIONS

A. Laws, Reguiations and Orders:

This agreement shall be subject to the applicable faws of the simte in which the Contract Area is located, to the valid rules,
regulations, end orders of any duly constiwted regulstory body of said state; and to all other epplicable federa), state,
and focal laws, ordinances, rules, regulations and orders.

B. Goveraing Law: ’

This sgreement aad all matters pertaining hereto, including dut not limited o matters of performance, non-
performaoce, breach, remedies, procedures, rights, dutles, and ioterprefation er construction, shall be goveraed and
determined by the law of the state in which the Contract Area Is located. If the Contract Area is in two or more states,
the law of the state of __New Mexico shall govern.

C. Regulatory Agencies:

Nothing hercin contsined shall grant, or be construsd to grant, Operator the right or authority to waive or release any

rights, privileges, or obligations which Non-Operators mey have under federa) or state laws or under rules, regulations or

-16-
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ARTICLE XVL
OTHER PROVISIONS

No Party shall distribute any information or photographs to the press or other media without the approval of all
the Consenting Parties except as required by law or regulation. When all Consenting Parties have reviewed

such material, and all Consenting Parties have approved the issuznce of the material, the company designated as

Operator shall have the principal responsibility for its issuance. The only other exception to the foregoing shall

be in the event of an emergency involving extensive property damage, operations failure, loss of human life or
other clear emergency, the party designated Operator if authorized to fumish such minimum strictly factual

information as shall be necessary to satisfy the legitimate public interest on the part of the press and duly

constituted authorities if time does oot permit the obtaining of prior approval by the other party or parties; such-
party shal{ thereupon promptiy advise the other party or parties of the information so furnished.

. Each party clecting to take in kind or separately dispose of its proportionate share of production from the
Contract Area shall keep accurate records of the volume, selling price, royaity and taxes relative to its share of
production. . : i

. If the Operator is not successful with jts first completion attempt and any Party hereto recommends a,
completion attempt in another zone, or if less than all panties elect to attempt a completion attempt in another
zone, then the previous Non-Consenting Parties shall be entitled to notice and option to panticipate regardless of
their clection on a previous completion attempt, however, to have such oprions such Parties must have
participated in all operations leading up to and including the initial completion attempt. This option is a
recurring right.

. When any well authorized under the provisions of this Agreement and as to which any of the Non-Operators afe
participants shall bave been drilled to objective depth, in the event there is a conflict among the participating
parties as to which course of action to pursue, preference shall be given to (1) additional logging, coring,
fracing, testing and evalvating; (2) completing at objective depth before completing at a shallower depth; (3) .
completing at a shallower depth before deepening; (4) deepening before sidetracking; and (5) sidetracking
before plugging and abandonment. A deeper completion shall take precedent over a shallower completion. As
used herein, “objective depth” shall mean the despest formation in the total depth drilled. If more than one
productive zone is indicated, which cannot be commingled, priority shall be given to attempting completion in
the deepest zane. All decisions shall be controlled by a majority vote of after casing point percentage interests.
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ACKNOWLEDGMENTS
Note: The following forms of acknowledgment are the short forms epproved by the Uniform Law on Notarial Acts.

The valig!ity and effect of these forms in any state will depend upon the statutes of that state,

19
20

21

3
2
25
2%
27
2
29
30
3
2

3

4

35

36

37

Individual acknowiedgment:

State of _- )
Yss.

County of )

" This instrument was acknowledged before me on

by

(Seal, if any)

Acknowledgment in representative capacity:
State of . )
yss.

County of )

This instrument was acknowledged before me on

Title (and Rank)

My commission expires:

by

of

(Scal, if any)

Title (and Rank)

My commission expires:
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EXHIBIT “A”

Attached to and made a part of that certain Operating Agreement dated November 1, 2011,
betwéen Mack Energy Corporation, as Operator, and Chase Oil Corporation, et al, as Non-

Operators.

1.

2.

3.

5.

Identification of lands subject to this Agreement:

Section 32, Townsthip 17 South, Range 33 East, [ea County, NM

SE/4 NW/4 ~ Surface to the base of the Abo formation,

SW/4 NE/4, NE/4 SW/4 — Surface to the base of the San Andres formation.

NW/4 NE/4 — Surface to the base of the Abo formation less the depths from the

- top of the G—rayburg formation to 100 ft. below the top of the San Andres

formation.

Percentages or fractional interests of the parties to this Agreement:

Mack Energy Corporation, Operator 0%
" Chase Oil Corporation 78.75%
Robert C. Chase 5.0% -
Ventana Minerals LLC 5.0%
DiaKan Minerals LLC . 5.0%
Tom M. Ragsdale 6.25%

Oil and Gas Leases subject to this Agreement:

State of New Mexico Qil and Gas Lease E-398-9, dated June 11, 1945 from the
State of New Mexico, as Lessor, to Bamey Cockbum, as Lessee, insofar as it

‘cavers the SE/4 NW/4 of Section 32, T17S, R33E, Lea County, New Mexico.

State of New Mexico Oil and Gas Lease B-5310-20, dated November 12, 1935 -
from the State of New Mexico, as Lessor, to Roy G. Barton, as Lessee, insofar as
it covers the W/2 NE/4, NE/4 SW/4 of Section 32, T17S, R33E, Lea County, New
Mexico.

Addresses of the parties for notice purposes:

Mack Energy Corporation Chase Oil Corporation
P.O. Box 960 P.O. Box 1767
Artesia, NM 88211 , Artesia, NM 88211
Robert C. Chase ' Ventana Minerals LLC
P.O. Box 297 , P.O.Box 359
Artesia, NM 88211 Artesia, NM 88211
DiaKan Minerals LLC Tom M. Ragsdale
P.0. Box 693 : P.0. Box 10303

Artesia, NM 88211 Midland, TX 79702



EXHIBIT “B”

THERE IS NO EXHIBIT B TO THIS AGREEMENT,



COPAS 1984-1 ONSHORE
Revised Aprli 23, 2004

. Recommanded by the Councll
off
EXHIBIT “C*"

! Attachcd to and made a pm of that certain Qperain, ed November

2  Eo ( atl : i al, as Non-Opemy

3

4

H

6

. ACCOUNTING PROCEDURE

o JOINT OPERATIONS

i

12 L GENERAL PROVISIONS

13

1 1 DeGinitions

15 . - .

16 “Joint Property® shall mean the real and personal property subject to the ag 10 which this A ing Procedure is ptmched.

t7 “Joint Operations® shall mean ali operations nooessary or proper for the development, operation, protection aud maintenance of the
ig Joint Property.

19 “Joint Account® shall mean the nccount showing the charges paid and credits received in the conduct of the Jmnl Operations and which
20 470 to be shared by the Partics.

21 “Operator® shall mean the party designated to conduct the Joint Optrations.

22 . "Non-Operatars® shall mean the Parties to this agreement othar than the Operator.

25 “Parties™ shall mean Operator and Non-Operators. =

24 “First Level Supervisors” shall mean those employees whose primary function in Jaint Operetions is the direct supervision of other
25 employoes and/or contract labor directly employed on the Joint Property in a field operating ¢apacity.

26 "Technical Employecs® shall mean those employces having special and specific engineering, geological or other professional skills,
. end whose primary function in Joint Operarions is the handling of specific operating conditions and problems for the benefit of the
28 Joint Property.

29 “Personal Expenses” shall niean travel and other ble reimbursable exp of Operator's amployses.

30 "Material® shall mean p ] property, equipi or i quired or held for use on the foint Peoperty.

31 "Controllable Material® shail imean Materda) ‘which u the time it so classified in the Matorial Classification Manual as most
32 rscently recomumended by the Coungit of Petrolcum A Sociati

3

34 2 Statement and Billings

35

16 Operator shall bill Noa-Operators on or before the last day of each month for their propertionste share of the Joim Account for the
‘37 preceding tonth. Such bills will be accompanied by sttements which identify the authority for expenditure, lease or facility, and all
38 charges and credits summarized by appropriste classifications of investment and expense except that items of Controllable Material
a9 and upusual charges and credits shall be separately identificd and (ully described in detail,

40 .

41 3 Advsoces and Payments by Non-Operators

42

43 A Unlesy atherwisc provided for in the agreement, the Operator require the Non-Op to adv their shore of estimated
44 cash outlay for the succeeding month's operation within AU days after reoapt of the billing or by the first day of the month
45 for, which the advance is required, whichever is (ater. Operstor shalt adjust each moathly billing to reflcct advances received rom
46 the Non-Operamrs.

a7 o

48 B. Each Non-Operator shall pay its proportion of all bills within w days after receipt. If payment is not made within such time,
@ the unpaid balance shall bear Interest monthly et the prime rals f oveleetas_The Wellstoss Joyrnal _ on the rst day of the manth
S0 . in which delinquency occurs plus 1% or the maximum contract rate permitted by the applicable tsury laws in the statc in which
st the Joint Propedty is located, whickever is the lesser, plus atomaey’s fees, court costs, and other costs in connection with the
52 collection of unpaid amounts.

53

54 4. Adjustroents

55 .

56 Payment of any such bills shall not prejudics the right af any Non-Operator to protest or question the thereof, provided,
57 however, all bills and dored to Non-Op 3 by Operator during any calendar year ghelt conchusively be presumed tw
S8 be true and corvect after twentysfour (24) mmths follawing the end of eny such calendar year, uniess within the said lwcu!y'fvur @4)
59 month period 8 Non-Opcrator takes written exccpuon thereto and makes claim on Operator for adj No adj bl
60 to Operator shell be made unless it iy made within the samo presaribed period. The provisions of this paragraph shall not prevent
61 adjustments resulting from a phys »:al inventory of Controlizble Mmml as pravidod for in Section V.

