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STATE OF NEW MEXICO

DRTARIMENT O g?::% Y, MINERALS AND NATURAL RESOURCES

NSERVATION DIVISION

IN THE MATTER OF THE APPLICATION OF
MCQUADRANGLE, LC FOR

STATUTORY UNITIZATION OF THE
SOUTH REDLAKE II UNIT AREA,

EDDY COUNTY, NEW MEXICO.

CASENO. /3455

APPLICATION

MCQUADRANGLE, LC ("McQuadrangle"), pursuant to the provisions of the New Mexico
Statutory Unitization Act (NMSA 1978, §§ 70-7-1 through 70-7-21, NMSA, 2004) hereby applies to the
Oil Conservation Division for an order unitizing the South RedLake II Unit Area, Eddy County, New
Mexico, and in support of its application states:

1. McQuadrangle, LC is a Texas Limited Liability Company that is authorized to transact
business in the State of New Mexico and is engaged in the business of, among other things, producing
and selling oil and natural gas.

2. McQuadrangle seeks an order pursuant to the Statutory Unitization Act providing for
unitized management, operation and further development of a portion of the Grayburg and San Andres
formations, Red Lake Queen-Grayburg-San Andres Pool which consists of 961.61 acres, more or less, of

Federal and State lands located in Eddy County, New Mexico, and is more particularly described as

follows:
TOWNSHIP 17 SOUTH, RANGE 27 EAST, NMPM
Section 35: E/2, E/2 SW/4, SE/4 NW/4,
Section 36: W72, SW/4 NE/4
TOWNSHIP 18 SOUTH, RANGE 27 EAST, NMPM
Section 1: Lot4
Section 2: Lots1,2,3
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A map of the proposed Unit Area is attached to this application as Exhibit A.

3. The vertical limits of the unitized formation to be included within the proposed Unit Area
extends from an upper limit described as 100 feet below mean sea level or at the top of the Grayburg
formation, whichever is higher, to a lower limit at the base of the San Andres formation; the geologic
markers having been previously found to occur at 1,430 feet and the base of which is found at 1,762 feet
in the Carper-Sivley Joint Account Magruder Well No. 13, located 330 feet from the South line and 480
feet from the East line of Section 35, Township 17 South, Range 27 East, NMPM, Eddy County, New
Mexico, as recorded on Welex Electric log taken on March 28, 1960, said log being measured form a
kelly bushing elevation of 3,654 feet above sea level.

4. The portions of the Grayburg reservoir involved in this application have been reasonably
defined by development.

5. The type of operations to be conducted in this Unit include secondary recovery by means
of waterflooding.

6. Attached to this application as Exhibit "B" and incorporated herein is a copy of the
proposed plan of unitization that McQuadrangle considers fair, reasonable and equitable.

7. Attached to this application as Exhibit "C" and incorporated herein is a copy of the
proposed Operating Agreement dated October 31, 2003, covering the manner in which the unit will be
supervised and managed and costs allocated and paid.

8. McQuadrangle further states:

A. Unitized management, operating and further development of the portion of the
Grayburg and San Andres formations, Red Lake Queen-Grayburg-San Andres
Pool, which is the subject of this application, is reasonably necessary in order to

effectively carry on secondary recovery operations and, at a later date, tertiary
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recovery operations, and to substantially increase the ultimate recovery of oil
from the unitized portion of the pool.

B. The proposed unitized methods of operations to be applied to this portion of the
Red Lake Queen-Grayburg-San Andres Pool are feasible, will prevent waste and
will result with reasonable probability in the increased recovery of substantially
more oil and/or gas from the pool, or unitized portions thereof, than would
otherwise be recovered.

C. The estimated additional costs, if any, of conducting such operations will not
exceed the estimated value of additional oil recovered plus reasonable profit.

D. Unitization and adoption of unitized methods of operation will benefit the
working interest owners and the royalty owners of the oil and gas rights within
this portion of the pool.

E. McQuadrangle, LC, as operator, has made a good faith effort to secure voluntary
unitization within the portion of the Red Lake Queen-Grayburg-San Andres Pool
affected by this application.

F. The participation formula contained in the unitization agreement allocates the
produced and saved unitized hydrocarbons to the separately owned tracts in the |
Unit Area on a fair, reasonable and equitable basis.

9. McQuadrangle requests that any order issued in this case include each matter set forth in
NMSA 1978, § 70-7-7 (2004) and that it specifically provide for carrying any working interest owner on a
limited, carried net profits basis, payable out of production, and include a non-consent penalty for risk to

be charged against carried working interests within the unit area upon such terms and conditions to be

determined by the Division as just and reasonable.
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10. Statutory unitization of the South RedLake II Unit Area, Red Lake Queen-Grayburg-San
Andres Pool, is in the best interest of conservation, the prevention of waste and the protection of
correlative rights.

WHEREFORE, McQuadrangle, LC, respectfully requests that this application be set for hearing
before a duly appointed Examiner of the Oil Conservation Division on May 19, 2005, and, that after
notice and hearing as required by law and the rules of the Division, the Division enter its order granting
this application statutorily unitizing the subject portions of the Red Lake Queen-Grayburg-San Andres
Pool, Eddy County, New Mexico.

Respectfully submitted,

HOLLAND & HART LLp

Post Office Box 2208
Santa Fe, New Mexico 87504-2208

ATTORNEYS FOR MCQUADRANGLE, LC
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case |3499.

Application of McQuadrangle, LC for statutory unitization of the South
RedLake II Unit Area, Eddy County, New Mexico. Applicant in the above-
styled cause, seeks an order unitizing, for the purpose of establishing an enhanced
recovery project, all mineral interest in the Grayburg and San Andres formations,
Red Lake Queen-Grayburg-San Andres Pool, underlying 961.61 acres, more or
less, of Federal and State lands in the following acreage:

TOWNSHIP 17 SOUTH, RANGE 27 EAST, NMPM

Section 35: E/2, Ef2 SW/4, SE/4A NW/4,
Section 36: W72, SW/4 NE/4

TOWNSHIP 18 SOUTH, RANGE 27 EAST, NMPM

Section 1: Lot 4
Section 2: Lots1,2,3

Said unit to be designated the South RedLake Il Unit.

Among the matters to be considered at the hearing will be the necessity of unit
operations; the designation of a unit operator; the designation of horizontal and
vertical limits of the unit area; the determination of the fair, reasonable, and
equitable allocation of production and costs of production, including capital
investment, to each of the various tracts in the unit area; the determination of
credits and charges to be made among the various owners in the unit area for
their investment in wells and equipment and such other matters as may be
necessary and appropriate for carrying on efficient unit operations; including but
not limited to, unit voting procedures, selection, removal or substitution of unit
operator, and time of commencement and termination of unit operations.
Applicant also requests that any such order issued in this case include a non-
consent penalty for risk to be charged against carried working interests within the
unit area upon such terms and conditions to be determined by the Division as just
and reasonable. Said unit area is located approximately 16 miles southeast of
Artesia, New Mexico.
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 STATE/FEDERAL/FEE
WATERFLOOD UNIT

- UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
OF THE

SOUTH REDLAKE II UNIT AREA

EDDY - COUNTY, NEW MEXICO

NO.
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION

STATE/FEDERAL/ FEE
WATERFLOOD UNITS

SECTION 1.

SECTION 9.

'+ sesssssvesce esrense

SECTION 20. DRAINAGE

Page
ENABLING ACT AND REGULATIONS 1
SECTION 2. UNIT AREA AND DFFINITIONS ... ' 1
SECTION 3. EXHIBITS 3
SECTION 4. EXPANSION 3
SECTION'S. UNITIZED LAND s
SECTION 6. UNIT OPERATOR 4
SECTION 7. ;M_W 'l
SECTION 8. SUCCESSOR UNIT OPERATOR 4
SECTION 10. RIGHTS AND OBLIGATIONS OF UNIT OPFRATOR 5
SECTION 11. FLAN OF OPERATIONS s
SECTION 12. USE OF SURFACE AND USE OF WATER s
SECTION 13. TRACT PARTICIPATION s
SECTION 14. TRACTS QUALIFIED FOR PARTICIPATION P
SECTION 15 7
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D. oo TAKING UNITIZED SUBSTANCES IN KIND wocovencs.cvesesrenssessesennssnssnssosessscssssmmmmns v)
SECTION 16. OQUTSIDE SUBSTANCES 8
SECTION 17. ROYALTY SETTLEMENT )
SECTION 18. RENTAL SETTLEMEN] )
SECTION 19. QONSERVATION s
8
SECTION 21. LOSS OF TITLE .
[

SECTIONZ2.  LEASES AND CONTRACTS CONFORMED AND EXTENDED
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SECTION 23. COVENANTS RUN WITH LAND

SECTION 24. EFFECTIVE DATE AND TERM

SECTION 25. RATE OF PROSPECTING, DEVELOPMENT & PRODUCTION

SECTION26.  NONDISCRIMINATION

SECTION 27. APPEARANCES

SECTION 28. NOTICES

SECTION 29. NO WATVER OF CERTAIN RIGHT

SECTION 30.

CHED TO REALTY

SECTION 31. UNAVOIDABLE DELAY

SECTION 32. NONJOINDER AND SUBSEQUENT JOINDER

SECTION 33. COUNTERPARTS
SECTION 34. JOINDER IN DUAL CAPACTTY,
SECTION 35. TAXES oo

SECTION 36. .NO PARTNERSHIP
SECTION 37. ODUCTION AS OF THE EFFECTIVE DATE

SECTION 38. NO SHARING OF MARKET

SECTION 39. STATUTORY UNITIZATION

EXHIBIT "A". MAPCF UNIT AREA

EXHIBIT *B". SCHEDULE OF OWNFRSHIP
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STATEFEDERAL/FEE

. WATERFLOOD UNITS
UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
SOUTH REDLAKE TT o
EDDY COUNTY, NEW MEXICO
THIS AGREEMENT, entered into ss of the ___ 15T &y of _March ,20_03 | by and between the parties

.ub.qibin&ndfyhg,ammﬁnghuuqmdhadnmfnndwuthe”pnﬁehwm'
WITNESSETH:
W}iEREAS,thc.pmiﬁhnuomthemmofwmkhg,mydrymdhudlhdgumm' in the Unit Area subject to this Agreement,

and

WHEREAS, the Mineral Leasing Act of February 25, 1920, 41 Stat. 437, as smended, 30 U.S.C. Sec. 18] et seq., authorizes Federal
Jessees and their representatives to unite with each other, or jointly or scperately with others, in coliectively adopting and operating & cooperstive or
unit plan of development or operation of any oil or gas pool, field, or like area, or any part thereof for the purpose of more properly conserving the
aatural resources thereof whenever determined and oentified by the Secreiary of the Interior to be necessary or advisabie in the public interest; and

WHEREAS, the Commissioner of Public Land: of the State of New Mexioo is suthorized by an Act of the Legislature (Section 1, Chapter
88, Lews 1943, as amended by Sectian 1 of Chapter 176, Lawa of 1961) (Chapter 19, Artidle 10, Scotion 45, New Mexico Statutes 1978 Annotated),
10 consent to and approve the development or operstion of State Jands under agreements made by keasees of State’ land jointly or scverally with other
Jessees where suah agreements provide for the unit operation or development of part of or all of any oil or gas pool, field or ares; and

WHEREAS, the Commisiooer of Public Land: of the State of New Mexico is authorized by an Aot of the Legisiature (Scotion 1, Chapter
88, Laws 1943, as amended by Section 1, Chapter 162, Lews of 1951) (Chapter 19, Article 10, Section 47, New Mexioo Statutes 1978 Annotsted) to
amend with the approval of lessce, €videnced by the Jessce's execution of such agreement or otherwise, any oil and gas Jeasc embracing State lands s0
that the Jength of the term of said Jeasc may ooincide with the term of such agrecments for the unit opertion and development of pert or all of any oil
ar gas pool, field or ares; and

