
EO. Box 960 
Artesiu, NM 88211-0960 

Office (575) 748-1288 
Fax (575) 7-13-7374 

December 7, 2011 
Via Federal Express 

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

Mdtand. Texas79701 RECEIVED OEC 0 8 2011 

RE: Operating Agreement 
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. 

If 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 furnished as soon as they are complete. 

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

Sincerely, 

Mack Energy Corporation 

Staci Sanders 
Land Department 

/ss 

Enclosures 

NMOCD CASE #14763 
September 13.2012 

SIANA EX. 8 
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1 OPERATING AGREEMENT 

2 THIS AGREEMENT, entered into by and between MACK ENERGY CORPORATION : , 

3 hereinafter designated and referred to as 'Operator,' and ihe signatory party or parties other than OpexMor, sometimes 

4 hereinafter referred to individually aa "Non-Operator," and collectively as "Non-Operators." 

5 WrrNESSETH: 

6 WHEREAS, the parties to this agreement ere owners of OU and Gas Leases and/or Oil and Gas Interests in the lend 

7 identified In Exhibit "A," and die parties hereto have reached an agreement to explore and develop these Leases and/or Oil 

8 and Gas Interests for the production of OU and Oas lo tho extent and as hereinafter provided, 

9 NOW, THEREFORE, it is agreed as follow?; 

10 . ARTICLE L 

H DEFINITIONS 

12 As used ir) this agreement, the following words and terms shall have the meanings here aseribed to them: 

13 A. The term "AFE" shall mean an Authority for Expenditure prepared by a party to this agreement for the purpose of 

14 estimating the costs to be incurred in conducting an operation hereunder. 

15 B. The term "Completion" or "Complete" shall mean a single operation intended to complete a well as a producer of Oil 

16. and Gas in one or more Zones, including, but not limited to, the setting of production casing, perforating, well stimulation 

17 and production testing conducted In such operation. 

18 C. The term •Contract Area" shall mean all of the lands, Oil and Gas Leases and/or Oil and Gas Interests intended to be 

19 developed and operated for Oil and Gas purposes under this agreement Such lands. Oil and Gas Leases and Oil and Gas 

20 Interests are described in Exhibit " A " 

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

22 -Zone In which tho well was previously drilled, or below the Deepest Zone proposed in the associated AFE, whichever Is the 

23 - lesser. 

24 E, The terms "Drilling Party" and 'Consenting Party* shall mean a party who agrees to join in and pay its share of the 

25 cost of any operation conducted imdCTtte 

26 F, The terra "Drilling Unit" shall mean the area fixed for the drilling of one well by order or rule of any state or federal 

27 body having authority. If a Drilling Unit is not fixed by any such rule or order, a Drilling Unit shall be the drilling unit as 

28 established by the pattern of drilling in the Contract Area'unless fixed by express agreement ofthe Drilling Parties. 

29 G. The term "Drillsite" shall mean the Oil and Gas Lease or Oil and Gas Interest on which a proposed well is to be 

30 located 

31 H. The term "Initial Well" shall mean the/well required to be drilled by die parties hereto as provided in Article VI.A. 

32 I . The term "Non-Consent WeU" shall mean a well in which less than all parties have conducted an operation as 

33 provided in Article VLB.2. 

34 J, The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects not to participate in a 

35 proposed operation. 

36 K_ The term "Oil and Gas" shall mean oil, gas, casinghead gas, gas condensate, and/or all other liquid or gaseous 

37 hydrocarbons and other marketable substances produced therewith, unless an intent to limit the inclusrvencss of this term is 

38 specifically stated. 

39 L. The term "Oil and Gas Interests" or "Interests" shall mean unleased fee and mineral interests in Oil and Gas in tracts 

40 of land lying within the Contract Area which arc owned by parties to this agreement 

41 M. The terms "Oil and Gas Lease,* "Lease" .and "Leasehold" shall mean the oil and gas leases or interests therein 

42 covering tracts of land lying within the Contract Area which are owned by the parties to thia agreement 

43 N. The term "Plug Back" shall mean a single operalion whereby a deeper Zone is abandoned in order to attempt a 

44 Completion in a shallower Zone. 

45 O. The term "Recompleu'on" or "Recomplete" shall mean ah operation whereby a Completion in one Zone is abandoned 

46 in order to attempt a Completion in a different Zone within the existing wellbore. ' 

47 P. The term "Rework" shall mean on operation conducted tn the wellbore of a well after it is Completed to secure, 

48 restore, or improve production in a Zone which is currcndy open to production in the wellbore. Such operations include, but 

49 are not limited to. well stimulation operations but exclude any routine repair or maintenance work or drilling, Sidetracking. 

50 Deepening, Completing, Recompleting, or Plugging Back of a well. 

51 Q. The terra "Sidetrack* shall mean the directional control and intentional deviation of a well from vertical so as to 

• 52 change the bottom hole location unless dona to straighten die hole or drill around junk in the hole to overcome other 

53 mechanics] difficulties. 

54 R, The term "Zone" shall mean a stratum of earth containing or thought to contain a common accumulation of Oi! and 

55 Gas separately producible from any other common accumulation of Oil and Gas. 

56 Unless the context otherwise clearly indicates, words used in the singular include the plural, the -word "person" includes 

57 natural and artificial persons, the plural includes the singular, and any gender Includes the masculine, feminine, and neuter. 

58 ARTICLE n . 

59 EXHIBITS 

60 The following exhibits, as indicated below and attached hereto, ate incorporated and made a part hereof: 

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

62 (1) Description of lands subject to this agreement, 

63 (2) Restrictions, ifany, as to depths, fonnations, or substances, 

64 (3) Parties to agreement with addresses and telephone numbers for notice purposes, 

65 (4) Percentages or fractional interests of parties to this agreement. 

66 (5) Oil and Gas Leases and'or Oil and Gas Interests subject to this agreement, 

67 (6) Burdens on production. 

.68 D. M b i t "B," Form of Leaser 

69 X C. Exhibil "C," Accounting Procedure. 

70. X D. Exhibit "D," Insurance. 

71 X E. Exhibit "E," Gas Balancing Agreement 

72 • X F. Exhibit "F," Non-Diserimination and Certification of Non-Segregated Facilities. 

74 X H. Other: Model Form Recording Supplement tn Operating Agreement 

- 1 -
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1 I f any provision of any exhibit, except Exhibits "E," T* and "G," is inconsistent with any provision contained in 

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

3 ARTICLE HL 

4 INTERESTS OF PARTIES 

6 Ifany party owns-on -Oil end -Gas-hrterosl-to-tfto 4^oiru^ Vl«a,^a^4Dt9rest^hall- be trwipd-for-all purpow-of this 

7 agreement -and -during the tefm-heroof os if it-wara-oovered by the-forai-of-Oil-and Oas-'Laa^attoorwd-hereto as Exhibit—8," 

5 and the ownar-thefaef-sfaaa bfl dooHwd4o-own both royalty intoraK in such I w-and 4h»inte«Gt-of4h»4esse6 thareandaft 

9 B. Interests of Parties In Costs nod Production: 

10 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne 

11 and paid, end ell equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their 

12 Interests are set forth In Exhibil "A." In the same manner, the parties shah also own all production of Oil end Gas from the 

13 Contract Area subject, however, to the payment of royalties and oma burdens on production as described hereafter. 

14 Regardless of which party has contributed any Oil and Gas Lease or Oil and Gas Interest on which royalty or other 

15 burdens may be payable and except as otherwise expressly provided in this agreement, each party shall pay or deliver, or 

16 cause to be paid or delivered, alt burdens on i s share of the production from the Contract Area up- to,-but not in • exoesa-cf; 

17 • • • • - - and shall indemnify, defend and hold the other parties free from any liability therefor. 

18 Except xs otherwise expressly provided in this agreement, i f any party has contributed hereto any Lease or Interest which is 

19 burdened with any royalty, overriding royalty, production payment or other burden on production in excess of the amounts 

20 stipulated above, such party so burdened shall assume and clone bear all such excess obligations and shall mdemnify, defend 

21 and bold die other parries hereto harmless from any and all claims attributable to such excess burden. However, so long as 

22 the Drilling Unit for the productive Zonc(s) is Identical with the Contract Area, each party shall pay or deliver, or cause to 

23 be paid or delivered, ell burdens on production from the Contract Area due under the terms of the Oil and Gas Leasefs) 

24 which such party has contributed to mis agreement, and shall indemnify, defend and hold the other parties free from any 

25 liability therefor. 

26 No party shall ever be responsible, on a price basis higher than the price received by such party, to any other parry's 

27 lessor or royalty owner, and i f such other party's lessor or royalty owner should demand and receive settlement on a higher 

28 price basis, the party contributing the affected Lease shall bear the additional royalty burden attributable to such higher price. 

29 Nothing contained in this Article JJLB, shall be deemed an assignment or cross-assignment of interests covered hereby, 

30 and in the event two or more parties contribute to this agreement jointly owned Leases, the parties' undivided interests tn 

31 said Leaseholds shall be deemed separate leasehold interests for the purposes of this agreement 

32 C Subsequently Created Interests: 

33 If any party has contributed hereto a Lease or Interest that is burdened with an assignment of production given as security 

34 for the payment of money, or if, after the date of this agreement, any party creates an overriding royalty, production 

35 payment, net profits interest, assignment of production or other burden payable out of production attributable to its work rng 

36 interest hereunder, such burden shall be deemed a "Subsequently Created Interest'' Further, i f any party has contributed 

37 hereto a Lease or Interest burdened with an overriding royalty, production payment, net profit3 interests, or other burden 

38 payable out of production created prior to' the date of this agreement, and such burden is not shown on Exhibit "A," such 

39 burden also shall be deemed a Subsequently Created Interest to the extent such burden causes the burdens on such party's 

40 Incase or Interest to exceed the amount stipulated tn Article IIX.B. above 

41 The party whose interest is burdened with the Subsequently Created Interest (the "Burdened Party") shall assume and 

42 alone bear, pay and discharge the Subsequently Created Interest end shall indemnify, defend and hold harmless the other 

43 parties from and against any liability therefor. Further, i f the Burdened Party fails to pay, when doe, rb share of expenses 

44 chargeable hereunder, all provisions of Article VflJB. shall be enforceable against the Subsequently Created Interest in the 

45 same manner as they are enforceable against the working interest of the Burdened Party. If the Burdened Party is required 

46 under this agreement to assign or relinquish to any other party, or parties, al) or a portion of its working interest and/or the 

47 production attributable thereto, said other party, or parties, shall receive said assignment and/or production free and clear of 

48 - said Subsequently Created [nterest, and the Burdened Party shall indemnify, defend and hold harmless said other party, or 

49 parties, from any and all claims and demands for payment asserted by owners ofthe Subsequently Created Interest 

50 ARTICLE IV. 

51 TITLES 

52 A. Tide Examination: 

53 Tide examinsiion shall be made on ihe Drillsite of any proposed well prior to commencement of drilling operations and. 

54 i f a majority in interest of the Drilling Parties so request or Operator so elects, title examination shall be made on the entire 

55 Drilling Unit, or maximum anticipated Drilling Unit, of the well. The opinion will include the ownership of the working 

56 interest, minerals, royalty, overriding royalty and production payments under the applicable Leases. Each party contributing 

57 Leases and/or Oil snd Gas Interests to be included in the Drillsite or Drilling Unit, rf appropriate, shall furnish to Operator 

58 - all abstracts (including federal lease status reports), title opinions, title papers and curative material m its possession free of 

59 charge. All such information not in the possession of or mads available to Operator by the parties, but necessary for the 

60 examination of the title, shall be obtained by Operator. Operator ihall cause title to be examined by attorneys on its staff or 

61 by outside attorneys. Copies of all title opinions shall be furnished to each Drilling Party. Costs incurred by Operator in 

62 procuring abstracts, fees paid outside attorneys for title examination (including preliminary, supplemental, shut-in royalty 

63 opinions and division order title opinions) and other direct charges as provided in Exhibit *C" shall be tome by the Drilling 

64 Panics in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such 

65 interests appear in Exhibit "A." Operator shall make no charge for services rendered by its staff attorneys or other personnel 

66 in the performance ofthe above functions, 

67 Each party shal! be responsible for securing curative matter and pooling amendments or agreements required in 

68 connection with Leases or Oil and Gas Interests contributed by such party. Operator shall be responsible for the preparation 

69 and recording of pooling designations or decletationi and communitization agreements as well as the conduct of hearings 

70 before governmental agencies for the securing of spacing or pooling orders or any other orders necessary or appropriate to 

71 the conduct of operations hereunder. This shall not prevent any party from appearing on its own behalf at such hearings. 

72 Costs incurred by Operator, including fees paid to outside attorneys, which are associated with hearings before governmental 

73 agencies, and which costs are necessary and propel for the activities contemplated under this agreement, shall be direct 

74 charges to the joint account and shall not be covered by the administrative overhead charges as provided in Exhibit "C." 
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J Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above 
2 functions. 
3 No well shall be drilled on the Contract Area until after (1) the title to the Drill si to or Drilling Unit, if appropriate, has 
4 been examined as above provided, and (2) the tide has been approved by the examining attorney or title has been accepted by 
5 all of the Drilling Parties in such well. 
i> B. Lou or Failure of Title: 
7 . I . Failure of Title: Should any Oil and Ges Interest or 03 and Gas Lease be lost through failure of titio, which results in a 
Jt reduction of interest from that shewn on Exhibit "A," the party credited with contributing the affected Lease or Interest 
9 (including, if applicable, a successor in interest to such party) shall have ninety (90) days from final determination of title 

10 failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisition will not be subject 
11 .to Article VULB., and failing to do so, this agreement, nevertheless, shall continue io force as to all remaining Oil and Gas 
12 Leases and Interests; and, 
13 (a) The party credited with contributing the Oil and Gas Lease or Interest affected by the tide failure (including, if 
14 applicable, a successor in Interest to such party) shall bear alone the entire loss and it shall not be entitled to recover from 
1$ Operator or the other parties any development or OfKracmg costs which ft may have previously paid or incurred, but there 
] 6 shall be no additional liability on its part to die other parties hereto by teason of such title failure; 
17 (b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the 
15 Lease or Interest which has failed, but the interests of the parties contained on Exhibit "A" shall be revised on an acreage 
19 basis, as of the time it is determined finally that title failure has occurred, so that the interest of the party whose Lease or 
20 Interest is affected by the tide failure will thereafter be reduced in the Contract Area by the amount ofthe Lease or Interest failed; 
21 (c) If ibe proportionate interest of the other parties hereto in any producing well previously drilled on the Contract 
22 Area is increased by reason of the title failure, the party who bore the coses incurred in connection with such well attributable 
23 to the Lease or Interest which has failed shall receive the proceeds attributable to the increase in such interest (less costs and 
24 burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such well 
2$ attributable to such failed Lease or Interest; 
26 (d) Should any person not a party to this agreement, who is determined to be the owner of any Lease or Interest 
27 which has failed, pay in my manner any part of the cost of operation, development, or equipment, such amount shall be paid 
28 to the party or parties who bore the costs which are so refunded; 
29 (e) Any liability to account lo a person not a party to this agreement for prior production of Oil and Gas which arises 
30 by reason of title failure shall be bamc severally by each party (including a predecessor to a current parry) who received 
31 production for which such accounting is required based an the amount of such production received, and each such party shall 
32 severally indemnify, defend and hold harmless all other parties hereto for any such liability to account; 
33 (f) No charge shall be made to the joint account for legal expenses, fees or salaries in connection with the defense of 
34 the Lease or Interest claimed to have failed, but if the party contributing such Lease or Interest hereto elects to defend its title 
35 it shall bear all expenses tn connection therewith; and 
36 (g) If any party is given credit on Exhibit "A" to a Lease or Interest which is limited solely to ownership of an 
37 interest in.the wellbore of any well or wells and the production therefrom, such party's absence of interest in the remainder 
38 of the Contract Area shall be considered a Failure of Title as to such remaining Contract Area unless thai absence of interest 
39 is reflected on Exhibit "A.* 
40 2. Loss bv Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight, any rental, shut-in well 
41 payment, minimum royalty or royalty payment, or other payment necessary to maintain all or a portion of an Oil and Gas 
42 Lease or interest is not paid or is erroneously paid, and as a result a Lease or Interest terminates, there shall be no monetary 
43 liability against the party who failed to make such payment Unless the party who failed to make the required payment 
44 secures a new Lease or Interest covering the same interest within ninety (90) days from the discovery of the failure, to make 
45 proper payment, which acquisition will not be subject to Article VtlLB., the interests of the parties reflected on Exhibit "A" 
46 shall be revised on an acreage basis, effective as of the date of termination of tho Lease or Interest involved, and the party 
47 who failed to make proper payment will no longer be credited with an interest m the Contract Area on account of ownership 
48 of the Lease or Interest which has terminated. If the party who failed to make the required payment shall not have been fully 
49 reimbursed, at the time of the loss, from the proceeds of the sale of Oil and Gas attributable to the lost Lease or Interest, 
50 calculated on an acreage basis, for the development and operating costs previously paid on account of such Lease or Interest, 
51 it shall be reimbursed for unrecovered actual costs previously paid by rt (but not for its share of the cost of any dry hole 
52 previously drilled or wells previously abandoned) from so much ofthe following as is necessary to effect reimbursement; 

53 (a) Proceeds of Oil and Gas produced prior to termination of the Lease or Interest, less operating expenses and lease 
54 burdens chargeable hereunder to the person who failed to make payment, previously accrued co the credit of the lost Lease or 
55 Interest, on an acreage basis, up to die amount of unrecovered costs; 

56 (b) Proceeds of Oil and Gas. less operating expenses and lease burdens chargeable hereunder to the person who failed 
57 to make payment, up to the amount of unrecovered costs attributable to that' portion of Oil and Gas thereafter produced and 
58 marketed (excluding production from any wells thereafter drilled) which, in the absence of such Lease or Interest termination, 
59 would be attributable to the lost Lease or Interest on an acreage basis and which as a result of such Lease or Interest 
60 termination is credited to other parties, the proceeds of said portion of the Oil and Gas lo be contributed by the other parties 
61 in proportion fo their respective interests reflected on Exhibit "A"; and, 
62 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner 
63 ofthe Lease or Interest lost, for the privilege of participating in the Contract Area or becoming a party to this agreement. 
64 3. Other Losses: All losses of Leases or Interests committed to this agreement, other than those set forth in Articles 
65 rV.B.l. and IV.B.2. above, shall be joint losses and shall be borne by all parties in proportion to their interests shown on 
66 Exhibit "A* This shall include but not be limited to the loss of any Lease or Interest through failure to develop or because 
67 express or implied covenants have not been performed (other d\an performance which requires only the payment of money), 
68 and ihc Joss of any Lease- by expiration at the end of its primary term if it is not renewed or extended. There shall be no 
69 readjustment of interests tn the remaining portion of the Contract Area on account of any joint loss. 
70 4. Coring Title: Di the event of a Failure of Title under Article IV.B.L or a loss of title under Article IV.B.2. above, any 
71 Lease or Interest acquired by any party hereto (other than the party whose interest has failed or was lost) during the ninety 
72 (90) day period provided by Article IV.B.l. and Article IV.B.2. above covering all or a portion of the interest that his failed 
73 or was lost shall be offered at cost to the party whose interest has failed or was lost, and the provisions of Article Vlll-B. 
74 shall not apply to such acquisition, 
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1 ARTICLE V, 

2 OPERATOR 

3 A. Designation and Responsibilities of Operator: 

4 MACK ENEROY CORPORATION shall be the Operator of the Contract Area, and shall conduct 

5 and direct and have full control of . all operations on the Contract Area as permitted and required by, and within the limits of 

6 tills agreement. In its perform en cc of services hereunder for the Non-Operators, Operator shall be an independent contractor 

7 not subject to the control or direction of the Non-Operators except as to the type of operation to be undertaken In accordance 

$ with the election procedures contained In tills agreement Operator shall not be deemed, or hold itself out as, the agent of the 

9 Non-Operators'with authority to bind them to any obligation or liability assumed or incurred by Operator as to any third 

10 party. .Operator shall conduct its activities under this agreement as a reasonable prudent operator, in a good and workmanlike 

11 , manner, with due diligence and dispatch, in accordance with good oilfield practice, and in compliance with applicable law and 

12 regulation, but tn no event shall it have any liability as Operator to the other parties for losses Sustained or liabilities incurred 

13 except such as may result from gross negligence or willful misconduct 

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

15 I . Resignation or Removal of Operator; Operator may resign at any timo by giving written notice thereof to Non-Operators. 

16 If Operator terminates its legal existence, no longer—ownr,--on- interact rwreundor in the Contract-Area; or is no longer capable of 

17 serving as Operator, Operator shall be deemed to have resigned without any action by Non<)perators, except the selection of a 

\% successor. Operator may be removed only for good cause by the affirmative vote of Non-Operators owning a majority interest 

19 based on ownership as shown on Exhibit "A" remaining after excluding the voting interest of Operator, such vote shall not be 

20 deemed effective until a written notice has been delivered to the Operator by a Non-Operator detailing the alleged default and 

21 Operator has failed to cure the default within thirty (30) days from its receipt of the notice or. i f the default concerns an 

22 operation then being conducted, within forty-eight (48) hours of its receipt of the notice. For purposes hereof, -good cause' shall 

23 mean not only gross negligence or willful misconduct but also the material breach of or inability to meet the standards of 

24 operation contained in Article V.A. or material failure or inability to perform its obligations under this agreement. 

25 Subject to Article VILD.l., such resignation or removal shall not become effective until 7:00 o'clock A M . on the first 

26 day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator 

2? or action by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of 

28 Operator at an earlier date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a 

29 Non-Operator. A change of a corporate name or structure of Operator Of transfer of Operator's interest to any single 

30 subsidiary, parent or successor corporation shall not be the basis for removal of Operator. 

31 2. Selection pf Successor Operator-. Upon the resignation oc removal of Operator, under any provision of this agreement, ft 

32 successor Operator shall be selected by the parties. The successor Operator shall bo selected from the parties owning an 

33 interest in the Contract Area-at the time such successor Operator is selected. The successor Operator shall be selected by the 

34 affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown on Exhibit "A"; 

35 provided, however, if on Operator which has been removed or is deemed to have resigned fails to vote ot votes only to 

36 succeed itself, the successor Operator shall be selected by the affirmative vote of the party or parties owning a majority 

37 interest based on ownership as shown on Exhibit "A" remaining after excluding the voting interest of the Operator that was 

38 removed or resigned. The former Operator shall promptly deliver to the successor Operator all records and data relating to 

39 the operations conducted by the former Operator to the extent such records and data arc not already in tbe possession of die 

40 successor operator. Any cost of obtaining or copying the former Operator's records and data shall be charged to the joint 

41 account, 

42 3. Effect of Bankruptcy; If Operator becomes insolvent, bankrupt or is placed In receivership, it shall be deemed to have 

43 resigned without any action by Non-Operators, except the selection of a successor. If a petition for relief under the federal 

44 bankruptcy laws is filed by or against Operator, and the removal of Operator is prevented by the federal bankruptcy court, all 

45 Non-Operators and Operator shall comprise an interim operating committee to serve until Operator has elected to reject or 

46 assume this agreement pursuant to die Bankruptcy Code, and an election to reject this agreement by Operator as a debtor in 

47 possession, or by a trustee in bankruptcy, shall be deemed a resignation as Operator wilhout any action by Non-Operators, 

48 except tlie selection of a successor. During the period of time the operating committee controls operations, all actions snail 

49 require the approval of two (2) or more parties owning a majority interest based on ownership as shown on Exhibit "A." In 

50 the event there are only two (2) parties to this agreement, during the period of time the operating committee controls 

51 operations, a third party acceptable to Operator, Non-Operator and the federal bankruptcy court shall be selected as a 

52 member of tho operating committee, and all actions (hall require the approvsJ of two (2) members of the operating 

53 committee without regard for their interest in the Contract Area based on Exhibit "A." 