62

63

64

65

66

617

68

69

70

COPYRIGHT © 1985, 2004 by the Council of Petroleum Accountants Societies, Inc.
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Avudlts

A A Non-Operater, upon notice in writing to Operntar and all other Non-Operators, shull have the right to audit Operator's sccounts
and records welating o the Joint Account for any calendar yoar within the twenty-four (24) month period following the end of
such calendar yoar; provided, however, the making of an sudit shall not extend the time for the tuking of written exception to and
the adj of as provided for in Parsgraph 4 of this Soction,f. Where there are two or more Noa-Operntors, the
Non-Opmmrs shall make every ressonsble effort to conduct a joint mudit in a manner which will result in o migimum of
inconvenlence to the Operator. Operator shall bear no portion of the Non-Operators’ sudit cost incurred under this pamgraph
unless agreed to by the Operator. The audits shall not be conducted more than once each year without priar npproval of
Operator, except upon the resignation a7 remaval of the Operator, and shall be mede o1 the expense of those Non-Operators
approving such audit,

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

Approval By Non-Operators

Wheze an app or other agr of the Parties or Non-Op: Is expressly’ required under other sections of (his
A ing Procedure and if the ag to which this A ing Procedure is attached ins no contrary provisions in regard
cto, Operatar shall notify il Non-Operators of the Op s proposal, and the agr or app of & majority in interest of the

Non-Operators shall be controlling on all Non{)pmmrs.

IL DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

L

Ecological aud Eavir 1

Costs incurred for tho b:nef t of the Jolnt Property &9 a result of g ] or regulatory requi to satisfy
] id pplicable @ the foint O jons. Such wﬂs may includo surveys of an ecological or archacolegical
nature and pollution control pr as required by i {aws end reg

Reatals an‘d Royaities

Lease realn.hvand royalties paid by Operator for the Joint Operazions.

Labor

A. (1) Salaries and wages of Operator's ﬁ-cld employees directly employed on the Joint Propesty in the conduct of Joint Operatians.
(2) Selaries of First level Supervisors in the ﬁzid.

(3) Salasies and wages of Techni ! Employees directly emplayed on the Joint Propesty if such charges are excluded from
the ovechead rates.

(4) Salaries and wages of Technical Emplayees either temporarily or 7 ty assigned to and directly employed in the
operation or the Joint Property if such charges are excluded from the overbead mies.

B.  Operator's cost of holiday, vacation, sickness and disability beacfits and other y afl paid to employees whose
salaries and weges ere chargeable t the Joint Acoount under Parngraph 3A of this Section IL Such costs under this Paragraph 3B
may be charged on a "when and a3 paid basis or by “percentage asscssment” on the amount of saleries and veages chargeable to
the Joint Account undor Paragraph 3A of this Scction IL If percentoge 8ssessment is used, the vate stall be based on the Operator's
cost exparience.

C. i or ibuti made 7] imposed by g ! authority which are applicable 1o

P P

Operator’s costs chargeabie to the Joint Account under Paragraphs 3A and 3B of this Section IL

D. Parsonal Expenses of those employees whose salaries and wages are chargesble to the Joint Account under Parsgraphs 3A of
this Secdon {1

Employec Benefits

Operator's cutrent costs of ished plans for employees' group life ¢ J ization, pension, e G, stock purchage,
thrify, bonus, and other benefit plans of e liks nature, applicable to Operator's febor cost dm'geuble 10 the Join: Agcount undec Pmmphs
3A and 3B of this Soction 1) shall be Operator's actwal cost not to exceed the percenr most recently recommended by the Council of

P A Co el et
P 4

COPYRIGHT © 1985, 2004 by the Counci! of Petroleum Accountants Societles, lnc.
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s,

9.

- Services

(kS

Material

Material purchased or furnished by Operator for use on the Joint Property es provided under Section IV. Only such Material xhall

bepurdmedforoym&nedrod:c!oim?mpmyumaybe quired for i diats use and is bly practical and
with efficient and ical operations. The lation of surplus stocks shall be aveided.

Traosportation

Transp ion of cmployees and Material y for the Joint Operations but subject to the following limitations:

A. If Material is moved to the Joint Property from the Operator's warchouse or other propertics, no charge shell be made to the
Joint Account for 8 distence greater than the distance from the nearest reliable supply store where like material is normally aveilable
o railway receiving point nearcst the Joint Property unless agreed to by the Parties.

B, If surplus Materiel is moved to Operato’s warchouse or other storage point, no charge shall be made to the Joint Account fora
distance greater than the distance to the ncarest reliable supply stote whers like material is non:nally gvailable, or_ raitway
veceiving point nearest the Joint Property unless agreed to by the Partics. No charge shell be made to the Joint Account for
moving Materia! to other properties belonging to Operator, unless agreed w by the Pasties.

C. In the application of subparagraphs A and B above, the option to equalize or charge actuel mucking cost is available when the
actual charge is $400 or less oxcludmg aocmofhl charges. The $400 will be adjusted to the amount most recently recominended by
the Conngil of P A

The cost of contract services, equip und utllities provided by outside sources, except services excluded by Paragraph 10 of Section I
and Parsgraph i, ii, and iii, of Section Il The com of professional consultant services and contract services of wechnical personnol
directly engaged an the Joint Property if such charges ere exciuded from the overhead rates. The cost of professional consuftant 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 Pasties,

Equipment and Facilities Furnished By Operator

A Operator shel! charge the Joint Account for use of Operator owned equipment and facilitles at rotzs commensurate with costs
of ownership and operation. Such rutes shall inchide costs of maintanance, mpail:s. other operating expense, insurance, taxes,
depreciation, and interest on gross i less lated depreci not to exceod twelve percent (12 %)
per annum. Such rates shall not exceed average commercial rates cumrently prevailing in the immediate area of the Joint Property.

B.  In fieu of cherges in Poragraph 8A above, Operstor may cicct to use averags commercial rates provailing in the immediate area of
the Joint Property dess—0%. For autamotive equipment, Opemtor may elect to use rates published by the Pewoteum Motor
“Transport Association.

Damages and Losses 10 Joint Property

All costs or expenses necessary-for the repair or replacement of Joint Property made nccessary because of damages or losses incurred by
fire, flood, storm, theft, mccldont, or othor cause, except those resuldng from Operator’s gross ncglige or willful
Operator shall fumish Non-Operator writien notice of damages or losses incurred es soon as practicshle after a raport thereof has

been received by Operator.

g

Legal Expease

Expense of handling, investigating and scttling litigation or claims, discharging of liens, pay of and gmourts paid
for sstilement of claims i in or lting from jons under the agrecment of neccssary W protect of cecover the Joint
Property, except that no charge for services of Operatoc’s legal siaffl or fees or oxpense of outsidc attomeys shall be made unlesy
previously agreed o by the Parties. All other legal expense is considaed to be covered by the overhead provisions of Section I
unless otherwise agroed 10 by the Parties, except as provided in Section {, Paragreph 3.

Taxes .

All taxes of every kind and nature assessed or levied upon ot in connection with the Joint Property, the operation thereof, of the
production therefrom, and which taxes have been poid by the Opetator for the benefit of tho Parties. If the ad valorem taxes arc bused
in whole or in part upon separato valuations of cach partys working interest, then notwithstanding anmything to tho contrary herein,
charges to the Joint Account shall be mede and paid by the Parties hereto in 2ccordance with the mx value gonerated by cach peny’s
working fimerest. )

COPYRIGHT © 1985, 2004 by the Council of Petroleum Accountants Societies, Inc.
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of P A
1 12 Insurance
2 .
3 Net preemil peid for & quired t be carried for the Joint Operations for the protection of the Pacties. In the cvent Joint
4 Opoeratlons ere conducted in a state in which Operator may act as selfeinsurer for Worker's Comp ion and/or Employers Liability
s under’ the respective state's laws, Operator tay, at its election, include the risk under its self insurance program and in that event,
6 Operetor shall includs a charge at Operator’s cost not to exceed manuaf cates.
5 .
8 13 Abnnd, and Reek ¢
9 .
to Costs incurred for abandonment of the Joint Praperty, including costs required by gi { or other regulatory authority.
13
2 14 Communications
3 .
14 Cost of acquiring, leasing, installing, operati pairing and ing ication systems, including radio and
15 facilities directly serving the Joint Property. In the event ication faciliti serving the Joint Property are Operator
16 owned, charges to the Joint Account shall be made as provided in Paragraph § of this Section Il
17
18 15. . Other Expenditures
1%
20° Any other expenditure not covered or dealr with in the foregoing pmvésiuns of this Section II, or in Section II and which is of direct
21 benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint Operations.
2.
3
2 0L OVERHEAD
25 .
26 1. Overhead - Driflisg end Prodeciug Operations
27
8 i As p ion for administative, supervision, office services and warchousing costs, Operstor shall charge drilling end
2 producing operations en cither:
30
31 ( X ) Fixcd Rate Basis, Paragraph 1A, or
32 . ) Percentnge Basis, Paragraph 1B
31 .

34 Upless otherwiso agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salarles or wages
35 plus applicable burdens and exp of all personnel, except those directly chargeabls under Paragraph 3A, Section L The cost
36 ang cxpcnsc of services from outside sources in copuection with matters of taxation, traffie, accounting or matters before or
37 i 2 @ I ies shall be considered a5 included in the overtiead rates providsd for in the abave selected Porsgraph
38 of this Section I unless such cost and expense are egreed to by the Partics as a direct charge to the Joint Account.

39 - .

40 ii. The selerics, wages and Personal Expenses of Technical Employees andfor the cost of professional consultant services and
4] contract services of i | directly employed oa the Isint Property:

42

43 (  )shall be covered by the averhead rates, or

44 { X )shalt oot bz covered by the overhsad mtes.

45 . .

45 ili. The salaries, weges and Personal Expenses of Technical Employees and/or costs of professional consultant services and
47 contract services of ical p 1 either teraparerily or p ly assi to and directly employed in the operation of
43 - the Joint Property:

49

50 { .)shall be covered by the overhead rates, or

st { X ) shall not be covered by the overhead rates.

2

53 A, Overheed - Fixed Rato Basis

54

55 (1), Operator shall charge the Jalnt Account at the following ratos per well per month:

56

57 Driiling Well Ratz $_5.500.00

58 (Proratzd for icss than a full moath)

59

60 Producing WellRete 565000 =

61 '

62 (2) Application of Ovethead - Fixed Rate Basis shall be as follows:

63 ’

64 {a) Drilling Well Rate

65

&6 (1) Charges ‘for drilling wells shall begin on the date the well is spudded and terminzte on the dare the drilling
67 rig, completion rig, or other units used in completion of the well is released, whichever is later, except that no
68 .

£9

70
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charge shall be made during suspension of drilling or completion operations for fiteen (1S) or more
consecutive calendar days.

Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive work days
or more shall be made at tho drilling well rate, Such charges shall be applied for the period from dawe
workoves operations, with ig or ofher units used in workover, commencs through date of g or other unit
release, cxcept that no charge shall be made during suspension of operations for fifieen (15) or more
consecutive calendar days. - )

(b} Producing Well Ratey

m

@

[©)]

@)

(3}

An active well either produced or ix;jnnd into for an} partion of the month shall be considered as 3 one-welt
charge for the entire month, :

Each octive cowpleton in a multi-completed well in which produstion is not {ngled down hole shall
be considered ms 8 one-well charge providing each completion is' considered a scparate well by tho
goveraing regulatory authority.

An inactive gas well shut in because of overproduction or failure of purchaser to take the production shall
be considered as a onc-well chargo providing the gas well is directly connected to 2 permanent szfes outlet,

A onc-well charge shall be made for the month in which plugging ecd ab ions are completed on
any well. This ono-well charge shall be made whether or not the well has produced except whea driliing welt
rate applies.

All other inactive wells (including but oot fimited to inactive wells tovercd by umit ellowsble, leaso
allownble, transfemed allowable, etc..) shail not qualify for an overhead charge.

(5) The well rates shall be adjusted as of the first day of April each year following the effective dats of tha agreement to which
this Accounting Procedure is attached by the percent increase or decrease published by COPAS.

Basis
go
f4bY Ch vy hall.et. the-): $ A tha foll o $og:
L ¥ g-6ates:
Tacaaatl 36} efthocostof dovel £ tho-Joil lusive-oL.costs
£ > P e porty
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doc—R 15 T—attd—i D—of—Sootion—L—all—sal adits—the—vake—of tadecih ooad £
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a and-all—taxes-and doh—ara-lovied. d ") ad. 1h val Gtds
J v i 0 L L
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For Puep % 2 P 0 £-this—Bestio 4 P
Bsd IL 1, ne Jw d Aial a8 A} WP by
oy L4 oy 9 iy A4 B
ithine—s 4 blo—of—dsilling-ta—th duel ! & " 4
tho-uso—of—drilling—+ig P g W BRIOF R—the-¥ OPOFYT MO Y
L . . Y po g " " d band ot " " d
id CARAL 4 ia 13 ad L
eo-a-Brod & Inal-coct—of 1t £ Lixod h £z co5-and o
- L4 v & T i 13 o
sect—oloariv—al ) Sinod ¢ ot-Malas-C o dofined e £ -2 of—chis—Eacth
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Overbead - Major Coustruction

To carpensate Operntor for overhead costs incurred in the construction end installation of fixed essets, the expansion of fixed assets, and
any other praject clearly discernible as a fixed assct required for the development and operation af the Joint Property, Operator shall

either negotias a rate

prior to the beginning of construction, or shall charge the Joint Account for averhead based on the following rates

for any Major Construction project in txcess of $ 2500000

A. s Y% of first $100,000 or tota) cost if tess, plus

B. 3 % of costs in excess of $100,000 but less than $1,000,600, plus

C. i % of costs in excess of $1,000,000.
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Total cost shall mean the gross cast of sny ono project. For the purpose of this parsgraph, the componont pans of a singie project shall
not ba treated separately and the cost of dritling and workover wells and artificlal lift equlp shell be excluded

3. Catastrophc Overhead

To compensnts Operator for overhead costs incurred in the cvent of expenditures resulting from a single occurrence due to oil spill,
blowout, explosion, fire, storm, hurricane, or other catastrophes s agreed to by the Partics, which are necessary (o restore the Jaint
Property ‘o ths equivalent condition that exisied prior to the event causing the expenditures, Operator shall efther negotiate a8 e
prior to charging the Joint Account or shall charge the Joint Account for overhead based on the following rates: .

A. s % of total costs through $100,000; plus
-B. 3 % of total costs in oxcess of $100,000 but Jess than £1,000,000; plus
C. 2 % of total costs in excess of $1,000,000.

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

¢
4. Amendment of Rates

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

v, PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator Is responsible for foint Account Material and shal! make proper and timely charges and credits for ail Material movements affecting the
Joint Property. Operater shall provide all Materiz) for wse on the Joint Property; however, a2 Operntors option, such Materfal may be zupplied
by the Non-Operator. Operator shall make timely disposition of idle and/oc {urplus Material, such disposal being made cither through sale o
Operator o7 Non-Operator, division in kind, or sale %0 outsiders. Operator may purchase, but shall be under no abligation o purchese, interest

of Non-Operators in surplus condition A or B Material. The disposal of surplus C Material not p d by the Operater shall be agreed

0 by the Partics,

1 Purchases
Moatecial ;Mmﬂ shall be charged at the price paid by Operator after deduction of afl di ived. In case of Material found
to be defective or retumed to vendor for any ather reasons, credit shall be passed to the Joint Account whea adjustmient has been ceceived
by the Opemtor,

2. Transfers and Dispasitions

Matcrial furnished to the Joint Property and Materie] transterred from the Joint Propesty or disposed of by the Operator, unless
otherwise egreed 10 by the Parties, shal) be priced on the following basis exclusive of cash di

A, New Material (Condition A)
(1} Tubular Goods Other than Line Pipe

{&) Tubular goods, sized 2 3/8 inchos OD and larger, except line pipe, shall be priced at Eastern mill published caricad
base prices effective as of date of movement plus transportation cost using the 80,000 pound cardoad weight basis
to the railwoy receiving point ncarert the Joint Propesty for which published rail rates for wbular goods cxdst If the
80,000 pound rail rete is not offered, the 70,000 pound or 90,000 pound rail ratc may be used. Freight chages
for tubing will be calculated from Larain, Ohio and cesing fror Youngstown, Ohio.

(8} For grades which ore special to one mill ooly, prices shalt be computed at the mill base of that mill plus tensportation
cost from that mill to the raitway receiving paint nearest the Joint Property as provided above in Paragraph 2.A.(1Xa).
For trensportation cost {rom points other than Eastern mills, the 30,000 pound Oil Field Haulers Associstion interstate
guck rate shall be used.

{ty Special end finish tubular goods shall be priced st the lowest published out-of-stock price, fo.b. Houston, Texas,
plus transportation cosy, using Ol Field Haulers Association interstate 30,000 pound tuck rate, to the milway receiving
point nearest the Joint Property,

(d) Macaroni tding (size less than 2 3/ inch OD) shall de priced at the lowest published out-of-stock peices fo.b. the

supplior plus transportation costs, using the Oil Field Havlers Adsoclulon imterswmie tuck rate per weight of
tubing transfemred, 1o the railway recelving polnt noarest the Jol Propenty.
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Line Pipe

(8) Linc pipe movements (except size 24 inch OD and larger with walls % inch and over) 30,000 pounds or more
shall be priced under provisions of tubuler goods priciag in P h A(IX3) as provided above. Freight charges
hall be calculated from Lomaln, Ohio,

(b) Line Pipe movements (excopt size 24 inch OD and larger with wafls % inch end over) less thon 30,000 pounds
shall be priced at Eastorn mill published cardoed basy prices effective as of date of shipment, pluy the peroent most
recently recommended by COPAS, plus transportation costs based on freight yates as set forth under provisions of
tubuler goods pricing in Parsgraph A.(1Xx) o5 provided above. Freight charges shall be calculated from Lonuin, Oliio.

{c} Linc pipc 24 inch OD and over end % inch wall and larger shali be priced fo.b. the point of manufacture at current
new published prices plus transportation cost to the railway receiving point ncarcst the Joint Property.

(d) Line pipé, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall bs priced n‘
quated prices plus freight 1 the rifway roeeiving polat nearest the Joint Propesty or at prices agreed (o by the Partles,

Other Material shall bo priced at the current aew price, in effect at date of movement, as Jisted by a reliable supply store
nearest the Joint Property, or point of fa . plus transportation costs, if applicable, to the railway recsiving point
nearest the Joint Property.

Unused new Material, except wbular goods, moved from the Joint Property shall be priced at the current new price, in effect
oo dats of movement, os listed by a reliable supply store nearest the Joint Property, or point of menufacture, plus
transpartation costs, if applicable, to the railway feceiving point nearest the Joint Proporty. Unused new tubulars will bo
priced as provided abave in Paragraph 2.A (1) and (2).

Good Used Material (Condition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:

(1) Material moved to the Joint Property

At scventy-five p.erccnt (75%) of current new puice, as determined by Paragraph A

(2) Material used on snd moved from the Joint Property

(8) At seventy-five percent (75%) of current new price, as determined by Paragtaph A, iff Materinl was originally
charged to the Joint Accotnt as new Material o . .

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

(3) Material not used on and moved from the Joint Praperty
At soveaty-five percent (75%) of curcent new price as determined by Paragraph A,

The cost of reconditioning, if any, shall beahsmb;d by the transferving propesty.

Other Used Material

) Condiﬁ;.mC
Material which is not in sound and servicenble cnndiu?n and not suitable for its original function until afler
reconditioning shall be priced at fity perceat (30%) of cument new price as determined by Paragraph A. The cost

of reconditioning shall bo charged 1o the fving propesty, provided Condition C value plus cost of reconditioning
daes not excead Condition B value.

(2) Condition D

Material, excluding junk, no longer suitable for its origina) purpose, but usable for some other purpose shall be pricsd
on a basis commonsurate with its use. Operator may dispose of Condidon D Meterial under: procedures normalty
used by Operator without prior approvel of Non-Operators.

(a) Caslng, tubing, or drill pipe used as line pips shall be priced 63 Grade A and B tess line pipe of comp
size and weight, Used casing, tubing or drill pipe utitized es fine pipe shall be priced at used line pipe prices.

(b) Casing. tubing or drill pipe used as higher pressure service lines than stzndard line pipe, e.g. power ail lings, shall
be priced under normal pricing procedures for casing, tubing, or drll pipe. Upset tubular goods shull be priced
0a & aon upsct basis,

COPYRIGHT © 1985, 2004 by the Council of Petrolcum Accountants Secieties, Inc.
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(3) Cundition E

Junk shall bo priced at prevailing prices. Operator may dispose of Condition E Material uncer procedures normally
utilized by Operator without prior approval of Nosn-Operators. .