WHEREAS, the Oil Conservation Division of the State of New Mexico (bereinafier referred to as the "Division™) is suthorized by an Act
of the Legislature (Chapter 72, Laws of 1935 as amended) (Chapier 70, Article 2, Section 2 et seq., New Mexico Statutes 1978 Annotated) to spprove
this Agrecment and the conservation provisions bereaf, and

WHEREAS, the Oil Conservation Division of the Energy and Mincrals Deparunent of the State of New Mexioo i autharized by law
(Chspter 65, Article 3 and Article 14, NM.S. 1953 Armomed)loquethisAmmlmdlbemawﬁmpwhimhamﬁnd

WHEREAS, the parnties hereto bokd sufficient mwutmtheUmlAmwvumgthelmdbmnﬁadam’bedbpwmomNyd’mw
oonvolod'opa:umthann,md

WHEREAS, it is the purpose of the parties hereto o conserve natural resources, prevent wasie, and secure other benefits obtainable
through development end opcration of the ares subject to this Agreement under the terms, conditions, and limitations berein set forth;

NOW THEREFORE, in considerstion of the premises and the promiscs herein contained, the parties hereto commit to this Agreement their
mwmmw.mmww&ﬁdmmmmmwmmm»fwm:

SECTION 1. ENABLING ACT AND REGULATIONS. The Mincral Lessing Ast of February 25, 1920, s amended, supra,

and all valid pentinent regulations, mduﬁngopanungmdmmplmreguhhan,heudmmedﬂwamhwwupammdmmnbh
mhmhauﬁamadthmdermwoqndmdmad:upmdtbn Agreement as 10 Federal lands, provided such regulations arc not
inconsistent with the tams of this Agreement; and as to non-Federal lands, the oil and gas operating regulations in effect as of the Effective Date hereof’
md,ﬂmmdpodnmgopawau,nu(mconmtanwniﬂhelmmhendorﬂnlamofﬁwmmw}nohibemhdu-allmdubonad,m

hqebynncqnedmdmndelpmd'ﬁmm

SECTION 2. m&@_@ﬂmm.mmmdﬁmﬂmwmmemm

used herein shall mean:
(a)'UnﬂAm"ndcﬁ:wdulbmeMdamhededﬁbn"B“mdd:pmedonEﬂn’bn"A'baeuf,mdmdllmdnbenbydengmwd
and recognized as constituting the Unit Arca, containing 961,61  sares, more or Jess, in __Eddy County, New Mexico.
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(b)"LmdCanmissimef'isdeﬁnednﬂnCnmmissimﬂd’PuHichmkdthéSh&ochwMa&w.
(c) *Division" is defined a5 the Oil Conscrvalion Division of the Department of Energy and Minerals of the State of New Mexico.

(d) *Avthorized Officer” or "A.O." is any cmployee of the Burcsu of Land Management who bas been delegaied the required autherity to
sct an behalf of the BLM. '
(¢) "Sccretary” is defined as the Scoretary of the Interior of the United States of America, or his duly suthorized delegate.

() "Depertment” is defined as the Department of the Interior of the United Siates of America.
(g) "Proper BLM Officc” is defined as the Bureav of Land Management affioe having jurisdiétion over the federal lands included in the
Unit Area. v

(h) "Unitized Formation" shall mean that interval underlying the Unit Ares, the vertical limits of whith exended from an vpper limit
described as 100 fect below mean ses Jevel or at the top of the Grayburg Formmetion, whichever is b Yo 2 Jower limit st the bese of the
San Andres formetion: the geologic markers having been previously found to ocour at 1,430 and the base of
which is found@ 1,762' in the Carper-Sivley Joint Account Magruder #13

(330' FSL, 480' FEL of Section 35, T17S, R27E, Eddy County, NM) as record-
d on Welex Electric,log taken _March, 38, 1960, sajd log being measured
R R B R SO iyl
constituent liquid or liquefisble bydrocarbons, other than outside substanoes, within and produced fram the Unitized Formation.

() "Tract” is cach peroel of Jand described a3 such and given 2 Tract number in Exchibit "B,

(k) "Tract Participstion" is defined as the peroentage of participation shown on Exhibit "B" for allocsting Unitized Substanoes to s Tract
under this agreement.

(3) "Unit Participation” is the sum of the peroentages obtained by multiplying the Working Interest of 8 Working Interest Ovwaner in esch
Tract by the Traot Participation of such Tract. .

(m) "Working Interest” is the right to scarch for, produce and acquire Unitized Substances whether held as an incident of ownership of
mineral fee simple title, under an ofl and gas lease, operating agreement, or otherwise held, which interest is chargeable with and obligated
1o pay or bear, cither in cash or out of production, ar otherwise, all or » portion of fhe oost of drilling, developing and producing the
Unitized Substanoes from the Unitized Formation and, operations thereaf hereunder. Provided thet any royalty interest created out of »
working interest subsequent to the execution of this Agreement by the owner of the working interest shall continue to be subject to such
working interest burdens and obligations.

(n) "Werking Interest Owner” is any party hereto owning 8 Working Intercst, including & carried working interest owner, holding an
interest in Unitized Substances by virtiie of a lease, opersting agreement, fec titlc or otherwise, The owner of oil and gas rights that arc free
of Jease or other instrument cresting # Working Interest in another shall be regerded as 8 Working Interest Owner to the extent of seven-
cighths (7/8) of his interest in Unitized Substances, and as & Royalty Ovaner with respect to his remaining one~eighth (1/8) interest therein.

(o) "Royalty Interest” or "Royalty” is an interest other than » Working Interest in or right to receive & portion of the Unitized Substances or
the proceeds thereof and includss the royalty interest reserved by the lessor or by an oil and gas Jease and any overriding royslty interest, oil
payment intevest, net profit oontracts, or any other payment or burden which does not carry with it the right to search for and produce

unitized substances.

(p) "Royalty Owner” is the owner of s Royalty Interest.

(@) "Unit Opcrating Agreement” is the agreement entered into by end between the Unit Operstor and the Working Interest Owners as
provided in Section 9, infra, and shall be styled "Unit Operating Agreement, Unit,  Eddy County,
New Mexico”. _ oouth Kedlake I
(r)"OildeasRigbts"istherighttoexplae,devclopmdmmhnds\ﬁlhinmelhﬁmfuﬁremmmhdlhiﬁud&.lenm
or to share in the production so obtained or the proceeds thereaf

(8) "Ovutside Substances” is any substanoe obtained from any sonirce other than the Unitized Formation and injected into the Unitized
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Formation.
(t)"Uniannlge"iaanypmmoreapaaﬁmappdntedbyWu&inghﬂautO«mmlopafmmthedlﬁadUnitOpeﬂamﬂﬂt
sclection and qualification of a sucoessor Unit Operator as provided for in Section 7 hereof.

(u)'UnizOpﬂnc"hthcpmyduigmudbyWakhghwthmmmdalheUnhOpnﬁngAgreunallocmchclUnitOpeﬂimn.

(¥) "Unit Operations” is any operati ducted pursuant 1o this Agreement and the Unit Operating Agreement
(w) "Unit Equipment” is all personal property, Jease and well equipment, plants, and other facilities and equipment taken oves or otherwise
aoquired for the joint acoount for use in Unit Operations.

(x) "Unit Expenac” is all cost, expansc, or indebledness incurred by Working Interest Owners or Unit Operator pursuant to this Agreement
and the Unit Operating Agreement for or on account of Unit Operations.

(y)'Eﬂ‘eetivem:"isﬁebmaamhdhmﬁmswmzd,wum%ﬁhwmsm”.

SECTION 3. EXHIBITS. The following exhibits arc incorporated berein by reference: Exhibit "A" attached hereto is & map
,howingﬂ.elhitmwmdﬂnboundﬁumdidsnityofmmdlmﬁ:nidUnitAluwtbemanknmtoﬂnlhitOpaalu.Eﬂuﬂit'B"
attached hereto i a scheduke showing, 1o the extent known to the Unit Operator, the acreage comprising each Tract, percentages and kind of ownership
d‘onu,dgasimaminallhndhlheUnitAna,deMPuﬁcipaﬁmofulena.Homvw,nﬂhhghﬂvinahsﬁdwhedlkormlpmllbe
construed 8s 8 representation by any party bereto as to the ownership of any interest other than such interest or interests as arc shown in said map or
schedule as owned by such party. The shapes and descriptions of the respective Traots have been established by using the best information availsbic.
Each Working Interest Owner is responsible for supplying Unit Operator with aoccursie information relating to each Working Interest Owner's interest.
¥ it subsequently sppears that any Trect, because of diverse royalty or working interest ownership on the Effective Date hereof, should be divided into
more than one Tract, or when anry revision is requesied by the A O, or eny comection of any ervor other than mechanioal miscaloulations or. clerical &

" needed, then the Unit Operator, with the approval of the Working Interest Owners, may carrect the mistake by revising the exhibits to couform to the
facts. The revision shall not include any reevalustion of engineering or geological interpretations used in determining Tract Perticipation. Each such
revision of an exhibit made prior to thirty (30) days afier the Effective Date shall be effective as of the Effective Date. Each other such revision of an
exhibit shall be cfective at 7:00 a.m. on the first day of the calendar month next following the filing for record of the revised exhibit or on such other
date 8s oy be determined by Working Interest Owners and sct forth in the revised exhibit Copics of such revision shall be filed with the Land
Commissioner, and not Jeas than four copies ahall be filed with the A.O, In any such revizion, there shall be no retroective allocstion or adjustment of

Unit Expense or of interests in the Unitized Substanoes produced, or proceeds thereaf.

SECTION 4. EXPANSION. The sbove described Unit Ares may, with the approval of the A.O. and Lend Commissioner, when
.pncﬁublebeo:pmdedtchclndethuﬁnmynddiﬁmﬂTndanmreguﬂedummﬂymwngMlbkfwﬂlcpnpuaofﬂlb
Ammtpwided,howeva,inmdma:pamionﬂamdullbenomaiwdlwaﬁmmadimﬂnmloflhﬁlﬁcpaued‘oﬁmmuintheUnitbed
Substanoes produced, or proceeds thereof. Pursuant to Subsection (b), the Working Interest Owners mey agree upon en edjustment of investment by
reason of the expansion. Such expansion shall be effected in the following manner:

(2) The Working Interest Owner or Ovners of 8 Tract or Tracts desiving to bring such Tract or Tracts into this unit, shall file an

application thercfor with Unit Operator requesting such admission.

(b) Unit Operator ahall circulate 8 notice of the proposed expension 10 esch Working Interest Owner in the Unit Ares and in the Tract
10 be inoluded in the unit, sciting out the basis for admission, the Tract Participation 1o be sssigned o each Tract in the enlarged

Unit Ares and other pertinent dats. Afler negotiation (st Working Intercst Owners' mecting or otherwise) if st Jeast three Working Interest

Owners having in the aggregate seventy-five peroent (75%) of the Unit Participation then in effect have agreed to inclusion of such Tract

Traots jn the Unit Area, then Unit Operator shall: :

1. Afier obtaining preliminary concurrence by the A.O. and Land Commissioner, prepare @ notice of proposed expanaion
describing the contemplated changes in the boundaries of the Unit Area, the reason therefor, the basis for admission of the sdditional Traot
or Tracts, the Tract Participation to be assigned thereto and the proposed effective date thereof, and

2. Deliver copies of said notice 10 Land Commissioner, the A.O. st the proper BLM Office, cach Warking Interest Owner and
1o the last known address of cach Jessee and Jessar whose interests arc affected, advising such parties that thirty (30) dsy» will be allowed
for submission 10 the Unit Operator of any objection to such proposed expension; and

3. File, upon the expiration of said thirty (30) day pmod as st out in (2) immedistely sbove with the Land Commissioner and

AO. the following: (a) evidenoe of mailing or delivering copies of said notice of expansion; (b) an application for spproval of such
expansion; (c) en instrument containing the appropriate joinders in compliance with the perticipation requirements of Section 14, and
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Section 34, infrs; and (d) a copy of all objections reoeived along with the Unit Operator’s response thereto,

' The expansion shall, afier duc consideration of all pertinent information and approval by the Land Commissioner and the A.O., become
effective as of the datc presaribed in the notioe thereof, preferably the first day of the moath subsequent 10 the date of notice. The revised Tract
Participation of the respective Traots inoluded within the Unit Arce prior 10 such enlargement shall semain the same ratio one to anothes.