54 C. Emptoyw and Contractors: 

55 The number of employees or oontraccors used by Operator In conducting operations hereunder, their selection, and the 

56 hours of labor and the compensation for services performed shall be determined by Operator, and all such employees or 

57 contractors shall be the employees or contractors of Operator. 

58' D. Rights and Duties of Operator: 

59 1. Competitive Rates and Use <jf uAfftliates: All weds drilled on the Contract Area shall be drilled on a competitive 

60 contract basis at the usual rates prevailing in the area. I f it so desires. Operator may employ its own tools and equipment in 

61 the drilling of wells, but its charges therefor shall not exceed the prevailing rates in the area and the rate of such charges 

62 shaU be agreed upon by the parties in writing before drilling operations are commenced, and such work shall be performed by 

63 Operator under the same terms and conditions as are customary and usual in the area in contracts of independent contractors 

64 who are doing work of a similar nature. All work performed or materials supplied by affiliates or related parties of Operator 

65 shall be performed or supplied at competitive rates, pursuant to written agreement, and in accordance with customs and 

66 standards prevailing In the industry. 

67 2. rjj'scharyo of Joint Account Obligations: Except as herein otherwise specifically provided, Operator shall promptly pay 

65 and discharge expenses incurred m the development and operation of the Contract Area pursuant fo this agreement and shall 

69 charge each of the parties hereto with their respective proportionate shares upon the expense basis provided In Exhibit "C." 

70 Operator shall keep an accurate record of the joint account hereunder, showing expenses incurred and charges and credits 

71 made and received. 

•72 3. Protection frpni Lieng: Operator shall pay, or cause to be paid, as and when they become due and payable, all accounts 

73 of contractors and suppliers and wages and salaries for services rendered or performed, and for materials supplied on, to or in 

74 respect of the Contract Area or any operations for the joint account thereof, and shall keep the Contract Area free from 
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1 liens and encumbrances resulting tbertfrom cxccpl foi those resulting from a bona fide dispute as to services rendered or 

2 materials supplied. 

3 4. Custody *>f Funds: Operator shall hold for the account of the Non-Operators any funds of the Non-Operators advanced 

4 or paid to the Operator, either for the conduct of operations hereunder or as a result of the sale of production from die 

5 Contract Area, and such funds shall remain the funds of the Nort-Operetors on whose account they arc advanced or paid until 

6 used for their intended purpose or otherwise delivered fo the Non-Operators or applied toward the payment of debts as 

7 provided in Article VIIB. Nothing in tin's paragraph shall be construed to establish a fiduciary relationship between Operator 

8 and Non-Operators for any purpose other than to account for Non-Operator funds as herein specifically provided,. Nothing in 

9 this paragraph shall require tlie maintenance by Operator of separate accounts for the funds of Nori-Operators unless the 

10 parties otherwise specifically agree. 

11 5. Access tn Contract Area and Records: Operator shall, except as otherwise provided herein, permit each Non-Operator 

12 or Its duly authorized representative, at the Non-Operator's sole risk and cost, full and free access at all reasonable times to 

13 all operatlons'of every kind and character being conducted for the joint account on the Contract Area and to tile records of 

14 operations conducted thereon or production therefrom, including Operator's books and records relating thereto. Such access 

15 rights shall not be exercised in a manner interfering with Operator's conduct of an operalion hereunder and shall not obligate 

16 Operator Co furnish any geologic or geophysical data of an interpretive nature unless the cost of preparation of such 

17 interpretive data was charged to the joint account Operator will furnish to each Non-Operator upon request copies of any 

18 and all reports and information obtained by Operator in connection with production and related items, including, without 

19 limitation, meter and chart reports, production purchaser statements, run tickets and monthly gauge reports, but excluding 

20 purchase contracts and pricing information to the extent not applicable to the production of the Non-Operator reeking the 

21 information. Any audit of Operator's records relating to amounts expended and the eppropriateness of such expenditures 

22 shall be conducted in accordance with the audit protocol specified in Exhibit "G" 

23 6. Filing ffld.Fumfehjn.ft Qcvernrricntal Reports: Operator will file, and upon written request prorapdy furnish copies to 

24 each requesting Non-Operator not in default of Its payment obligations, all operational notices, reports or applications 

25 required to be filed by local, State, Federal or Indian agencies or authorities having jurisdiction over operations hereunder. 

26 Each Non-Operator shall provide to Operator on a timely basis all information necessary to Operator to make such filings. 

27 7. Drilling and Testing Operations: The following provisions shall apply to each well drilled hereunder, including but not 

28 limited to the Initial Well: 

29 (a) Operator will promptly advise Non-Operators of the date on which the well is spudded, or the date on which 

30 drilling operations are commenced. 

31 (b) Operator will send to Non-Operators such reports, test results and notices regarding the progress of operations on the well 

32 as the Non-Operators shall reasonably request, including, but not limited to, daily drilling reports, completion reports, and well logs. 

33 (c) Operator shall adequately test all Zones encountered which may reasonably be expected to be capable of producing 

34 Oil and Gas in paying quantities as a result of examination of the electric tog or any other logs or cores or tests conducted 

35 hereunder. 

36 8. Cost Estimates: Upon request of any Consenting Parry, Operator shall furnish estimates of current and cumulative costs 

37 incurred for ihe joint account at reasonable intervals during the conduct of any operation pursuant to this agreement 

38 Operator shall nol be held liable for errors in such estimates so long as the estimates arc made in good faith. 

39 9. Insurance: At all times while operations are conducted hereunder, Operator, shall comply with the workers 

40 compensation law of the state where the operations are being conducted; provided, however, that Operator may be a self-

41 insurer for liability under said compensation laws in which event the only charge that shall be made to the joim account shall 

42 be as provided in Exhibit " C Operator shall also carry or provide insurance for the benefit of the joint account of the parties 

43 as outiined in Exhibit "D" attached hereto and made a part hereof, Operator shall require all contractors engaged in work on 

44 or for the Contract Area to comply with the workers compensation law of the slate where the operations are being conducted 

45 and to maintain such other insurance as Operator may require. 

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

47 parties, no direct charge shall be made by Operator for premiums paid for such msuranco for Operator's automotive 

48 equipment. 

49 ARTICLE VL 

50 DRILLING AND DEVELOPMENT 

51 A~4ni€«M¥«tt# 

52 On <w hftfftw>-iha day of • - , - L Operator shall Mmwor^-th»d*tUtftg of the-fe&al 
53 Well at the following location; 

54 

55 

56 

57 

58 

59 

60 and c4wll"dwraafbBf:oontiftUft the drilling of tfw ̂ t-witfHfae-ditigeflW-to 

61 

62 

63 

64 

65 

66 

67 The-drilllng of ti\o-faitioi 'Well ond-thc participatwH-trwrBin by all portias-ic obUgelofy, cubjeot to Article vTjC.4i^.ta--paiticipaaon 

68 in ^wnplatiotvftpwationa and Artfolo VLF^fflHo-UrmintrUon of-opaationo-and-Article-XI as to occurnwea-of foroa-mojeorat 

69 B. Subsequent Operations: 

70 1. Proposed Operations: If any party hereto should desire co drill any well on the Contract Area other than the Initial Well, or 

71 If any party should desire to Rework, Sidetrack, Deepen, Recomplete or Plug Back a dry hole or a well no longer capable of 

72 producing in paying quantities in which such party has not otherwije relinquished Its interest In Ae proposed objective Zone under 

73 this agreement, the party desiring to drill. Rework, Sidetrack, Deepen, Recomplete or Plug Back such a well shall give written 

74 notice of the proposed operation to die parties who have not otherwise relinquished their interest in such objective Zone 
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1 under this agreement and to all other parties in the case of a proposal for Sidetracking or Deepening, specifying the work to be 

1 performed, the location, proposed depth, objective Zone and the estimated cost of the operation. The parties to whom such a 

3 notice Is delivered shall have thirty (30) days after receipt of the notice within which to notify the party proposing to do the work 

4 whether they elect to participate in the cost of the proposed operation. If a drilling rig is on location, notice of a proposal to 

5 Rework, Sidetrack, Recomplete, Plug Back or Deepen may be given by telephone and the response period shall be limited to forty-

6 eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party to whom such notice 'is delivered to reply 

7 within the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. 

S Any proposal by a party to conduct an operation conflicting with the operation initially proposed shall be delivered to all parties 

9 within the time and In the manner provided in Article VI.B.6. 

10 If all parties to whom such notice ts delivered elect to participate in such a proposed operation, the parlies shall be 

11 contractually committed to participate therein provided such operations are commenced within the time period hereafter set 

12 forth, and Operator shall, no later than ninety (90) days after expiration of the notice period of thirty (30) days (or as 

13 promptly as practicable after the expiration of the forty-eight (48) hour period when a drilling rig is on location, as the case 

14 may be), actually commence the proposed operation and thereafter complete it with due diligence at the risk and expense of 

15 the parlies participating therein; provided, however, said commencement date may be extended upon written notice of same 

16 by Operator to the other parties, for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such 

17 additional time is reasonably necessary to obtain permits from governmental authorities, surface rights (including rights-of-

18 way) or appropriate drilling equipment, or to complete title examination or curative matter required for title approval or 

19 acceptance. If the actual operation has not been commenced within the time provided (including any extension thereof as 

20 specifically permitted herein or in the force majeure provisions of Article XI) and i f any parry hereto still desires to conduct 

21 said operation, written notice proposing same must be resubmitted to the other parties in accordance herewith as if no prior 

22 proposal had been made. Those parties that did not participate In the drilling of a well for which a proposal to Deepen or 

23 Sidetrack is made hereunder shall. If such parties desire to participate fn the proposed Deepening or Sidetracking operation, 

24 reimburse the Drilling Parties in accordance with Article VLB.4. in the event of a Deepening operation and in accordance 

25 with Article VXB.5. in the event of a Sidetracking operation. 

26 2. Operations bv Less Than Ml parties-. 

27 (a) Determination of F^rticrpation, I f any parry to whom such notice is delivered as provided in Article VI.B.l. or 

28 VLC.L (Option No. 2) elects not'**to" participate in the proposed operation, then, in order to be entitled to the benefits of this 

29 Article, the party oi parties giving the notice and such other parties as shall elect to participate in the operation shall, no 

30 later than ninety (90) days after the expiration of the notice period of thirty pG) days (or as promptiy as practicable after the 

31 expiration of the forty-eight (48) hour period when a drilling rig is on location, as the case may be) actually commence the 

32 proposed operation end complete It with due diligence. Operator shall perform all work for the account of the Consenting 

33 Parties; provided, however, i f no drilling rig or other equipment is on location, and i f Operator is a Nan-Consenting Party, 

34 the Consenting Parties shall either (i) request Operator to perform Che work required by such proposed operalion for the 

35 account of the Consenting Parties, or (ii) designate one of the Consenting Patties as Operator to perform suoh work. The 

36 rights and duties granted to and imposed upon the Operator under this agreement are granted to and imposed upon the party 

37 designated aj Operator for an operation In which the original Operator is a Non-Consenting Party. Consenting Parties, when 

38 conducting operations on the Contract Area pursuant to this Article VLB.2„ shall comply with all terms and conditions of this 

39 agreement. 

40 If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the 

41 applicable notice period, shall advise all parties of the total interest of the parties approving such operation and its 

42 recommendation as to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, 

43 within forty-eight (48) hours (exclusive of Saturday, Sunday, and legal holidays) after delivery of such notice, shall advise the 

44 proposing party of its desire to (f) limit participation to such.parry's interest as shown on Exhibit "A" or (ii) carry only its 

45 proportionate part (determined by dividing such party's interest in tho Contract Area by the interests of all Consenting Parties in 

46 the Contract Area) of Non-Consenting Parties' interests, or (iii) carry its proportionate part (determined as provided in (ii)) of 

47 Non-Consenting Parties' interests together with all or a portion of its proportionate part of any Non -Consenting Parties' 

48 interests that any Consenting Party did not elect to take. Any interest of Non-Consenting Parties that is not carried by a 

49 Consenting Party shall be deemed to be carried by the party proposing the operation i f such party does not withdraw its 

50 proposal. Failure to advise the proposing party within the ttme required shall be deemed an election under (0- bi the event a 

51 drilling rig is on location, notice may be given by telephone, and the time permitted for such a response shall not exceed a 

52 total of forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays). The proposing party.'at its election, may 

53 withdraw such proposal i f there is less than 100% participation and shall notify all parries of such decision within ten (10) 

54 days, or within twenty-four (24) hours i f a drilling rig is on location, following expiration of the applicable response period. 

55 If 100% subscription to the proposed operation is obtained, the proposing party shall promptly notify the Consenting Parties 

56 of their proportionate interests in the operation and the parry serving as Operator shall commence such operation within the 

57 period provided in Article VLB.l., subject to the same extension right as provided therein. 

SZ (b) Relinquishment of Interest for Non-Participation. The entire cost and risk of conducting such operations shall be 

59 bome by the Consenting Parties in the proportions they have elected to bear same under the terms of the preceding 

60 paragraph. Consenting Parties shall keep the leasehold estates involved in such operations free and clear of all liens and 

61 encumbrances of every kind created by or arising from the operations of the Consenting Parties. I f such an operation results 

62 in a dry hole, then subject to Articles VL8.6. and VI.EJ., the Consenting Parties shall plug end abandon the well and restore 

63 the surface location at their sole cost risk and 'expense; provided, however, chat those Non-Consenting Parties that 

64 participated In tbe drilling. Deepening or Sidetracking of (he well shall remain liable for, and shell pay, their proportionate 

65 shares of the cost of plugging and abandoning the well and restoring the surface location insofar only as those costs were not 

66 Increased by the subsequent operations of the Consenting Parties. If any well drilled. Reworked, Sidetracked, Deepened, 

67 Recompleted or Plugged Bade under the provisions of this Article results in a well capable of producing Oil and/or Gas In 

68 paying quantities, the Consenting Parties shall Complete and equip the well to produce at their sole cost and risk, and the 

69 well shall then be turned over to Operator (if the Operator did not conduct the operation) and shall be operated by it at the 

70 expanse and for. the account of the Consenting Parties. Upon commencement of operations for tbe drilling, Reworking, 

71 Sidetracking. Recompleting, Deepening or Plugging Back of any such well by Consenting Parties in accordance with the 

72 provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties, and the 

73 Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-

74 Consenting Party's interest in the well and share of production therefrom or, in the cose of a Reworking, Sidetracking, 
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1 Deepening, Recompleting or Plugging Back, or a Completion pursuant to Article YT.C.1. Option No. 2, all of such Non-
2 Consenting Party's interest in the production obtained from the operation in which me Non-Consenting Parry did not elect 
3 to participate. Such relinquishment shall be effective until tho proceeds of the sale of such share, calculated al the well, or 
4 market value thereof if tuch share is not sold (after deducting applicable ad valorem, production, severance, and excise taxes, 
$• royalty, overriding royalty and other interests not excepted by Article m.C payable out of or measured by the production 
$ from such well accruing with respect to such interest until it reverts), shall equal the total ofthe following: 
7 (0 100 % of each 6uch Non-Consenting Parr/fl share of the cost of any newty acquired surface equipment 
$ beyond the wellhead connections (including but not limited to stock tanks, separators, treaters, pumping equipment and 
9 piping), plus 100% of each such Noa-Consenting Party's shae of the cost Of operation Of the well commencing with first 

(0 production and continuing until each such Non-Consenting Party's relinquished interest shall revert to it under other 
U provisions of this Article, it being agreed that each Non-Consenting Party's share of such costs and equipment will be that 
12 interest which would have been chargeable to such Non-Consenting Party had it participated in the well, from the beginning 
13 ofthe operations; and 
M fin 300 % of (a) that portion of the costs and expenses of drilling. Reworking, Sidetracking, Deepening, 
15 Plugging Back, testing. Completing, and Recompleting, after deducting any cash contributions received under Article VKJ.C, 
16 and of (b) thai portion of the cost of newly acquired equipment in the well (to end including the wellhead connections), 
17 which would have been chargeable to such Non-Consenting Party if it had participated therein. 
18 Notwithstanding anything to the contrary in this Article VLB,, if the well does not reach the deepest objective Zone 
10 described In the notice proposing the well for reasons other than the encountering of granite or practically impenetrable 
20 substance or other condition in the hole rendering further operations impracticable. Operator shall give notice thereof to each 
21 Non-Consenting Party who submitted or voted for an alternative proposal under Article VI.B.6. to drill the well to a 
22 shallower Zone than the deepest objective Zone proposed in the notice under which the well was drilled, and each such Non-
23 Consenting Party shall have the option to participate in the initial proposed Completion of the well by paying its share of the 
24 cost of drilling the well to Its actual depth, calculated in the manner provided in Article VLB.4. (a). If any such Non-
25 Consenting Parry does not elect to participate in the first Completion proposed for such well, the relinquishment provisions 
26 of this Article VJ.B.2. (b) shall apply to such party's interest. 
27 (c) Reworking. Recompleting or Plugging Back. An election not to participate in the drilling, Sidetracking or 
28 Decperung of a well shall be deemed an election not to participate in any Reworking or Plugging Back operation proposed in 
29 such a well, or portion thereof, to which the initial non-consent election applied that is conducted at any time prior to full 
30 recovery by the Consenting Parties of the Non-Consenting Parry's recoupment amount. Similarly, an election not to 
31 participate in the Completing or Recompleting of a well shall bo deemed an election not to participate in any Reworking 
32 Operation proposed in such a well, or portion thereof, to which the initial non-consent election applied that is conducted at 
33 any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment amount. Any such 
34 Reworking, Recompleting or Plugging Back operation conducted during the recoupment period shall be."deemed part of the 
35 cost of operation of said well and there shall be added to the sums to be recouped by the Consenting Parties 300 % of 
36 " that portion of the costs of the Reworking, Recompleting or Plugging Back operation which would have been chargeable lo 
37 such Non-Consenting Party had it participated therein. If such a Reworking, Recompleting or Plugging Back operation b 
36 proposed during such recoupment period, the provisions of this Article VLB. shall be applicable as between said Consenting 
39 Parties In said well. 
40 (d) Recoupment Matters. During the period of time Consenting Parties are entitled to receive Non-Consenting Party's 
41 share of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of all ad valorem, 
42 production, severance, excise, gathering and other taxes, and all royalty, overriding royalty and other burdens applicable to 
43 Non-Consenting Party's share of production not excepted by Article I0.C. 
44 In the case of any Reworking, Sidetracking. Plugging Back, Recompleting or Deepening operation, the Consenting 
45 Parties shall be permitted to use. free of cost, all casing, tubing and other equipment in the well, but the ownership of all 
46 such equipment shall remain unchanged; and upon abandonment of a well after sueh Reworking, Sidetracking, Plugging Back, 
47 Recompleting or Deepening, the Consenting Parties shall account for all such equipment to the owners thereof, with each 
48 party receiving its proportionate part in kind or in value, less cost of salvage. 
49 Within ninety (90) days after Che completion of any operation under this Article, the party conducting the operations 
50 for the Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment In and connected to 
51 the well, and en itemized statement of the cost of drilling. Sidetracking, Deepening, Plugging Back, testing, Completing, 
52 Recompleting, and equipping the well for production; or, ax its option, the operating party, in lieu of an itemized statement 
53 of such costs of operation, may submit a detailod statement of monthly billings. Each month thereafter, during the time the 
54 Consenting Parties are being reimbursed as provided above, the party conducting the operations for the Consenting Parties 
55 shall furnish the Non-Consenting Parties with an itemized statement of all coses and liabilities incurred in the operation of 
56 the well, together with a statement of the quantity of OH and Gas produced from it and the amount of proceeds realized from 
57 the sale of the well's working interest production during the preceding month. In determining the quantity of Oil and Gas 
58 produced during any month. Consenting Parties shall use industry accepted methods such as but not limited to metering or 
59 periodic well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with 
60 any such operation which would have been owned by a Non-Consenting Party had h participated therein shall be credited 
61 against the total un returned costs of the work done and of the equipment purchased in determining when the interest of such 
62 Non-Consenting Party shall revert to it as above provided; and If there is a credit balance, tt shall be paid to such Non-
63 Consenting Party. 
64 ff and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided 
65 for above, the relinquished interests of such Non-Consenting Party shall automatically revert to rt as of 7:00 a.m. on die day 
66 following the day on which such recoupment occurs, and, from and after such reversion, such Non-Consenting Party shall 
67 own the same interest in such well, the material and equipment in or pertaining thereto, end die production therefrom as 
68 such Non-Consenting Party would have been entitled to had It participated in the drilling. Sidetracking, Reworking, 
69 Deepening. Recompleting or Plugging Back of said well. Thereafter, such Non-Consenting Party shall be charged with and 
70 shall pay its proportionate part of the further costs of the operation of said welt in accordance with the terms of this 
71 agreement and Exhibit "C attached hereto. 
72 3. Stand-Bv Costs: When a well which has been drilled or Deepened has reached its authorized depth and all tests have 
73 been completed and the results thereof furnished to the parties, OT when operations on the well have been otherwise 
74 terminated pursuant to Article VLP., stand-by costs incurred pending response to a party's notice proposing a Reworking, 
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t Sidetracking, Deepening, Recompleting, Plugging Back or Completing operation in such a well (including the period required 
2 under Article VLB.6. to resolve competing proposals) shall be charged and borne as part of the drilling or Deepening 
3 operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted. 
4 whichever first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to tbe terms 
5 of the second grammatical paragraph of Article VLB.2. (a), shall be charged to and borne as pan of the proposed operation, 
6 but if the proposal is subsequently withdrawn because of insufficient participation, such. stand-by costs shall be allocated 
7 between Che Consenting Parries in the proportion each Consenting Party's interest as shown on Exhibit "A" bears co (be total 
8 interest as shown on Exhibit "A" of all Consenting Parties. 
9 In the event that notice for a Sidetracking operation is given while ths drilling rig to be utilized ts on location, any party 

10 may request and receive up to five (5) additional days after expiration of the forty-eight hour response period specified rri 
11 Article V7.B.J. with/a which ro respond by paying for all stand-by costs and other cons incurred during such extended 
12 response period; Operator may require tuch party to pay the estimated stand-by time In advance as a ccrndrtion to extending 
13 the response period. If more than one party elects to Dike such additional time to respond to the notice, standby costs shall be 
14 allocated between the parties taking additional time to respond on a day-to-day basis iri the proportion each electing party's 
15 interest as shown on Exhibit "A" bean to the tola) interest as shown on Exhibit "A" of all the electing parties. 
16 4. Deepening: If less than all parties elect to participate in a drilling. Sidetracking, or Deepening operation proposed 
17 pursuant to Article VLB.l., the interest relinquished by the N cm-Consenting Parties lo the Consenting Parties under Article 
IS VLB-2. shall relate only and be limited to the lesser of (i) the total depth actually drilled or (ii) the objective depth or Zone 
1? of which the parties were given notice under Article VT.B.I. ("Initial Objective"}. Such well shall not be Deepened btytm6 the 
20 Initial Objective without first complying with this Article to afford the Non-Ccnscnting Parties the opportunity to participate 
21 tn the Deepening operation. 
22 In the event any Consenting Party desires to drill or Deepen a Non-Consent. Well to a depth below the Initial Objective, 
23 sveh parry shall give notice thereof, complying with the requirements of Article VIB.1-, to aJJ parties (includm* Non-
24 Consenting Parties). Thereupon, Articles VI.B.l. and 2. shall apply and all parties receiving such notice shall have the right to 
25 participate or not participate in ths Deepening of such wel) pursuant to said Articles VLB.l. and 2. If a Deepening operation 
26 is approved pursuant to such provisions, and if any Non-Consenting Patty elects to participate m the Deepening operation, 
27 such Non-Consenting party shall pay or make reimbursement (as the case may be) of the following costs and txptnses. 
28 (a) If the proposal to Deepen is made prior to the Completion of such well as a well capable of producing in paying 
29 quantities, such Non-Consenting Party shall pay (or reimburse Consenting Parties for, as the case may be) that share of costs 
30 and expenses incurred tn connection with the drilling of said well from the surface to the Initial Objective which Non-
31 Consenting Party would have paid had such Non-Consenting Party agreed to participate therein, plus the Non-Consenting 
32 Party's share of the cost of Deepening and of participating in any further operations on the well in accordance with the other 
33 provisions of this Agreement; provided, however, all costs for testing and Completion or attempted Completion of tlie well 

'34 incurred by Consenting Parties prior to the point of actual operations to Deepen beyond the Initial Objective shall be for the 
35 sole account of Consenting Parties. 
36 (b) If the proposal is made for a Non-Consent Well that has been previously Completed as a well capable of producing 
37 in paying quantities, but is no longer capable of producing tn paying quantities, such Non-Consenting Party shall pay (or 
38 reimburse Consenting Parties for. as the case may be) its proportionate share of all costs of drifting. Completing, and 
39 equipping said well from the surface to the Initial Objective, calculated in the manner provided in paragraph (a) above, less 
40 those costs recouped by the Consenting Parties from the sale of production from the well. The Non-Consenting Party shall 
41 also pay its pfoportiouate share of afl costs of re-entering said well. The Non-Consenting Parties' proportionate part (based 
42 on the percentage of sueh wefl Non-Consenting Parry would have owned had it previously participated in such Non-Consent 
43 Well) of the costs of salvable materials and equipment remaining in the hole and salvable surface equipment used in 
44 connection with such well shall be determined in accordance with Exhibit "C.° If the Consenting Parties have recouped the 
45 cost of drilling, Completing, and equipping the well at the time such Deepening operation is conducted, then a Non-
46 Consenting Party may participate in the Deepening of the well with no payment for costs incurred prior to re-entering the 
47 well for Deepening 
48 The foregoing shall not imply a right of any Consenting Party to propose any Deepening for a Non-Consent Well prior 
49 to the drilling of such well to its Initial Objective without the consent of the other Consenting Parties as provided in Article 
50 VIJ. 