D. Obsofete Material

Material which is serviccable and usable for its original funclion but condition and/or value of such Material is not
equivalent o that which would justify a price as provided sbove may be specially priced a3 agreed to by the Partles. Such
price should fesult in the Joint Account being charged with the value of the service rendered by such Material. ’

E.  Pricing Conditions

{1) Loading or unloading costs may be charged to the Joint Account at the rate of wenty-five ceats (25¢) per hundred
weight on all wbuler goods movements, in licu of actual loading or unlonding costs ined at the stocking point.
The above mutc shall be adjustcd as of the fiest dsy of April each year following Jenudry 1, 1985 by the same
P tage 3 or d used to edjust overhead rates in Section 1, Paragraph LA.(3). Bach year, the
o1 ca)culau:d shall be rounded to the nearest ceat and shall be the rate in sffect until the first day of April next year,
Such rete shall be published each year by the Council of Petroleum A Societi

(2) Materizl involving crection costs shall be charged a1 spplicable percentage of the cument knocked-down price of
new Materisl.

Premium Priccs

‘Whenever Material is not readily obtainable at published or listed prices beceuse of national emergencies, strikes or other ususoal
causes over which the Operator has no contral, the Operator msy charge the Joimt Account for the cequired Msterial at the Operatos
actual cost incusred in providing such Material, in makin:g it suitable for use, and In moving it to the Joint Property; provided
aotice in writing is fumished to Non-Op of the proposed charge prior to billing Non-Operators for such Material. Each
Non-Operetor shall have the right, by so electing and notifying Qperstor within t=n days after receiving natice from Operetar, to fumish
in kind all ot part of his sherc of such Material suitable for use snd aoc.cpmblemo'paﬁnr‘

Wiarrnaty of Material Furnished By Operator

Operutor does not wamrant the Material fumished. In case of defective MawriQL credit shall not be passed to the Joint Account
until edjustment has been received by Openator from the manufecturers or their agents.

V.INVENTORIES

The Operator shall maintain detailed reconds of Controllable Material,

Periodic Inventories, Notice and Representation

At reasonable intervals, inventories shall be taken by Operator of the foint Account Controllabls Material, Written rotice of intention to
ke invertory shali be given by Operator at least thirty (30) days before any inventory is 1o begin so that Non-Operators may be
represented when any inventory is teken Failure of Non-Operators to be represented et an inventory shall bind Non-Operators to accept
the inventory taken by Operator.

R ttation and Adj of Javeutories

Adjustments to 1he Joint Account resulting from the reconciliation of e physical laventory shall be made within six months following
the mking of the {nventory. lnventory adjustments sball bo made by Operator w the Joint Account for avcrages and shormmges, but,
Operator shafl be hold accountable only foc shortages due to lack of reasonable dnhgence.

Special Iaventorles

Special inventorits may bo taken whenever there s any sale, chatge of knerest, or changé of Operatar in the Joint Property. It shall be
the duty of the puty selling to notify all other Parties as quickly es possibla after the transfer of interest takes place. In such cases, both
the selfer and the purchascr shall be governed by such inventory. In cases mvolvmg 8 chango of Operetor, all Parties shal] be governed
by such inveatory.

Expense of Conducting Inventories

A.  The expense of conducting periodic inventorics shall not be chargad to the Joint Account unless agreed to by the Pardes.

B. The expenss of conducting special inventorivs shall be charged 10 the Pusties requesting such inventories, except inventories
required due to change of Operator shall be charged to the Joint Account.
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EXHIBIT “D*”

Attached to and made a part of that certain Operating Agreement dated November 1,
2011, by and between Mack Energy Corporation, as Operator, and Chase Oil
Comoration, et al, as Non-Operators. ‘

INSURANCE PROVISIONS

~ 1. At all times during the conduct of operations hereunder, Mack Energy
Corparation (Operator) shall maintain in force the following minimum limits of .
insurance at the expense of, and for the benefit of the joint account.

A. Workers’ Compensation Insurance in accordance with the laws of the
states in which operations are conducted under this Agreement, and
Employers’ Liability insurance with a fimit of $1,000,000.00 each
accident, $1,000,000.00, each employee (disease) and $1,000,000.00
each policy limit (disease) -

B.  General Liability Insurance with a limit of $1,000,000.00 per
occurrence, $2,000,000.00 aggregate.

C. Automnobile Liability Insurance covering owned, non-owned, and hired
automobiles with a combined single limit of $1,000,000.00.

2. No other insurance shall be carried by Operator for the benefit of the joint
account.
3. Any party may at its own expense acquire such other insurance as it deems

necessary to protect itself against any claims, losses, damages or destruction
arising out of operations of the joint property.” In lieu of obtaining an insurance
policy, a party may elect to self-insure. ‘

4. In the event of a loss not covered by the insurance provided for in Number 1
above, such loss shall be charged fo the joint account and be borne by the
parties in proportion to their respective interest in the joint property.

5. Operator shall require all contractors and sub-contractors working or
performing services hereunder to carry workers' compensation, employers'
liability, auto liability and general liability insurance, as Operator deems
necessary. : '
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NOTE; Instructions For Usc of Gas Balancing
Agreement MUST be reviewed before ﬁnalu}ng
this document.
EXHIBIT "E"
. ’ GAS BALANCING AGREEMENT (“AGREEMENT™)
ATTACHED TO AND MADE PART OF THAT CERTAIN
OPERATING AGREEMENT DATED Ng! ember {2011
BY AND BETWEEN ack Encrgv Corporatj rator s
AND __Chase OR ation, et al, 2s Non-Operators. ("OPERATING AGREEMENT"}
RELATINGTOTHE AREAy
JJ\!,TH'!‘\!{DADYCTJ ﬂl" OE
1. DEFINITIONS

The fallowing definitions shall zpply ta this Agrecment: :

1Ol "Amm’s Length  Agreement”  shall meen any gas sales agreememt with oo unaffiliated purchaser or any gas  seles
agreement  with  an  effiliated  purchaser where the sales price and  delivery conditions under such agreement- are
representative  of  prices and  delivery conditions existing under other similar  agreements i the arca  between
" unaffiliated parties at the same time for natural gas of comparable quality and quantity. ’

1.02 *Balancing Arca" shall mean (select one):

& cach well subject to the Operating Agreernent that produces Gas or is allocated a share of Gas production. if a
single well is completed in two or more . producing intervals, cach producing intervel from whichk the Gas
production is not commingled in the wellbore shall be cansidered a separate well. )

1.03 "Full Share of Current Production® shall mcan the Percentage Interest of cach Party in the Gas ectually produced
from the Balancing Asea during eech month. '

104 "Gas® shall mean all hydrocarbons produced or producible from the Balancing Area, whether from & well classified
as an oil well or gas well by the regulatory sgeacy hoving jurisdiction in such matters, which arc or may be made
available for sale or scparate disposiion by the Parties, excluding oil, condensate and other liquids recovesed by
field cquipment operated for the joint account “Gas® does not include gas used In joint opeations, such’ as for fuel,
recycling or reinjection, or which is vented or lost prior 10 its sak: os delivery from the Balancing Area.

1.05 “Makeup Gas™ shall mean any Gas teken by en Underproduced Party from the Balancmg Area in excess of its Full

" Share of Current Production, whether pursuant to Seciion 3.3 or Section 4.1 hereaf.

1.06 "Mcf* shall mean onc thousand cubic fect A cubic foot of Gas shell mean the volume of gas contsined in one cubic
foot of space: at & standard pressure base and et 8 standard temperature base.

107 "MMBt" shell mean one million British Thermal Units, A British Thermal Unit shall mean the quantity of “heat
required to raise one pound svoirdupols of pure water from 585 degrees Fahrenheit w0 §9.5 degrees Fahrenhelt at &
constant pressure of 14.73 pounds per square inch sbsolute.

108 “Operator”  shall mean the individual' or entity designated under the termus of ‘the Operating Agreement or, in the
event this  Agreement s not cmployed in  connecton with oen operating  mgreement, the individuad or entity
designated as the operator of the well(s) located in the Balancing Arca.

1.09 “Overproduced  Party” shall mean any Paty having tmken e grester quamtity of Gas from the Balancing Aree than
the Percentage interest of such Party in the cumulative quantity of all Gas produced from the Balancing Area.

1.10 "Overproduction” shall mean the cumulstive quantity of Ges taken by a Paty in excess of its Percentage Interest in
the aty ity of aJi Gas produced from the Balancing Arez.

1.11 "Party® shell mean those individuals or cntities subject” to this Agreement, and their pecti heirs, A
transferees and assigns. .

1.12 "Percentage  Interest”  shall mesn the percentage or decimal interest of cach Paty in the Gas produced from the

. Balancing Area pursuant to the Operating Agrecment covering the Balancing Arca.

1.13 “Royalty" sball mean payments on prvducuqn of Qzs from the Balencing Area to all owners of royaldes, overriding
yaltics, prodi pay 5 or similar {

1,14 “Underproduced  Party” shall mean any Panty hnvmg teken & lesser quantity of Gas from the Bnlancmg Ares  then
the Percentage interest of such Party in the Jutive g y of all Gas prod ‘fromthe“' ing Area.

LIS "Underproduction”  shall mean the. deficiency b the fative quantity of Gas taken by @ Paty and its
Percentage Interest in the lative quantity of all Gas produced from the Balancing Area.

$:36-B1{Gptionaly n\ir: tor-Roriod -chatt-moasih hs)of. inone

Jand Jwa‘!\l"h‘ "")vf inHhe. & & laad: 4
2 BALANCING AREA
20 this Agmmcnt covers more than onc Balancing Area, it shall be applied es if each Balancing Area were covered
by but id ] agr ts. All balascing hereunder shall be on the basis of Gas taken from the Balancing Ares
musuxed in (Alternative 1) &1 Mefs or (Alteroative 2) £ MMBrus,

22 1o the ovent that all or pant of the Gas deliverable from g Balancing Arce is or bscomes subject to ome or more

meximum fawful prices, eny Ges not subject  price conuols shall be considered as produced from .a single Balancing Arez
and Gas subject to cach maximum lawful price category shall be considered produced from a sepazate Balancing Aree

3.

RIGHT OF PARTIES TO TAKE GAS )
31 Each Paty desiting to teke Ges will notify the Operator, or cause the Operstor to be notified, of the volumes

nominated, the name of the wansporting pipclinc and the pipeline cootmct number (if avallable) and meter sation relating
74 t0 such dclivery, sufficiently in advance for ' the Operator, ecting with reasonsble diligence, to meet all nomination and other
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rcqulmmems Operator is  authorized to deliver the volumes so nominated and confinned (if confirmation is required) to the
porting pipeline in d with the terms of this Agreement.