SECTIONS. W.MwmmwMWlawhWFmﬁmMMmm
referres 1o herein as "Unitized Land” or "Land subjeot to this Agreement”. Nothing herein shall be construed to unitize, pool, or in any way affect the
o;l,gasandothermmualscmlnmedmwﬂmmybcpmdwedfmnmyfam-nmotheﬂmﬂnlhmudFammmuddmdmMm2(h)of

this Agreemont.

McQuadrangle, LC . . L

SECTIONG. UNIT OPERATOR. ' X is hereby designated the Unit Operator, and by signing this

instrument as Unit Operator, agrees and consents o accept the duties and obligations of Unit Operator for the operation, development, and production

- of Unitized Substanoes as herein provided Whenever reference is made herein to the Unit Operator, such reference means the Unit Operator scting in

that capacity and not as an owner of interests in Unitized Substanoes, when such interest are owned by it and the term "Working Interest Owner” when
used herein shall include or refer 1o the Unit Operator a5 the owner of 8 Working Interest when such an interest iz owned by it

Unit Operator shall have » lien upon interests of Working Owners in the Unit Arca to the extent provided in the Unit Operating Agrecment.

SECTION 7. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have the right to sesign at any time,
but such resignation shall not become effective 20 as to redease Unit Operatos from the dties and obligations of Unit Operator and terminste Unit
Opaaur':nghunmdlfwapmodofnx@)mmﬂnaﬂawnnmnamdmmmmhnhmgmbywwwdlwm
Interest Owners, the Land Commissioner and the A.O. unicss & new Unit Operator shall have taken over and assumed the duties and obligstions of

Unit Operator prior to the expiration of said period

TheUnﬂOpawMLupmdefmhafnﬂmmﬁ:epufummdmdmsmdobhgnmm be subject 10 removal by
Working lnwuiOwnenhuwngmﬂwaggregmnghtypauml(So%)ormmoftlleUnanm;nhcndmmd‘aae:olusmofthorkmg
Interest Owner who is the Unit Operator. Such removal shall be effective upon notioe thereof to the Land Commissioner and the A-O,

In all such instances of effective resignation or removal, until & sucoessor to Unit Operator is selocted and approved as hereinafier provided,
ﬂnWokaglmeruthmMbc)mﬂympan'blefuﬂmpafmmcdlhcdxwafﬁ:UmOpwﬁmnndehmﬂmMy(BO)dayl
befare such resignation o ranoval beoomes effective, appoint 8 Unit Manages to represent them in any action to be taken hercunder.

The resignation of removal of Unit Operator under this Agreement shall not terminste jts right, title or interest a» the owner of 8 Working
Intorest or other interest in Unitized Substanoes, but upon the resignation or removal of Unit Operator beooming effestive, such Unit Operator shall
deliver posscasion of all wells, cquipment, books and records, materials, appurienances and any other assets used in connection with the Unit
Operstiona to the new duly quslificd suoccssar Unit Operator or to the Unit Mansger if no such new Unit Operator is elected. Nothing herein shall be
construed as suthorizing the removal of any material, equipment or appurienanocs needed for the preservetion of any wells, Nothing herein contained
shall be construed 1o relieve or discharpe anry Unit Operator or Unit Manager who resigns or i removed hereunder from any bisbility or duties accruing
ar performable by it prior to the effective date of such resignation or removal

SECTION 8. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operstar shall tender its resignation as Unit Operator or
shall be removed as bereinabove provided, the Working Interest Owners shall sclect 8 sucocssor Unit Operator as herein provided. Such selection shall
not become effective until (8) & Unit Operstor 80 selected shall acoept in writing the duties and responsibilities of Unit Operator, and (b) the selection
shall hsve been spproved by the Land Commissioner and the A.O. Ifno Unit Op aUthmgwnlden(edmdquhﬁeduhaun
provided, the Land Commissioner and/or the A.O., -nhe:relewm,maydeclmmuAgeanmlhmmd

In selecting & successar Unit Operator, the affirmative vote of three or more Working lntemtOwnmhvinguoulufuiﬂy-ﬁvepacml
(65%) or more of the total Unit Participation sball prevail; provided that if any onc Working Intcrest Owner has 8 Unit Participation of more than
thirty-five peroent (35%), its negative vole or failure to vote shall not be regarded as sufficient unless supporied by the vote of one or more other
Working Interest Owners having a total Unit Participation of af least five peroent (5%). If the Unit Operator who is removed votes only to spooeed
itself or fails to voie, the suoceasor Unit Operator may be selected by the affirmative voie of the ownen of st least seventy-five pervent (75%) of the
Unit Participstion remaining after excluding the Unit Participetion of Unit Operator so removed

SECTION 9. A 2 ER R
Com:ndexpamsmmtndbyUmlOpaalamcondnonngUnnOpaabons hereundcahallbepeld,appomonedmmgmdbomebylheWorkmg

Interest Owners in aocordance with the Unit Operating Agreement.  Such Unit Opersting Agreement shall also provide the manner in which the
Working Intcrest Owners shall be entitied to reccive their respective proportionste and allocated share of the benefits accruing hereto in conformity
with their underlying operating agrecments, Jeases or other contrsots and such other rights and obligations as between Unit Operstor and the Working
Inierest Owners as may be agreed vpon by the Unit Operator and the Working Interest Owners; however, no such Unit Opersting Agrecment shall be
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deunedeithwtomodifyanyafthemm”ﬁﬁmdmmtmwﬂmm'wwamyﬁwammm
this Agrecment, and in case of any inconsistency or conflict between this Agreement and the Unit Operating Agrecment, this Agrecment shall prevail
Copies of any Unit Opersting Agreement qemwdwmuamwmnSeamnhaﬂbcﬁledwnhtheldeammmmmdwﬁ:ﬂnAO st the Proper

BLM Office as required prior to approval of this Agrecment.

SECTION 10. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Exoept as otherwisc specifically provided herein, the
exclusive right, privilege and duty of exercising any and all rights of the parties hereto including surface rights which are necessary or convenient for
prospecting for, producing, storing, allocating and distributing the Unitized Subsiances are bereby delegatod to and shall be excroised by the Unit
Operstor as hercin provided Upon sequest, acceptable evidence of title to said rights shall be deposited with said Unit Operator, aod together with this
Agreement, shall constitute and define the rights, privileges and obligations of Unit Operator. Nothing herein, however, shall be construed to transfier
title 1o any land or to any lease or operating agreement, it being understood thst under this Agreement the Unit Operator, in its capecity as Unit
Operetor, shall exeroise the rights of possession and use vested in the partics bereto only for the purposes hercin specified.

SECTION 11. PLAN OF OPERATIONS. It is recognized and agresd by the parties hereto that all of the Jand subject to this
Agreement is reasonably proved to be productive of Unitized Substances and that the object and purpose of this Agreoment is to formulate and to put
into effect an improved recovery project in order to effect additional recovery of Unitized Substances, prevent waste and conserve natural resouroes,
Unit Operator shall heve the right o0 inject into the Unitized Formation sny substanoces for scoondary secovery or enhanoed recovery purposes in
acoordance with & plan of operation approved by the Working Interest Owners, the A-O,, the Land Commissioner and the Division, including the right
lo&illmdmainnininjecﬁmwlhmthelhﬁﬁudLmdmdomnplﬁedindwUnidndFamﬂkm,mdwmabmdandweﬂaveﬂspodwhg
from the Unitized Formation for said purpose. Subject to like approval, the Plan of Operation may be revised as conditions may warrant.

The initial Plan of Opcration shall be filed with the A O, the Land Commissioner and the Division concurrently with the filing of the Unit
Agreement for final approval Said initis] plan of operstions and all revisions thereof shall be as complete and sdoquate @s the A.O., the Land
Commissioner and the Division msy determine 10 be necessary for timely operation consistent herewith. Upon approval of this Agreement and the
initia) plan by the A.O. and Commissioner, said plan, and all subsequently approved plans, shall constituic the operating obligations of the Unit
Operator under this Agrecment for the period specified thercin. Thereafier, from time to time before the expiration of any existing plan, the Unit
Operator shall submit for like approval a plan for an additions] specified period of operstions. Aﬁawchopawa-mommwimmble
diligence shal] be exercised by the Unit Opcrator in complying with the obligations of the approved Plan of Operation.

Notwithstanding anything 1o the contrary herein oontained, should the Unit Operator fail to commenoe Unit Operations for the secondary
recovery of Unitized Substanoes from the Unit Ares within cighteen (18) months aﬁn&eeﬂ'eﬁmdokdthnAMumymmw
approved by the A O., this Agreement shall terminate sutomstically as of the date of default.

SECTION 12. w&_mmncmmwmdmernmmmmWMm
Unit Operator the right (o usc as much of the surface, including the water thereundar, of the Unitized Land as mymanblyheneoawyﬁrum
‘Operations.

Umtopaamﬁumed‘mtaorbrmorboﬂnwamlOpa-anom,shnllnamludcmywuwﬁm wdl.hk irrigation
ditch of  surface ownes, uniess approval for such use is granied by the surfaoe ownes. i S ponder

Uﬁtwnhaﬂpymemdm owner for damages to growing crops, fenoes, improvements and structures on the Unitized Land that
result from Unit Operations, and such payments shell be considered a3 items of unit expense 10 be borne by all the Working Interest Owners of lands

subject hereto.