51 5. Sjidetracking: Any party having the right fo participate in a proposed Sidetracking operation that does not own an 
52 interest in the affected wellbore at the time of the notice shall, upon electing to participate, tender to the wellbore owners Its 
53 proportionate share (equal to its interest in the Sidetracking operation) of the value of that portion of the existing wdlborc 
54 to be utilized as follows: 
55 (a) If the proposal is for Sidetracking an existing dry hole, reimbursement sholl be on the basis of the actual costs 
56 incurred in the initial drilling of the well down to the depth at which the Sidetracking operation is initiated 
57 (b) If the proposal is for Sidetracking a well which has previously produced, reimbursement shall be on the basts of 
58 such party's proportionate share of drilling and equipping costs Incurred In the initial drilling of the welt down to the depth 
59 at which the Sidetracking operation is conducted, calculated In tha manner described in Article Vl,B,4{b) above. Such party's 
60 proportionate share of the cost of the well's salvable materials and equipment down to the depth at which the Sidetracking 
61 * operation is Initialed shall be determined in accordance with the provisions of Exhibit *C* 
62 6. 0fde f̂-Prefer6ncft;;pf-< r̂ntH>n5r-EKMpt aa othep.vi» CM f̂ic l̂y-provided-«r>-d^ any farty-desins to 
63 prop<)5»-tlHi--ooflduot • of ^ ^orotwn- û al-oonfliqts. with-a proposal tfoH-has-4>w^ad« j ) ^ ^ VT, such 
64 party-shall-hova- flfti>efH-(i4)-^y6-from-tiaU>^fy .of-4ho-initial propowd,-in-th6 oasa^f-^-^oposal-to-dBll- -fl.-well-or-to perfona 
65 rew>pgFGtiqft-oft-a vs-all where--eo-dwUing- rig is-on-locotion, or tu-flnty f<wr"{24)-houTS,-fiXCHi5'v* of-Selurday; Sunday and legal 
66 hoiidaysj-frorrv-delwary of 4ho-initial proposal, if o drilling rig ts-on—looation for tha-weH -on-which suoh opwation is to-be 
67 conducted,—to- deliver to all-̂ >arti(x^^ntitteaV--to-participat»-in-tha proposed operation such paityt oltemetivo proposal;-tawh 
68 aitflrAtista-PToposal-fo-oontain th* caroo infotmation «*quinwi-to-be-inolwtad-in ths- iftitiai • proposal.—£c£hr-pci»/-TO«Wing. cwh 
69 proposals-shall-eiwt by -delivery—of nottoe to Opwatof-witliiiv-fiva (5) days-after expiration--of -tho proposal period,—or-- within 
70 twenty-fou»--(34)-houfs (axehtsive of Saturday,—Sunday-and legal holidays)-if n drilling; rig to on location for tho wall thas-w-ft* 
71 woject of tho-proposalj, to-participate" in -ono of tho competing proposals:—Any • party- not-eieoting-withtn the tim»-wquired 
72 shflJt--be-deenwt-not-to--hflV6 voted:—The proposal receiving tha vote -oi-partiao owning—thn-lnrgest Qg£ragnto- peraentage 
73 interest- of tha- parties' voting •••shall • hava priority- ov*r— all other—eomparing—proposals; in tho. oase of a tio vote, tha 
74 
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1 miUa^-pfoposal-chall prevail.- Operator oholl-deliver notice of ouftfa-tesuU-to-a3t-partita—en Ut! 60 -to participate-in the operation 

2 withiff-fivB (S) day$-ofW-expiration of the election-period (or within -twenty four-(30) houre, -efuJusive-of-̂ SftuJiday,—Sunday 

3 end-legal-holidays, if-a-drilting-«g-^or»4ocaf*on) ;—Each party chafl •thea-have-wo Q)-<foys (or-&venty-four-fi'l)-how9-«f-<i rig 

4 ' is-on -locati on)-from feooipt of • ouca-aooce-to «lwl by delivery of notieg-to Operator to-rpartmpato- «n~sueh--operatiOB-or-to 

5 relinquish--interest in the affected-vw>it -pursuant' to oWprovisions-of Article- V3.B.3.; failure1 by• a-porty -to-̂ ltver—CKHH)0-v,khin 

6 auoh peric -̂shall-bo-doerngdcn-eleotion ne**e-pairiflipgte-uvtnq-prwa^ proposafi 

7 7. Conformity to Spacing Partem. Notwithstanding Che provisions of this Article VLB.2., it is agreed that no wells shall be 

8 proposed to be drilled to or Completed in or produced from a Zone from which a well located elsewhere on the Contract 

9 Area Ls producing, unless such well conforms to the then-exUrjn£weU spacing pattern for sucKZnae. 

10 8, Paving Wella-Mo-party- shall conduct- onv-RBWorkir^L Deepening.- PUigaipft- Bock. ConTolction.--RooompU&^n.-OT 

11 5*d«trokfflg-opernt«H>-unde^^ to ony well then cxip^lB-K<f--ofoduciftg—ui-paying- quantitieft-exaopt 

12 wttri-th^ertseflfr^fallportM at me-tiffio-ofouokopeeationT 

13 C Completion of Wells; Reworking and Plugging Back: 

14 I . Completion: Without the consent of all parties, no well shall be drilled. Deepened or Sidetracked, except any well 

15 drilled, Deepened or Sidetracked pursuant to the provisions of Article VLB.2. of this agreement Consent to the drilling, 

16 Deepening or Sidetracking shall include: 

17 Q Option No, | ; All necessary expenditures for the drilling, Deepening or Sidetracking, testing. Completing and 

13 equipping of the well, including necessary tankage and/or surface facilities. 

19 0 Option No. 2: All necessary expenditures for ths drilling. Deepening or Sidetracking and testing of the well. When 

20 such well has reached its authorized depth, and all logs, cores and other tests have been completed, and the results 

21 thereof furnished to the parties. Operator shall give immediate notice to the Non-pperators having the right to 

22 * participate in a Completion attempt whether or not Operator recommends attempting to Complete the well, 

23 together with Operator's AFE for Completion costs if not previously provided. The parties receiving such notice 

24 susJJ have forty-eight (48) hours (exclusive of Saturday. Sunday and legal holidays) in which fo elect by delivery of 

25 notice to Operator to participate in a recommended Completion attempt or to make a Completion proposal with an 

26 accompanying AFE. Operator shall deliver any such Completion proposal, or any Completion proposal conflicting 

27 with Operator's proposal, to the other parties entitled fo participate in such Completion in accordance with the 

28 procedures specified in Article VLB.6. Election to participate in a Completion attempt shall include consent to all 

29 necessary expenditures for tbe Completing and equipping of such well, including necessary tankage and/or surface 

30 facilities but excluding any stimulation operation not contained on the Completion AFE. Failure of any party 

31 • receiving such notice to reply within the period above fixed shall constitute an election by that parry noj; to 

32 participate in the cost of the Completion attempt; provided, chat Article VLB.6. shall control in the case of 

33 conflicting Completion proposals. If one or more, but less titan all of the parties, elect to attempt a Completion, the 

34 provision of Article VI.B.2. hereof (the phrase "Reworking, Sidetracking, Deepening, Recompleting or Plugging 

35 Back* as contained in Article VI.B.2. shall be deemed to include "Completing") shall apply to the operations 

36 thereafter conducted by less than ell parties; provided, however, that Article VLB.2. shall apply separately to .each 

37' separate Completion or Recompletion attempt undertaken hereunder, and an election to become a Non-Consenting 

38 Party es to one Completion or Recompletion attempt shall not prevent a party from becoming a Consenting Party 

39 in subsequent Completion or Recompletion attempts* regardless whether the Consenting Parties as to earlier 

40 Completions or Recompletion have recouped their costs pursuant to Article VLBX; provided further, that any 

41 recoupment of costs by a Consenting Party shall be made solely from the production attributable to the Zone in 

42 which the Completion attempt is made. Election by a previous Non-Consenting party to participate in a subsequent 

43 Completion or Recompletion attempt shall require such party to pay its proportionate share of the cost of salvable 

44 materials and equipment installed in the well pursuant to the previous Completion or Recompletion attempt, 

45 insofar and only insofar as such materials and equipment benefit the Zone in which such party participates in a 

46 Completion attempt. 

47 2, Rework .̂Recomplete or Plug Back: No well shall be Reworked. Recompleted or Plugged Back except a well Reworked, 

48 Recompleted, or Plugged Back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the Reworking, 

49 Recompleting or Plugging Back of a well shall Include all necessary expenditures In conducting such operations and 

50 Completing and equipping of said well, including necessary tankage and/or surface facilities. 

51 D. Other Operation*: 

52 Operator shall not undertake any single project reasonably estimated to require an expenditure tn excess of 

53 FIFTY THOUSAND Dollars (S 5Q.0Q0.gO ) except in connection with the 

54 drilling, Sidetracking, Reworking, Deepening, Completing, Recompleting or Plugging Back of a well that has been previously 

55 authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden 

56 emergency, whether of the same or different nature. Operator may take such steps and incur such expenses as in its opinion 

57 are required to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the 

58 emergency to the other parties. tf-Qperaior-proparM -on -AFE -for : tts-own-ufig,-Opofator riidl—furnish any-Non Operakn-so 

59 lequestutfraiHftfonne^ • • Dollars 

60 (S -- • • - Any party who has not relinquished hs interest tn a well shall have the right to propose that 

61 Operator perform repair work or undertake the installation of artificial tin equipment or ancillary production facilities such as 
62 salt water disposal wells or to conduct additional work with respect to a well drilled hereunder or other similar project (but 

63 not including the installation of gathering lines or other transportation or marketing facilities, the install ation of which shall 

64 be governed by separate agreement between Che parties) reasonably estimated to require an expenditure in excess of the 

65 amount first set forth above in this Article VLD- (except in connection with an operation required to be proposed under 

66 Articles VI.B.l. or VLC.l. Option No. 2, which shall be governed exclusively be those Articles), Operator shall deliver such 

67 proposal to all parties entitled to participate therein, If within thirty (30) days thereof Operator secures the written consent 

68 of any party or parties owning at least 51 % of the interests of the parties entitled to participate in such operation, 

69 each party having the right to participate in such project shall be bound by the terms of such proposal and shall be obligated 

70 to pay its proportionate share of the costs of the proposed project as i f it had consented to such project pursuant to the terms 

71 of the proposal. 

72 E. Abandonment of WelU: 

73 I . Abandonment of Drv Holes: Except for any well drilled or Deepened pursuant to Article VI.B.2., any well which has 

74 been drilled or Deepened under the terms of this agreement and is proposed to be completed es a dry hole shall not be 

-9-



A.Ai>JL FORM 610 - MODEL FORM OPERATING AGREEMENT -1989 

t plugged and abandoned without the consent of alt parties. Should Operator, after diligent effort, be unable to contact any 
2 party, or should any party fail to reply within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after 
3 delivery of notice of the proposal to plug and abandon such well, such party shall be deemed to have consented to the 
4 proposed abandonment. All such welts shall be plugged and abandoned in accordance with applicable regulations and at the 
5 cost, risk and expense of the parties who participated in tho cost of drilling or Deepening such well. Any party who objects to 
6 plugging and abandoning such well by notice delivered fo Operator whbin forty-eight (48) hours (exclusive of Saturday, 
7 Sunday and legal holidays) after delivery of notice of the proposed plugging shall take over the wttt as of tbe end of such 
8 forty-eight (48) hour notice period and conduct further operations in search of Oil and/or Gas subject to the provisions of 
9 Article VLB.; failure of such party to provide proof reasonably satisfactory to Operator of hs financial capability to conduct 

10 such operations or to take over the well with in such period or thereafter to conduct operations on such well or plug and 
It abandon such well shall entitle Operator to retain or take possession of the well and plug and abandon the well. The party 
12 taking over, tho well shall indemnify Operator (if Operator is an abandoning party) and the other abandoning parties against 
13 liability tor any further operations conducted on such well except for the costs of plugging and abandoning ihc well and 
14 restoring the surface, for which me abandoning parties shall remain proportionately liable. 
15 2. Abandonment of Wells That Have Produced: Except for any well in which a Non-Consent operation has been 
16 conducted hereunder for which the Consenting Parties have not been folly reimbursed as herein provided, any well which has 
17 been completed as a producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to 
18 such abandonment, tire well shall be plugged and abandoned in accordance with applicable regulations and at the cost, risk. 
19 and expense of all the parties hereto. Failure of a party to reply within sixty (60) days of delivery of notice of proposed 
20 abandonment shall be deemed an election to consent to the proposal. If, within sixty (60) days after delivery of notice of tbe 
21 proposed abandonment of any well, all parties do not agree to the abandonment of such well, those wishing to continue its 
22 operation from the Zone then open to production shall be obligated to take over the well as of the expiration of the 
23 applicable notice period and shall indemnity Operator (if Operator is en abandoning party) and the other abandoning parties 
24 against liability for any further operations on the well conducted by such parties. Failure of such party or parties to provide 
25 proof reasonably satisfactory to Operator of (heir financial capability to conduct such operations or to take over the well 
26 within the required period or thereafter to conduct operations on such well shall entitle operator to retain or take possession 
27 of such well and plug and abandon tbe well. 
28 Parties taking over a well as provided herein shall tender to each of the other parties its proportionate share ofthe value of 
29 the well's salvable material and equipment, determined in accordance with the provisions of Exhibit "Ci" less the estimated cost 
30 of salvaging and the estimated cost of plugging and abandoning and restoring the surface; provided, however, that in the event 
31 the estimated plugging and abandoning and surface restoration costs and the estimated cost of salvaging are higher than the 
32 value of the well's salvable material and equipment, each of the abandoning, parties shall tender to the parties continuing 
33 operations their proportionate shares of the estimated excess cost. Each abandoning party shall assign to the non-abandoning 
34 parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and material, all 
35 of its interest bi the wellbore of the well and related equipment, together with its interest in the Leasehold insofar and only 
36 insofar as such Leasehold covers the right to obtain production from that ur 11 bore in the Zone then open to production, if the 
37 interest of the abandoning party is or includes and Oil and Gas Interest, such parry shall execute and deliver to the non-
38 abandoning party or parties en oil and gas lease, limited to the wellbore and the Zone then open to production, for a term of 
39 one (1) year and so long thereafter as Oil and/or Gas is produced from the Zone covered thereby, such lease to be on the form 
40 attached as Exhibit "B." The assignments or leases so limited shall encompass Hie Drilling Unit upon which the well ts located. 
41 The payments by, and die assignments or leases to. the assignees shall be in a ratio based upon the relationship of their 
42 respective percentage of participation io the Contract Area to the aggregate of the percentages of participation in the Contract 
43 Area of all assignees. There shall be no readjustment of totercsts in me remaining prjrtkxn; of 
44 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production 
45 from the well in the Zone then open other than the royalties retained in any lease made under the terms of this Article Upon 
46 request; Operator shall continue to operate the assigned well for the account of the non-abandoning parties at me rates and 
47 charges contemplated by this agreement, plus any additional cost and charges which may arise as the result of tbe separate 
48 ownership of the assigned well. Upon proposed abandonment of the producing Zone assigned or leased, the assignor or lessor 
49 shall then have the option to repurchase its prior interest in the well (using the same valuation formula) and participate in 
50 ftnhei operations therein subject to the provisions hereof. 
51 3. Abandonment of Non-Consent Operations- The provisions of Article VLE.I. or VI.E.2. above shall be applicable as 
52 between Consenting Parties in the event of the proposed abandonment of any weU excepted from said Articles; provided, 
53 however, no well shall be permanently plugged and abandoned unless and until all parties having (he right to conduct further 
54 operations therein have been notified of the proposed abandonment and afforded the opportunity to elect to take over the well 
55 in accordance with the provisions of this Article VIE.; and provided further, that Non-Consenting Parties who own an interest 
56 in a portion of the well shall pay their proportionate shares of abandonment and surface restoration cost for such well as 
57 provided in Article VI,B.2.(b). 
58 F. Termination of Operations: 
59 Upon the commencement of an operation for the drilling. Reworking, Sidetracking, Plugging Back, Deepening, testing, 
60 Completion or plugging of a well, including but not limited to the Initial Well, such operation shall not be terminated without 
61 eonscnt of parties bearing 51 V% of the costs, of such operation; provided, however, that in the event granite or other 
62 practically impenetrable substance or condition in the bole is encountered which renders further operations impractical, 
63 Operator may discontinue, operations and give notice of such condition in the manner provided in Article VLB.l, and the 
64 provisions of Article VI.B. or VI.E. shall thereafter apply to .such operation, as appropriate. 
65 G. Taking Production io Kind: 
66 0 Option No. 1: Gas Balancing Agreement Attached 
67 Each party shall i^Ena^or separately dispose of its proportionate share of all Oil and Gas produced from the 
68 Contract Area, exclusive of production which may be used in development and producing operations and in preparing and 
69 treating Oil and Gas for marketing purposes and production unavoidably lost Any extra expenditure incurred in the taking 
70 in kind or separate disposition by any party of its proportionate share of the production shall be borne by such party. Any 
71 party taking its share of production in kind shall be required to pay for only its proportionate share of such part of 
72 Operator's surface facilities which it uses. 
73 Each party shall execute such division orders and contracts as may be necessary foi the sale of its interest in 
74 production from the Contract Area, and, except as provided in Article VILB., shall be entitled to receive payment 
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1 directly fioro the purchaser theieof for its share of ell production. 

2 I f any party fails to make the arrangements necessary to take in kind or separately dispose of its proportionate 

3 share of the Oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by 

4 the party owning It, but not the obligation, to purchase such Oil or sell it to others at any time and from time to 

5 time, for the account of the non-taking party. Any such purchase or sale by Operator may be terminated by 

6 Operator upon at least ten (10) days written notice to the owner of said production and shall be subject always to 

7 the right of the owner of the production upon at least ten (10) days written notice to Operator to exercise at any 

8 time its right to take in kind, or separately dispose of, its share of all Oil . not previously delivered to a purchaser. 

9 Any purchase or sale by Operator of any other party's share of Oil shall be only for such reasonable periods of time 

10 as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a 

11 period in excess of one (1) year. 

H Any such sale by Operator shall be in a manner commercially reasonable under the circumstances but Operator 

13 shall have no duty to share any existing market or to obtain a price equal to that received under any existing 

14 market The sale or delivery by Operator of a non-inking party's share of Oil under the terms of any existing 

15 contract of Operator shall not give the non-taking party any Interest tn or make the non-taking party a party to said 

16 contract. No purchase shall ba made by Operator without first giving the non-taking party at least tea (10) days 

17 written notice of such intended purchase and the price to be paid or the pricing basis to be used. 

18 All parties shall give timely written notice to Operator of their Oas marketing arrangements for the following 

19 month, excluding price, and shall notify Operator immediately in the event of o change in such arrangements. 

20 Operator shall maintain records of all marketing arrangements, and of volumes actually sold or transported, which 

21 records shall be made available to Non-Operators upon reasonable request 

22 In the event one or more parties' separate disposition of its share of Che Cas causes split-stream deliveries to separate 

23 pipelines and/or deliveries which on a day-to-day basis for any reason are not exactly equal to a party's respective proportion-

24 ate share of total Gas sates to be allocated to it, the balancing or accounting between the parties shall be in accordance with 

25 any Gas balancing agreement between the parties hereto, whether such an agreement U attached as Exhibit "E" or is a 

26 separate agreement Operator shall give notice to all parties of the first sales of Gas from any well under this agreement. 