3.2 Each Pauty shall make a rcasonable, good faith effort to take its Full Share of Cument Production esch month, to the
extent that such producti is required to intain leases in effect, to protect the pmducing capacity of a woll or seservoln, to
preserve comrelative rights, or to malntain oit production,

33 When e Party fails for any reason to take its Full Shere of Cumemt Production (85 such Share may be reduced by the
right of the other Partles to make up.for Underproduction as provided herein), the other Parties shall be entitled to take any
Ges which such Paty frils to take. To the extent .practicable, such Ges shall -be made availeble initially to each Undesproduced
Party in the proportion that its Percentage Interest in the Balancing Arca bears to the total 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

tzken shall then be made availablc to the other Parlies in the propottion that  their pecti P tage [ in the
Balancing Arca bear to the total Percentage Interests of such Parties. .

34 All"Gas taken by a Party in sccordance with the provisions of this Agreement, regardless of whether such Party is
underproduced o ovupmduccd. shall be regarded as Gas taken for its own account with title thereto being in sech taking
Panty. : ’

3.5 Notwithstanding the provisions of Section 33 hereof, no Overproduced Pmy shall be entitled in eny month to take any
Ges in excess of three hundred percent (300"/-) of its Percentage Interest of the Balancing Area's th t M.
Monthly Availsbility, provided, however, that this limitation shall not spply to the extent that it would pncc!nde praduction .
that is required to maintain leases in”effect, to protect the producing capecity of 8 well or reservoir, to preserve comelative |
rights, or 1o intain oil  producti "Maxi Moothly Availgbility” shall mean the muaximum average monthly rate of
production at which Gas can be d:.llvered from the Balencing Area, & detenmined by the Operator, considering the maximum
efficient well rate for ecach well within the Balancing Arca, the maximum allowable(s) set by the appropriate regulatory agency,
mode of operation, production facility cepabilities and pipeline pressurcs.

36 In the event that a Paty fails to make orangements to take s Full Share of Curent Production required to be
produccd to maintain leases in cffect, to protect the producing capscity of & well or reservoir, 1o preserve comclative rights, or
to mgintain oil production, the Operator may sell any part of such Parys Full Share of Current Production that such Party fails
10 take for the. account of such Party and render to such Party, on & cument besis, the full proceeds of the sale, less any
reasoneble marketing, compression, treating, pathering or tansportation costs incurred dircctly in  connmection with the sale of
such Full Share of Cument Production. In making the sale contemplated hereln, the Operator shall be cbligated only te obtain
such pricc and conditions for the sale as arc reasoneble under the circumstances and shall not be chligutcd'm share any of i
markets, Asy such sale by Operator under the terms hexeof shall be only for such reasonable periods of time as are consistent
with the minimum neceds of the indusry under the particular circumstances, but in no event for a period in excess of onc
year. Notwithstanding the -provisions of Amicle 3.4 bereof "Gas sold by Operator for a Party under the provisions hereof shall
be deemed to be Ges taken for the account of such Party,

4. IN-KIND BALANCING

4.1 Effective the first day of any calendar month following atleast __thirty (308 )days' prior -
written notice to the Operator, any Underproduced Paty may begin taking, in  addition to its Full Share of Curvent
Production @d any Makeup Gos taken pursuant to Scction 33 of this Agmement, a share of cument pmduonon determined
by multiplying ___ twenty-five pereent (25 %) of the Full Shares of Current Praduction of all Overproduced Parties by
& fraction, thc numerator of which is tho Percentage Interest of such Underproduced Party and the denominator of which |
is the total of the Percentage Interests of &ll Underproduced Parties desiring to take Makeup Gas. In no evear will an

Overproduced Party be required to provide more than __twenty-five percent (25 %) of its Full Share of Current
Production for Makeup Gas. The Operstor will promptly notify ofl Overproduced Parties of the election of an Underproduced
Party to begin taking Makeup (315
4.2 B ll\ . 3 T i 3 on-—Mak P o;:slv !) }Jn!nm iy :.l.. P ici S acti 4 l' the
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43 B (Opdoaal) Nolwnhsf.nndmg any other provision ‘of this Agreement, at such time and for so long as Operstor, or
(insofar a5 concerns production by the Operator) any Underproduced Pusty, determincs in  good faith that a  Overproduced

- Puty has produced afl of its share of the ultimately cecoverable reserves in the Balancing Arca, such Overproduced Party may

be required 10 make avallble for Mokeup Gas, upon the demand of the Operater  or any Underproduced Paty, up to

——ong hundred percent (___ 100 %) of such Overproduced Party's Full Share of Current Production.
5, STATEMENT OF GAS BALANCES
5.1 The Operator will intain eppropri ing on & monthly and cumulative basis of the volumes 'onte Cv% that each

Party is entiled to roeeive and the volumes of Gas actually taken or sold. for cach Party’s account. Within M@—)“ﬁ days
after the month of production, the Operator will fumish a statement for such month showing (1) each Party's Full Share of
Current  Production, (2) the total volume of Gas ectually teken or sold for each Pertys account, (3) the difference between
the wvolumc ftaken by each Party and that Party's Full Share of Cument Production, (4) the Overproduction or
Undeproduction  of each Paty, and (5} other data a5 recommended by the provisions of the Council of Petroleum
A Socicties Butletin  No.24, o ded or supplomented hereafter. Each Party taking Ges will promptly provide to
lhoOpcrat;:rmydatarcquirr.dbyd\eOpcmorfor,, paration of the ired h

52 If -eny Party fails to provide the dale roquired herein for four (4) consecutive  production moaths, the Operator, or
whete the Oporator hes failed to provide date, enother Paty, mey audit the production and Gas sales and trensportstion
volumes of the noo-reporting Party to provide the required date Such audit shall be conductcd only after reasomzble notice end
during normet business hours in the office of the Paty whose records ere being audited. ARl costs associmed with such endit
will be charged to the account of the Party failing to provide the required data.
6. PAYMENTS ON PRODUCTION

6.1 Bach Paty teking Gas shall pay or canse to be paid afl production and severance taxes duc on all volumes of Gas
actually taken by such Party.
63— {Alternative—t—Entitlements)—Baoh—Party—shall—pay—0r—Catso—to—be—id—oll—Royalty— dus-—with—respaot—io—Royalty
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62 @ (Altermative 2 - Sales) Each Party shall pay or causc to be paid Royalty due with respect o Royalty owners to
whom t 1s eccountable based on the volume of Gas actually taken for its account.

63 In the event that any govcmmental authority requires that Royalty paymenis be mede on any other basis than that
provided for in this Scction 6, cach Party egrees to make such Royalty pay dingly, ing on the effective date

requited by such govemmental authority, and the method provided for herein shall be thereby superseded.
7. CASH SETTLEMENTS ’

71 Upon the earlier of the plugging end shandonment of the last producing interval in the Balancing Ares, the termination
of the Operating Agreement or any poolmg or unit g, r ing the Balancing Area, or et any tme no ‘Ges is tzken
from the Balancing Arezs for a period of wm&g; consecutive months, any Party may give written notice -calling for cash
settlement of the Gas production imbalances among the Partics. Such notice shalf be given to all Parties in the Balancing Area.

72 Within sixty (60) days after the noticc calling for cash settlement under Section 7.0, the Operator will diswibute to each
Perty a Finsl Gas Settlement Statement dotailing the quantity of Overproducmn vwed by each Overproduced  Paty to  each
Underproduced  Panty  and-—Ideatifying—tha——month—io—svidoh h—Ovemprod dr p to the methodology
setout in Section 7.4,

13 & (Alternative I - Divect Party-to-Party Scttfement) Within sixty (60) days afler receipt of the Final Gus Setttement
Statement, cach Overproduced  Party will pay to each Underproduced Party entitled to  setttement the sppropriste cash
setlemeat, accompanied by eppropriate accounting detail. At the tme of payment, the Overproduced Party will notify the

Operator of the Gas imbalance settled by the Ovcrproduced Party's payment.
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74 (Alternative 2 - Most Recent Sales Basis) The amourt of the cash settlement will be based on the proceeds
received by the Overproduced Paty under en Am's Length Agrecment for the volume of Gas that constituted Overproduction
by the Overproduced  Pexty from the Balancing Arca. For the purposc of implementing the cash sewlemont provision of the
Sectlon 7, an Overproduced - Party will not be idered to have produced any of an Underproduced Party’s share of Gas until
the Ovaproduced Party has produced cumulatively all of its Percentoge lInterest sharo of the Gas ultimately produced from the
Balancing Area.

7.5 The values used for calculating the cash sctdomcn( under Section 7.4 will include all proceeds received for the sale of the
Gas by the Overproduced Party celculated &t tho Balancing Arca, efter deducting ony production or taxes paid and eny

Royalty sctuelly paid by the Overpraduced Pary to en Underproduced Pay's Royalty ownerls), to the extet seid payments

" amounted to a discharge of said Underproduced Pary's Royalty obligation, s well as any rcasonable’ marketing, compression,
treating, gathering or transportation costs incurred dircctly in connection with the sale of the Overproduction. .

7518 (Optional . For Valuati Under Per ge of Proceeds Cootracts) For Overproduction sold under 2 gas
purchase contract providing for pay based on & percentage of the procseds obtained by the purch upon resele of

fesidue pas and liquid hydrocarbons extracted &t & gas processing plant, the values used for calculating cash seitlement will

include proceeds received by the Overproduced Party for both the liquid I\ydmcnrbons and the residue g attributable to the
Ovemproduction.
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7528 (Optional - Valuation for Processed Gas - Option 2} For Overproduction processed for the account of the
Oveiproduced Party at a gas processing plant for the extraction of liquid hydrocarbons, the values used for caleulating cash
setllement  will include the procseds received- by the Overproduced Party for the sale of the liquid hydrocarbons extracted from
the Ovaproduction, less the actual reasonable costs incurred by the Overproduced Party o process the Overproduction and to
trmasport, fractionate and handle the liquid hydrocarbons extracted therefrom prior to sale.