SECTION 13. TRACT PARTICIPATION. In Exhibit "B" attached hereto there are listed and numbered the various Tracts within
the Unit Arca, and sct forth opposite cach Tract are figures which represent the Tract Participation, dlmngUnnOpenhcmxflllemmﬂieUnn
.f\naqushfyasp-(mdedhmﬂmePmo:pahmofethmﬂnsabmvnmEdn‘but'B"

allocated to the respective tracts within the unit in the proportion that

the number of surface acres included within each tract bears to the

number of surface acres included in the entire unit.
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In the event less than all Tracts are qualified on the Effective Date hereof, the Tract Participation shall be caloulated on the beais of all such
qualified Tracts rather than all Tracts in the Unit Ares,

SECTION 14, TRACTS QUALIFIED FOR PARTICIPATION. On and after the Effective Date hereof, the Tracts within the Unit

Area which shall e entitled to participetion in the production of Unitized Substanoes shali be those Tracts more perticularly described in Exhibit "B”
that cormer or have 8 common boundary (Tracts scparated only by & public road or 2 railroad right-cf-way shall be considered to have a common
boundary), and that otherwise qualify as follows:

(s) Each Tract as to which Working Interest Owners owning one hundred peroent (100%) of the Working Interest have bocome parties to
this Agrecment and as to which Royalty Owners owning seventy-five peroent (75%) or more of the Royalty Interest have become parties to
(b) Each Tract as to which Warking Interest Owners owning onc hundred peroent (100%) of the Working Interest have become perties 1o
this Agreement, and as 1o which Royalty Ovwners owning less than seventy-five perocat (75%) of the Royalty Interest have become parties
10 this Agreement, and as to which (1) the Working Interest Owner who operates the Tract and Working Interest Owners owning at least
seventy-five paoent (75%) of the semaining Working Interest in such Tract bave joined in 8 request for the inolusion of such Tract, and as
10 which (2) Working Interest Owners owning at least seventy-five pervent (75%) of the combined Unit Participation in all Traots that meet
ﬂw,,quimamafSeotimM(a)ubovehnvevﬂndinfavadﬁ:einolusimdmdmm ‘

(c) Each Tract s 1o which Working Interest Owners owning less than one hundred peroent (100%) of the Working Intcrest have beoome
mwﬂmAg:mt, regardless of the percentage of Royalty Interest therein that is committed: hereto; - and a2 -to which (1) the
Warking Interest Owner who operates the Tract and Working Interest Owner owning at lcast scventy-five peroent (75%) of the remaining
Waorking Interest in such Tract who have beoame parties to this Agreement have joined in a request for inclusion of such Tract, and have
executed and delivered, or obligated themaclves to execute and deliver an indemnity agreement indemnifying and agrecing to hold harmieas
the other ovwners of committed Working Interests, their and assigns, against all claims and demends that may by made by the
ovwners of Working Interest in such Tract who arc not parties 1o this Agrecment, and which arise out of the inclusion of the Trect; end as to
which (2) Working Interest Owners owning at least seventy-five percent (75%) of the Unit Participation in all Tracts that mect the
requirements of Scction 14 (s) and 14.(b) heve voted in favor of the inclusion of such Tract and to scoept the indemnity sgreement. Upon
the inclusion of such 8 Tract, the Tract Participation which would have been attributed to the non-subscribing ownen of Working Interest
in such Tract, had they beoome parties to this Agreement and the Unit Operating Agreement, shall be attributed to the Working Interest
Owners in such Tract who have beoome parties 1o such agreements, and joined in the indemnity agrecment, in proportion 1o their respootive
wmhmintbc'fnﬂ.

If on the Effective Date of this Agreement there is any Tract or Tracts which have not been effectively commitied to or made subject to this
Ammﬂ,yqu,ﬁfyingm.bovepwvibd,ﬂimmehTmorTnmnhnﬂwbe itled to participate h der, Unit Operstor shall, when
submitting this Agrecment Jor final approval by the Land Commissioner and the A.O, file therewith & schedule of thase tracts which bave been
committed and made subject to this Agrecment and are entitled to participate in Unitized Substanoes. Said schedule shall set forth opposite each such
committed Tract the lcase number or sssignment numbser, the owner of record of the Jease, and the perocntage participation of such tract which shall be
computed according 0 the participation formula sct forth in Section 13 (Treat Participation) above. This achedule of participetion shall be revised
Exh,wwB-udqunppwallhﬁedbylbeLdeommhnimenndtbcAO.,ahllbwme.pmdthimmtudmugmﬂledlomﬁm

of production of Unitized Substanoes until & new schedule is approved by the Land Commissioner and A.O.

SECTION 15-A. ALLOCATION OF UNITIZFD SUBSTANCES. All Unitized Substances produced and ssved (less, save and
“mmymdmd,uﬁﬁudswsmcesuudh conformity with good operating practioes on unitized Jand for drilling, opersting, camp and other
production or development purposes and for injection or unsvoidable loss in accordance with & Plan of Operation approved by the A.O. and Land
Commissioner) shell be spportioned among and alicosted to the qualified Tracts in accordance with the respostive Traot Participstions effective
hereunder during the respestive periods such Unitized Substances were produced, as set forth in the achedule of perticipation in Exhibit "B*. The
amount of Unitized Substances so allocated to each Tract, and only that amount (regardiess of whether it be more or less than the amount of the sctual
moﬁmdwm&bmﬁmthcw:ﬂorwdhifmy,anuuhTuu)shnlLfanllimam,mmdpwpooa,bedeunedmhnvebem

produced from such Tract:

The Unitized Substances allocated to each Tract shall be distributed among, or accounted for, to the parties entitled 1o share in the
production from such Trect in the same manner, in the same proportions, and upon the same conditions, es they would have perticipated and shared in
the production from such Tracts, or in the prooceds thereof, had this Agreement not been entered into; and with the same Jegal foroe and effect.
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No Tract committed 1o this Agreement and qualified for participation as above provided shall be subsequentty excluded from perticipation
hercundar on sccount of depletion of Unitized Substances.

If the Workmg Interest and/or the Royalty interest in any Tract are divided with respect 0 separate parcels or portions of such Tract and
owned now or hercafier in severalty by different persons, the Tract Participation shall in the absence of a recordsble instrument executed by all owners
in such Tract and furnished 1o Unit Operator fixing the divisions of ownership, be divided among such percels or portions in proportion 1o the number

of surface acres in cach.

SECTION15B.  EXCESS IMPUTED NEWLY DISCOVERED CRUDE OIL. Each Tract shall be sllocatod sny exvess imputed

newly discovered arude oil in the proportion that its Tract Participation bears to the totel of the Tract Participetions of all Tracts not previously
allocated the total number of barrels of crude oil allocsbic to these Tracts out of unit production in accordanoe with the Tract Participations of such
Tracts; provided, however, that exoess imputed newly discovered arude oil allocated to each such Tract, when added to the total number of barrels of
imputed newly discovered crude oil previously allocated to it, shall not exoced, in any month, the total number of berrels of oil alloosble 1o it out of

unit production in sccordance with its Tract Participation.

SECTION 15.C. EXCESS IMPUTED STRIPPER CRUDE OI1.. Each Tract shall be allocated any exoces imputed stripper arude oil

in the proportion that its Tract Participation bears to the total of the Tract Participations of all Treots not previously alloceted the total mamber of arade
oil barrels allocabic to these Tracts out of unit production in socordance with the Tract Participations of such Tracts; provided, however, that exoces
imputed stripper crude il allocated to each such Tract, when added to the total number of barreb of imputed stripper arude oil previously allocated to
it, shall not exoeed, in any month, the tota] number of barrels of oil allocable 10 it out of unit production in accordanoce with its Tract Perticipation.

SECTION 15D. TAKING UNITIZED SUBSTANCES IN KIND. The Unitized Substances allocated to cach Tract shall be

delivered in kind to the respective partics entitled thereto by virtue of the ownership of oil and gas rights therein. Each such party shall heve the right to
construct, maintain and operste all necessary facilitics for that purpose within the Unitized Ares, provided the same are so constructed, maintained and
operated as not to interfere with Unit Operations. Subject to Section 17 hereof, any extrs expenditure incurred by Unit Operator by reason of the
delivery in kind of any portion of the Unitized Substanccs shall be borne by the party taking delivery. In the cvent any Working Interest Ovner shall
fail to take or otherwise adequately dispose of its proportionate share of the production from the Unitized Formation then 80 long a8 such condition
continues, Unit Operator, for the socount and at the expense of the Working Interest Owner of the Tract or Tracis conoerned, and in order to avoid
curtsiling the opcration of the Unit Area, may, but shall not be required 10, sell or otherwise dispose of such production 0 itself or to othen, provided
that all contracts of sale by Unit Operstor of any other party’s share of Unitized Substances shall be only for such reasonsbie periods of time ‘as are
consi with the minimum needs of the industry under the ciroumstances, but in no event shall any such contract be fir # period in excess of ane
yeas, and at not less than the prevailing market prioe in the srea for like production, and the account of such Working Interest Owner shall be charged
therewith as having reocived such production. The net proocods, if any, of the Unitized Substances 80 disposed of by Unit Operator shall be paid to the
Working Interest Owner of the Tract or Tracts conoerned Notwithsianding the forcgoing, Unit Operstor shall not make a sale into interstate commerce
of any Working Intcrest Owner's share of gas production without first giving such Working Interest Owner sixty (60) days’ notice of such intended

sale.

Any Warking Interest Owner receiving in kind or separstely disposing of all or any part of the Unitized Substanoes sllocsted to eny Trast;
or reoeiving the prooceds thorefrom if the same is s0id or purchased by Unit Operator, shall be responsible for the payment of all royalty, overriding
royalty and production peyments duc thercon, and each such party shall hold each other Working Intercst Owner harmless against all claims, demands

and causes of action by owners of such royalty, overriding royaity and production payments.

11;nﬁuﬂnEﬂ'mﬁchalcaﬁhhAgreanmt,ﬂm’nmyTnmaTno!sma!mmheqnmﬂymmincdbﬁm”pmddedinSeuﬁon4
(Expansion) hereof, or any Tract or Tracts within the Unit Arca pot commiticd hereto es of the Effective Date hereof but which are subsequently
commitied hereto under the provisions of Section 14 (Trects Qualified for Participation) and Seotion 32 (Noo-joinder and Subsequent Joinder), or if
any Tract is excluded from this Agreement as provided for in Section 2] (Loss of Title), the schedule of participation as shown in Exhibit "B" shall be
revised by the Unit Operator; and the revised Exhibit "B", upon approvel by the Land Commissioner and the A.O., shall govern the allocstion of
production on and afier the effective date thereof until e revised schedule is approved as hereinabove provided

SECTION 16. OUTSIDE SUBSTANCES. I gas obtsined from formations not subject to this Agreement is introduced into the
Unitized Formstion for use in repressuring, stimuisting of production or inoreasing vltimate recovery whioh ahall be in oonformity with o Plan of
Operation first approved by the Land Commissioner and the AO,, 8 like amount of gas with sppropriate deduction for Joss or depletion from any
cause may be withdrswn from unit wells completed in the Unitized Formation royalty free as to dry gas, but not royalty frec as to the products
extracted therefrom; provided that such withdnwalshallbe.lsud:ﬁmenmuybcprwidedinﬂwappvvedledOpa-ﬁmcruoﬂwwisemnyhe
conseated to or prescribed by the Land Commissioner and the A-O. as conforming 1o good petroleum engineering practices and provided further that
such right of withdrawal shall terminate on the termination date of this Agreement. '

SECTION 17. ROYALTY SETTLEMENT. The State of New Mexico and United States of America and all Royalty Owners
wha, under an existing contract, arc entitled 10 take in kind a share of the substances produced from any Trect unitized hereunder, shall continue to be
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entitled to such right to take in kind their share of the Unitized Substanoes allocated to such Tract, and Unit Operator shall make deliveries of such
Royaltydmnkmmkmdmomfamnywﬁnhenpphmbleomm Jaws and regulstions. Scttlement for Royalty not taken in kind shall be made
by Working  Interest Owners responsible therefor under existing contracts, laws and regulations on or before the last day of each month for Unitized
Substances produced during the preceding cslendar month; provided, however, that nothing herein contained shall operate to relieve the lessces of any
land from their respective Jease obligations for the payment of any Royalty due under the leases, cxoept that such Royalty shall be-computed on
Unitized Substances as allocated to each Tract in accordanoe with the teyms of this Agreement. With respect to Federa] leases committed hereto on
mhmemydtyumdqxndupmmednﬂyamgcmmmpamm”mgemmlinllbed:mnedm»oaghmewﬂhﬂ:
mmgulaﬁaupuuinhngedaallmuMghﬁnmmidenaswueimlucbdhnhglemolithedhe.