27 B Option No. I t No Cos Bolopcipg Agreement? 

28 —Eaoh -party shaH take—in land-or-separately di&poce of its proportionate show—of—all -Oil-and Gac prodwd • from 

29 the- Contract Area?—exduaivo-of—production -which may—ba-used—in -dwlopmenfc • and yfC l̂woing^eperotHm&--ond--w 

30 pfepttwg--^u-goating- Oil -and -Qafi- fot-mar^ui^puTpTOB5---and • pwdttC^on-wvavoidabV-4esfe—Any -extra-wpaaditoga 

32 . be-bome^y—sttoh—party;—Any party taking its-share of pfod"°ti<m in kind chall bo required to pay for only to 

34 -—Each—party shall execute-such- division-orders and-contracts OS may bo nooacsary for tho solo of-its-interest m 

35 production--from 6Se--Contract-Area, and,- exGepN <ifl--proWde<Mfi—Artiola VTJ^n-shafl be-entitled-to receive •payment 

36 dtrcctfy-from the-pufohaser-tnereof far its share of oH-production. 

37 —tf-afty^erty—foilo-to -make' the—af-rangemeno nacesoary - to' ^9^^kist4-w—S6pif^Bly~^p0S9 of its proportionate 

38 share of the OU and/or. Gas -produoad from the Contract Area, Operator shall hsvo-tho right, subject to the 

39 ravocation at will 'by the porty owning it, but not tho obligatieaH^--pi^ase-^uch Oil •anoVor Gas-or cell it to-atiim 

40 at-any time and'from time-to UBIO, for-the••account of tho--non taking-party:—Any-euoh-purchace-or' sale' by-Operator 

41 Htfly-b^-tormiRatod^ .t<rv--^0}-d^"wmttflft'"notioe- to-th»--<wneT--of-^ioid^ 

42 bo subject always-to tho right of tlie owner of-the production upon Pt least ten (10) Pays written notice to Operator 

43 . to exeroise its right to-take in kind, or ccparntaly dispose of. lis share of-all Oil-and/or-Gas ao*-previously-delivered 

44 to—a purchaser; pmvidedr however,-thafe--the- eSective-date of any cuch--fevo<KHk>n—may-- be -deferred—at -Qparawf^ 

45 election- for o period - not-to-e*oeod ninety— (90). day^^f- Qperatof^as-conwnifeBd <o.ch--production to a purchase 

46 contraot-having o tofm extending beyond such-twflO) -doy-poriod.' Any puKhasa or sole by Operator of-Orty Other 

47 pcrtv̂ s - shaw-of • Oil , ondfor -Gas—sh t̂—be'-only for-~-wejweasoriarjle-"PiHiodc of -timo-ofl are-consistent with-fre 

48 miaimum-needfr-of • the Indtgrjy-Htfdflr the^p^iti fo' a period~4n- excess-of-owa-ft) 

49 year? 

50 —Any-wwh- sola - by-Operotor shall—be -in-a •marmer-'-wTOTerckdly--** 

51 shall have no duty to CIHUO any existing-macket or "transportation orrangemont or to obtain a prioo or-tiongportatien 

52 fee—oq oat-to thai "feoeived" •under any existing market ot trajreportfllioo arrartgcrrwU: The—sal*—ot -delivery by 

53 Operator- of o non taking—part/E ehafo of - prod uotkm-under-(h»-»wTm of—any—axisiu>s ooafr«*^M)perator--stoul-net 

54 |pVo tho nontaking-porty-nny' interest in-or make die ^on taking-party a -party-to-«ud' ooofrftct;—Wo fwrehas»-of 

55 end-Gas and-<w-.»oJ»-of-Gas" tb^l b» made by Operamr-viTthout first-givlng-the non-raking .party1 ten days-̂ written 

57 notice to all parti ea of the first sate ef-Gas from eny- well-under this Agreement 

58 —AJJ-parties—fihatf -fiive—timety -wvitWff notioe -4e—Operator- of-thetr Gofr-nw/kettng arrangements- for the-fotfowing 

59 raoftuv-Oftcfadag—prioo, and shall notify Operator immediately In the event of n shongo In suoh arra>Q«montoi 

60 Orator••••ghaU-rrwnta^ of volumas-actually "gold- er tranoportedv - whioh 

61 re<^s-s**a4ten«tdow 

62 ARTICLE VTJ. 

63 EXPENDITURES AND LIABILITY OF PARTIES 

64 A- Liability of Parties: 

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

66 and shall be liable only for its proportionate share of the costs cf developing and operating the Contract Atca. Accordingly, the 

67 liens granted among the parties in Article VH.B. ere given to secure only the debts of each severally," and no parry shall have 

68 any liability to third parties hereunder to satisfy the default of any other party in the payment of any expense or obligation 

69 hereunder. It is not the intention of the parties to create, nor shall this agreement be construed as creating, a mining or oma 

70 partnership, joint venture, agency relationship or association, or to render the parties liable as partners, co-venturers, or 

71 principals. In their relations with each other under this agreement, the parties shall not be considered fiduciaries or to have 

72 established a confidential relationship but rather shall be free to act on an arm's-length basis in accord on cc with their own 

73 respective self-interest, subject, however, to tht obligation of the parties to act in good faith ia their dealings with each other 

74 with respect to activities hereunder. 
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1 B. Liens and Security Interests: 
2 Each party grants to the other parties hereto a Hen upon any interest it now owns or hereafter acquires in Oil and Oas 
3 Leases and Oil and Oas Interests in the Contract Area, and a security interest and/or purchase money security interest in any 
4 interest it now owns or hereafter acquires in the personal property and fixtures on or used or obtained for use in connection 
5 therewith, to secure performance of all of its obligations under this agreement including but not limited to payment of expense, 
6 inrtrcst and fees, the proper disbursement of alt monies paid hereunder, the assignment or relinquishment of interest in Oil 
7 and Oas Leases as required hereunder, and the proper performance of operations hereunder. Such lien and security interest 
8 granted by each party hereto shall include such party's leasehold interests, working interests, operating rights, and royalty and 
9 overriding royalty interests in die Contract Area now owned or hereafter acquired and in lands pooled or unitized therewith or 

10 otherwise becoming subject to this agreement, tlie Oil and Gas when extracted thtre&om and equipment situated thereon or 
11 used or obtained tor use in connection therewith (including, without limitation, all wells, tools, and tubular goods}, and accounts 
12 (including, without limitation, accounts arising from gas imbalances or from the sale of Oil and/or Gas at the wellhead), 
13 contract rights, inventory and general intangibles relating thereto or arising therefjom, and all proceeds and products of the 
14 foregoing, 
15 To perfect the lien and security agreement provided herein, each party hereto shall execute and acknowledge the recording 
16 supplement and/or any financing statement prepared and submitted by any party hereto in conjunction herewith or ar any time 
17 following execution hereof, and Operator is authorized to file this agreement or the recording supplement executed herewith as 
18 a lien or mortgage in the applicable real estate records and as a financing statement with the proper officer under the Uniform 
19 Commercial Code in the state in which tht Contract Area Is situated and such other states as Operator shall deem appropriate 
20 to perfect the security interest granted hereunder. Any party may 6le this agreement, the recording supplement executed 
21 herewith, or such other documents as it deems necessary as a lien or mortgage In the applicable real estate records and/or a 
22 financing statement with the proper officer under the Uniform Commercial Code. 
23 Each party represents and warrants to the other parties hereto tbat the lien and security interest granted by such party to 
24 the other parties shall be a fust and prior Hen, and each party hereby agrees to maintain the priority of said lien and security 
25 interest against all persons acquiring an interest in Oil and Gas Leases and Interests covered by this agreement by, through or 
26 under such party. All parties acquiring an interest in Oil and Gas Leases and Oil and Gas Interests covered by this agreement, 
27 whether by assignment, merger, mortgage, operation of law, or otherwise, shall be deemed to have taken subject 
28 to the lien and security interest granted by this Article VII.B. as to all obligations attributable to such interest hereunder 
29 whether or not such obligations arise before or after such interest is acquired. 
30 To the extent that parties have a security Interest under the Uniform Commercial Code of tht state in which the 
31 Contract Area is situated, they shall be entitled to exercise the rights and remedies of a secured party under the Code. 
32 The bringing of a suit and the obtaining of judgment by a party for the secured indebtedness shall not be deemed an 
33 • election of remedies or otherwise affect tho lien rights or security interest as security for the payment thereof En 
34 addition, upon default by any party m the payment of its share of expenses, interests or fees, or upon the improper use 
35 of funds by the Operator, the other parties shall have the right, without prejudice to other rights or remedies, to collect 
36 from the purchaser die proceeds from the sale of such defaulting party's share of Oil and Gas until the amount owed by 
37 such party, plus interest as provided in "Exhibit C." has been received, and shall have the right to offset the amount 
38 owed against tlie proceeds from the sale of such defaulting party's share of Oil and Gas. All purchasers of production 
39 may rely on a notification of default from the non-defaulting party or parries stating the amount due as a result of the 
40 default, and alt parties waive any recourse available against purchasers for releasing production proceeds as provided in 
41 this paragraph. 
42 ' If any party fails W pay its share of cost within one hundred twenty (120) days after rendition of a statement therefor by 
43 Operator, the non-defaulting parties, including Operator, (hall upon request by Operator, pay the unpaid amount in the 
44 . proportion that the interest of each such party bears to the interest of all such parries. The amount paid by each parry so 
45 paying Its share of the unpaid amount shall bo secured by the liens and security rights described in Article VTXB̂  and each 
46 paying party may independently pursue any remedy available hereunder or otherwise. 
47 If any party does not perform all of its obligations hereunder, and the failure to perform subjects such party to foreclosure 
48 or execution proceedings pursuant to the provisions of this agreement, to the extent allowed by governing law. the defaulting 
49 party waives any available right of redemption from and after the date of judgment, any required valuation or appraisement 
50 of the mortgaged or secured property prior to sale, any available right to stay execution or to require a marshaling of assets 
51 and any required bond in the event a receiver is appointed. In addition, to tho extent permitted by applicable law, each party 
52 hereby grants to the other parries a power of sale as to any property that is subject to the lien and security rights granted 
53 hereunder, such power to be exercised in the manna provided by applicable law or otherwise in a commercially reasonable 
54 manner and upon reasonable notice. 
55 Each party agrees that the other parties shall be entitled to utilize the provisions of Oil and Gas lien law or other lien 
56 law of any store in which the Contract Area Is ekuated to enforce the obligations of each party hereunder. Without limiting 
57 the generality of the foregoing, to the extent permitted by applicable law, Nan-Operators agree that Operator may invoke or 
58 utilize tlie mechanics' or materialmen's lien law of the state in which the Contract Area is situated in order to secure the 
59 payment to Operator of any sum due hereunder for services performed or materials supplied by Operator. 
60 C- Advances: 
61 Operator, at its election, shall have tlie right from time to time fo demand and receive from one or more of the other 
62 parties payment in advance of their respective shares of the estimated amount of the expense to be incurred in operations 
63 hereunder during the next succeeding month, which right may be exercised only by submission to each such party of an 
64 itemized statement of such estimated expense, together with an invoice for its sharo thereof. Each such statement and invoice 
65 for the payment In advance of estimated expense ahall be submitted on or before the 20lh day of the next preceding month. 
66 Each party shall pay to Operator its proportionate share of such estimate within fifteen (15) days after such estimate and 
67 invoice is received. If any party fails to pay ks share of said estimate within said time, the amount due shall bear Interest as 
68 provided in Exhibit "C until paid. Proper adjustment shall be made monthly between advances and actual expense to the end 
69 that each party shall bear and pay its proportionate.share of actual expenses incurred, and no more. 
70 D. Defaults aad Remedies: 
71 If any party fails to discharge any financial obligation under this agreement, Including without limitation the failure to 
72 make any advance under tho preceding Article VU.C. or any other provision of this agreement, within, the period required for 
73 such payment hereunder, then in addition ro the remedies provided in Article VILB. or elsewhere in this agreement, die 
74 remedies specified below shaft be applicable. For purposes of this Article VII.D., all notices and elections shall be delivered 
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1 only by Operator, except that Operator shall deliver any such notice and election requested by a non-defaulting Non-Operator, 
2 and when Operator Is the party in default, the applicable notices and elections can be delivered by any Non-Op era: OT 
3 Election of any one or more of the following remedies shall not preclude the subsequent use of any other remedy specified 
d below or otherwise available to a non-defaulting party. 
5 1. Suspension of Rights; Any party may deliver to the party in default a Notice of Default, which shall specify the default, 
6 specify the action to be taken to cure the default, end specify that failure to take sueh action will result in the exercise of one 
7 or more of the remedies provided tn this Article. If the default is not cured within thirty (30) days of the delivery of such 
8 Notice of Default, all of the rights of the defaulting party granted by this agreement may upon notice be suspended until the 
9 default is cured, without prejudice to tho right of ihe non-defaulting party or panics to continue to enforce (he obligations of 

10 the defaulting party previously accrued or thereafter accruing under this agreement. If Operator is the party in default, the 
11 Non-Operators shall have in addition the right, by vote of Non-Operators owning a majority in interest in the Contract Area 
(2 after excluding the voting interest of Operator, to appoint a new Operator effective immediately. Trie rights of a defaulting 
13 party that may be suspended hereunder at tho ejection of the non-defaulting parties shaH include, without limitation, the right 
14 to receive information as to any operation conducted, hereunder during die period of such default, the right to elect to 
15 participate in an operation proposed - under Article VLB. of this agreement, the right to participate tn an operation being 
16 conducted under this agreement even if the party has previously elected to participate in such' operation, and the right to 
17 receive proceeds of production from any well subject to this agreement. 
18 2. Suit for Damages; Non-defaulting parties or Operator for the benefit of non-defaulting parties may sue (at joint 
19 account expense) to collect die amounts in default, plus interest accruing on the amounts recovered from the dale of default 
20 until die date of collection at the rate specified in Exhibit "C" attached hereto. Nothing herein shall prevent any party Irom 
21 suing any defaulting party to collect consequential damages accruing to such party as a result ofthe default. 
22 3. Deemed „ Non-Consent: The non-defautting party may deliver a written Notice of Non-Consent Election ro the 
23 defaulting party at any time after die expiration of the thirty-day cure period following, delivery of the Notice of Default, in 
24 which event if the billing is for the drilling a new well or tlie Plugging Back, Sidetracking, Reworking or Deepening of a 
25 well which is to be or has been plugged as a dry hole, or for the Completion or Recompletion of any well, the defaulting 
26 party will be conclusively deemed to have elected not to participate to the operation and to be a Non-Consenting Party with 
27 respect thereto under Article VLB. or VLC, as the case may be, to the extent of the costs unpaid by such party, 
28 notwithstanding any election to participate theretofore made. If, election is made to proceed under this provision, then the 
29 non-defaulting parties may not elect to sue for the unpaid amount pursuant to Article VU.D.2. 
30 Until the delivery of such Notice of Non-Consent Election to the defaulting party, such party shall have the right to cure 
31 its default by paying its unpaid share of costs plus interest at the rate set forth in Exhibit "C," provided, however, such 
32 payment shall not prejudice the rights of the non-defaulting parties to pursue remedies for damages incurred by the non-
33 defaulting, parties as a result of the default Any interest relinquished pursuant to this Article VftD.3. shall be offered to the 
34 non-defaulting parties in proportion to their interests, and the non-defaulting parties electing to participate in the ownership 
35 of such Interest shall be required to contribute their shares of the defaulted amount upon their election to participate therein. 
36 4. Advance Payment; If a default is not cured within thirty (30) days of mc delivery of a Notice of Default, Operator, or 
37 Non-Operators if Operator is the defaulting party, may thereafter require advance payment from the defoufring 
38 party of such defaulting party's anticipated shore of any hem Of expense for which Operator, or Non-Opcr&ton, as the case may 
39 be, would be entitled fo reimbursement under any provision of this agreement, whether or not such expense was the subject of 
40 the previous Idcfaolt Such right includes, but is not limited to, the right to require advance payment for the estimated costs of 
41 drilling a well or Completion of a well as to which an election to participate in. drilling or Completion has been made. If the 
42 defaulting party fails to pay the required advance payment, the non-defaulting parties may pursue any of the remedies provided 
43 in the Article VlLD. or any other default remedy provided elsewhere in this agreement Any excess of funds advanced remaining 
44 when the operation is completed and all costs have been paid shall oe promptly returned to the advancing party. 
45 5. Costs and. Attorney^ Fees; In the event any party is required to bring legal proceedings io enforce any financial 
46 obligation of a parry hereunder, the prevailing party in such action shall be entitled to recover all court costs, costs of 
47 collection, and a reasonable attorney's fee, which the Hen provided for herein shall also secure. 
48 E. Rentals, Shut-In Well Payments and Minimum Royalties: 
49 Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid 
50 by the party or parties who subjected such lease to this agreement at hs or their expense, ln the event two or more parties 
51 own and have contributed interests in the same lease to this agreement, such parties may designate one of such parties to 
52 make said payments for and on behalf of all such parties, Any parry may request, and shall be entitled to receive, proper 
53 evidence of all such payments, bi the event of failure to make proper payment of any rental, shut-in well payment or 
54 minimum royalty through mistake or oversight where such payment is required to continue the lease in force, any toss which 
55 results from such non-payment shall be borne in accordance with the provisions of Article IV.B.2. 
56 Operator shall notify Non-Operators of the anticipated completion of a shut-in well, or tho shutting ia or return to 
57 production of a producing well, at feast five (5) days (excluding Saturday, Sunday, and legal holidays) prior to taking such 
58 action, or at the earliest opportunity permitted by circumstances, but assumes no liability for failure to do so. In tbe event of 
59 failure by Operator to so notify Non-Operators, the loss of any lease contributed hereto by Non-Operators for failure to make 
60 timely payments of any shut-in well payment shall be borne jointly by the parties hereto under the provisions of Article 
61 W.B3. 
62 F, Taxes: 
63 Beginning widi the first calendar year after the effective date hereof. Operator shall render for ad valorem taxation oU 
64 property subject w this agreement which by law should be rendered for such taxes, and ft shall pay all such taxes assessed 
65 thereon before they become, delinquent Prior to the rendition date, each Non-Operator shall furnish Operator information as 
66 to burdens (to include, but not be limited to, royalties, overriding royalties and production payments) on Leases and Oil and 
67 Gas Interests contributed by such Non-Operator. If the assessed valuation of any Lease is reduced by reason of its being 
68 subject to outstanding excess royalties, overriding royalties or production payments, the reduction in ad valorem taxes 
69 resulting therefrom shall inure to the benefit of the owner or owners of such Lease, and Operator shall adjust the charge to 
70 such owner or owners so as to reflect the benefit of such reduction. If the ad valorem taxes are based m whole or in part 
71 upon separate valuations of each party's working Interest, then notwithstanding anything to the contrary herein, charges to 
72 the joint account shaft be made and paid by the parties hereto in accordance with the tax value generated by each party's 
73 working interest Operator shall bill the other parties for their proportionate shares of all tax payments in the manner 
74 provided in Exhibit "C." 
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1 I f Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time and manner 

2 prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to final 

3 determination. During the pendency of adrninisrrative or judicial proceedings. Operator may elect to pay, under protest, all such taxes 

4 and any interest and penalty. When any such protested assessment shall have been finally determined. Operator shall pay the tax for 

5 the joint account, together with any interest and penalty accrued, end the total cost shall then be assessed against the parties, and be 

6 paid by them, as provided in Exhibit "C * 

7 Each party shall pay or cause to be paid alt production, severance, excise, gathering and other taxes imposed upon or with respect 

S to the production or handling of such party's share of Oil and Oos produced under the terms of this agreement 

9 ARTICLE VIIL 

10 ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST 

11 A. Surrender of Leases: 

12 The Leases covered by this agreement, insofar as they embrace acreage in the Con tract Area, shall not be surrendered hi whole 

13 or in part unless alt parries consent thereto. 

14 However, should any party desire to surrender its interest in any lease or in any portion thereof, such party shall give written 

15 notice of the proposed surrender to all parties, and the parties to whom such notice is delivered snail have Thirty (30) days after 

16 delivery of the notice within which to notify die party proposing the surrender whether they elect Co consent thereto. Failure of a 

17 party to whom such notice is delivered to reply within said 30-day period shall constitute a consent to the surrender of the Leases 

IS described in the notice. I f all parties do not agree or consent thereto, the party desiring to surrender snail assign, without express or 

19 implied warranty of title, ell of its interest in such Lease, or portion thereof, and any weU. material and equipment which may be 

20 located thereon and any rights m production thereafter secured, to tbe parties not consenting to such surrender. I f the interest of the 

21 assigning party is or includes an Oil and Cas Interest, the assigning party shall execute and deliver to the party or parties not 

22 consenting to such surrender an oil and gas lease covering such Oil and Gas Interest for a term of one (I) year and so long 

23 thereafter as Oil and/or Gas is produced from the land covered thereby, such lease to be on the form attached hereto as Exhibit "B." 

24 Upon such assignment or lease, the assigning party shall be relieved from all obligations thereafter accruing, but not theretofore 

25 accrued, with respect to the interest assigned or leased and the operation of any well attributable thereto, and the assigning party 

26 Shall have no further interest in the assigned or leased premises and its equipment and production other than the royalties retained 

27 in any lease made under the terms of this Article. The party assignee or lessee shall pay to the parry assignor or lessor the 

28 reasonable salvage value of the laser's interest in any well's salvable materials and equipment attributable to the assigned or leased 

29 acreage. The value of al! salvable materials and equipment shall be determined in accordance with the provisions of Exhibit "C,° less 

30 the estimated cost of salvaging and the estimated cost of plugging and abandoning and restoring the surface. If such value is less 

31 than such costs, then the party assignor or lessor shall pay to the party assignee or lessee the amount of such deficit. If the 

32 assignment or lease is in favor of more than one party, the interest shall be shared by such parlies in. the proportions that the 

33 mcerest of each bears lo tlie total interest of all such parties. If the interest of the parties to whom the asrignmerrt is to be made 

34 varies according to depth, then the interest assigned shall similarly reflect such variances. 

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

36 party's Interest as it was immediately before the assignment, lease or surrender in die balance of the Contract Area; end the acreage 

37 assigned, leased or surrendered, and subsequent operations thereon, shall not mereafter be subject fo the terms and provisions of this 

38 ' agreement but shall be deemed subject to an Operating Agreement in the form of this agreement 

39 B. Renewal or Extension of Leases: 

40 If any party secures a renewal or replacement of an Oil and Gas Lease or Interest subject to this agreement, then all other parties 

41 shall be notified promptly upon such acquisition or. in the case of a replacement Lease taken before expiration of an existing Lease, 

42 promptly upon expiration of the existing Lease. The parties notified shall have the right for a period of thirty (30) days following 

43 delivery of such notice in which to elect to participate in the ownership of the renewal or replacement Lease, insofar as such Lease 

44 affects lands within the Contract Area, by paying ro the party who acquired it their proportionate shares of the acquisition cost 

45 allocated to that part of such Lease within the Contract Area, which shall be in proportion to the interest held at mat time by the 

46 parties in the Contract Area. Each party who participates in the purchase of a renewal or replacement Lease shall be given an 

47 assignment of its proportionate interest therein by the acquiring party. 