76 To the extent the Overproduced Party did not scll all ‘Overproduction under an Amm's Leagth Agreement, the cash’
settlement will be based on the weighted average price received by the Owverproduced Perty for mny gas sold fom tho

~
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| Balancing Area under Arm's Length Agreements dutlng the months to which such Overproduction is attributed. In the event
2 that no seles under Arm's Length Agreements were made during any such month, the cash settiement for such month will be
3 based on the spot sales prices published for the pplicable geographic arca during such moath in a mutuelly ecceptable pricing
4 bulletin, ’

s 7.7 Interest compounded st the rete of ___twelve : percent (12 %) per annum o the maximum lawful
6 ,rate of interest epplicable (o the Belancing Arca, which is less, will accrue for all amounts due under Seetion 7.1 beginning
7 the fint day following thc date payment is duc pumsuat to Section 73. Such interest shall be bormme by the Operator o any
8
9

Overproduced Party in  the proportion that their respective delays beyond the deadlines set out in Sections 72 and 73 |
contributed to the accrual of the interest
10 78 In liew of the cash setlement required by Section 73, an Ovaproduced Paty may deliver o the Undupmduccd Puty
11 an offr to setde its Overproduction in-kind and o such rates, quantities, times and sources as may be agreed upon by the
12 Underproduced Party, If the Partics are unablo to egrec upon the manner in  which such in-kind scttlement gas will be
13 fumished within sixty (60) days after the Overproduced Pary's offer o setile in kind, which period may be extended by
14 agreement of said Partics, the Overproduced Party shall make a cash scttlement as provided in Section 73. The making of an
1S inkind setlement offer under this Section 7.8 will not delay the accrual of interest on the cash seitlement should the Parties
16 fail to reach agreement on an in-kind settiement.
17 79 € (Optional - For Balaacing Areas Subject to Rederal Price Regulation) That portion of any monies collected by an
18 Overproduced Party for Overproduction which s subject to refund by orders of the Federal Energy Regulatory Commissior or
19 other povernmental suthority may be withheld by the Overproduced Party umtil such prices we fully approved by such
20 governmental  euthority, wunless the Underproduced Party fumishes a comporate  undertaking, acceptable to  the  Overproduced
21 Party, agrecing to hold the Overproduced  Party harmless from  flnancial loss due to rcfund orders by such govemmental
22 authority,
23 —FJ0-E—(Optionot—Jnterim—Cosh—Dalanch
24
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28  settlemenis— The—Overpraduced—Pany—will—provide—Operat dotailed iAp——of —any—such h—settlemont—oithin—thisty —{30}

29 A-nn- flarthi 44 & enads .

30 8. TESTING

3L Notwithstanding any provision of this Agreement to the contrary, any Party shall have the right, from time ‘o dme, to

32 produce and take ‘up to one hundred percent (100%) of a well's entire Gas sweam to meet the reasonable deliversbility test(s)
33 required by such Party's Gas purchaser, and the right to take any Makeup Gas shall be subordinate to the right of any Party to
. 34 conduct such fests; provided, however, that such tests shall bec conducted in sccordance with prudent operating practices only

35 afier _ thirty ( 30 3 days' prior written notlce to the Operator and shall Last no longer than
36 seventy-two 12 ) hours.

37 9. OPERATING COSTS

k13 Nothing in this Agreement shall chsnge or affect any Party's obligation to pay its proportionste share of efl costs and
39 liabilittes incurred in operatlons on or in comnection with the Balancing Area, as its share thereof is set forth in the Operating
40 Agreement, ircespective of whether any Party 3 at any time selling end using Gas or whether such sales or use are i
41 proportion to its Percentage Interest in the Balancing Area.

42 10. LIQUIDS

43 " The Parties shall share proportionately in and own all luqmd hydrooarbons  recovered wirh Gos by field equipment opcmied
44 for the jolnt account in accordance with their Percentage Interests in the Balancing Area.

45 1. AUDIT RIGHTS . .

46 Notwithstanding any provision in this Agrecrent or any other agreement between the  Partics  hereto, eand  further
47 notwithstanding any inatlon or llstion of this Agrecrment, for a period of two (2) years from the end of the calendar
48 year In which ey informetion to be fumished under Sectioa 5 or 7 hereof is supplied, eny Party shall have the right © audit
49 the records of any other Party garding  quantity, including but not  limited to information regarding Btu-content
S0 Any Undezpmduccd Pmy shall have the right for e period of two (2) years from the end of the calendar year in which any
51 cash fs P 0 Scction 7 to andit the rccords of any Overproduced Party s o all matters conceming
52 values, fincluding but not limited to information regarding prices and disposition of Qas from the Balancing Area  Any such
53 gudit shall be conducted &t the ¢xponse of the Party or Parties desiring such audit, and shall be conducted, after reasonable
54 notice, .during normal business hours in the office of the Party whose records are being eudited. Each Party hereto agrees (o
$5 maintsin cecords as to the volumes end prices of Cas sold cech month and the volumes of Ges used in its own operations,
56 along with the Royulty paid oo any such Gas used by a Paty in its own operations. The audit rights provided for in this
57 Scction 11 shall be in addltion to thosc provided for in Section $.2 of this Agreement.

58 12, MISCELLANEQUS

59 12.1 Ay between the Paities, in the cvent of any conflit between the pravisions of this Agreement and Ure provisions of
60 any ges sales contract, or in the event of eny conflict between the provisions of this Agr and the provisi of the
61 Operating Agreement, the provisions of this Agreement shall govern. ’

62 §2.2 Eech Paty agrees to defend, indermify and hold harmless all other Pastics from and agsinst any and all Habiliy for |

63 any claims, which may be asseted by any third put); which now or hereafler stands in a contractual relationship with such
indemnifying Party and which arise out of the operation of this Agreememt or any activities of such indemnifying Party under
65 the provisions of this Agreement, and does further agrec to save the other Parties harmless from all judgments or damages
66 sustalned and costs incurred in connection therewith.

67 123 Except o5  otherwise provided in  this Agreement, Operstor is suthorized to  edministr the provisions of this
68 Agrecment, but shail have no liability to the other Pasties for losses sustained or lisbility incurred which erise out of or in
69 comnection with the performance of Opersior's duties hereunder, except such as may result from Operator’s gross negligence or
70 willfid misconduct Operator shell not be lishle 10 any Underproduced Party for the failure of any Oveproduced Paty, (other
71 than Operatos) to pay any amounts owed pursuant to the terms hercof.

-3
a~

n 12.4 This Agrecment shall remain in full force and effect for os loog as the Operating Agreement shall remain in foree and
71 effect e to the Balancing Area, and thoreafier until the Gas accounts between the Parties are sottfed in full, and shall inure to
74 the bmcﬁt of and be binding upon the Partics hereto, and their  sespective  heirs, legal P
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and assigns, if any. The Parties hercto agree to give notice of the existence of this Agreement to any successor in Interest of
any such Pty and €0 provide that eny such successor shall be bound by chis Agreement, and shall further maoke any transfer of
any Interest subject to the Opermting Agreement, or any part thereof, also subject to the terms of this Agreement.

12.5 Unless the context clearly indicates otherwise, words used in the singular include the plusal, the plural includes the
singular, and the neuter gender includes the line and the

126 ln the ovent that- any "Optional® provision of this Agreement is not adopted by the Parties to this Aprcement by a
typed, printed or handwritten indication,. such provision shall sot formn a pant, of thls Ag and 0o infe shall be
made concemning the mient of the Partics in such event In the event that any “Altemative® provision of this Agreement is rot
so edopted by the Partics, Alfernative 1 in each such instance shell be deemed to have been adopted by the Partics as a result
of sny such omission. In those cases where it is indicated that an Optional provision wmay be used only if a specific Ahemative
is selected: (i) an clection o imclude said Optiona) provision shall not be effective anless the Alicrmative in question is selected,
and (i) the election to includs said Optional provision must be expressly indicated hercon, it being onderstood that the

1 of an Al ive either exp ly or by default as provided hercin shall not, in and of itself constitte an clestion ¢o
include an associated Optional provision,

127 This Agreement shall bind the Pmitics in eccordance with the provisions hereof and mothing herein shall be construed
or interpreted as creating any rights in any person of entty not a slgoatory hercto, or as being & stipulation in faver of any
such person or entity. .

12.8 I contemporancously with this Agrccment becoming effective, or thercafier, any Party requests that any other Party
executc an eppropriate memorandum ar notice of this Agreement in order to give third parties notice of secard of same and
submits same for execution in recordable form, such memorandum or notice shall be duly exccuted by the Party to which such
tequest is made and delivered promplly thereafier to the Perty making the request. Upon receipt, the Party making the roquest
shall cause the memorandum or notice to be duly recorded In the appropriste real property or other records affecting the
Balancing Arca. ’ o

129 In the event [termal R Service  regulai require & uniform  method of computing taxable income by all
Parties, cach Paty agrees o compuic and report income to the Intcrmal Revemue Service (select cae) [ as if such Paty were
wking its Full Share of Cument Production during each rclovant tox period in accordance with such regulaions, insofer as same
relatc 10 entitlemnent method tax computations; or W1 based an the quentity of Ges teken for its account in accordance with
such regulations, insofar as same rolate to sales method tax computations.

13. ASSIGNMENT AND RXGHTS UPON ASSIGNMENT .

13.1 Subject to the provisions of Scctions 132 (if elected) and 133 hereof and notwithstanding enything in this Agreement
or in the Operating Agreement to the coatrary, if any Party assigns (including any sale, exchange or other transfer) any of its
working interest’ in the Balancing Arca when “such Party is an Underproduced or Overproduced Party, the essignment or other
act of wansfer shall, insofor as the Parfics hereto are concemed, include all interest of the assigning or Uansferring Paty in the
Gas, all rights t receive or obligations to provide ot take Makeup Gas and -all rights to receive ar obligations to make any
monetary payment which may ultimately be due hereunder, es epplicable. Operator and ecach of the other Pastics hercto shall
thereafler treat the  assignment  accordingly, and the assigning or wansfeming Party shall look solely fo its assignee or other
vansferce for any intesest in the Gas or monetary payment that such Party may have or 1o which it may be entiled, and shall
cause its assignee or other transferee to assume its obligations hereunder.