If the amount of production or the prooceds thereof accruing to any Royalty Owner (exoept the United Stotes of America) in & Tract
depends upon the sverage production per well or the average pipcline runs per well from such Tract during any peried of time, then such production
shall be determined from and afier the effective date hereof by dividing the quantity of Unitized Substanoes allooated hereunder 1o such Trect during
such period of time by the number of wells located thereon cspable of producing Unitized Substances as of the Effeotive Date hereof, prqvided that any
anno(hpvmgunywellsoapnbleofpmdnomgUmtuedSnbemmmem'eohchﬂehaeoflhaﬂbemndaeduhvmgmemdlwdlforﬂx

purponccfﬂnnp-ovnm

AllRoyaltymeﬂwStated‘hkmeeomdlthmledSmedAmmmdﬁxcodmkcyaltyOmnhuumderMbcmw\ednd
paid on the basis of all Unitized Substances allocated to the respective Tract or Traots committed bereto, in lieu of actual production from such Tract
or Tracts.

With the exception of Federal and State requirements to the contrary, Working Interest Owners may use or consume Unitized Substanoes
for Unit Operations mdnoRoyahy,ovandmgmyalty,pmdummwotherpsymmu shdlbepayablemmdllnnmd&bmund, Jost, or -

oconsumed in Unit Operations.

Esch Royalty Owner (other than the State of New Mexico and the United States of America) that executes this Agreement represents and
wumtsﬂulnuﬁzemohRoyahylnlammuTmorTmmwnhmtheUnnArunnsmtuutappmnmExhbl'B"md:edhaao.lflny
Roynltylntau:mnTnmorTnclsahouldbelmbymlefu]maotherwncmwholeammdumgﬂneiﬂmd‘hAmmi,M&eRDyahy
Interest of the perty representing himself to be the owner thereof shall be reduced proportionately and the interest of all pertics shall be adjusted
sooordingly.

SECTION 18. RENTAL SETTLEMENT. Rentals or minimum Royalties due on the Jeases commitied hereto shell be paid by
Working Interest Owners responsible therefor under existing contraots, lews and regulstions provided that nothing herein contained shall operate to
relieve the lessees of any land from their respective lease obligations for the peyment of any reatal or minimum Royalty in licu thereaf, due under their
leases. Rental for lands of the State of New Mexioo subject to this Agreement shall be peid at the rate specified in the respective leases from the State

ofNe;vl\bmo Rental or minimum Royalty for lends of the United States of Americs subyect to this Agreement shall be paid at the rute specified in
:hempeouv:lmﬁvmtheUmwdSlatesofAmencgunleassud:mxalwmmxmumkaynhyuwuved,mupmdedanduoedbthahy

approval of the Seoretary or his duly suthorized representative.

SECTION 19. CONSERVATION. Operations hereunder and production of Unitized Substances shall be conduoted to provide for
the most ecanomical and efficient recovery of said substanoes without waste, as defined by or pursuant 10 Federal and State lews and regulations. ‘

SECTION 20. DRAINAGE. The Unit Operstor shall take all reasonsble and prudent measures 10 prevent drainage of Unitized
Substanoes from unitized land by wells on land not subject 1o this Agreemant.

The Unit Operator, upon spproval by the Working Intcrest Owners, the A O. and the Land Commissioner, is bereby empowered to enter
inio & borderline agrecment or agreements with working interest owners of adjoining Jands not subject 10 this Agreement with respect to operstion in
the border ares for the maximum economic reoovery, conscervation purposes and proper protestion of the partics and interest affected.

SECTION 21. L1.OSS OF TITLE. In the event title to any Tract of unitized land shall fail and the true owner cannat be induced to
join in this Agreement, such Tract shall be sutomatically reparded as not committed hereto, and there shall be such mdd_iuatman of future costs and
benefits as may be required on acoount of the loss of such title. In the event of s dispute as to title to any Royalty, Warking Interest, or other interests
subject thereto, payment or delivery on account thereof may be withheld without lisbility for interest unti) the dispute is finally settled; provided, that,
23 1o State or Federsl lands or icases, no payments of funds due the United States or the State of New Mexico shall be withheld, but such fonds shall be
deposited as directed by the AO. oerdCommm(ast}wwemyb:)wbeheldasnneamdmmcypmdmgﬁmlwﬂmtofﬁnmk
dispute, and then applied as carned or returned in acoordance with such final settlement.

If the title or right of any perty claiming the right to receive in kind all or any portion of the Unitized Substances allocaladtol"l‘naisin
dispute, Unit Operator at the direction of Working Interest Owners shall cither:

(8) require that the party to whom such Unitized Substance are delivered or to whorm the prooeeds thercaf are paid fumish security for the
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proper accounting therefor to the rightful owner if the title or right of such perty fails in Whole or in pert, or

(b) withhold and market the portion of Unitized Substances with respect to which title or right is in dispute, and impound the proceeds
thereof until such time as the titlc or right thereto is established by & final judgement of & court of competent jurisdiction or otherwise to the
satisfection of Working Interest Owners, whereupon the proceeds 80 impounded shall be paid to the party rightfully entitied thereto,

Each Working Interest Owner shall indemnify, hold harmiess, and defend all other Working Interest Owners against any and all claims by
any party against the intcrest attributed to such Warking Interest Owner on Exhibit "B”

‘Unit Operator as such is relicved fram any responsibility for any defect or failure of any title berounder.

SECTION 22. LEASES AND CONTRACTS CONFORMED AND EXTFNDED. The terms, conditions and provisions of all
lcases, subleases and other contracts relating to exploration, drilling, development or operation for oil or gas on lands committed to this Agreement are
- hercby expressly modified and amended to the extent necessary to make the same conform to the provisions bereof, bt otherwise 1o remain in full
foroe and effect, and the parties hereto hereby consent that the Secretary and the Land Commissioner, respectively, shall and by their approval hereof,
or by the approval hereof by their duly suthorized representstives, do hereby cstablish, alter, change or revoke the drilling, producing, rental, minimum
Royalty and Royalty requirements of Federal and State Jeases commitied heseto and the regulations in respect thereto to ocaform mdnqununumto
the provisions of this Agreement.
Without limiting the generality of the foregoing, all leases, subleases and contracts arc particularly modified in accordance with the

following:
(a) The development and operation of lands subject to this Agreement under the tems hereaf shall be deemed full performance of all
obligations for development and operation with respect 10 each Tract subjest to this Agreement, regardicss of whether there i any
dcvclopmmlofanyTrwofﬂwUmtArea,notmﬁuundmgmymmgmtheommmmylme,ope-nngwluoﬂwommby
. and between the perties hereto, wﬂ)qrmpecuvepmmmgu'mydm e

(b) Drilling, producing or improved recovery operations performed b der shall be d ‘tobepafamédupmmdforthebmdtd
cach Tract, and no Jease shall be decmed 1o expire by reason of feilure to drill or produce wells situated on the Jand therein embraced.

(c) Suspcasion of drilling or producing operstions within the Unit Arce pursuant to direction or consent of the Land Commissioner and the
A.O., or their duly suthorized representatives, nhnﬂbedecmedtomumlcmdzmpumcnpmwmtlomd;dnoumamnb
each Tract within the Unitized Area. -

(d) Each Jease, sublease, or contract relating to the exploration, drilling, development, or operation for o) and gas which by its terms might
expnpna-toﬁmetammuonofthnsAgrwmmt,nhevbycnmdedbcymdmymohlammpvwdcdﬂlmwﬁmnshlnheemmued

in full foree and effect for and during the tenmn of this Agreement.

() Any Jeasc embracing lands of the State of New Mexico which is made subject to this Agreement shall continue in foroe beyond the term
provided therein as 1o the lands committed hereto until the termination hereaf.

(f) Any lease embracing lands of the Siste of New Mexico having only s portion of its land commitied hereto shall be segregated as to that
portion committed and that not committed, and the terms of such lease shall apply separately to such segregated portions commencing as of
the Effective Date haeof. Provided, however, thet notwithstanding any of the provisions of this Agrecment to the contrary, such Jease
(including both scgregated portions) shall continue in full foroe and cffect beyond the tenm provided therein as to all lands embraced in
such Jeasc if cil or gas is, or has heretofore been discovered in paying quantities on some part of the Jands embraced in such lease
committed 1o this Agreement or, 50 long 8s & portian of the Unitized Substances produoced from the Unit Ares is, under the terms of this
Agreement, sliocated 10 the portion of the lands covered by such lease committed to this Agreement, or, at any time during the term hereof,
as o any lease that is then valid and subsisting and upon which the lessee or the Unit Operator is then engaged in bone fide drillimg,
reworking, or improved recovery operations on any part of the Jands embraced in such Jease, then the same as to all Jands embreoed therein
shall remain in full foroe and effect so long as such operations are diligently prosecuted, and if they sesult in the production of oil or gas,
said Jease shall continue in full force and effect as to all of the lands embraced therein, 30 long thereafier as oil or gas in paying quantitics is

being produced from any portion of said lands.

(g) The scgrepstion of any Federal lease commitied to this Agreement is governed by the following provision in the fourth paragraph of
Scotion 17 (§) of the Mineral Leasing Act, as amended by the Act of September 2, 1960 (74 Stat 781-784): "Any (Federal) lease
heretofore or hercafier committed to any such (unit) plan embracing lands that are in part within and in part outside of the ares covered by
any such plan shall be segregated into separate leascs as to the lands committed and the Jands not committed as of the effective date of
unitization; provided, however, that any such Jease as 1o the non-unitized portion shall continue in forve and effect for the term thereof but
for not less than two years from the date of such segregation and so long thercafier as oil ar gas is produced in peying quantitics.” A
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SECTION 23. CQVENANTS RUN EJZIHM‘ . The covenants herein shall be construed to be covenants running with the land
with respeet to the interest of the partics hereto and their succcasors in interest until this Agreement terminates, and any grant, transfer or conveyanoe of

interest in Jand or Jeases subject hereto shall be and hereby is conditioned upon the assumption of all privileges and obligations hereunder by the
grantee, transferee or other successor in interest. No assignment or transfer of eny Working Intesest subject hereto shall be binding upon Unit Operstor
until the first day of the calendar month afier Unit Operator is furnished with the oniginsl, or acceptable photostatic or certified copy, of the recorded
instrument or transfer; and no sssignment or transfer of any Royalty Interest subject hereto shall be binding upon the Working Interest Owner
responsible thercfor until the finst day of the celendar month afier said Working Interest Ovmer is farnished with the original, or acocptable photostatic

or certified copy, of the secorded instrument or tranafer.

SECTION 24. EFFECTIVE DATE AND TERM This Agrecment shall become binding upon esch perty who executes or ratifies
it s of the date of execution or ratification by such party and shall become effective on the first day of the calendar month pext following the approval

of this Agreement by the A.O., the L.and Commissioner and the Commission. -

If this Agreement does not become effective on or befare it shall ipso facto expirc on said date
(hereinafier call "Expiration Date") and theresfier be of no further foree or effect, unleas prior thereto this Agreement has been executed or ratified by
Working Interest Owners owning » combined Participation of st Joast scventy-five paroent (75%); and at least seventy-five peroent (75%) of such
Working Interest Ownan committed to this Agreement heve decided to exend Expiration Dete for 2 pariod not 1o exoced one (1) year (bereinafier
cslied "Extended Expiration Dete™). If Expirstion Date is 80 extended and this Agreement does not become effective on or before the Extended
Expiration Date, it shall ipso facto expire on Extended Expiration Date and thereafier be of no further foroe and effect.

Unit Operstor shall file for record within thirty (30) dsys efier the Effective Date of this Agreement, in the office of the County Clark of
County, New Mexico, where a o pert of this Agr bas become effective aocording to it» terms and stating further the

cffective date.

The terms ofﬂmAg'euncnllhallbefamddtumgthchmelhnUmnzedSuhsmwmpodwedﬁunthenmmdhndmdmm
thereafier as drilling, reworking or other operations (including improved recovery operations) are prosecuted thereon without cessation of more than
ninety (90) conscoutive days unless sooner terminated as herein provided.