48 If some, but less than all, of the parties elect to participate ln the purchase of a renewal or replacement Lease, ft shall be owned 

49 by the parties -who elect to participate therein, in a ratio based upon the relationship of their respective percentage of. participation in 

50 the Contract Area to the aggregate of the percentages of participation in the Contract Area of all parties partiapabns; in the 

51 purchase of such renewal or replacement Lease. The acquisition of a renewal or replacement Lease by any or all of the parties hereto 

52 shall not causa a readjustment of the fnteresrs of the parties stated in Exhibit "A/ but any renewal or replacement Lease in which 

53 less then all parties elect to partieipare shall not be subject to this agreement but shall be deemed subject to a separate Operating 

54 Agreement in the form of this agreement. 

55 If die interests of the parties in the Contract Area vary according to depth, then their right to participate proportionately in 

56 renewal or replacement Leases end their right to receive an assignment of interest shall also reflect such depth variances. 

57 The provisions of this Article shall apply to renewal or replacement Leases whether they are for the entire interest covered by 

58 the expiring Lease or cover only a portion of its area or an {nterest therein. Any renewal or replacement Lease taken before the 

59 expiration of its predecessor Lease, or taken or contracted for or becoming effective within six (6) months after the expiration ofthe 

60 existing Lease, shall be subject to mis provision so long as this agreement is in effect at the time cf such acquisition or at the time 

61 the renewal or replacement Lease becomes effective; but any Lease taken or contracted for more than six (6) months after the 

62 expiration of an existing Lease shall not be deemed a renewal or replacement Lease and shall not be subject to the provisions of this 

63 agreement 

64 The provisions in this Article shall also be applicable to extensions of Oil and Oas Leases. 

65 C- Acreage or Cash Contributions: 

66 While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or any other 

67 operalion on the Contract Area, sudi contribution shall be paid to the party who conducted the drilling or other operation and shall 

68 be' applied by it against the cost of such drilling or other operalion. If the contribution be in the form of acreage, the party to whom 

69 the cc^tribution is made shall promptly lender an assignment of the acreage, without warranty of tide, to the Drilling Parties in the 

70 proportions said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to the 

71 extent possible, be governed by provisions identical to this agreemeot Each party shall promptly notify all other parties of any 

72 acreage or cash contributions it may obtain in support of any well or any other operation on the Contract Area. The above 

73 provisions shall also be applicable to optional rights to earn acreage outside tbe Contract Area which are in support of well drilled 

74 inside Contract Area. 
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1 I f any party contracts for any consideration relating to disposition of such party's share of substances produced hereunder, 

2 such consideration shall not be deemed a contribution as contemplated in this Article VT1I.C. 

3 D. Assignment; Maintenance of Uniform Interest: 

4 For the purpose of maintaining uniformity of ownership in [he Contract Area in the Oil and Cas Leases, Oil and Cas 

5 Interests, wells, equipment and production covered by this agiecmcnt no party shall sell, encumber, transfer or make other 

6 disposition of its interest in the Oil and Gas Leases and Oil and Gas Interests embraced within the Contract Area or in wells, 

7 equipment and production unless such disposition covers either: 

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

9 2. an equal undivided percent of the party's present interest in al) Oil and Gas Leases, Oil and Gas Interests, wells. 

10 equipment and production bi the Con tract Area. 

11 Every sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement 

12 and shall be made without prejudice to the right of the Other parties, and any transferee of an ownership interest in any Oil and 

13 Gas Lease or Interest shall be deemed a party to this agreement as to the interest conveyed from and after the effective date of 

14 the transfer of ownership; provided, however, that the other parties shall not be required to recognize any such sale, 

15 encumbrance, transfer or other disposition for any purpose hereunder until thirty (30) days after they have received a copy of the 

16 instrument of transfer or other satisfactory evidence thereof in writing from (he transferor or transferee. No assignment or other 

17 disposition of interest by a party shall relieve such party of obligations previously incurred by such party hereunder with respect 

18 to die Interest transferred, Including without limitation the obligation of a party to pay ail costs attributable to an operation 

19 conducted hereunder tn which such party has agreed to participate prior to making such assignment, and the lien and security 

20 interest granted by Article VTLB. shall continue to burden the interest transferred to secure payment of any such obligations. 

21 If, at any time die interest of any party is divided among and owned by four or more co-owners. Operator, at it) discretion, 

22 may require such co-owners to appoint a single trustee or agent with foil authority to receive notices, approve expenditures, 

23 receive billings fiat end approve end pay such party's share of the joint expenses, and to deal generally with, and with power to 

24 bind, the co-owners of such party's interest within the scope of the operations embraced in this agreement; however, all such co-

25 owners shall have the right to enter into and execute all contracts or agreements for the disposition of their respective shares of 

26 die Oil and Gas produced from the Contract Area and they shall have the right to receive, separately, payment of the sale 

27 proceeds thereof. 

28 E. Waiver of Rights to Partition: 

29 If permitted by the laws of the state or states in which the property covered hereby is located, each party hereto owning an 

30 undivided Interest fo the Contract Area waives any and all rights it may have to partition and have set aside to it in severalty its 

31 undivided interest therein. 

35 Area; 4t •shall-prompUy-givg. written-notice to the-ether partiesr-wiw-fun-iafo^^ 

37 priBOra.-4ogal-de5oription Gufficient-to- idsntiry-the-property.-HUKiHuU-oO^^erms of-the-offer. The other parties chall-then-have-an 

38 optional-prior right, for a pefiod-ofUen (10) days-^y^f^-^w>»-4s-de4iv6fed, to -purchase -for^ho- stated oonsiderorion-Oft the 

39 same-fawns—and conditions- • the—intefest- -whioh--<he-ofeer party -proposes-io sail;' andt i f -this optional right is ettewseaV-the 

40 pUfonosmg-part»s--Ghoil fihare-Uie purohaaod totoros4-«-tho-pfoportV^ of oooh -beats to-the-Wal-interwt of all 

41 purchasing pontes.—{fowawsj-tbere shall be no preferential-right to- purchase-w-rjHMe-Gws^^ peoty wishes to-mortgage 

42 tt6-iitfsrests.-or fo transfer-title to-rts^intapesfe-to-irs-iaofte^ a-mortgngo of its interacts, 

43 or to-d«^se-of^ts--iMeraGt» 4>y-merger,- gubstonticlly-all-of its Oil-and Gas assets 

44 kv-6ny~oarty,' or by-transfer of-its-interests to a wbGidiary-^r-porerrt oompany or-to--a-subsidiary of a parent company, of-to-any 

45 company-tn whiob snoh-party-owns a majority of-the a took 

46 ARTICLE DC 

47 INTERNAL REVENUE CODE ELECTION 
48' - If, for federal income tax purposes, this agreement and (he operations hereunder are regarded as a partnership, and i f the 

49 parties have not otherwise agreed to form a tax partnership pursuant to Exhibit "O*1 or other agreement between them, each 

50 party thereby affected elects to be excluded from the application of all of the provisions of Subchapter "K," Chapter 1, Subtitle 

51 "A," of the Internal Revenue Code of 1986, as amended ("Code"), as permitted and authorized by Section 761 of the Code and 

52 the regulations promulgated thereunder. Operator is authorized and directed to execute on behalf of each party hereby affected 

53 such evidence of this election as may be required by the Secretary of the Treasury of the United States or the Federal Internal 

54 Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, and the data required by ' 

55 Treasury Regulation §1.76t. Should there be any requirement that each party hereby affected give further evidence of ihis 

56 election, each such party shall execute such documents and furnish such other evidence as may be required by the Federal Internal 

57 Revenue Service or es may be necessary to evidence this election. No such party shall give any notices or take any other action 

58 inconsistent with the election made hereby. I f any present or future income tax laws of tho state or states in which the Con traa 

59 Area is located or any future income tax laws of the United States contain provisions simitar to those in Subchapter "K," Chapter 

60 1, Subtitle "A." of tho Code, under which an election similar to (hat provided by Seetloa 761 of the Code is permitted, each party 

61 hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing election, each 

62 such party states that the income derived by such party from operations hereunder can be adequately determined without the 

63 computation of partnership taxable income. 

64 ARTICLE X. 

65 CLAIMS AND LAWSUITS 

66 Operator may settle any 3lngle uninsured third party damage claim or suit arising from operations hereunder i f the expenditure 

67 does not exceed Twenty-five thousand Dollars /S 25.0P0.O0 ) end if ffje.payment is in complete settlement 

68 of such claim or suit. I f the amount requited for settlement exceeds the above amount, the parties hereto shall assume and take over 

69 tlie further handling of me claim or suit, unless such aathority is delegated to Operator. AH costs end expenses of handling settling. 

70 . or otherwise discharging such claim or suit ahall be a the joint expense of the parties participating in the operation from which tho 

71 claim or suit arises. If a claim is made against any party or i f any party b sued on account of any matter arising from operations 

72 hereunder over which such individual has no control because of the rights given Operator by this agreement, such party shall 

73 immediately notify all other parties, end the claim or suit shall be treated as any other claim or suit involving operations hereunder. 

74 
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1 ARTICLE XL 

2 FORCE MAJEURE 

3 If any party is rendered unable, wholly or m part, by force majeure to carry out its obligations under this agreement, other 

4 than die obligation to indemnify or make money payments or furnish security, that party shall give to all other parties 

5 prompt written notice of the force majeure with reasonably full particulars concerning it; thereupon, tho obligations of the 

6 party giving the notice, 30 far as they are effected by the force majeure, shall be suspended during, but no longer than, the 

7 continuance of the force majeure. The term "force majeure,1' as here employed, shaU mean an act of God, strike, lockout, or 

8 other industrial disturbance, act of the public enemy, war, blockade, public riot, lightening, fire, storm, flood or other act of 

9 nature; explosion, governmental action, governmental delay, restraint or inaction, unavailability of equipment, and any other 

10 cause,- whether of the kind specifically enumerated above or otherwise, which is not reasonably within the control of the party 

11 claiming suspension. 

12 The affected party shall use al! reasonable diligence to remove the force majeure situation as quickly as practicable. The 

13 requirement that any force majeure shall be remedied wim all reasonable dispatch shall not require the settlement of strikes, 

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

15 be entirely within the discretion of the party concerned. 

16 ARTICLE XU. 

17 NOTICES 

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

19 specifically provided, shall be in writing and delivered in person or by United States mail, courier service, telegram, telex, 

20 telecopier or any other form of facsimile, postage or charges prepaid, and addressed to such parties at the addresses listed on 

21 Exhibit "A.' All telephone or oral "notices permitted by this agreement shall be confirmed immediately thereafter by written 

22 notice. The originating notice given under any provision hereof shall be deemed delivered only when received by the party to 

23 whom such notice is directed, and the time fur such party to deliver any notice in response thereto shall run from (he date 

24 the originating notice is received. "Receipt* for purposes of this agreement with respect to written notice delivered hereunder 

25 shall be actual delivery of the notice to the address of the party to be notified specified in accordance with this agreement, or 

26 to the telecopy, facsimile or telex machine of such party. The second or any responsive notice shall be deemed delivered when 

27 deposited in the United States mail or at the office of the courier or telegraph .service, or upon transmittal by telex, telecopy 

28 or facsimile, or when personally delivered to the party to be notified, provided, that when response is required within 24 or 

29 48 hours, such response shall be given orally or by telephone, telex, telecopy or other facsimile within such period. Each party 

30 shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other 

31 parties. If 2 party is not available to receive notice orally or by telephone when a party attempts to deliver a notice required 

32 to be delivered wrthin 24 or 48 hours, the notice may be delivered in writing by any other method specified herein and shall 

33 be deemed delivered in the same manner provided above for any responsive notice 

34 ARTICLE XTIf. 

35 TERM OF AGREEMENT 

36 This agreement shall remain in full force and effect as to fee Oi) and Gas Leases and/or Oil and Gas Interests subject 

37 hereto, for the period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title 

38 or interest in or to any Lease or Oil and Gas Interest contributed by any other party beyond the term of this agreement 

39 B—Option-No.- 1: -So—tone as •anv-of-rhfr-Qil-flfld GQS- Leasee subject to-thb-affreemeni-ramain-or aro continuod in 

40 foroe as to-arty part-of the Contract AreQ,-whofbei by production. extensionrfeHewol or otherwise: 

41 0 Option No. 2; In the event the well described in Article V I A , or any subsequent well drilled under any provision 

42 of this agreement, results in the Completion of a welt as a well capable of production of Oi) and/or Gas in paying 

43 quantities, this agreement shall continue in force 50 long as any such well is capable of production, and for an 

44 additional period of 180 days thereafter, provided, however, if, prior to the expiration of such 

45 additional period, one or more of the parties hereto are engaged in drilling. Reworking, Deepening, Sidetracking. 

46 Plugging Back, testing or attempting to Complete or Re-complete & well or wells hereunder, this agreement shall 

47 continue In force until such operations have beta completed and i f production results therefrom, this agreement 

48 shall continue in force as provided herein. In the event the well described in Article V I A , or any subsequent well 

49. drilled hereunder, results in a dry hole, and no other well is capable of producing Oil onoVor Gas from the 

50 Contract Area, this agreement shall terminate unless drilling. Deepening. Sidetracking, Completing, Re-

51 completing. Plugging Back or Reworking operations ore commenced wrthin I8Q days from the / 

52 date of abandonment of said well. "Abandonment" for such purposes shall mean either (i) a decision by ail parties 

53 not to conduct any further operations on the well or (U) the elapse of UO days from the conduct of any 

54 operations on the well whichever first occurs, 

55 The' termination of this agreement shall not relieve any party hereto from any expense, liability or other obligation or any 

56 remedy therefor which has accrued or attached prior to the date of such termination. 

57 Upon termination of this agreement and the satisfaction of all obligations hereunder, in the event e memorandum of this 

58 Operating Agreement has been filed of record, Operator is authorized to 6lc of record in ell necessary recording offices a 

59 notice of termination, and each party hereto agrees to execute such a notice of termination as to Operator's interest, upon 

60 request of Operator, rf Operator has satisfied all its financial obligations. 

61 ARTICLE XIV. 

62 COMPLIANCE WITH LAWS AND REGULATIONS 

63 A. Laws, Regulations and Orden: 

64 This agreement shall be subject to the applicable taws of the state in which the Contract Area is located, to the valid rules, 

65 regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, 

66 and local laws, ordinances, rules, regulations and orders. 

67 B. Governing Law: 

68 This agreement and all matters pertaining hereto, Including but not limited to matters of performaocc, non-

69 performance, breach, remedies, procedures, rights, duties, and Interpretation or construction, shall be governed and 

70 determined by tbe law of the state to which the Contract Area Is located. If the Contract Area is io two or more states, 

71 the law of tbe state of New Mexico shall govern. 

72 C. Regulatory Agencies: 

73 Nothing herein contained shall grant, or be construed to grant. Operator the right or authority to waive or release any 

74 rights, privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or 
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ARTICLE XVI. 
OTHER PROVISIONS 

A. 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 issuance ofthe 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 rf authorized to furnish such mmimurn 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 not permit the obtaining of prior approval by the other party or parties; such • 
party shall thereupon promptly advise the other party or parties ofthe inforrnation so furnished. 

B. Each party electing 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, royalty and taxes relative to its share of 
production. 

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

D. When any well authorized under the provisions of this Agreement and as to which any ofthe Non-Operators are 
participants shall have 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 evaluating; (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 deepest 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 zone. All decisions shall be controlled by a majority vote of after casing point percentage interests. 
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A.A..P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1989 

1 ACKNOWLEDGMENTS 

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

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

i 

5 Individual acknowledgment: 

6 State of _ j ) 

1 ) ss. 

8 County of ) 

9 This instrument was acknowledged before me on 

10 by 

n 

12 (Seal, ifitny) • • 

13 Title (and Rank) 

H _ My commission expires: 

15 

IS Acknowledgment in representative capacity: 

17 State of ) 

18 )ss. 

19 County of ) 

20 This instrumam was acknowledged before me on 

21 ; by as 

22 of , . 

23 (Seal, if any) : 

24 Tide (and Rank) : , 

25 My commission expires: 

26 

27 

28 

29 

30 

31 

32 

33 

3* 

35 

36 

37 
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EXHIBIT "A' 

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

1. Identification of lands subject to this Agreement: 

Section 32. Township 17 South. Range 33 East. Lea 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 ofthe San Andres formation. 
NW/4 NE/4 - Surface to the base of the Abo formation Less the depths from the 
top of the Grayburg formation to 100 f t below the top of the San Andres 
formation. 

2. Percentages or fractional interests ofthe 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% 

3. Oil and Gas Leases subject to this Agreement: 

State of New Mexico Oil and Gas Lease E-398-9, dated June 11, 1945 from the 
State of New Mexico, as Lessor, to Barney Cockbum, as Lessee, insofar as it 
covers the SE/4 NW/4 ofSection 32, Tl 7S, 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 ofSection 32, T17S, R33E, Lea County, New 
Mexico. 

5. Addresses ofthe parries for notice purposes: 

Mack Energy Corporation 
P.O. Box 960 
Artesia, NM 88211 

Robert C. Chase 
P.O. Box 297 
Artesia, NM 88211 

DiaKan Minerals LLC 
P.O. Box 693 
Artesia, NM 88211 

Chase Oil Corporation 
P.O. Box 1767 
Artesia, NM 88211 

Ventana Minerals LLC 
P.O. Box 359 
Artesia, NM 88211 

Tom M. Ragsdale 
P.O. Box 10303 
Midland, TX 79702 



EXHIBIT "B' 

THERE IS NO EXHIBIT B TO THIS AGREEMENT. 



COPAS 1984-1 ONSHORE 
Revised April 23.2004 

. Recommended by the Council 
of Petroleum Accountants Societies 

EXHIBIT " C " 
1 Attached to and made a part of that certain Operating Agreement dated November 1.2011 • bv and between Mack 
2 Enerev Corporation, as Operator, and Chase Oil Corporation, et al. aa Non-Operators. 
i 
4 . , 

5 

6 

3 ACCOUNTING PROCEDURE 

JOINT OPERATIONS 
u 
l 2 L GENERAL PROVISIONS 

13 14 1. Definitions 

15 

16 "Joint Property" shall mean the real and personal property subject to the agreement to which iWs Accounting Procedure is Btmched. 

17 **Jo(nt Operations" shall mean ali operations necessary or proper for Iho development, operation, protection and maintenance of the 

IB Joint Property. 

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

20 arc co be shared by the Parties. 

21 "Operator0 shall mean the party designated to conduct tho Joint Operations. 

22 . "Non-Operators" shal] mean the Parties to this agreement other than the Operator. 

23 * Parties" shall mean Operator and Non-Operators. 

24 "first Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct supervision of other 

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

26 "Technical Employees" shall mean those employees having special and specific engineering, geological or Other professional skills, 

27 and whose primary function in Joint Operations is the handling of specific operating conditions and problems for the benefit of the 

28 Joint Property. 

2$ 'Personal Expenses* shall mean travel and other renionable reimbursable expenses of Operator's employees, • 

30 'Materia]' shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 

31 "Controllable Material" shall mean Materia] which al the time it so classified in the Material ClassiQcatioo Manual as most 

32 recently recommended by tbe Council of Petroleum Accountants Sociotic j . 

33 

34 2. Statement and Billings 

35 

36 Operator shall bill Non-Operators on or before the last dny of each month for their proportionate share of the Joint Account for the 

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

38 charges and credits summarized by appropriate classifications of investment and expense except that items of Controllable Material 

39 and unusual charges and credits shall be separately identified and fully described in detail, 

40 

41 3. Advances ond Payments by Non-Operators 

42 

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

44 cash outlay for the succeeding month's operation within Bfteen-ft.5) days after receipt of the billing or by the first day ofthe month 

45 for. which the advance is required, whichever i i later. Operator shall adjust each monthly billing to reflect advances received from 

46 the Non-Operators. 

47 
48 8. E*1* Non-Operator shall pay its proportion of all bills within tifta*n(lS) days after receipt. If payment is not made within such time, 

as published in 
49 Ute unpaid balance shall bear interest monthly at ths prime rato / m-e«e*wt The Wajlstrpei; Journal ... on the first day ofthe month 

50 'o which delinquency occurs plus 1% or the maximum contract rate permitted by the applicable csury laws in the state in which 

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

52 collection of unpaid amounts. 

53 

54 4. Adjustments 

55 

56 Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question tho correctness thereof, provided. 

57 however, all bills and statements rendered to Non-Opcmtorj by Operator during any calendar year shall conclusively be presumed to 

58 be true end correct after twenty-four (24) months following the end of any such calendar year, unless within the said twenty-four (24) 

59 month period a Non-Operator takes written exception thereto and makes claim on Operator for adjustment No adjustment favorable 

60 to Operator shall be made unless It l i made within (he same prescribed period. The provisions of this paragraph shall not prevent 

51 adjustmenU icsulting froni a physical inventory of Controllable Material as provided for in Section V. 
62 

63 

64 

65 

66 

67 

68 

69 

70 
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1 5. Audio 

2 

3 A. A Non-Operator, upon notice in writing lo Operator and all other Non-Operatonj, 6hull have the right to audit Operator's accounts 

4 and records relating to the Joint Account for any calendar year within the twenty-four {24) month period following the end of 

5 such calendar year; provided, however, the making of an audit shall not extend tho time for tho taking of written exception to and 

6 tbe adjustment* of accounts as provided for in Paragraph 4 of mis Section,t Where there are two or more Non-Operators, the 

7 Non-Operators shall make every reasonable effort to conduct a joint audit in a manner which will result in n minimum of 

g inconvenience to the Operator. Operator shall bear no portion of die Non-Operewrs* audit cost incurred under this paragraph 

9 unless agreed to by the Operator. The audits shall not be conducted more than once each year without prior approval of 

10 Operator, except upon the resignation or removal of the Operator, and shall be made at the expense of those Non-Operaton 

11 approving such audit 

12 

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

14 

15 6. Approval By Non-Operators 

\6 

17 Where an approval or other agreement of the Parties or Nan-Operators Is expressly' required under other sections of this 

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

19 thereto, Operator shall notify all Non-Operators of the Operator's proposal, and the agreement or approval of a majority m interest ofthe 

20 Non-Operators ShaH be controlling on all Non-Operators. 

21 

22 

23 tt DIRECT CHARGES 

24 

25 Operator shall charge the Joint Account with tho following items: 

26 

27 1. Ecological and Environmental 

28 

29 Costs incurred for tho benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy 

30 environmental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological 

3 i nature and pollution control procedures as required by appHcabl e laws and regulations. 

32 

33 2. Rentals aod Royalties 

34 

35 Lease rentals and royalties paid by Operator for the Joint Operation). 

36 

37 3. Labor 

38 

39 A. (1) Salaries and wages ofOperatof s field employees directly employed on the Joint Property in the conduct of Joint Operation* 

40 

41 (2) Salaries of First level Supervisors in the field. 

42 

43 (5> Salaries and wages of Technical Employees directly employed on tho Joint Property if such charges are excluded from 

44 the overhead rates. 

45 

46 (4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed m the 

47 operation or the Joint Property if such charges are excluded from the overhead rates. 

48 

49 B. Operatofs cost of holiday, vacation, sickness snd disability benefits and other customary allowances paid to employees whose 

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

51 may be charged on a 'when and ai paid basis' or by "percentage assessment" on the amount of salaries and wages chargeable to 

52 the Joint Account under Paragraph 3A of this Section tt If percentage assessment is used, the rate shall be based on the Operators 

53 cost experience. 

54 

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

56 Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section tt 

*7 

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

59 this Section f l . 