13.2 & (Optional .- Cash Serd Upon  Assig t) Notwithstanding ' enything in this Agreement (including but not
limited to the provisions of Section 13.1 hercof) or in (he Operating Agrecruent to the contrary, and subject to the provisions
of Section 13.3 hereof, in the event an Overproduced Party intends to sell, assign, exchange or otherwise transfer any of its
intetest in a Balancing Ares, such Ovaproduced Party shall. notify in writing the other working interest owners who are
Parties hereto in such Balancing Area of such fatt atleast shirty N { 30 ) days prior 10 closing the

it Thereaft any Underproduced Paty may demand fom such Overproduced Paty in  writing,  within
fifteen ( 15 ) days after receipt of the Overproduced Party's notice, a cash setlement of its
Underproduction  from the Balancing Arca. The Operator shall be notified of any such demend end of any cash settlement
pursuant to this Section (3, and the Overproduction and Underproduction of cach Party shell be adjusted accordingly. Any cash
settiement pursusnt to this Section 13 shall be paid by the Overproduced Party on or before the ealier to occur (i) of sixty (60)
days after receipt of the Underproduced Party's demand or (f) 2t the closing of the transaction in which the Overproduced
Paty sclls, assigns, exchanges or otherwist tansfers its interost in o Balancing Area on the same basis as otherwise set forth in
Sections 7.3 through 7.6 ‘hereof, and shall bear intorest af the sare set forth in Scction 7.7 horof, beginning sixty (60) days
after the Owverproduced Party’s sale, assignment cxchange or wansfer of its interest in the Balancing Awma for any amounts not
paid Provided, however, If any Underproduced Party doss not so demand such cash settement of its Underproduction from the
Balancing  Arca, such Underproduced Tarty shall ook lusively to the igr or aother successor in  interest of dre
Overproduced  Party  giving noticc  hercunder. for the  satisfaction of such Underproduced Party's Underproducti in  accordance
with the provisions of Section 13.) hercof.

13.3 The provislons of this Scction 13 shall nrot be applicable in the cvent any Parly mortgages its iaterest or disposes of its
intorest by merger, Lzath lidation or sele of substantiaily ol of its assets to a subsidiary or parent company. orf 1o
any company in which any parent or subsidiary of such Party owns a majority of the stock of such company,

14. OTHERFROVISIONS |

Section 4.1: The election of an underproduced perty to commence taking mak _,gaﬂmdcnhc‘,, isions of this paregraph shall remaln in effect
Until such underproduced party gives Operator thirty (30) days notice of its election to ccase taking mekeup gas, or until such party's
Underproduction is eliminated, whichever occurs first In the event an underproduced party provides notice to Operator of its intent to cease
Taking makeup gas, such underproduced party shall not thescafier be allowsd o request makeup gas again until one (1) year from the last day of
The month in which they last took makeup gas. This section does not epply to permanent overproduction situations. Please se Section 4.3
Regarding siwations where an Overproduced Party has produced all of its share of the ultimately recoverable rescrves {n the Balencing Area.




 EXHIBIT Y

Anached to end made a part of that certain Operating-Agreement dated November 1, 2011, by and bctwccn Mack Energy
Corporation, as Operator, and Chase Oil Corporation, et al, as Non-Operatorss.

EQUAL EMPLOYMENT OPPORTUNITY

During the performance of the contract described above, Contractor agrees to the following additional terms and conditions to
the extent they may be epplicable to the work to be performed under such contract in accordance with the provisions of the

following described Executive Orders, Acts and imp! ing rules and regulations issued thereunder.
A, E.Q. 11246, as amended by £.0. 113735 (Race, Color, Religion, Sex and National Origin)
1. If the contract is in excess of'$10,000, the Contractor agrees to comply with the provisions of Section 202 of

such Order (the "Bqual Opportunity Clause") which clause -is incorporated herein by reference pursuant to the
regulations promulgated under such Order (41 C.F.R. Seo. 60-1.4(d)).

2. If the contract is in excess of $10,000 the Contractor certifics that is does not maintain or provide, ror will it
maintain or provide for its employoes any segregated facilities at any of its establishments, and that it does not permit
nor Wilt it permit {ts employees to perform their services at any location, under its control, where segregated facilities
are maintained.® Contractor agrees that a breach of this certificetion is a violation of the Equal Opportunity Clauss of
Exccutive Order 11246, Contractor further agrees that (except where it has obtained identical certifications from
proposed subcontractors for specific time periods) it will obtain identical certifications from proposed subcontractors
prior to the award of subcontractors exceeding $10,000 which are not exempt form the provisions of the Equal
Opportunity Clause; that it will retain such cettifications in its files; and that it wil) forward the prescribed notice to
such proposed subcontractors (except where the proposed subeontractors have submitted identical cemﬁcauous for
. specific time periods).**

. As used in thiscertification, the term “segregated facilitics” means any waiting rooms, work areas, rest rooms and wash
rooms, restaurants and other eating aress, time clocks, locker rooms and other storage or dressing areas, parking lots, drinking
fountains, recreation or entertainment areas, transportation and housing facilitics provided for employees which are segregated by
explicit dircctive or are in fact segregated on the basis of race, creed, color or pational origin because of habit, local consuraer or
otherwise,

- The form of prescribed notice is as follows: NOTICE TO PROSPECTIVE SUBCONTRACTORS OF
REQUIREMENT FOR CERTIFICATIONS OF NONSEGREGATED FACILITIES. A Certificate of Noasegregated Facilities,
as required by the May 9, 1967 order on Elimination of Segregated Facllities, by the Secretary of Labor (32 Fed. Reg. 7439, May
19, 1967), must be submitted prior to the award of a subcontract exceeding $10,000 which is not exempt from the provisicns of
the Equal Opportunjty Clause. The certificstion may be submitted either for each subcontract or for &) subcontracts during a
period (i.c., quarterly, semiannually or annually). Note: The penaity for making false statements in offers is prescribed in 18
U.S.C. 1001,

3. If the conteact is in excess of $50,000 and the Contractor has more then 50 employees, the Contructor agrees
(1) to file annually, on or before March 31 of each year, (or within 30 days after the award of such contract if not filed
within 12 months preceding the date of the award), complete and accurate reports on Standard Form 100 (EEO-1) with
the appropriate governmental agency, in accordence with the regulations issued by the Secretary of Labor (41 CF.R.
Sec. 60-1.7), and (b) to develop a written affimmative action compliance program for each of its establishments in
accordance with the regulations issued by the Secretery of Labor (41 C.F.R. See. §0-1.40),

B, E.Q, 11701 (Scction 402-Veterans Readjustment Act of 1974)

If the contract is in cxcess of $10,000, the Contractor egrees to comply with the affirmative action clause and
regulations promulgated under such Order (41 CF.R. Part 60-250) which clause is incorporated herein by reference
pursuant to Section 60-250.22 of such regulations,

C. E.O. 11758 (Section 503-Rehabilitation Act of 1973)

If the contract is in excess of $2,500, the Contractor agrees 10 comply with the affirmative action clause and the
regulations promuigated under such Order (41 C.F.R. Part 60-741), which clause is incorporated herein by reference
pursuant to Scetion 60-741.22 of such regulations.

D. E.O. 11628 (Minority Business Enterprises)

1. . If the contract is in excess of $10,000, the Contractor agrees 1o use its best effccts to provide minority
business eaterprises with the maximum practicable opportunity to participate in the performance of such contract to the
fullest extent consistent with the efficient performance theceof (41 C.F.R Sec. 1-1.1310-2(s)).

b3 If the contract is in excess of $500,000, the Coatractor agrecs to comply with the Minority Business
Enterprises Subcontrecting Program cfause promuigated under such Order (41 CF.R. Sec. 1-1.1310-2(b)), which
clause is incorporated herein by reference,

E. Section 905-Railrosd Revitalization and Regulatory Reform Act of 1976
I The contractor agrees to comply with the requirements of Titlc 49 C.E.R 265 Subpart B of the regulations
promulgated under such Act regarding “Nondiscrimination in Federally assisted Railroad Programs" and the
nondiscrimination clauses therein are incorporated hercin by reference.

2. If the contract is for $50, 000 or more, the Contractor agrecs to comply with and lmplemmt the Afﬁrmanvc
Action Program established pursuant m Section 265 11 of 49CFR



EXHIBIT “G”

THERE 1§ NO EXHIBIT G TO THIS AGREEMENT.
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MODEL FORM RECORDING SUPPLEMENT TO
QPERATING AGREEMENT AND FINANCING STATEMENT

THIS AGREEMENT, entered into by and between Mack Energy Corporation
hereinafter referred to as "Operator”, and the signatory party or parties other than Operator, hercmaﬂer referred to
individually as *Non-Operator”, and collectively as *Non-Operators"

WHEREAS, the parties to this agreement are owners of Oil and Gas Leases and/or Oil and Gas Interests in the land
identified in Exhibit "A" (said land, Leases and Interests being hereinafter called the "Contract Area'), and in any instance in
which the Leases or Intetests of a party are not of record, the record owner and the pany hereto that owns the interest or
rights therein are reflected on Exhibit "A";

WHEREAS, the parties hereto have executed an Operating Agreement dated November 1, 2011
(herein the “Operating Agreement"), covering the Contract Area for the purpase of exploring and-developing such lands,
Leases and Interests for Oil and Gas; and .

WHEREAS, the parties hereto bave executed this agreement for the purpose of imparting notice to all persons of the
rights and obligations of the parties under the Operating Agreement and for the further purpose of perfecting those rights
capable of perfection.

NOW, THEREFORE, in consideration of the mutual rights and obligations of the parties hereto, it is agreed as follows:

1. This agreement supplements the Operating Agreement, which Agreement in its entirety is incorporated herein by
reference, and all terms used herein shall have the meaning ascribed to them in the Operating Agreetaent.

2. The parties do hereby agree that:

A. The Oil and Gas Leases and/or Oil and Gas Interests of the parties comprising the Contract Area shall be subject
to and burdened with the terms and provisions of this agreement and the Operating Agreement, and the partics do
hereby commit such Leases and Interests 1o the performance thereof.

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

C. All costs and libilities incurred in operations under this agreement and the QOperating Agreement shall be borne

" and paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties
hereto, as provided in the Operating Agreement.

D. Regardless of the record title ownership to the Oil and Gas Leases and/or Oil and Gas Interests identified on
Exhibit "A", all production of Oil and Gas from the Contract Area shall be owned by the parties as provided in the
Operating Agreement; provided nothing contained in this agreement shall be deemed an assigoment of cross-assignment
of interests covered hereby.

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

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

G. The Oil and Gas Leases and/or Oil and Gas Intetests which are subject hereto may not be assigned or transferred
except in accordance with those terms, provisions and restrictions in the Operating Agreement regulating such transfers.
This agreement and the Operating Agreement shall be binding upon and shall inure to the benefit of the parties hersto,
and their respective heirs, devisces, legal representatives, and assigns, and the terms hereof shall be deemed to run with
the leases or intcrests included within the lease Contract Area.