This Agrecment may be terminated with the approval of the Land Commissioner and the A.O. by Waorking Interest Owners owning eighty
perocat (80%) of the Unit Participation then in effeot whenever such Working Interest Owners determine that Unit Operstions are no longer profitable,
or in the interest of conservation. Upon approval, such termination shall be effective as of the first day of the month afier said Working Interost Owners’

determination. Nohced'mymchtammabonahallbeﬁledbyUnnOpuatumﬁmeoﬁoeaft}nCamtyClekd' Eﬂd;l County, New
Mexico, within thirty (30) days of the effeotive dste of termination.

UpanlamimlimofthiaAgnanmt,thcpuﬁesheruoshal]begmedbyﬂ:etsmmdpoviniaud‘ﬂ:leuumdeonﬁ“anﬁwﬁng
the scparate Traots just as if this Agrecment hed never been entered into.

Notwithstanding any other provisions in the leases unitized under this Agreement, Royalty Ownens hereby grant Working Interest Owners
ap:riodofnixmonthsnﬁu'tamhaﬁonofﬂlis}kmemhwhidanlvnge,ndeim'bulewdhavdsedhpacdlhepamdpnputymd
facilities used in connection with Unit Operations.

SECTION 25. OF PROSPECTING, D] & D! . All production and the disposs! thereof shall

be in conformity with allocations and quotas made or fixed by any duly authorized person or regulatory body under eny Federal or State Statute. The
AQ. is hercby vested with suthority to alier or modify from tirne to time, in his discretion, the rate of prospeoting and development and within the
lmnamadea'ﬁxedbyﬂchlvmmtoulwamodlfylhequanmymdmed‘podnmmundathuAgreemmt,uohaudmtybemghﬂebyhmledw
slteration or modification in the public interest, the purpose thereof and the public interest to be served thereby to be stated in the order of alteration or
modification; provided, further, that no such slicration or modification shall be effective as to any land of the State of New Mexioo as to the rate of
prospecting and development in the absenoe of the specific writien approval thereof by the Land Commissioner and as to any Jands in the State of New
Mexioo or privately-owned lands subject to this Agreement or to the quantity and ratc of production from such lands in the absence of spedific written

approval thereaf by the Division.

Powers in this Seotion vested in the A.O. shall anly be exercised afier notioe to Unit Operator and opportunity for hearing to be held not
less than fifieen (15) days from notice, and thercafier subject to administrative sppeal before beooming final,

SECTION 26. ] UmlOpaﬂamoomeohmwﬂhlhcpufamnoeofwmknndethuAgmanml
relating to leascs of the United States, agreamoomplymﬂlalloflhepmvumofSeotsm202(l)lo(7)mclnamd‘Exeonuvc0:dull246 (30

F.R. 12319), which are hereby incorporated by reference in this Agreement.
SECTION 27. APPEARANCES. Unit Operator shall have the right to appear for or on behalf of any interests affecied hereby
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before the Land Commissioner, the Department, and the Division, and to sppeal from any order issued under the rules and regulations of the Land
Commissioner, the Department or the Division, os to apply for relief from any of said rules and regulations of in any proocedings relative to operations
before the Land Commissioner, the Departinent os the Division or any other legally constituted authority; provided, however, that any other interested
Myﬁaﬂakohw&enghtﬂhnummmetohehuﬁmmywdlm )

SECTION 28. NOTICES. All notices, demands, objections or statements required hercunder to be given or rendered to the parties
hereto shall be decmed fully given if made in writing and personally delivered 1o the party or pasties or sens by postpaid cortified or registered mail,
addressed to such party or parties at their last known address set forth in connection with the signatures bereto or 10 the ratification or consent hereof or
1o such other address as any such party or parties may have farnished in writing to the party sending the notioe, demand or statement.

SECTION 29. NO WAIVER OF CERTAIN RIGHT. Nothing in this Agreement contained shall be construed as s waiver by any
party hercio of the right to assert any legal or constitutions] right or defense as to the validity or invalidity of any law of the State wherein said Unitized
Lands arc Jooated, or regulations issucd thercunder in any way affecting such pesty, or as » waiver by any such party of any right beyond his or its
suthority to waive; provided, however, cach party hereto covenants that it will not resort to any action to partition the unitized land or the Unit
Equipment.

SECTION 30. EQUIPMENT AND FACTLITIES NOT FIXTURES ATTACHED TO REALTY. Eech Working Interest Owner
has heretofore placed and used on its Tract or Tracts committed to this Agreement various well and Jease equipment and other property, equipment and
facilities, }t is also recognized that additional equipment and facilitics may hereafier be placed and used upon the Unitized Land as now or hereafter
constituted Therefore, for all purposes of this Agreement, any such equipment shall be considered to be personal property and not fixtures attached to
realty. Accordingly, said well and lease equipment and persons) property is hereby severed from the mincra) estates affecied by this Agreement, and it
is agreed that any such equipment and personal property shall be and remain persons property of the Working Interest Ownen for sl purposes.

SECTION 31. UNAVOIDABLE DELAY. All obligstions under this Agreement requiring the Unit Operator to commence or
continue improved recovery operstions or to operate on or produce Unitized Substances from any of the lands oovered by this Agreement shall be
suspended while, tut only so Jong as, the Unit Operator, despite the excroisc of due carc and diligence, .is-prevented from -complying -with -such-
obligations, in whole or in part, by strikes, acts of God, Federal, State or municipel lsw o1 agency, unavoidable accident, uncontrolisble delays in
transportation, inability to obtain neocssary materials or equipment in open market, or other matters beyond the ressonable oontrol of the Unit Operator
whether similar 1o malters herein enumerated or not.

SECTION 32. 10 SUB JOINDER Joinder by any Royalty Owner, st any time, must be

ecoampenied by appropriate joinder of the corresponding Working Interest Owner in arder for the interest of such Royalty Owner to be segarded as
cffectively commitied Joinder to this Agreement by a Working Interest Owner, at any time, must be acoompanied by appropriate joinder to the Unit
Oporsting Agrecment in order for such interest to be regarded as effectively committed to this Agreement.

Any oil or gas interest in the Unitized Formations not commitied hereto prior 1o submission of this Agreement to the Land Commissioner
and the A.O. for final approval may thereafier be committed hereto upon complianoc with the applicable provisions of this Section and of Section 14
(Trects Qualified for Participation) hereaf, at any time up to the Effective Date hereof on the same besis of Tract Participation as provided in Seotion
13, by the owner or owners thereof subscribing, satifying, or consenting in writing 1o this Agrecment and, if the interest is 8 Working Interest, by the
owner of such imerest subscribing also to the Unit Operating Agrecment.

1t is undersiood and agreed, however, that from and afier the Effective Date heroof the right of subsequent joinder as provided in this
Section shall be subject to such requirements or approvals and on such basis as mey be agreed upon by Working Interest Owners owning not Jess than
sixtyfive paroeat (63%) of the Unit Pasticipation then in effect, and approved by the Land Commissioner and A.O. Such subscquent joinder by
proposed Working Interest Owner must be evidenoed by his tion or ratification of this Agreement and the Unit Operating Agreement and, where
State or Federal land is involved, such joinder must be spproved by the Land Commissioner or A.O. Such joinder by 8 proposed Royalty Owner must
be evidenoed by his exeoution, ratification or consent of this Agreement and must be consented 1o in writing by the Working Interest Owner
respansible for the peyment of any benefits that may accrue hereunder in behalf of such proposed Roysity Owner. Exvoept as may be otherwise herein
provided, subscquent joinder 0 this Agreement shall be effective as of the first day of the month following the filing with the Land Commissioner and
AO. of duly executed counterparts of any and all docutnents neoessary 1o establish effective commitment of any Tract or interost to this Agreement,
unless objection to such joinder by the Land Commissioner or the A.O., is duly madc sixty (60) days afier such filing.

SECTION33. COUNTERPARTS. This Agreement may be executed in any number of counterparts, no one of which needs to be
exewtcdbyallpamesandmaybcmxﬁedummwdwbynpm:hm-nmﬁnmwnm&specnﬁod)yrd'mngheuo.ands)nllhebmdmgupmall
thoacpamsubohavcexeomedsuchaoounlapm,mnﬁmnmoromscmheluow!hﬂneumefomemdeﬂ'eatn:f:llpuhuhadugndd\em
dooument, and regardless of whether or not it is execuied by sll other parties owning or claiming an interest in the Jand within the described Unit Area.
Furthermore, this Agreement shall extend to and be binding an the parties hereto, their sucocssars, heirs and assigns.

SECTION 34. JOINDER IN DUAL CAPACITY. Execution s hercin provided by any party as either 8 Working Interest Owner
or & Royalty Owner shali commit all interests owned or controlled by such party; provided, that if the party is the owner of 2 Working Interest, he must
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also execute the Unit Operating Agreement.

SECTION3S. - TAXES. Each party hereto shall, for its own scoount, render and pey its sharc of any taxes kvied against or
measured by the amount or value of the Unitized Substances produced from the unitized Jand; provided, however, that if it is required or if it be
determined that the Unit Operator or the several Working Interest Owners must pey or advance said taxes for the acoount of the parties hereto, it is
hgebymlyagrwdﬂlatmepmiampayhgaadvmcingnidm5hallberd1nhmedlh=uﬁrbylhepaﬂiabuﬂo,indndingRoy-ky
Owners, who may be responsible for the taxes on their respective allooaied share of said Unitized Substances, No taxes shall be charged to the United
States ar to the State of New Mexico, nor to any lessor who has s contract with 8 lessee which requires his lessec to pay such taxes.

SECTION 36. NO PARTNERSHIP. The duties, obligations and Lisbilities of the parties hereto are intended to be several and not
jointoroolleaive.Thi.!Ag:eanmtisnothxwddwmlgmddnundbeommdwwwgmuwénhnam«whnpmamuﬁip
duty, obligation or lisbility with regard to any one or more of the parties hereto. Each party hereio shall be individually responsible for its own
obligation as hercin provided

SECTION37.  PRODUCTION AS OF THE EFFECTIVE DATE. Unit Operator shall make » proper and timely gauge of all
Jeases and other tanks within the Unit Ares in arder to ascertain the amount of merchantable oil sbove the pipeline connection, in such tanks as of 7:00
am. on the Effective Date heref. All such oil which has been produced in accordance with estsblished aliowsbies shall be and remain the propaty of
the Working Interest Owner entitled thereto, the same as if the unit had not been formed; and the responsible Working Interest Owner shall promptly
remove said oil fram the unitized land. Any such oil pot 80 semoved shall be sold by Unit Operator for the account of such Working Interest Owners,
subject to the payment of all Royalty to Royalty Owners under the terms hareof. The oil that is in excess of the prior allowsble of the wells from which
it was prodoced shall be regarded as Unitized Substances produced afier Effective Date hereof.

If as of the Fffective Date heredf, any Tract is overproduced with respest to the allowsble of the wells on that Tract and the amount of
over-production has been sold or otherwisc disposed of, such over-production shall be regarded ss & part of the Unitized Substances produced afier the
Effective Date hereof and shall be charged to such Tract as having been delivered to the parties entitled to Unitized Substances allocated to such Tract

" SECTION38. NO SHARING OF MARKET. This Agrecment i not intended 1o provide and shall not be construed 1o provide,
direotly or indirectly, for any cooperative refining, joint sale or marketing of Unitized Substanoes.