60 

61 4. Employee Benefits 

62 

63 Operator's current costs of established plans for employees' group life Insurance, hospitalization, pension, retirement, stock purchase, 

64 thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to the Join: Account under Paragraphs 

65 3A and 3B of this Section 0 shod be Operator's actual cost not to exceed the percent most recently recommended by the Council of 

66 Petroleum Accountants Societies. 

67 

68 

69 

70 
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1 S. Material 

3 

3 Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only such Material shall 

4 be purchased for or transferred to the Joint Property as may bo required for irnmcdiats use and is reasonably practical and consilient 

5 with efficient and economical operations. The accumulation of surplus stocks shall be avoided. 

6 

7 6. Transportation 

8 

9 Transportation of employees and Material necessary for the Joint Operations but subject to (he following limitations: 

10 

11 A. I f Material is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall be made to the 

12 Joint Account for a distance greater than the distance from the nearest reliable supply store where like material is normally available 

13 or railway receiving point nearest the Joint Property unless agreed to by the Parries. 

14 

15 B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the Joint Account lor a 

16 distance greater than the distance to the neareit reliable supply store where like material is normally available, or. railway 

17 receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be made to the Joint Account for 

18 moving Material to other properties belonging to Operator, unless agreed to by the Parties. 

19 

20 C. In the application of subparagraphs A end B above, the option to equalize or charge actual trucking cost is available when the 

21 actual charge is S400 or less excluding accessorial charges. The $400 will be adjusted to the amount most recently recommended by 

22 the Council of Petroleum Accountants Societies. 

23 

24 7. Services 

25 

26 The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph 10 of Section II 

27 and Paragraph f, j i , and iii, of Section HL The cost of professional consultant services and contract services of technical personnel 

2$ directly engaged on the Joint Property if such charges ere excluded from the overhead rates. The cost of professional consultant services 

. 29 or contract services of technical personnel not directly engaged on the Joint Property shall not be charged to the Joint Account 

30 unless previously agreed to by the Parties. 

31 

32 8. Equipment and Facilities Furnished By Operator 

33 

34 A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate with costs 

35 of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense, insurance, (axes, 

36 depreciation, and interest on gross investment less accumulated depreciation not to exceed twelve percent (__J2_%) 

37 per annum. Such rates shall cot exceed average commercial rates currently prevailing in the immediate area ofthe Joint Property. 

38 

39 B. In lieu of charges in Paragraph 8A above. Operator may elect to use average commercial rates prevailing in the immediate area of 

40 tha Joint Property 4WP-30%. For automotive equipment. Operator may elect to use rates published by the Petroleum Motor 

41 Transport Association. 

42 

43 9. Damages and Losses lo Joint Property 

44 

45 Ail costs or expenses neeeasary-for the repair or replacement of Joint Property made necessary because of damages or losses incurred by 

46 fire, flood, storm, theft; accident, or other cause, except those resulting from Operator's gross negligence or willful misconduct 

47 Operator shall furnish Non-Operator wrirten notice af damages or losses incurred as soon as practicable after a report thereof has 

48 been received by Operator. 

49 

50 10. Legal Expense 

51 

52 Expense of handling, investigating and settling, litigation or claims, discharging of liens, payment of judgments and amounts paid 

53 for settlement of claims incurred in or resulting from operations under the agreement or necessary ta protect or recover the Joint 

54 Property, except that no charge for services of Operator's legal staff or fees or expense of outside attorneys shall be made unless 

55 previously agreed .to by the Parties. All other legal expense is considered to be covered by the overhead provisions of Section OI 

56 unless otherwise agreed to by the Partial, except as provided in Section t. Paragraph 3. 

57 

58 11. Taxes 

59 

60 All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof, or the 

61 production tnere&om, and which taxes have been paid by the Operator for the benefit of tho Parties. If the ad valorem taxes are based 

62 in whole or in part upon separate valuations of each party's working interest, then notwithstanding anything to tho contrary herein, 

63 charges to the Joint Account ahall be made and paid by the Parties hereto in accordance with the tax value generated by each parry's 

64 working line-rest. 

65 

66 

67 

68 

69 

70 
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1 12, Insurance 

2 

3 Net premiums paid for insurance required to be carried for the Joint Operations for tho protection of the Parties. In the event Joint 

4 Operations are conducted in a state In which Operator may act as serf-insurer for Worker1! Compensation and/or Employers Liability 

5 under' the respective state's taws. Operator may. at Its election, include the risk under Its self- insurance program and In that event, 

6 Operator shall include a charge at Operator's cost not to exceed manual rates. 

7 

6 13. Abandonment and Reclamation 

9 

10 Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory authority, 

t l 

12 14. Communications 

13 

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

15 facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint Property are Operator 

16 owned, charges to the Joint Account shall be made as provided is Paragtoph 5 of this Section XL 
17 

18 15. . Other Expenditures 

19 

20 Any other expenditure not covered or dealt with in the foregoing provisions of this Section H, or In Section TU and which is of direct 

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

22 . 

23 . 

24 ' r a OVERHEAD 

•25 

26 1. Overhead - Drilling and Producing Operations 

27 

25 i, As compensation for administrative, supervision, office services and warehousing costs. Operator shall charge drilling and 

29 producing operations on either 

30 

31- ( X ) Fixed Rate Basis, Paragraph IA, or 

32 C ) Percentage Basis. Paragraph IB 

33 

34 Unless; otherwise agreed to by the Parties, such charge shall be in lieu of-costs and expenses of ell offices end salaries or wages 

35 plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph 3A, Section EL The cost 

36 and expense of services Irom outside sources in connection with matters of taxation, traffic, accounting or matters before or 

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

3S of this Section QI unless such cost and expense are agreed to by the Parties as a direct charge to the Joint Account. 

39 . 

40 i i . The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant services and 

41 contract services of technical personnel directly employed on the Joint Property: 

42 

43 ( ) shell be covered by the overhead rates, or 

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

45 

46 ili . The salaries, wages and Personal Expense; of Technical Employees and/or costs of professional consultant services and 

47 contract jerviccs of technical personnel either temporarily or permanently assigned to and directly employed In the operation of 

48 • the Joint Property. 

49 

50 ( .) shall be covered by the overhead rates, er 

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

52 

S3 A. Overhead - Fixed Rate Basis 

S4 

55 (I) , Operator shall charge the Joint Account at the following rates per well per month: 

56 

57 Drilling Well Rate S 6.500.00 

58 (Prorated for less than a full month) 

59 

60 Producing Well Rate S 650.00 

61 

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

63 

64 (a) Drilling Well Rate 

63 

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

67 rig, completion rig, or other units wed in completion of the well is released, whichever is later, except thai no 

68 

69 

70 
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1 charge shell be made during suspension of drilling or completion operations for fifteen (IS) or more 

2 consecutive calendar days. 

3 

4 (2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive work days 

5 or more shall be made at tho drilling well rate. Such charges shaH be applied for the period from date 

6 workover operations, with rig or olher units used in workover, commence through data of rig or other unit 

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

8 ' consecutive calendar days. 

9 

10 (b) Producing Well Rates 

H 

12 (1) An active well either produced or injected into for any portion ofthe month shall be considered as a one-well 

13 charge for the entire month. , 

14 

15 (2) Each active completion In a multi-completed well in which production is not commingled down hole ih&fl 

16 be considered as a one-well charge providing each completion is' considered a separate well by tho 

17 governing regulatory authority. 

18 

19 (3) An inactive gas well shut in because of overproduction or failure of purchaser to take the production shall 

20 be considered as a one-well charge providing the gas well U direcdy connected to a permanent s&lcs outlet. 

21 

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

23 any well. This one-well charge shall be made whether or not tho well has produced except when drilling well 

24 rate applies. 

25 

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

27 allowable, transferred allowable, etc.) shall not qualify far on overhead charge. 

22 

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

30 this Accounting Procedure is attached by ihe percent increase or decrease published by COPAS. 

31 

32 B. . Overhead ""PorcontTigo Bnsio 

33 

33 

36 £fl}—DovolopmflAt 

37 

3> — - — — Peroont(— WtofthocosiofdBVOlOpmMtor-moJom^ 

39 provided-undef-ParBgraph-10-ofSaetion n ond all-solvago erodis, 

40 ' 

42 

43 —..,•„„-— .— Pe-rowuf- KHffl.owH^e-panuinff^^ 

44 undof—farographtt "3-and -10 of-Sootio-n H.—oH-flalvago 9f<KUtSTHhe--valtH»-<M^ 

46 qnd to tho Joint Propoityi 

47 

48 (3)—Applioarien af Overhead Porcentago Hasia ohall bo os follows: 

49 

50 For the purpoc* of dptermining ohargos on * panantaga basis "Under Paragraph ID of trtio 6cetion m. development shaft 

51 include all oosb in oonnoetion with drilling, rodrilling.'q'ogpoainfi. Of any remedial operations on ony-or-oll wells invcMng 

52 tho uae of drilling rie and crow capablo of drilling, to tho producing interval op tho .Joint Property, eloô  ppriirainary 

53 eitpondituros aooossary in propojorlon-fer drilling, and expenditures inourrod in abandoning «fran the «vcll is not oompletfld 

54 M a producor, and original cost of eonntmotien or installation • arUtKed assets, tha expansion of-fuced Qflsco and-eny other 

55 project oleorly d'conrnibla es a fiKcqVoaaeV t̂oept Kfajcf Constmorion at dofined in Paragraph-"!- of this Soottoo DI All 

57 

58 2. Overhead- Major Construction 

59 

60 To coroponsato Operator for overhead costs Incurred in tho construction and installation of fixed assets, the expansion of fixed assets, and 

6*1 any other project clearly discernible as a ruled asset required for the development and operation of the John Property, Operator shall 

62 either negotiate a rate prior to the beginning of construction, or shall charge the Joint Account for overhead based on the following rates 

63 for any Major Construction project in excess ofS 25.000.00 : 

« 
65 A. 5 %offlrstSI0O.000orloBlcosiifless.plus 

66 

67 B. 3 of costs in excess of S100.000 but less than Sl.000.000. plus 

69 C 2 % of costs in excess OfS 1.000 000. 

70 
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1 Total cost shall mean the gross cost of any ono project For the purpose of this paragraph, the component parts of a single project shall 

2 not ba created separately and the cost of drilling and workover wells and artificial lift equipment shall be excluded. 

3 

4 3. Catastrophe Overhead 

5 

6 To compensate Operator for overhead costs incurred in the evont of expenditures resulting from a single occurrence due to oil spill, 

7 blowout, explosion, fire, storm, hurricane, or other auasrraphes as agreed to by the Parties, which are necessary to restore the Joint 

8 Property'to ths equivalent condition that existed prior to the event causing the expenditures. Operator shall either negotiate a rate 

9 prior to charging the Joint Account or shall charge the Joint Account for overhead based on the following rates: 

10 

11 A. 3 % of total costs through $100,000; plui 

12 
13 8. 3 % af total costs in excess of 5100,000 but less than S1,000,000*, plus 

14 

IJ C. 2 % of total costs in excess of Sl .000,000. 

16 

17 Expendilttres subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provisions of this 

l& Section ID shall apply. 

20 4. Amendment of Rates 

21 

22 The overhead rates provided for in this Section CB may be amended from time to time only by mutual agreement between the Parties hereto 

23 If, in practice, the rates are found to be Insufficient or excessive. 

24 

25 

26 IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS 
27 

28 Operator is responsible for Joint Account Material and shal! make proper and timely clwrges and credits for i l l Material movements affecting the 

29 Joint Property. Operator shall provide all Materiel tor use on the Joint Property, however, CL Operator's option, such Material may be supplied 

30 by the Non-Operator. Operator shall make timely disposition of idle and/or surplus Material, such disposal being made either through sole to 

31 Operator or Non-Operator, division In kind, or sals to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest 

32 of Non-Operators in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed 

33 . to by the Parties. 

34 

35 1. Purchases 

36 

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

38 to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account when adjustrncnt has been received 

39 by the Operator. 

40 

41 2. Transfers and Depositions 

42 

43 Material furnished to the Joint Property and Materia] transferred from the Joint Property or disposed of by the Operator, unless 

44 otherwise agreed to by tho Parties, shall be priced on the following basts exclusive of cash discounts: 

45 

46 A. New Material (Condition A) 

47 

48 (1) Tubular Goods Other than Line Pipe 

49 

50 {a) Tubular goods, sized 2 3/8 inches OO and larger, except line pipe, shall bo priced at Eastern mill published carload 

51 base prices effective as of date of movement plus transportation cost using the 80,000 pound carload weight basis 

52 to the railway receiving point nearest the Joint Property for which published rail rates for tubular goods exist If (he 

53 80,000 pound rail rate is not offered, the 70.000 pound or 90,000 pound rail rate may be used. Freight charges 

56 for tubing will be calculated Irom Lorain, Ohio and cosing from Voungstown, Ohio. 

55 

56 (b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus transportation 

57 cost from that mill to the railway receiving point nearest the Joint Property as provided above in Paragraph 2.A.(lXa). 

58 For ft-amportatjon cost from points other than Eastern mills, the 30,000 pound Oil Field Haulers Association interstate 

59 truck rate shall be used. 

60 

61 (c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, Co.b. Houston, Texas, 

62 plus transportation cost, using OU Field Haulers Association interstate 30,000 pound truck rate, to the railway receiving 

63 point nearest the Joint Property, 

64 

65 (d) Macaroni tubing (sia: Icn than 2 3/fl inch OD) shall be priced at the lowest published out-of-stock price! f.o.b. the 

66 supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per weight of 

67 cubing unnsferrod, to The railway receiving point noarest the Joint Property. 

68 

69 

70 
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J (2) Line Pipo 

2 

3 (a) Line pipe movements (except size 24 inch OD and larger with walls '/* inch and over) 30,000 pounds or more 
4 . shall bo priced under provisions of tubular goods pricing in Paragraph A.fJXa) es provided above. Freight charges 

5 shall be calculated from Lorain; Ohio. 

6 

7 (b) Line Pipe movements (except size 24 inch OD and larger with walls V* inch end over) less than 30,000 pounds 

fl shall be priced at Eastern milt published carload base prices effective as of date of shipment, plus the percent most 

9 recently recommended by COPAS, plus transportation costs based on freight rates as set forth tinder provisions of 

10 tubular gwds pricfog m Paragraph A.(IX*)« provided above. Freight charges shall be calculated from Lorain, Ohio. 

11 

12 (c) Line pipe 24 inch OO and over and Y< inch wall and larger shall be priced fo.b. the point of manufacture at current 

13 new published prices plus transportation cost to the railway receiving point nearest the Joint Property. 

14 

15 (d) Une pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall bo priced at 

1°" quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices agreed to by tho Parties. 

17 

18 (3) Other Material shall bo priced ai the current new price, In effect at date of movement, as listed by a reliable supply store 

19 nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the railway receiving point 

20 nearest the Joint Property. 

21 

22 (4) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current new price, in effect 

23 oo date of movement, ns listed by a reliable supply store nearest the Joint Property, or point of manufacture, plus 

24 transponstlon costs, i f applicable, to the railway receiving point nearest the Joint Property. Unused new tubulors will bo 

25 priced aa provided above in Paragraph 2.A,(I) and (2). 

26* 

27 B. Good Used Material (Condition B) 

2i 

29 Material in sound and serviceable condition and suitable for reuse without reconditioning; 

30 

31 (1) Material moved to the Joint Property 

32 

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

34 

35 (2) Material used on and moved from the Joint Property 

36 

37 (a) At seventy-five percent (75%) of current new price, as determined by Paragraph A, i f Materia! wai originally 

36 charged to the Joint Accocnl as new Material or 

39 

40 (b) At sixty-five percent (65%) of current new price, as determined by Paragraph A, if Material was originally charged 

41 to the Joint Account as used Material 

42 

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

44 

-*5 At seventy-five percent (75%) of current new price as determined by Paragraph A. 
46 

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

48 

49 C Other Used Material 

50 

51 (1) Condition C 

52 

53 Materia! which ia not in found and serviceable condition and not suitable for its original function until afler 

54 reconditioning shall be priced it fifty percent (S0%) of current new price u determined by Paragraph A. The cost 

55 of reconditioning shall be charged to the receiving property, provided Condition C value phis cost of reconditioning 

56 does not exceed Condition B value. 

57 

58 (2) Condition D 

59 

60 Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose shall be priced 

61 on a basis commensurate with its use. Operator may dispose of Condition D Material under procedures normally 

62 used by Operator without prior approval of Non-Operators. 

64 (a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and 8 seamless Hoe pipe of comparable 

65 size end weight. Used casing, rubinj or drill pipe utilized as line pipe shall be priced at used line pipe prices. 

66 

67 _ (b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g. power oil lines, shall 

68 be priced under normal pricing procedures for cosing, tubing, or drill pipe. Upset tubular goods shall be priced 

69 oa a non upset basil. 

70 
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1 (3) Condition E 

2 

3 Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under procedures normally 

4 utilized by Operator without prior approval of Non-Operators. 

5 

6 D. Obsolete Material 

7 

8 Material which is serviceable and usable for ib original function but condition and/or value of such Material is not 

9 equivalent to that which would justify a price es provided above may be specially priced as agreed to by the Parties. Such 

10 price should result in the Joint Account being charged with the value ofthe service rendered by such Material. 

U 

12 E. Pricing Conditions 

13 
14 ( l ) Loading or unloading costs may be charged to the Joint Account at the rats of twenty-five cents (25c") per hundred 

15 weight on all tubular goode movements, in lieu of actual loading or unloading costs sustained at the stocking point. 

Id The above rate shall be adjusted as of the first dsy of April each year following January I , 1985 by the same 

17 percentage increase or decrease used to adjust overhead rates In Section U l Paragraph l.A.(3). Each year, the 

18 rate calculated shall be rounded to the nearest cent and shall be the rote in effect until the first day of April next year, 

19 Such rate shall be published each year by the Council of Petroleum Accountants Societies. 

20 

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

22 new Material. 

23 

24 3. Premium Prices 

25 

26 Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other unusoal 

27 causes over which the Operator has no control, the Operator may charge the Joint Account tor the required Material at the Operator's 

28 actual cost incurred in providing such Material, in making it suitable for use, and In moving it to the Joint Property; provided 

29 notice in writing i i furnished to Non-Operators of die proposed charge prior to billing Non-Operators for such Material. Each 

30 Nan-Operator shall have the right, by so electing and notifying Operator within ten days after receiving notice from Operator, to furnish 

3) in kind ail or port of his share of such Material suitable for use and acceptable to Operator. 

32 

33 4. Wirroaty of Material Furnished By Operator 

34 

35 Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the Joint Account 

36 until adjustment has been received by Operator from the manufacturers or their agents. 

37 

38 

39 V. INVENTORIES 

40 ' 

41 The Operator shall maintain detailed record- of Controllable Material. 

42 

43 1. Periodic Inventories, Notice and Representation 

44 

45 At reasonable intervals, inventories shall be token by Operator ofthe Joint Account Controllable Material. Written notice of intention to 

46 tnke inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that Non-Operators may be 

47 represented when any inventory is taken. Failure of Non-Operators to be represented at an inventory shall bind Non-Operators to accept 

48 the inventory taken by Operator. 

49 

50 2. Reconciliation and Adjustment of Inventories 

51 

52 Adjustments to the Joint Account resulting from the reconciliation of a physical Inventory shall be made within six months following 

53 the taking of the Inventory. Inventory adjustments shall be mode by Operator vo tho Joint Account for averages and shortages, but, 

54 Operator shall be held accountable only for shortages due to lack of reasonable diligence. 

55 

56 3. Special Inventories 

57 

58 Special inventories may bo taken whenever there is any sale, change of Interest, or change of Operator in the Joint Property. It shall be 

59 the duty of the party selling to notify oil oilier Parties as quickly as possible after the transfer of interest takes place. In such cases, both 

60 the seller and the purchaser shall be governed by such inventory. In cases involving a change of Operator, all Parties shall be governed 

61 by such inventory. 

62 

63 4. Expense of Conducting Inventories 

64 

65 A. The expense of conducting periodic inventories shell not be charged to the Joint Account unless agreed lo by the Parties. 

66 

67 B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except inventories 

68 required due to change of Operator shall be charged to the Joint Account 

69 

70 
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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 
Corporation, et al, as Non-Operators. 