H. The partics shall have the right to acquire an iaterest in renewal, extension and replacement leases, leases
-proposed 1o be surrendered, wells proposed to be abandoned, and interests to be relinquished as a result of noo-
participation in subsequent operations, all in accordance with the terms and provisions of the Operating Agreement.

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

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

K. All other matters with respect to exploration and development of the Contract Area and the ownership and
transfer of the Oil and Gas Leases and/or Oil and Gas Interest therein shall be governed by the terms and provisions of

the Operating Agreement.

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

A. Each party grants to the other parties hereto a lien upon any interest it now owns or hereafter acquires in Oil and

Gas Leases and Oil and Gas Interests in the Contract Area, and a security interest and/or purchase money security

interest in any interest it now owns or hereafter acquires in the personal property and fixtures on or used or obtained

for use in connection therewith, to secure performance of all of its obligations under this agreement snd the Operating

Agreement including but not limited to payment of expense, interest end fees, the proper disbursement of all monies

paid under this agreement and the Operating Agreement, the assignment or relinquishment of interest in Qil end Ges

Leases as required under this agreement and the Operating Agreement, and the proper performance of operations under

this agrecment and the Operating Agreement. Such lien and security interest granted by each party hereto shall include

such party's leasehald interests, working interests, operating rights, and royalty and overriding royalty interests in the

Contract Area now owned or hereafter acquired and in lands pooled or unitized therewith or otherwise becoming subject

to this agreement and the Operating Agreement, the Oil and Gas when extracted therefrom and equipment situated

thereon or used or obtained for use in connection therewith (including, without limitation, all wells, tools, and tubular
goods), and accounts (including, without limitation, accounts arising from the sale of production at the wellhead),

.1-
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contract rights, inventory and general intangibles reating thereto or arising therefrom, and all proceeds and products of

1
-2 the foregoing.
3 B. Each party represents and warrants to the other parties hereto that the Jien and security interest granted by such
4 party to the other pasties shall be a first and prior liea, and each party hereby agrees to maintain the priority of said lien
5 and security interest against all persons ecquiring an interest in Qil and Gas Leases and Interests covered by this
[ agreement and the Operating Agreement by, through or under such party. All parties acquiring an interest in Oil and
7 Gas Leases and Oil and Gas Interests covered by this agreement and the Operating Agreemeat, whether by assignment,
8 merger, mortgage, operation of law, or otherwise, shall be deemed to have taken subject to the Jien and security interest
9 granted by the Operating Agreement and this instrument as to all obligations attributable to such interest under this
.10 agreement and the Operating Agreement whether or not such obligatioas arise before or after such interest is acquired.
11 C. To the extent that the parties have a security interest under the Uniform Commercial Code of the state in which
12 the Contract Ares is situated, they-shall be entitled to exercise the rights and remedies of a secured party under the Code.
13 The bringing of a suit and the obtaining of judgment by a party for the secured indebtedness shall not be deemed 2n
14 election of remedies or otherwise affect the lien rights or security interest as security for the payment thereof. In
15 addition, upon default by any party in the payment of its share of expenses, interest or fees, or upon the improper use of
16 funds by the Operator, the other parties shall have the right, without prejudice to other rights or remedies, to collect
17 from the purchaser the proceeds from the sale of such defaulting party's share of Oil and Gas until the amount owed by
18 such party, plus interest, has been received, and shall have the right to offset the amount owed against the praceeds from
19 the sale of such defaulting party's share of Oil and Gas. All purchasers of production may rely on a notification of default
20 from the non-defaulting party or parties stating the amount due as & resuft of the default, and all parties waive any
21 recourse available againgt purchasers for releasing production proceeds as provided in this paragraph.
2 D. If any party fails to pay its share of expense within one hundred-tweaty (120) days after readition of a statement
23 therefor by Operator the non-defaulting parties, including Operator, shall; upon request by Operator, pay the unpaid
24 arnount in the proportion that the interest of each such party bears to the interest of all such parties. The amount paid
25 by each party so paying its share of the unpaid arount shall be secured by the liens and security rights described in this
26 paragraph 3 and in the Operating Agreement, and each paying party may independcntly pursue any remedy available
b7 under the Operating Agreement or otherwise.
28 E. If eny party does not perform all of its obligations under this agreemem or the Operutmg Agreement, and the
29 failure to perform subjects such party to foreclosure or execution proceedings pursuant to the provisions of this
30 agreement or the Operating Agreement, to the extent allowed by governing law, the defaulting party waives any
31 available-right of redemption from and after the date of judgmeant, any required valuation or appraisement of the
kY3 mortgaged or secured property prior to sale, any available right to stay execution or to require a marshalling of assets
33 and any required bond in the event a receiver is appointed. In addition, to the extent permitted by applicable.law, each
34 party hereby grantg to the other parties a power of sale as to any property that is subject to the lien and security rights
kM granted hereunder or under the Operating Agreement, such power to be exercised in the manner provided by applicable
36 law or otherwise in g commerciaily reasonable manger and upon reasonable notice.
37 'F. The licn and sccurity interest granted by this paragraph 3 supplements identical rights granted under the
38 Operating Agreement.
19 G. To the extent permitted by applicable law, Nou-Operators agree that Operator-may invoke or utilize the
40 mechanics’ or materigimén's lien law of the state {n which the Contract Area is situated in order to secure the payment
41 to Operator of any sum due under this agreement and the Operating Agreement for services performed or raterials
a1 supplied by Operator.
43 H. The above described security will be financed at the wellhead of the well or wells Jocated on the Contract Area and
44 this Recording Supplement may be filed in the land records in the County or Parish in which the Contract Area is
45 located, and as & financing statement in all recording offices required under the Uniforma Commercial Code or other
46 epplicable state statutes to perfect the above-described security interest, and any party hereto may file a continuation
47 statement as necessary under the Uniform Commercial Code, or other state laws.
48 4. This agreement shall be effective as of the date of the Operating Agrecment as above recited. Upon termination of

49 this agreement and the Operatiog Agrecment and the satisfaction of all obligations thereunder, Operator is authorized to file
50 cof record in all necessary recording offices a notice of termination, and each party hereto agrees to execute such a notice of
51 termination as to Operator's interest, upon the request of Operator, if Operator has complied with all of its financial
52 obligations.

53 5. This agreement and the Operating Agreement shall be binding upon and shal! inure to the benefit of the partics
S4 hereto and their respective heirs, devisees, legal representatives, successors and assigns. No sale, encumbrance, transfer or
S5 other disposition shall be made by any party of any interest in the Leases or Interests subject hereto except as expressly
56 permitied under the Operating Agreement and, if permitted, shall be made expressly subject to this agreement and the
§7 Operating Agreement and without prejudice 1o the tights of the other parties: If the transfer is permitted, the assignee of an
58 ownership interest in any Oil and Gas Lease shall be deemed e party to this agreemenit and the Operating Agreement as to
$9 the interest assigned from and after the effective date of the transfer of ownership; provided, however, that the other parties
60 shall not be required to recognize any such sale, encumbrance, transfer or other disposition for any purpose hereunder until
61 thirty (30) days after they have received a copy of the instrument of transfer or other satisfactory evidence thereof in writing
62 from the transferor or transferee. No assignment or other disposition of interest by a party shall relieve such party of
63 obligations previousty incurred by such party under this agreement or the Operating Agreement with respect to the interest
64 transferred, including without limitation the obligation of a party {o pay all costs attributable to dn operation conducted under
65 this agreement and the Operating Agreement in which such party has agreed to participate prior to making such assigament,
66 and the lien and security interest granted by Article VILB. of the Operating Agreement and hereby shall continue to burden
67 the interest transferred to secure payment of any such obhgatwns

68 6. In the event of a conflict between the terms and provisions of this agresmeat and the terms and provisions of the
69 Operating Agreement, then, as between the parties, the terms and provisions of the Operating Agrecment shall control.
70 7. This agreement shall be binding upon each Noa-Opcrator when this agreement or a counterpart thereof has beeo

71 executed by such Non-Operator and Operator notwithstanding that this agreement is not then or thercafter exccuted by all of
72 the parties to which it is tendered or which are listed on Exhibit "A" as owuing an interest in the Contract Area or which
73 own, in fact, an Interest in the Contract Arca. In the event that any provision herein is illegal or unenforceable, the
74 temaining provisions shall not be affected, and shall be enforced as if the illegal or unenforceable provision did not appear herein.
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8. Other provisions.

IN WITNESS WHEREOF, this agreement shall be effective as of the 1™ day of November, 2011.

OPERATOR

Mack Energy Corporation

Travis K. Lanning, Attorney in Fact

NON-OPERATORS

Chase Oil Corporation Robert C. Chase
Travis K. Lanning, Attorney in Fact Robert C. Chase
Ventana Minerals LLC DiaKan Minerals LL.C

Courtney Lanning, Attorney in Fact

Tom M. Ragsdale

Tom M. Ragsdale
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- STATE OF NEW MEXICO §
§
COUNTY OF EDDY §

The foregoing instrument was executed before me this day of December, 2011, by
Travis K. Lanning, Attorney in Fact for Mack Energy Corporation, a New Mexico corporation.

Notary Public
STATE OF NEW MEXICO §
: §
COUNTY OF EDDY §
The foregoing instrument was executed before me this___.__ day of December, 2011 ,- by

Travis K. Lanning, Attorney in Fact for Chase Oil Corporation, & New Mexico corporation.

Notary Public
STATE OF NEW MEXICO §
§
COUNTY OF EDDY §
The foregoing instrument was executed before me this day of December, 2011, by
Rabert C. Chase. : .
Notary Public

STATE OF NEW MEXICO §
§
COUNTY OF EDDY §

The foregoing instrument was executed before me this day of December, 2011, by -
Richard L. Chase, Manager for Ventana Minerals. LLC, a New Mexico limited liability cornpany.

Notary Public
STATE OF NEW MEXICO §.
: ) §
COUNTY OF EDDY §
The foregoing instrument was executed before me this day of December, 2011, by

Courtney Lanning, Attomey in Fact for DiaKan Minerals LLC, a Texas limited liability
company. :

Notary Public
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STATE OF TEXAS §
§
- COUNTY OF MIDLAND  §

The foregoing instrurment was executed before me this day of December, 2011, by
Tom M. Ragsdale. .

My Commission Expires:

Notary Public -