SECTION 39. STATUTORY UNITIZATION. If and when Warking Interest Owners owning at Jeast seventy-five paroent (75%)
Unit Participation and Royalty Owners owning st least seventy-five peroent (75%) Royalty Interest bave become parties 1o this Agreement or have
spproved this Agreement in writing and such Working Interest Ownens have also become parties to the Unit Operating Agreement, Unit Operstor may
make applicstion to the Division for statutory unitization of the uncommitied interests pursuant to the Statutory Unitization Act (Chapter 65,. Article
14, NM.S. 1953 Amnotsted). If such application is made and ststutory unitization is approved by the Division, then effective as of the date of the
Division order approving statutory unitization, this Agreement end/or the Unit Opersting Agreement shall sutomatioally be revised and/or amended
in accordance with the following: ‘ :
Section 14 of this Agreement shall be revised by substituting for the entire said section the following:

¢)}

"SECTION 14. TRACTS QUALIFIED FOR PARTICIPATION. On and afier the Effective Date hereaf, all Tracts within the Unit
Arca shall be entitied to participstion in the prod ion of Unitized Substances,”

Section 24 of this Agreement shall be revised by substituting for the first threc paragraphs of said section the following:

)]

"SECTION 24. EFFECTIVE DATE AND TERM. This Agreement shall become effective on the fisst day of the calendar month
pexi following the effective date of the Division's order approving statutory unitization upon the terms and conditions of this Agreement, as amended
(if eny smendment is neocssary) to conform to the Division's order; approval of this Agreament, as so amended, by the Land Comemissioner; and the
AO. and the filing by Unit Operator of this Agreement or notioe thereof for record in the affice of the County Clak of ___EAdY  County, New
Mexico. Unit Operator shall not file this Agreement or notive thereof for reoord, and henoe this Agrecroent shall pot become effective, unless within
nincty (90) days afier the datc all other prerequisites for effectiveness of this Agreement hsve been satisfiod, such filing i approved by Working
Interest Owners owning a combined Unit Participation of at Jeast sixty-five peroent (65%) as to all Tracts within the Unit Arca. '

*Unit Operatar shall, within thirty (30) dsys aficr the Effective Date of this Agrecment, file for recard in the affice of the County Clerk of

Eddy _ County, New Mexico, & certificate to the effect that this Agreement has become cffective in sccordance with ts terms, therein
identifying the Division's order approving statutory unitization and stating the Effective Date.”

(3) This Agreement and/or the Unit Operating Agreement shall be amended in gny and all respeots necessary to oonform to the Division's

Any and all amendments of this Agreement and/or the Unit Opcrating Agrecment that arc neocssary to conform said agreements 1o the
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Divisions order approving statutory unitization shall be deemed to be hereby approved in wriling by the parties hereto withoot any neoessity for fusther
approval by said perties, exoent as follows: o .
(¢) If any amendment of this Agreement has the effect of reducing any Royalty Owner's. pasticipation i fbe production of Unitized _
Substances, such Royalty Owner shall not be deemed 10 have bereby approved the amended agreement ‘without the necesaity of further
-approval in writing by said Royalty Owaer; and
(b) X any amendment of this Agrecment snd/or the Unit Opersting Agrecment has the effect of reducing any Working Interest Owner's
panticipstion in the production of Unitized Substences or increasing such Working Interest Owner's share of Unit Expense, such Warking
Imerest Ovmer shal) not be deemed 1o have hereby spproved the amended agreements without he neocssity of frtber spproval in writing by
-gaid Working Interest Owner.

adrangle, LC

Delbert McDougal, Manager
S

52— éj

stateor TEXAS ) .
i 88:
COUNTY OF Lubfpck

nemmmwrm-w@g@wgpgm@__T/ﬂdﬂ q-mM 20 03 by

Delberg Mcboﬁgal, Manager  fofr McQuadrangle, LC e

Texas Limited Liability Companyc, pehaifofssd COMPany

My Commission Expires: ~ el — {2 -0L

e A&% Lortenl e

N 3 & TERRY ROWLAND

| .‘%«% Notary Public, Stete of Texse
. i %

g
/

{?}N My Commiasion Expirs3 124208
£ GF , ‘

i ml“"

Rev. 1/92

13




R27E

T Y e BTy
) »83 ?7”" Totes, g;;" 007, ‘

. A < Pe 031 r v | 34 }q
oo etal ,LABS ’*J%“:“
T35 ! ;(SO” |5 ¢

3 - A oeaosc!ossnvos

S A ‘} sod] F’L m
Y To 389 SDOx | ™ ]

;f,o/r-nooﬂc’” ‘ 2

g U?L‘“JR .

Ualie
K)
Xy e

13O L
.Amof Il ;

OPERJ]

W

D

'g.C CC"
ond

nvoz-,o'nr

.;il

- Q
48

r uh\ N

INS ‘\1
) na\\,g 5-1 g

mt

1" A
]
noyne
g

—— o

.2
2? 14 Qm

ﬂ_;t

v A

el

A
A

#

o T

!
}
‘*

!
- 1
1!

! Oewy‘ g
’O Vot -Anon:al §
n
, N n!r i
-.olTQ £0t§
C\ s

i

O

i ]

e
9I

ot | ey g

b i,

"%fi* en oai;yuci? ik O".w a'

.‘%"

rou 70170' b g
l%n”v 9«?_1 r»,mr '; (fsu(n:;:m

I

5 l?o«

Y

%

,;7? 1A} y&

r

I4sied,

i .‘3‘301:'L"

T

P ASyPn 2u

’*’%o

~ ‘A*}l M;D 4&«:5 'u-‘T' f-’»” ;"c,:n £

bnll

LS SalsY

I\ P
px
) .ﬂf ;'I /" '?(“”OI
lﬂ% Sa/
llu-ﬂ;’ob 5

57 5‘1

llog’:’;o\! ld u
1 Nar vob

4 \H ’é , :'
ihm

l
. OC‘,“ *é)’!r’\

wﬁ,x

an 3 r
}'2//1, _

q
ne'Q

’ 2IC\

HOMNS Qe
AR
Lr_“ .
P
76,7 4
N-AY)

, ’:/A 1
/2?7&‘_':'.)

isnde £
cayY

21
[ J

i

» 1) o
<1 ’M 'Z)q JH"?[S ly ’ .\-r * T
q }');1' 2 }"Lr o nlJ i "m L% ﬁ. .7: |
% *‘" 5~‘ et r E.’ ’a flloﬂ ¢ '7, ¢
€ M ¢l iy ,
"301 .mimi ﬂs"“‘:?’i "“.l. ? : ,—wmoz'
?:"m,,? 29 57" 'u.;(, ~
n U 5(3 ‘;0"—'-» ’ ‘ol 1
141 ’ GJH' | 174
£ l - ® 4-)
AR" .l4 y/‘ - # * " ptn(o(
i ”“' 28 57 ve3 BP mir. | Vathey \I”T _ 5 “,'°'\’ JE 19
,r’ "'_l Stgt réAj AS™ TP 14 64 + m'/’” /p:r:‘/,, . oL O4

OWNERSHIP MAP

SOUTH RED LAKE Il UNIT

EDDY COUNTY, NEW MEXICO
LEGEND

PRODUCING WELL
GAS WELL

JULY, 2004

l\.-¢-<)§(»|

PLUGGED & ABANDONED
PRESENT UNIT AREA

——>

“

DRY HOLE 8Y: JIM PIERCE

DRAWING BY: HTDS
e L —




—

EXHIBIT “B”. SCHEDULE OF OWNERSHIP
Schedule Showing All Lands and Leases Within the
SOUTH REDLAKE I1 UNIT, EDDY COUNTY, NEW MEXICO

Tract Description Acres Serial Number Basic Royalty  Lessee of Overriding Royalty Working Interest

Number of Lands and Expiration  and Percentage Record and Percentage and Percentage

1. Section 35: 80 LC-028755-A  USA/All OXY USA Hinkle, et al McQuadrangle, 1.C
SW/4SE/4, HBP Sliding Scale =~ WTP,LP 5.00% ET AL 100%
SE/4SW/4
T17S,R27E

2. Section 35: 80 LC-050158 USA/All BP America Moore, et al McQuadrangle, LC
SE/ANW/4, HBP Sliding Production Co.  5.00% ET AL 100%
SE/ANE/4 Scale - :

T178, R27E

2A. Section 35: 40 LC-050158 USA/All BP America Moore, et al McQuadrangle, L.C
NE/4NE/4 HBP Sliding Production Co. 5.00% ET AL 100%
T178, R27E Scale

3. Section 35; 80 L.C-055561 USA/All Occidental Cockburn, etal  McQuadrangle, LC
W/2NE/4 HBP Sliding Permian, LTD. 5.00% ET AL 100%
T178, R27E Scale

4. Section 35: 160 LC-057798 USA/All OXY USA Donohue, et al McQuadrangle, L.C
SE/4SE/4, HBP Sliding ‘WTP, LP 5.00% ET AL 100%
NE/4SW/4, Scale
N/2SE/4
T178, R27E

5. Section 1: 4022 LC-0624121 USA/All BP America Paul Slayton, McQuadrangle, LC
Lot4 HBP Sliding Scale  Production Co. et al ET AL 100%
(NWNW) 5.00%

T18S, R27E
6 Federal Tracts totaling 480,22 Acres or 49.94%% of the Unit Area.

6. Section 2: 40.60 2029-75 State of NM OXY USA Hawley Family McQuadrangle, LC
Lot3 HBP 12.5% WTP, LP Living Trust,  ET AL100%
(NENW) etal
T18S, R27E 12.5%

7. Section 36: 80 B-752-2 State of NM Wm. P. Dooley Wm. P. Dooley Mc uadrangl
E/2SW/4 HBP 12.5% Estate Bste,ctal ~ ETAL tome
T17S, R27E 16.25%

8. Section 2: 40.46 B-1483-26 State of NM  OXY USA Thomas W. McQuadrangle, 1.¢
Lot 2 (NWNE) HBP 12.5% WTP, L.P. Pettit, et al ETAL 100%
T18S, R27E 12.5%



9. Section 36: 40 B-8318-134 State of NM BP America Pitch Energy McQuadrangle. LC
SE/ANW/4 HBP 12.5% Production Co. Corp.,et al ET AL 100%
T17S, R27E 16.25%

10. Section 2: 40.33 B-9299-4 State of NM BP America Joan Hudson McQuadrangle, LC
Lot 1 (NENE) HBP 12.5% Production Co. Moore, et al ET AL 100%
T18S, R27E 15.00%

11. Section 36: 40 B-11538-14 State of NM ConocoPhillips; Fenix Royalty = McQuadrangle, LC
NW/4SW/4 HBP 12.5% Atofina Petro- LLC ET AL 100%
T17S, R27E chemical, Inc. 16.25%

12. Section 36: 40 B-11538-14 State of NM ConocoPhillips; Fenix Royalty = McQuadrangle, LC
NE/4ANW/4 HBP 12.5% Atofina Petro- LLC ET AL 100%
T17S, R217E chemical, Inc.  16.25% :

13. Section 36: 40 E-379-5 State of NM Occidental McQuadrangle, McQuadrangle, LC
SW/4SW/4 HBP 12.5% Permian, LP LC, etal ET AL 100%
T17S, R27E 10.00%

14. Section 36: 40 E-1059-2 State of NM BP America McQuadrangle, McQuadrangle, LC
SW/4NE/4 HBP 12.5% Production Co. LC,etal ET AL 100%
T17S, R27E 10.00%

15. Section 36: 80 V-5512 State of NM Southwestern McQuadrangle, LC
W/2ZNW/4 HBP 16.67% Energy Prod. ET AL
T17S, R27E Company
10 State Tracts Totaling 481.39 Acres or 50.06% of Unit Area
Total Federal Acreage: 480.22 Acres or 49.94%
Total State Acreage: 481.39 Acres or 50.06%
Total Acreage in Unit Area: 961.61 Acres of 100.00000%

Rev. 1/92
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EXHIBIT “C”. SCHEDULE OF TRACT PARTICIPATION

2A.