INSURANCE PROVISIONS 

1. At all times during the conduct of operations hereunder, Mack Energy 
Corporation (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 limit 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. Automobile 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 ofthe 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 to 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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1 NOTE: Iratniclions For Use of Gas Balruieing 
2 Agreement MUST be reviewed before finalUing 
3 tills document 
1 
S 
6 
7. EXHIBIT 

8 • GAS BALANCING AGREEMENT ("AGRTEMENF') 
9 ATTACHED TO AND MADE PART OF THAT CERTAIN 

10 OPERATING AGREEMENT DATED November 1.2011 
11 BY AND BETWEEN Mack Energy Corporation. as Operator 
12 AND Chase Oil Corporation. e» al. ai Non-Operitors ("OPERATING AGREEMENT**) 
13 RELATING TO THE . AREA. 
14 COUNTY/PARISH, STATE OF 
IS 
16 I . DEFINITIONS 
17' The following definitions shall apply to this Agreement: 
[8 1.01 "Arm's Length Agreement" shall mean any gas soles agreement with an unaffiliated purchaser or any gas sales 
19 agreement with gn affiliated purchaser where the sales* price and delivery conditions under such agreement are . 
20 representative of prices and delivery conditions existing under other similar agreements tn the area between 
21 unaffiliated parties al the same time for natural gas of comparable quality and quantity. 
22 1.02 "Balancing Area" shall mean (select one): 
23 0 each well subject to the Operating Agreement that produces Gas or is allocated a share of Gas production. If a 
24 single well is completed in two or mare - producing intervals, each producing interval from which the Gas 
25 production is not commingled in the wellbore shall be considered a separate well. 
2-6 pfiitnO'fli'Tcnfjic ond depth 6 cuojcot to tho Oporctting Â fP̂ Ĥ f̂l̂ f 
27 • 
28 : 

29 : „ 

30 ; 

31 1.03 "Full Share of Current Production* shall mean the Percentage Interest of each Party in the Gas actually produced 
32 from the Balancing Area during each month. 
33 1.04 "Gas" shall mean all hydrocarbons produced or producible from the Balancing Area, whether from a well classified 
34 as an oil well or gas well by the regulatory agency having jurisdiction in such matters, which are or may be made 
35 - available for sale or separate disposition by the Parties, excluding oil, condensate and other liquids recovered by 
56 field equipment operated for the joint account "Gas" does nol include gas used in joint operations, such' as for iueJ, 
37 recycling or reinjection, or which is vented or lost prior to its sale or delivery from tho Balancing Area. 
38 LOS "Makeup Gas" shall mean any Gas token by an Underproduced Party from the Balancing Area in excess of its Full 
39 Share of Current Production, whether pursuant to Section 3.3 or Section 4.1 hereof. 
40 1.06 "Mcf shall mean one tlrousand cubic fect A cubic foot of Gas shall mean the volume of gas contained in one cubic 
41 foot of space at a standard pressure base and st a standard temperature base. 
42 1.07 'TdMBru" shal] mean one million British Thermal Units. A British Thermal Unit shall mean the quantity of heal 
43 required to raise one pound avoirdupois of pure water from 58.5 degrees Fahrenheit to 59.5 degrees Fahrenheit at a 
44 constant pressure of 14.73 pounds per square inch absolute. 
45 1.08 "Operator" shall mean the individual' or entity designated under the terms of the Operating Agreement or, in the 
46 event this Agrternenl Is not employed in connection, with an operating agreement, the individual or entity 
47 designated as the operator of the wellfs) located In the Balancing Area. 
48 1.09 "Overproduced Parry shall mean any Party having taken e greater quantity of Gas from the Balancing Area than 
49 the Percentage interest of such Party in the cumulative quantity of all Gas produced from the Balancing Area. 
50 1.10 "Overproduction'' shall mean the cumulative quantity of Gas taken by a Party in excess of its Percentage Interest in 
51 the cumulative quantity of all Oas produced from Hie Balancing Area. 
52 1.11 "Party*1 shell mean those individuals or entities subject to this Agreement, and their respective heirs, successors, 
53 transftrees and assigns. 
54 1.12 "Percentage Interest"* shall mean the percentage or decimal interest of each Party in the Gas produced from the 

55 Balancing Area pursuant to the Operating Agreement covering the Balancing Area. 
56 1.13 "Royalty" shall mean payments on production of Gas from the Balancing Area to all owners of royalties, overriding 
57 royalties, production payments or similar interests. 
58 1.14 "Underproduced Patty" shall mean any Party having taken a lesser quantity of Gas from the Balancing Area than 
59 the Percentage interest of such Parry in the cumulative quantity of all Oas produced from the Balancing Area. 
60 1.15 "Underproduction" shall moan the. deficiency between the cumulative quantity of Gas taken by .a Party and its 
61 Percentage Interest in the cumulative quantity of all Gas produced from the Balancing Area. 
62 444S-E1 (Optlor.nl) "Winter Parted' shall mean-tho monthf-i. of in one 
63 galondar year and r̂rfrmonthto of • • in mo succoeding oalê ftf-vearr 
64 2. BALANCING AREA 
65 2.1 If this Agreement covers more than one Balancing Area, it shall be applied as If each Balancing Area were covered 
66 by separate but identical agreements. All balancing hereunder shall be on the basis of Oas taken from the Balancing Area 
67 measured in (Alternative I) 0 Mcft or (Alternative Z) O MMBtus. 
68 2.2 In the event thai ali or pan of the Oas deliverable from a Balancing Area is or becomes subject to one or more 
69 maximum lawful prices, any Gas not subject to price controls shall be considered as produced from a single Balancing Area 
70 and Gas subject to each maximum lawful price category shall be considered produced from a separate Balancing Area. 
71 X RIGHT OF PARTIES TO TAKE GAS 
72 3.1 Each Party desiring to take Om will notify the Operator, or cause the Operator to be notified, of the volumes 
73 nominated, the name of the transporting pipeline and the pipeline contract number (if available) and meter station relating 
74 to such delivery, sufficiently in advance for the Operator, acting with reasonable diligence, to meet ali nomination and other 

-1 -
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1 requirements. Operator is aumorized to deliver the volumes so nominated and confirmed Of confirmation is required) to the 
2 transporting pipeline in accordance with the terras of this Agreement. 
3 3.2 Bach Party shall make a reasonable, good faith effort to take its Full Share of Current Production each month, to the 
4 extent that such production is required to maintain leases in effect* to protect the producing capacity of a well or reservoir, to 
5 preserve correlative rights, or to maintain oil production. 
6 3.3 When e Party fails for any reason to take its Full Share of Current Production (as such Share may be reduced by the 
7 right of the other Parties to make up , for Underproduction as provided herein), the other Parties shall be entitled to take any 
8 Oas which such Party feils to take. To the extent practicable, such Oas shall be made available initially to each Underproduced 
9 Party ui the proportion that its Percentage Interest in the Balancing Area bears to the total Percentage Interests of all 

10 Underproduced Parties desiring to take such Gas. If all such Gas is not taken by the Underproduced Parties, the portion not 
11 taken shall then be made available to the other Parties in the proportion that their respective Percentage Interests in the 
12 Balancing Area bear to the total Percentage Interests of such Parties. 
13 3.4 All Gas taken by a Party in accordance wilh the provisions of this Agreement, regardless of whether such Party is 
14 underproduced or overproduced, shall be regarded as Gas taken for its own account with title thereto being in such taking 
15 Party. 
16 3.5 Notwithstanding the provisions of Section 3.3 hereof; no Overproduced Party shall be entitled in any month to take any 
17 Gas in excess of three hundred percent (300%) Of its Percentage Interest of the Balancing Area's then-current Maximum 
18 Monthly Availability; provided, however, chat this limitation shall not apply to the extent that it would preclude production 
19 that is required to maintain leases in * effect, to protect the producing capacity of a well or reservoir; to preserve correlative 
20 rights, or to maintain oil production. "Maximum Monthly Availability" shall mean the maximum average monthly rate of 
21 production at which Gas can be delivered from the Balancing Area, as delermlned by the Operator, considering the maximum 
22 efficient well rate for each well within the Balancing Area, the maximum allowablê ) set by the appropriate regulatory agency, 
23 mode of operation, production facility capabilities and pipeline pressures. 
24 3.6 In the event that a Party feils to make arrangements to take its Full Shore of Current Production required to be 
25 produced to maintain leases in effect, to protect the producing capacity of a well or reservoir, to preserve correlative rights, or 
26 to maintain oil production, the Operator may sell any part of such Party's Full Share of Current Production that such Party feils 
27 to take for the account of such Party and render to such Party, on a current basis, the full proceeds of the sale, less any 
28 reasonable marketing, compression, treating, gathering or transportation coits incurred directly in connection with the sale of 
29 such Full Share of Current Production. In making the sale contemplated herein, the Operator shall be obligated only to obtain 
30 such price and conditions for the sale as are reasonable under the circumstances and shall not be obligated to share any of its 
31 markets. Arry such sale by Operator under the terms hereof shall be only for such reasonable periods of rime as ate consistent 
32 with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess of one 
33 year. Notwithstanding the provisions of Article 3.4 hereof, Oas sold by Operator far a Party under the provisions hereof shall 
34 be deemed to be Gas taken for the account of such Party. 
35 4. IN-KIND BALANCING 
36 4.1 Effective the first day of any calendar month following atleast thirty f ,30 ) days* prior 
37 written notice to the Operator, any Underproduced Party may begin taking, in addition to its Full Share of Current 
38 Production and any Makeup Gas taken pursuant to Section 33 of this Agreement, a share of current production determined 
39 by multiplying twenty-five percent ( ' 25 %1 ofthe Full Shares of Current Production of ali Overproduced Parties by 
40 a fraction, the numerator of which is tho Percentage Interest of such Underproduced Party and the denominator of which 
41 is the total of the Percentage Interests of all Underproduced Parties desiring to take Makeup Gas. In no event will an 
42 Overproduced Party be required to provide more man twenty-five m percent ( 25 %) of its Full Share of Current 
43 Production for Makeup Gas. The Operator will promptly notify all Overproduced Parties of Ihe election of an Underproduced 
44 Party to begin taking Makeup Gas. 
45 4t3 B—(Optional Seasonal—Limitation—en—Malwup Option—1)—NotwItfartarKlwg—the—provisions ' of So si ion——the 
46 overage--monthly amount of Malaop Oaa—talam by an—Underproduced Party during tho Winter—Period pursuant" to—Section—4-4 
47 fihsH—net—»Koeod—<b-a—avorago monthly—amount—of—Makwp—~Ges—taken—fey—wafc—Underproduced—Party—4«fmg—the 
48 - - ( - - «̂HM>ms tmmsdtately preceding tho Wimer Poriodr 
49 4̂ 2—B—(Optloool Seasonal—Limitation—ee—M&keop Option—3)—Motwlhttandtng—the—provisions of Saetion——no 
50 QvwyfoduoedPorty l̂l̂ ^eqiHfodtoprovidemore-thon •- • percentf — -WoftoFuB-Shere 
51 e-f-Gwroit Prcductloi>-fof-MakBap<f03 durtag-the Winter Pariqd. 
52 4J 0 (Optional) Notwithstanding any other provision of this Agreement, at such time and for 10 long as Operator, or 
53 (insofar as concerns production by the Operator) any Underproduced Party, determines in good faith that an Overproduced 
54 Party has produced all of its share of the ultimately recoverable reserves in the Balancing Area, such Overproduced Party may 
55 be required to make available for Makeup Gas, upon the demand of the Operator or any Underproduced Party, up to 
56 one hundred ; percent ( 100 %) of such Overproduced Party's Full Share of Current Production. 
57 3. STATEMENT OF GAS BALANCES 
58 5.1 The Operator will maintain appropriate accounting on a monthly and cumulative basis of the volumes pf Gas that each 
59 Party is entitled to receive and the volumes of Gas actually taken or sold, for each Party's account Within fo'rty five (45) days 
60 after the month of production, the Operator will furnish a statement for such month showing (1) each Party's Full Share of 
61 Current Production, (2) the total volume of Gas actually taken or sold for each Party's account, (3) the difference between 
62 the volume taken by each Party and that Party's Full Share of Current Production, (4) the Overproduction or 
63 Underproduction of each Party, and (5) other data as recommended by the provisions of tho Council of Petroleum 
64 Accountants Societies Bulletin No.24, as amended or supplemented hereafter. Each Party taking Gas will promptly provide to 
65 tlie Operator any data required by the Operator for preparation of the statements required hereunder. 
66 5.2 If - any Party fails to provide the data required herein for four (4) consecutive production months, the Operator, or 
67 where the Operator has failed to provide data, another Party, may audit the production and Gas sales and transportation 
68 volumes of the non-reponing Party to provide the required data. Such audit shall be conducted only after reasonable notice end 
69 during normal business hours in the office of the Party whose records are being audited. All costs associated with such audit 
70 will be charged to the account ofthe Party failing to provide the required data. 
71 6. PAYMENTS ON PRODUCTION 
72 6.1 Bad. Party taking Gas shall pay or cause to be paid all production and severance taxes due on all volumes of Gas 
73 actually taken by such Party. 
74 ——6-3_Q_(Alternative—I Ewtitiemento) Booh—Party shall pay or causo to-be—paid oil Royalty due with respect to Royalty 
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1 owors^.-wlKMo •it-is-'ajwowtab4e-03^f-5UorH-P<uty—vwfr-taking-its Pull Shore - of - Arrant Production, and only-Its— Foil—Share—of 
2 Current Production. 
3 —(Optional FW—u*e—only with—Section—6*2 Altornotive—1 Entitlement)—Upon—wfteefl—ttquesl—of a Party 
4 taking lees than—Us—Fall—Shore -of—Current - Production- in a given- month ('Qirrwt-Afndwprorfww—any—forty • taking more-than 
5 ito Pull Share of—Cwent—Production—in—such—month—("Current—Qveiproducor*)—will—pay—to—sueh—Current—Underproduce on 
6 amount—aaoh • month—equal to-the Royalty—pefoentage— of • tho -proceeds w i v e d - b) - the -Current -OvcrprorJurar. for that portion of 
7 the—Current—Underprodaaer'a—FtfH—Sharo —of — Current—Production—taken—by—tho Currant—Ovrprodwr,— provided,—however;—rhaf 
8 suoh—payment—will—not - exceed —tto -KoyaUy—pefoontoge—(hoi is .common to oil- •Royoĵ *—burdens—in—the— Balanotng ••••Antai Payments 
9 made—pursuant—Ce—thw—Section—ftdrl—wtU—be—docmad -payments—to—the—Underproduced—Fafiyfr—Royalty—owners—for -purposes—ef 

10 Section 7.5. 
11 6.2 El (Alternative 2 - Sales) Each Parry shall pay or cause to be paid Royalty due with respect to Royalty owners to 
12 whom k Is accountable based on the volume of Gas actually taken for its account 
13 63 In the event that any governmental authority requires that Royalty payments be made on any other basis than that 
14 provided for in Bits Section 6, each Party agrees to make such Royalty payments accordingly, commencing on the effective date 
15 required by such governmental authority, and the method provided for herein shall be thereby superseded. 
16 7. CASH SETTLEMENTS 
17 7.1 Upon the earlier of the plugging and abandonment of the last producing interval in the Balancing Area, the termination 
18 of the Operating Agreement or any pooling^c* unit agreement covering the Balancing Area, or at any time no Gas is taken 
19 from the Balancing Area for a period of t^effie' ^R) consecutive months, any Party may give written notice calling for cash 
20 settlement of the Gas production imbalances among the Parties. Such notice shaft be given to all Parties in the Balancing Area. 
21 12 Within sixty (60) days after the notice calling for cash settlement under Section 7.1. the Operator will distribute to each 
12 Parry a Final Gas Settlement Statement detailing the quantity of Overproduction owed by each Overproduced Party to each 
23 Underproduced Party m4—tdeattfyiftg—the—month—to—which—such—Overproduction—is—attributê  pursuant to the methodology 
24 set out in Section 7,4. 
25 73 0 (Alternative I - Direct Parry-to-Party Settlement) Within sixty (60) days after receipt of the Final Gas Settlement 
26 Statement, each Overproduced Party will pay to each Underproduced Party entitled to settlement (he appropriate cash 
27 settlement, accompanied by appropriate accounting detail. At the time of payment, the Overproduced Party will notify the 
28 Operator of the Gas imbalance settled by the Overproduced Party's payment. 
29 J-3—B (Alternative 3 Settlement Through Operator)—Wrthin. sixty (60) days after receipt of tho Final Gas Settlement 
30 Statetrwflt,—each—Overproduced—Party will—send—its—eesh—settlement;—accompanied—by—eppropriato—accounting -detail;—to—the 
31 QpeflKof:—The—Operator—will—distribute—th*—monies—se—received;—along—with • any—settlement • • owod—by—the—Operator—as—an 
32 Overproduced—Party?—fo—each—Underproduced—Party—te—when*—settiefttent—is—duo—within—ninety—{09)—deys—after-issuance—of «he 
33 final- Gas—Settlement —Statement.—In—the—event—thai—ony---QverpfiKkio&d—Party—fotb—to—pay—aay—Ge&e»eat—due—horoundef;—the 
34 Operejof - may turn over fespeitsfciliry—^or--^e-^ Operator 

36 7i3vl-B • (Optional For UCB only with Section- 73, Alternative—3 -ScWement—%h*otrgh Operator) Any' Forty shall have 
37 the-fight—at—a»y—time—wpon—thkty "(30)-days'-—prior—written—notice to all -other--Parties;' -lo demand— thai - any—settlements • due such 
38 Party "-for—Overproduction be—paid directly—to—such Party—by "the—OverproduKod—F-artyt—ra*h«—titan—being——through—the 
39 QpefatOfc—In tho ••••event that on Oucrproduood Party pays tho Operator any oums duo to an Underproduced Party at any time 
40 oftor-Mhirty-(30)—doys—following the receipt"-of—the iwtice-provided—for—hcro^ • bo Uable 
41 toswh Undwproduoed Party forany^uroc «>pajd,-4rrtt*-pay^ 

43 received , by—the—Overproduced—Party—under—an—Arm's—Length—Agreement—fo*—the—Gas—taken—&em—time—te—time—by—&e 
44 Overpfeaueed—Party—in—eKoese—of—the—Overproduced—F*ny$—FeH—Shore—of—Current—Produotion:—Any—Makeup—&is—takffi—by—Ihe 
45 Underproduced—Potty—prior—to—monetary—settlement—hereunder—wilt—be—applied—te—offset—Overproduction—chronologically—ili—the 
46 eidetofeccnjalr 
47 7.4 0 (Alternative 2 - Most Recent Sales Basis) The amount of the cash settlement will be based on the proceeds 
48 received by the Overproduced Parry under en Arm's Length Agreement for the volume of Gas that constituted Overproduction 
49 by the Overproduced Party from the Balancing Area. For the purpose of implementing the cash settlement provision of the 
50 Section 7, an Overproduced Party will not be considered to have produced any of an Underproduced Potty's share of Oas until 
51 the Overproduced Party has produced cumulatively all of its Percentage Interest share of the Oas ultimately produced from the 
52 Balancing Area. 
53 7.S The values used for calculating the cash settlement under Section 7.4 will Include all proceeds received for the sale of the 
54 Gas by the Overproduced Party calculated at tho Balancing Area, after deducting any production or severance taxes paid and any 
55 Royalty actually paid by tho Overproduced Party to an Underproduced Party's Royalty owner(s)f to the extent said payments 
56 amounted to a discharge of said Underproduced Party's Royalty obligation, as well as any reasonable marketing, compression, 
57 treating, gathering or transportation costs incurred directly in connection with the sale ofthe Overproduction. 
58 7.5.1 0 (Optional • For Valuation Under Percentage of Proceeds Contracts) For Overproduction sold under a gas 
59 purchase contract providing for payment based cn a percentage of the proceeds obtained by the purchaser upon resale of 
60 residue gas and liquid hydrocarbons extracted at a gas processing plant the values used for calculating cash settlement will 
61 include proceeds received by the Overproduced Party for both the liquid hydrocarbons and the residue gas attributable to the 
62 Overproduction. 
63 3ffe3-B— (Optional Veht&tion—for—Processed—Gftfl Option—1)—For—Overproduction—processed—for-—the—oaoount—of—tha 
64 Overproduced—Parry--ct—a—gas—foeoacsing -plant—for—the—eKtrjction--o -̂tiquid -hydcowbora; thO" -futi—quantity -of—tho -OverprodHalion 
65 will̂ bq—valued —for "purpPMG—of- cash -settlement-at-rJt»-^>4oes- r6o»ived--by tho Ovarpfoduoed—Party for the sale of—tho-tesiduo-gas 
66 attributable—to Ihc Overproduction—wtaeut—regard—to—proceeds—artributablo—te—liquid—hydreoarbons—which may—have—been 
61 extracted frorn-tho-Ovefpfoduction. 
63 7.5.2 0 (Optional - Valuation for Processed Gas - Option 2) For Overproduction processed for the account of Ihc 
69 Overproduced Party at a gas processing plant for the extraction of liquid hydrocarbons, the values used for calculating cash 
70 settlement will include the proceeds received by the Overproduced Party for the sale of the liquid hydrocarbons extracted from 
71 the Overproduction, less the actual reasonable costs incurred by the Overproduced Party to process the Overproduction and to 
72 transport, fractionate and handle the liquid hydrocarbons extracted therefrom prior fo sale. 
73 7.6 To the extent the Overproduced Party did not sell all Overproduction under an Arm's Length Agreement, the cash' 
74 settlement will be based on the weighted average price received by the Overproduced Party for any gas sold foam the 
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1 Balancing Area under Arm's Length Agreements during the months to which such Overproduction is attributed. In the event 

2 that no sales under Arm's Length Agreements were made during any such month, the cash settlement for such month will be 

3 based on the spot sales prices published for the applicable geographic area, during sueh month in a mutually acceptable pricing 

4 bulletin. 

5 . 7.7 Interest compounded al the rate of twelve percent ( 12 %) per annum or the maximum lawful 

6 ..rato of interest applicable to the Balancing Area, whichever is less, will accrue for all amounts due under Section 7.1 beginning 

7 the first day following the date payment is due pursuant fo Section 73, Such interest shall be borne by (he Operator or any 

8 Overproduced Party in the proportion that their respective delays beyond the deadlines set out in Sections 72 and 7.3 

9 contributed to the accrual of the interest 

10 7.8 In lieu of the cash settlement required by Section 73, an Overproduced Party may deliver to the Underproduced Party 

11 an offer to settle its Overproduction in-kind and at such rales, quantities, times and sources as may be agreed upon by the 

12 Underproduced Party. I f the Parties are unable to agree upon the manner in which such in-kind settlement gas will be 

13 furnished within sixty (60) days after the Overproduced Party's offer (o settle in kind, which period may be extended by 

14 agreement of said Parties, the Overproduced Parry shall make a cash settlement as provided in Section 73. The making of an 

15 in-kind settlement offer under this Section 7.8 will not delay the accrual of Interest on the cash settlement should the Parties 

16 fail to reach agreement on an in-kind settlement 

17 7.9 0 (Optional - Far Balancing Areas Subject to Federal Price Regulation) That portion of any monies collected by an 

18 Overproduced Parry for Overproduction which Is subject to refund by orders of the Federal Energy Regulatory Commission or 

19 other governmental authority may be withheld by the Overproduced Party until such prices are folly approved by such 

20 governmental authority, unless the Underproduced Party furnishes a corporate undertaking, acceptable to the Overproduced 

21 Party, agreeing to hold the Overproduced Party harmless from financial loss due to refund orders by such governmental 

22 authority. 

23 7rl4-£^--(0ptioflol Interim—Gush—Balancing) -At—any—rime—during tho -term—of this • -Agroomc-nt;—any—Overproduced—Party 

24 may, -m— is -sole- discretios;—make cash—setilement(a)" with the Underpredueed—P&nioo covering all—or—part-of—its—•oxrtstanding Gas 

25 imbalance,—provided—thai—seeh—settiements—must—b*—made—with—aH—Uftderproduced—Parties—proportionately—based—eft—the—relative 

26 imbalances—of—the—Underpredueed—Parties;—and—provided—further—that- cuch - settlements- may—net—be— made more—often—than—ence 

27 every—twenty four (31)—months:—Such—settlements—will—be—aalculaled—m—tho—seme—manner-—provided—above-—fop—fete!—cash 

28 settlements.—The—Overproduced—Party—will—provide—Operator—a—detailed—aoooenting—of--any—such—eash—settlement—within—thirty- (30) 

30 8. TESTING 

31 Notwithstanding any provision of this Agreement to the contrary, any Party shall hove the right, from time to time, to 

32 produce and take up to one hundred percent (100%) of a well's entire Gas stream to meet the reasonable delrverability 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 tests: provided, however, that such tests shall be conducted In accordance with prudent operating practices only 

35 after thirty ( 30 ) days' prior written notice to the Operator and shall last no longer than 

36 seventy-two f 72 ) hours. 

37 9. OPERATING COSTS 

38 Nothing in this Agreement shall change or affect any Party's obligation to pay its proportionate share of all costs and 

39 liabilities Incurred in operations on or in connection with the Balancing Area, as its share thereof is set forth in the Operating 

40 Agreement, irrespective of whether any Potty Is at any time selling and using Gas or whether such sales or use are In 

41 proportion to its Percentage Interest in the Balancing Area, 

42 JO. LIQUIDS 

43 The Parties shall share- proportionately in and own all liquid hydrocarbons recovered with Gas by field equipment operated 

44 for the joint account in accordance with their Percentage Interests in the Balancing Area. 

45 I L AUDIT RIGHTS 

46 Notwithstanding any provision in this Agreement or any other agreement between the Parties hereto, and further 

47 notwithstanding any termination or cancellation of this Agreement, for a period of two (2) yean from the end of the calendar 

48 year tn which any information to be furnished under Section 5 or 7 hereof is supplied, any Party shall have the right to audit 

49 the records of any other Party regarding quantity, including but not limited to information regarding Btu-content. 

50 Any Underproduced Party shall have the right for a period. of two (2) years from the end of tlie calendar year in which any 

51 cash fefflement Is received pursuant to Section 7 to audit the records of any Overproduced party as to all matters concerning 

52 values, Including but not limited to information regarding prices and disposition of Oas from the Balancing Area. Any such 

53 audit shall be conducted at the expense of the Party or Parties desiring such audit, and shall be conducted, after reasonable 

54 notice, during normal business hours to the office of the Party whose records are being audited. Each Party hereto agrees to 

55 maintain records as to the volumes end prices of Oas sold each month and the volumes of Gas used in its own operations, 

56 along with the Royalty paid oo any such Gas used by a Party in its own operations. The audit rights provided for in this 

57 Section t l shall be in addition to those provided for in Section 52 of this Agreement. 

58 12. MISCELLANEOUS 

59 12.1 As between the Parties, in the event of any conflict between the provisions of this Agreement and the provisions of 

60 any ges sales contract, or in the event of any conflict between the provisions of this Agreement and the provisions of the 

61 Operating Agreement, the provisions of this Agreement shall govern. 

62 12.2 Each Party agrees to defend, indemnify and hold harmless all other Parties from and against any and all liability for 

63 any claims, which may be asserted by any third party which now or hereafter stands in a contractual relationship with such 

64 indemnifying Party and which arise out of the operation of this Agreement or any activities of such mdcrmifyuig Party under 

65 the provisions of this Agreement, and docs further agree to save the other Parries harmless from all judgments or damages 

66 sustained and costs incurred tn connection therewith. 

67 113 Except as otherwise provided in this Agreement, Operator is authorized to administer the provisions of this 

68 Agreement, but shall have no liability to the other Parties for losses sustained or liability incurred which arise out of or in 

69 connection with the performance of Operator's duties hereunder, except such as may result from Operator's gross negligence or 

70 willful misconduct Operator shall not be liable to any Underproduced Party for the failure of any Overproduced Party, (other 

71 than Operator) to pay any amounts owed pursuant to the terms hereof. 

71 12.4 This Agreement shall remain in full force and effect for as long as the Operating Agreement shall remain in force and 

73 effect as ta the Balancing Area, and thereafter until the Gas accounts between the Parties ore settled in foil, and shall inure to 

74 the benefit of and be binding upon the Parties hereto, and their respective heirs, successors, legal representatives 
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1 and assigns, i f any. The Parties hereto agree to give notice of the existence of this Agreement to any successor in interest of 

2 any such Party and to provide that any such successor shall be bound by this Agreement, and shall further make any transfer of 

3 any interest subject to the Operating Agreement, or any part thereof, also subject to the terms of this Agreement 

4 12.5 Unless the context clearly indicates otherwise, words used in the singular include the plural, the plural includes the 

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

6 12.6 In the event that- any •Optional" provision of mis Agreement is not adopted by the Parties to this Agreement by a 

7 typed, printed or handwritten indication,, such provision shall not form a part, of this Agreement, and no inference shall be 

8 made concerning the mterrt of the Parties in such event In the event that any "Alternative- provision of this Agreement is not 

9 so adopted by the Parties, Alternative 1 in each such instance shall be deemed to have been adopted by the Partixi as a result 

10 of any such omission. In those cases where it is indicated that an Optional provision may be used only i f a specific Alternative 

11 is selected: (0 an election to include said Optional provision shall not be effective unless the Alternative ia question is selected; 

22 and (ii) the election to include said Optional provision must be expressly indicated hereon, it being understood that (he 

13 selection of an Alternative either expressly or by default as provided herein shall not, in and of itself, constitute an election to 

14 include an associated Optional provision. 

15 12.7 This Agreement shall bind tlie Parties in accordance with the provisions hereof, and nothing herein shall be construed 

16 or interpreted as creating any rights ui any person or entity not a signatory hereto, or as being a stipulation in favor of any 

17 such person or entity. 

18 12.8 If contemporaneously with thia Agreement becoming effective, or thereafter, any Party requests that any other Party 

19 execute an appropriate memorandum or notice of this Agreement in order to give third parties notice of record of same and 

20 submits same for execution in recordable form, such memorandum or notice shall be duly executed by the Party to which such 

21 request is made and delivered promptly thereafter to the Party making the request. Upon receipt, the Party making the request 

22 shall cause the memorandum or notice to be duly recorded In the appropriate real property or other records affecting the 

23 Balancing Area. 

24 12.9 In the event Internal Revenue Service regulations require a uniform method of computing taxable income by all 

25 Parties, each Party agrees to compute and report income to the Internal Revenue Service (select out) O as i f such Party were 

26 taking its Full Share of Current Production during each relevant tax period in accordance with such regulations, insofar as same 

27 relate to entitlement method tax computations; or 0 based on tho quantity of Gas taken for its account in accordance with 

28 such regulations, insofar as same relate to sales method tax computations. 

29 13. ASSIGNMENT AND RIGHTS UPON ASSIGNMENT 

30 13.1 Subject to the provisions of Sections 13.2 (if elected) and 13J hereof, and notwithstanding anyrhing in this Agreement 

31 or in the Operating Agreement to the contrary, if any Party assigns (including any cate, exchange or other transfer) any of its 

32 working interest in the Balancing Area when such Party is an Underproduced or Overproduced Party, the assignment or other 

33 act of transfer shall, insofar as the Parties hereto are concerned, include all interest of the assigning oi transferring Party in the 

34 Gas, all rights to receive or obligations to provide or take Makeup Gas and all rights to receive or obligations to make any 

35 monetary payment which may ultimately be due hereunder, as applicable. Operator and each of the other Parties hereto shall 

36 thereafter treat the assignment accordingly, and the assigning or transferring Parry shall look solely lo its assignee or other 

37 transferee for any interest in the Gas or monetary payment that such Party may have or to which it may be entitled, and shall 

38 cause its assignee or other transferee to assume its obligations hereunder. 

39 13.2 GT (Optional .- Cosh Settlement Upon Assignment) Notwithstanding anything in this Agreement (including but not 

40 limited to the provisions of Section 13.1 hereof) or in (he Operating Agreement to the contrary, snd subject to the provisions 

41 of Section 13.3 hereof in the event an Overproduced Party intends to sell, assign, exchange or otherwise transfer any of its 

42 interest in a Balancing Area, such Overproduced Party shall. notify tn writing the other working interest owners who are 

43 Parties hereto in such Balancing Area of such fact at least thirty ; ( 3fl_ ) days prior lo closing the 

44 transaction. Thereafter, any Underproduced Party may demand from such Overproduced Party in writing, within 

45 fifteen ( 15 ) days after receipt ofthe Overproduced Party's notice, a cash settlement of its 

46 Underproduction from the Balancing Area. The Operator shall be notified of any such demand and of any cash settlement 

47 pursuant to this Section 13, and 1he Overproduction and Underproduction of each Party shall be adjusted accordingly. Any cash 

48 settfernent pursuant to this Section 13 shall be paid by the Overproduced Party on or before the earlier to occur CO of sixty (60) 

49 days after receipt of tho Underproduced Party's demand or (li) at . the closing of the transaction in which the Overproduced 

50 Party sells, assigns, exchanges or otherwise transfers its interest in a Balancing Area on the same basis as otherwise set forth in 

51 Sections 7.3 through 7.6 hereof, and shall bear interest ai OK rare set forth in Section 7.7 hereof; beginning sixty (60) days 

52 after the Overproduced Party's sale, assignment, cxcliangc or transfer of its interest in the Balancing Area for any amounts not 

53 paid. Provided, however, i f any Underproduced Parry does not so demand such cash settlement of its Underproduction from the 

54 Balancing Area, such Underproduced Party shall look exclusively to the assignee or other successor in interest of the 

55 Overproduced Party giving notice hereunder, for the satisfaction of such Underproduced Party's Underproduction in accordance 

56 with the provisions ofSection 13.1 hereof. 

57 13.3 The provisions of this Section 13 shall nol be applicable in the event any Party mortgages iu interest or disposes of its 

58 interest by merger, reorganization, consolidation or sale of substantially ell of its assets to a subsidiary or parent company, or to 

59 any company in which any parent or subsidiary of such Party owns a majority of the stock of Such company. 

60 14. OTHER PROVISIONS 

61 Section 4.1: The election of an underproduced party to commence taking makeup gas under the provisions of this paragraph shall remain in effect 

62 Until such underproduced party gives Operator thirty (30) days notice of its election to cease taking makeup gas, or until such parry's 

63 Underproduction is eliminated, whichever occurs first In the event on underproduced party provides notice to Operator of its intent to cease 

64 Taking makeup gas, such underproduced party shall not thereafter be allowed to request makeup gas again until one (1) year from the last day of 

65 The month in which they last look makeup gas. This section docs not apply to permanent overproduction situations. Please see Section 4.3 

66 Regarding situations where an Overproduced Party has produced all of its share of tho ultimately recoverable reserves In ths Balancing Area. 

67 

68 

69 ' '\ 

70 

71 

72 
73 

74 
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EXHIBIT "F" 

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 Corporation, et al, as Non-Operators. 

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 applicable to the work to be performed under such contract in accordance with the provisions of the 
following described Executive Orders, Acts and implementing rales and regulations issued thereunder. 

A. E.0,11246. as amended bv E.0.11375 (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 ofSection 202 of 
such Order (the "Equal 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. I f the contract is in excess of $10,000 the Contractor certifies thai is dots not maintain or provide, nor will it 
maintain or provide for its employees any segregated facilities at any of its establishments, and that it does not permit 
nor will it permit its employees to perform their services as any location, under its control, where segregated facilities 
are maintained/ Contractor agrees that a breach of this certification is a violation ofthe Equal Opportunity Clause of 
Executive 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 certifications in its files; and that it will forward the prescribed notice to 
such proposed subcontractors (except where the proposed subcontractors have submitted identical certifications for 

. specific time periods).** 

* As used in this-certification, the term "segregated facilities" means any waiting rooms, work areas, rest rooms and wash 
rooms, restaurants and other eating areas, time clocks, locker rooms and other storage or dressing areas, parking lots, drinking 
fountains, recreation or entertainment areas, transportation and housing facilities provided for employees which are segregated by 
explicit directive or are in fact segregated on the basis of race, creed, color or national origin because of habit, local consumer or 
otherwise. 

** Toe form of prescribed notice is as follows: NOTICE TO PROSPECTIVE SUBCONTRACTORS OF 
REQUIREMENT FOR CERTIFICATIONS OF NONSEGREGATED FACILITIES. A Certificate of Nonsegregated Facilities, 
as required by the May 9,1961 order on Elimination of Segregated Facilities, by the Secretary of Labor (32 Fed. Reg. 7439, May 
19, 1967), must be submitted prior to the award of a subcontract exceeding 510,000 which is not'exempt from the provisions of 
Uie Equal Opportunity Clause The certification may be submitted either for each subcontract or for all subcontracts during a 
period (Le., quarterly, semiannually or annually). Note: The penalty for making false statements in offers is prescribed in 18 
U S C 1001. 

3. If the contract is in excess of $50,000 and the Contractor has more than 50 employees, the Contractor agrees 
(1) to 6le 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 tbe award), complete and accurate reports on Standard Form 100 (EEO-1) with 
the appropriate governmental agency, in accordance with the regulations issued by the Secreta '̂ of Labor (41 C.F.R. 
Sec. 60-1.7), and (b) to .develop a written affirmative action compliance program for each of its establishments in 
accordance with the regulations issued by the Secretary of Labor (41 C.F.R. Sec. (50-1.40). 

B. E.0,11701 (Section 402-Veterans Readjustment Act of 1974) 

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

C. E.0.11758 (Section 503-Rehabilitation Act of 1973) 

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

D. E.0.11625 ^Minority Business Enterprises) 

1. I f the contract is in excess of S10.000, the Contractor agrees to use its best effects to provide minority 
business enterprises with the maximum practicable opportunity to participate In the performance of such contract to the 
fullest extent consistent with the efficient performance thereof (41 CF.R. Sec. 1-1.1310-2(a)), 

2. If the contract is ln excess of $500,000, the Contractor agrees to comply witi the Minority Business 
Enterprises Subcontracting Program clause promulgated under such Order (41 C.FJC Sec. t-l.I310-2(b)), which 
clause is incorporated herein by reference. 

E. Section 905-Railroad Rcvltalhtatlon and Regulatory Reform Act of 1976 

1. The contractor agrees to comply with the requirements of Title 49 CF R. 265 Subpart B of the regulations 
promulgated under sucb Act regarding "Nondiscrimination in Federally assisted Railroad Programs" and the 
nondiscrimination clauses therein are incorporated herein by reference. 

2. If the contract is for $50,000 or more, the Contractor agrees to comply with and implement the Affirmative 
Action Program established pursuant to Section 265.11 of 49 CJ.R. 



EXHIBIT "G" 

THERE (S NO EXHIBIT G TO THIS AGREEMENT. 



AAPL - FORM 61 ORS - 1989 

1 MODEL FORM RECORDING SUPPLEMENT TO 
2 OPERATING AGREEMENT AND FINANCING STATEMENT 
3 THIS AORF.F.MENT. entered into hy and between Mack Energy Corporation 
4 hereinafter referred to as "Operator", and the signatory party or parties other than Operator, hereinafter referred to 
5 mdividiiaUy as "'Non-Operator1', and collectively aa "Non-Operators" 
6 WHEREAS, the parties to this agreement are owners of Oil and Gas Leases and/or Oil and Gas Interests in the land 
7 identified in Exhibit "A" (said land, Leases and Interests being hereinafter called the "Contract Area"), and in any instance in 
8 which the Leases or Interests of a party are not of record, the record owner and the party hereto that owns the interest or 
9 rights therein are reflected on Exhibit "A"; 
10 WHEREAS, the parties hereto have executed an Operating Agreement dated November 1,2011 
11 (herein the "Operating Agreement"), covering the Contract Area for the purpose of exploring and developing such lands, 
12 Leases and Interests for Oil and Gas; and . 
D WHEREAS, the parties hereto have executed this agreement for the purpose of imparting notice to all persons ofthe 
14 rights and obligations ofthe parties under the Operating Agreement and for the further purpose of perfecting those rights 
15 capable of perfection. 
16 NOW, THEREFORE, in consideration ofthe mutual rights and obhgations of me parties hereto, it is agreed as follows: 
17 1. This agreement supplements the Operating Agreement, which Agreement in its entirety is incorporated herein by 
18 reference, and all terms used herein shall have the meaning ascribed to them in the Operating Agreement 
19 2. The parties do hereby agree that: 
20 A. The Oil and Gas Leases and/or Oil and Gas Interests of the parties comprising the Contract Area shall be subject 
21 to and burdened with the terms and provisions of this agreement and the Operating Agreement, and the parties do 
22 hereby commit such Leases and Interests to the performance thereof. 
23 B. The exploration and development of ihe Contract Area for Oil and Gas shall be governed by the terms and 
24 provisions of the Operating Agreement, as supplemented by this agreement 
25 C. All costs and liabilities incurred in operations under this agreement and the Operating Agreement shall be borne 
26 and paid, and all equipment and materials acquired in operations on the Contract Area shal] be owned, by the parties 
27 hereto, as provided in tbe Operating Agreement 
28 D. Regardless of the record title ownership to the Oil and Gas Leases and/or Oil and Gas Interests identified on 
29 Exhibit "A", all production of Oil and Gas from the Contract Area shall be owned by the parries as provided in the 
30 Operating Agreement; provided nothing contained in this agreement shall be deemed an assignment or cross-assignment 
31 of interests covered hereby. 
32 E Each parry.shall pay or deliver, or cause to be paid or delivered, all burdens on its share of the production from the 
33 Contract Area as provided in the Operating Agreement 
34 F. An overriding royalty, production payment, net profits interest or other burden payable out of production hereafter 
35 created, assignments of production given as security for the payment of money and those overriding royalties, production 
36 payments and other burdens payable out of production heretofore created and defined as Subsequently Created Interests 
37 in the Operating Agreement shall be (i) bome solely by the party whose interest is burdened therewith, (ii) subject to 
38 suspension if a parry is required to assign or relinquish to another party an interest which is subject to such burden, and 
39 (iii) subject to the lien and security interest hereinafter provided if the party subject to such burden fails to pay its share 
40 of expenses chargeable hereunder and under the Operating Agreement, all upon the terms and provisions and in the 
41 times and manner provided by the Operating Agreement. 
42 G. The Oil and Gas Leases and/or Oil and Gas Interests which are subject hereto may not be assigned or transferred 
43 except in accordance with those terms, provisions and restrictions in the Operating Agreement regulating such transfers. 
44 This agreement aad the Operating Agreement shall be binding upon and shall inure to the benefit of the parties hereto, 
45 and their respective heirs, devisees, legal representatives, and assigns, and the terms hereof shall be deemed to run with 
46 the leases or interests included within the lease Contract Area. 
47 H. The parties shad have the right to acquire an interest in renewal, extension and replacement leases, leases 
48 proposed to be surrendered, wells proposed to be abandoned, and interests to be relinquished as a result of non-
49 participation in subsequent operations, all in accordance with tbe terms and provisions of the Operating Agreement 
50 I . The rights and obligations of the parties and the adjustment of interests among them in the event of a failure or 
51 loss of title, each party's right to propose operations, obligations with respect to participation in operations on the 
52 Contract Area and the consequences of a failure to participate In operations, the rights and obligations of the parties 
53 regarding the marketing of production, and the rights and remedies of the parties for failure to comply with financial 
54 obligations shall be as provided in the Operating Agreement 
55 J. Each party's interest under this agreement and under the Operating Agreement shall be subject to relinquishment 
56 for its failure to participate in subsequent operations and each party's share of production and costs shall bo reallocated 
57 on the basis of such relinquishment, all upon the terms and provisions provided in the Operating Agreement 
58- K. All other matters with respect to exploration and development ofthe Contract Area and the ownership and 
59 transfer of the Oil and Gas Leases and/or Oil and Gas Interest therein shall be governed by the terms and provisions of 
60 the Operating Agreement 
61 3. The parties hereby grant reciprocal liens and security interests as follows: 
62 A. Each party grants to the other parties hereto a lien upon any interest it now owns or hereafter acquires in Oil and 
63 Gas Leases and Oil and Gas Interests in Ihe Contract Area, and a security interest and/or purchase money security 
64 interest in any interest it now owns or hereafter acquires in the personal property and fixtures on or used or obtained 
65 for use in connection therewith, to secure performance of all of its obligations under this agreement and the Operating 
66 Agreement including but not limited to payment of expense, interest and fees, the proper disbursement of all monies 
67 paid under this agreement and the Operating Agreement, the assignment or relinquishment of interest in Oil and Gas 
68 Leases as required under this agreement and the Operating Agreement, and the proper performance of operations under 
69 this agreement and the Operating Agreement Such lien and security interest granted by each parry hereto shall include 
70 such party's leasehold interests, working interests, operating rights, and royalty and overriding royalty interests in the 
71 Contract Area now owned or hereafter acquired and in lands pooled or unitized therewith or otherwise becoming subject 
72 to this agreement and the Operating Agreement, tbe Oil and Gas when extracted therefrom and equipment situated 
73 thereon or used or obtained for use in connection therewith (including, without limitatiou,all wells, tools, and tubular 
74 goods), and accounts (including, without limitation, accounts arising from the sale of production at the wellhead), 
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1 contract rights, inventory and general intangibles relating thereto or arising therefrom, and all proceeds and products of 
2 the foregoing. 
3 B. Each party represents and warrants to the other parties hereto that the lien and security interest granted by such 
4 party to the other parties shall be a first and prior lien, and each party hereby agrees to maintain the priority of said lien 
5 and security interest against all persons acquiring an interest in Oil and Oas Leases and Interests covered by this 
6 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 Agreement, whether by assignment, 
8 merger, mortgage, operation of law, or otherwise, shall be deemed to have taken subject to the lien 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 obligations 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 Area is situated, they shall be entitled to exercise the rights and remedies of a secured party under the Code. 
13 Tbe bringing of a suit and the obtaining of judgment by a party for the secured indebtedness shall not be deemed an 
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 proceeds 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 a result of the default, and all parties waive any 
21 recourse available against purchasers for releasing production proceeds as provided in this paragraph. 
22 D. If any party fails to pay its share of expense within one hundred-twenty (120) days after rendition of a statement 
23 therefor by Operator the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid 
24 amount in the proportion that the interest of each such party bears to tbe interest of all such parties. The amount paid 
25 by each party so paying its share of the unpaid amount 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 independently pursue any remedy available 
27 under the Operating Agreement or otherwise. 
28 E. If any party does not perform all of its obligations under this agreement or the Operating 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 judgment, any required valuation or appraisement ofthe 
32 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 grants to the other parties a power of sale as to any property that is subject to the lien and security rights 
35 granted hereunder or under the Operating Agreement, such power to be exercised in the manner provided by applicable 
36 law or otherwise in a commercially reasonable manner and upon reasonable notice. 
37 F. The lien and security interest granted by this paragraph 3 supplements identical rights granted under the 
38 Operating Agreement. 
39 G. To the extent permitted by applicable law, Non-Operators agree that Operator may invoke or utilize the 
40 mechanics' or materialmen's lien law of the state in 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 materials 
42 supplied by Operator. 
43 H. The above described security will be financed at the wellhead of the well or wells located 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 a financing statement in all recording offices required under the Uniform Commercial Code or other 
46 applicable 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 Agreement as above recited. Upon termination of 
49 this agreement and the Operating Agreement and the satisfaction of all obligations thereunder, Operator is authorized to file 
50 of 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 shall inure to the benefit ofthe parties 
54 hereto and their respective heirs, devisees, legal representatives, successors and assigns. No sale, encumbrance, transferor 
55 other disposition shall be made by any party of any interest in the Leases or Interests'subject hereto except as expressly 
56 permitted under the Operating Agreement and, if permitted, shall be made expressly subject to this agreement and the 
57 Operating Agreement and without prejudice to 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 a party to this agreement and tho Operating Agreement as to 
59 the interest assigned from and after the effective date of tbe 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 previously 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 to pay all costs attributable to an operation conducted under 
65 this agreement and the Operating Agreement in which such party has agreed to participate prior to making such assignment, 
66 and the lien and security interest granted by Article VII.B. of the Operating Agreement and hereby shall continue to burden 
67 the interest transfened to secure payment of any such obligations. 
68 6. In the event of a conflict between the terms and provisions of this agreement and the terms and provisions ofthe 
69 Operating Agreement, then, as between the parties, the terms and provisions of the Operating Agreement shall control. 
70 7. This agreement shall be binding upon each Non-Operator 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 thereafter executed by all of 
72 the parties to which it is tendered or which are listed on Exhibit "A" as owning an interest in the Contract Area or which 
73 own, in fact, an Interest in the Contract Area. In the event that any provision herein is illegal or unenforceable, the 
74 remaining 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 ofthe 1 s t 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 L L C DiaKan Minerals L L C 

Courtney Lanning, Attorney in Fact 

Tom M . Ragsdale 

Tom M. Ragsdale 

3 
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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, 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 
Robert 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 company. 

Notary Public 

STATE OF NEW MEXICO § 
§ 

COUNTY OF EDDY § 

The foregoing instrument was executed before me this day of December, 2011, by 
Courtney Larming, Attorney 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 instrument was executed before me this day of December, 2011, by 
Tom M Ragsdale. 

My Commission Expires: 
Notary Public 

5 