10.

8.31938%

8.31938%

4.15969%

8.31938%

16.63876%

4.18256%

4.22208%

8.31938%

4.20752%

4.15969%

4.19400%

Section 35: SW/4SE/4, SE/4SW/4,

T17S, R27E

Section 35: SE/ANW/4, SE/ANE/4
T17S, R27E

Section 35: NE/4NE/4
T17S, R27E

Section 35: W/2NE/4
T17S, R27E

Section 35: SE/4SE/4, NE/4SW/4,
N/2SE/4
T17S, R27E

Section 1: Lot 4 (NWNW)
T18S, R27E

Section 2: Lot 3 (NENW)
T18S, R27E

Section 36: E/2SW/4
T17S, R27E

Section 2: Lot 2 NWNE)
T18S, R27E

Section 36: SE/4ANW/4
T17S, R27E

Section 2: Lot 1 (NENE)
T18S, R27E

Federal Lease #L.C-028755-A
Sliding Scale Royalty .
Reduced to 2.1% effective 7/1/00

Federal Lease #L.C-050158
Sliding Scale Royalty
Reduced to 1.3% effective 7/1/00

Federal Lease #L.C-050158
Sliding Scale Royalty
Reduced to 1.3% effective 7/1/00

Federal Lease #LC-055561
Sliding Scale Royalty
Reduced to 2.9% effective 7/1/00

Federal Lease #L.C-057798
Sliding Scale Royalty
Reduced to 0.5% effective 7/1/00

Federal Lease #1.C-062412
Sliding Scale Royalty
Reduced to 0.5% effective 7/1/00

State Lease #2029-75
12.5%

State Lease #B-752-2
12.5%

State Lease # B-1483-26
12.5%

State Lease #B-8318-134
12.5%

State Lease #B-9299-4
12.5% :



11.

12.

13.

14.

15.

4.15969%

4.15969%

4.15969%

4.15969%

8.31938%

Section 36: NW/4ANW/4
T17S, R27E

Section 36: NE/4ANW/4
T17S, R27E

Section 36: SW/4SW/4
T17S, R27E

Section 36: SW/4NE/4
T17S, R27E

Section 36: W/2NW/4
T17S, R27E

State Lease #B-11538-14
12.5%

State Lease #B-11538-14
12.5%

State Lease #E-379-5
12.5%

State Lease #E-1059-2
12.5%

State Lease #V-5512
16.67%
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e evsww vy JDEL FORM OPERATING ACREEMENT - 1989

' OPERATIN \ WRE rgl:’l'l LLC

2 THIS AGREEM! NT, entered into by and between e ge, .
3 beseinafter designat. 1 and seferred to as “Operatar,” and thy sig..atory party or parcies other than Operatar, sometimes
4 hereinafter refecred . > individually as “Non-Opetator * and colles dveiy as Non—Opcutom
5 WITNESS UTh:
6 WEHEREAS, 1l. 2 parties to lhin agreement are owners of Oi! and Gas Leases snd/or Oil and Gas Interests in the land
7 idensified in Exhil “A,” and the ‘parties hereto have reached an greesucnt to explore and develop these Lcases end/or Qil -
8 and Gas Interests fuv the production of Ol aad Gas ta the extear a il a5 i ercmaﬂcr provided,
9 NOW, THERLFORE, is is agreed as follows:

10 i ARTICLE ;.

11 : * DEFINITIOM:S

i2 As used in this agreement, the following words and terms shall 1. ive the meanings hete ascribed o them:

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

14  estimating the costs 10 be incurred in conduciing an operation hereund. v

15 B. The term "Completion” or "Complete” shall mean a single ope:Jtion intended o 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 tesm “Contract Area” shall mean all of the lands, Oil and Gas Leases and/or Oil and Gas Interests intended to be
developed and operated fur Oit and Gas purposes under this agreement. Such lands, Oil and Gas Leases and Oil and Gas

20  loterests ate described in Bxhibis "A)”

21 D. The tesm "Decpen” shall mean a single operation whereby a well is drifled to an objective Zone below the deepest

22 Zane in which the well was p:evtously drilled, or below che Deepest Zone proposed in the associated AFE, whichever is-the
23 lesser.

-
o

24 E. The terms “Drilling Party” and "Consenting Party” shall mean a pnny who agrees to join in and pay its share of the
25 cost of any operatioa conducted undcr the provisions of this agreement. |
26 F. The tecm "Drilling Unic™ sha)l mean the sres fixed for the drilling of one well by order or rule of sny state or federal

27 body having authority, If a Drilling Unit is not fixed by any such sule or order, a Drilling Unit shall be the drilling unit as
28 cswblished by the pattern of drilling in the Contract Area unless fixed by express agreement of the Drilling Parties

(=]

29 G. The term "Drillsite” shall mean the Oil and Gas Lease or Oil and Gas latesesc on which 8 proposed well is to be
30 located.

31 H. The term “Initial Well” shall mean the well required 1o be drilfed by the parties hereto as pravided in Acticle V1A,

32 L The term "Non-Consent Well” shall mean a well in which less than all parties have conducted an operation ss
33  provided in Article VIB.2

34 J. The terms “Non-Drilling Pany and “Noa- -Consenting Parcy” shall mean a party who elects not to pnniclpatc ina
35 proposed operation.

36

. K The term “Oil and Gas” shall mean oil, gas, casinghead gas, gas condensate, and/ar all other liquid or gaseous
37 hydcocarbons and other macketable substances produced therewith, ualess an intent to limic the inclusivencss of this term is
38 specifically stated.

39 L. The term "Oil and Gas lmerests or “Intesests” shall mean unleased fee and mineral interests in Oil and Gas in tracts
40  of land lying within the Contract Area which are owned by parties to this agreement.
41 M. The terms "Oil aad Gas Lease,” “Lease” snd “Leasehold” shall mean the oil and gas Jeases or interests therein

42  covering tracts of land lying within the Contract Asea which ate owned by the parties to this agreemea.

43 N. The term “"Plug Back™ shall mean a smgle operation whereby a decper Zoae is abandoned in order to attempt a
44 Completion in a shallower Zone.

45 O. The term "Recompletion” or “Recomplete” shall mean an operation whereby s Completion in one Zone is abandoned
46 ia order 0 artempt 2 Complesion in a diffesent Zone within the existing wellbore.

47 P. The term "Rework” shall mean an operation conducted in the wellbore of a well after it is Completed to secure,
48 restore, vt improve prodncuon in a Zone which is currently opcn w0 peoduction in the wellbore. Such operations mclude, 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 term "Sidetrack” shall mean the dicectional control and intentional deviation of a well from vertical so as to

52 change the botrom bole location unless done 10 straighten the hole or to drill around junk in the hole to overcome other
53 mechanical difficulties.

54 R. The term "Zoae” shall mean a sttatum of carth concaining or thoughs to contain a common accumulation of Oil and
55 Gas separately producible from any other common sccumulation of Oil and Gas.

56 Ualess the context otherwise clearly indicates, words used ia the singular faclude the plural, the word “person” includes
57 nawral and anificial persons, the plural mcludcs the singulac, and any gender includes the masculine, feminine, and neuter.

58 _ - ARTICLE 11

59 ) : EXHIBITS

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

6t " A. Exhibit “A,” shall include the following information:

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

63 (2) Restrictions, if any, as o dépths, formations, ar substances,

64 {3) Parties 1o agreemeat with addresses and celephone numbers for notice purposes,

65 (4) Percentages or fracsional interests of parties to this agreement,

66 (5) Oil and Gas Leases and/or Oil and Gas lnterests subject to this agreement,

67 (6) Burdens on production,

68 i " Focm of Lease. ‘All State and Federallvarious forms

69 X C. Bxhibit "C." Accounting Pmccdun:
70 - X D. Exhibit ”"D,” Insucance. :
71 B-Exhibir B ~Gre-Bolmeing-Agreement.
72 X B Exhibit "F,” Non-Discrimination and Certification of Non-Segeegaced Facilities. -
73 Bachilii s o .y : im0 1hr mrsmtloteg ooel, it phaed
74 il. O(h:(; : ) [«m‘nl ety anthisiitid o ot by |m:l
‘ Auricon Marhetion of Petribw Lembare i
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.1 FURM 010 - 'MODEL FORM OVERATIN'S AGREEMENT - 1969

If any provision of any’ exhnbu excepe Exhibics "E” “F* ;1) "G," is inconsistent with any provision contained in
the body of this agreement, the provisions in (he bady of thiz agreemein shall prevail.
ARTK LE HL .
INTERRESTS oOF PAlL1 IES

A. Oil and Gas Interests:

If any party owns an Oil snd Gas Intecest in the Conerace Area, that Interest shall be treated for all purposes of this
agceement and durging the term hereof as if it were cavered by the form of Oil and Gas Lease attached hereco as Exhibic “B," -
nnd the owner thereof shall be deemed to own bath royalty interes: in such lease and the intecest of the lessee thereuader.

B. Intesesis of Parties in Costs and Production:

Unless changed by other provisions, all costs and lisbiliries incurred in operations under this sgreemenc shall be bacne
and paid, and all equipmient and materials scquired i operations an the Contract Area shall be owned, by the parties as their
interests are set forth in Exhibit "A.” In the same manner, the pactics shall also owa all production of Oil and Gas from the
Contract Area subject, however, to the paymept of royalies and othe: Lurdens oa production as described heseafter.

Regardless of which party has contributed sny Oil and Gas Lease or Oil and Gas Interest on which royalty or osher
burdens may be payable and except as otherwise expressly provided in this sgreement, each parry shall pay or deliver, or
cause 1q be paid or delivered, all burdens oa its share of the production from the Contract Area up to, but not in excess of,

20% — and shall indemnify, defend and hold the other parties free from any liability therefor.
Except as otherwise expressly provndcd in this agreement, if any party has contributed hereto any Lease or Interest which is
burdened with any royalty, overriding royalty, production payment or other burden on production in excess of the amounts
stipulated above, such pacty so burdened shall assume and alone bear all such excess obligations and shall indemnify, defead
aud hold the other pacties hereto harmless from any and all claims attributable to such excess bucden. Hawever, so long as
the Drilling Uait foc the productive Zone(s) is identical with the Contract Area, each party shall pay or deliver, or cause 1o
be paid or delivered, all burdens on production from the Contract Area due under cthe terms of the Oil ‘and Gas Lease(s)

which such parcy has coatributed o this agreement, and shall indemaify, defend and hold the other parties [rce from any
liabilicy cherefor.

No party shall ever be sesponsible, on a price basis higher than the price seceived by such party, 1o any other party’s
lessor or toyalty owner, and if such other party's lessor or royalty owner should demand and receive settlement on a higher
price basis, the party contributing the affected Lease shall bear the additional royalty burden atiributable to such higher price

Nothing contained in this Arcicle I1B. shall be decmed an assignment or cross-assignment of interests covered hereby,
and in he event two or more parties contribute to this agreement jointly owned leases, the parties’ undivided interests in
said Leaseholds shall be deeined separate leasehold interests for the pusposes of this agreement.

C. Subsequently Created Interests: - »

If any parcy has contribuced hereto a Lease or laterest that is burdened with an assignment of production given as security
for ithe paymens of mooney, ot -if, after the date of -this agreemess, any party creates an overriding royalty, production
payment, net profits incerest, nss:gnmgnt of production or other burden payable out of production attributable to its working
interest hereunder, such bunlen_ shall be deemed a "Subsequently Created lnterest.” Further, if any party has contributed
biercto a Lease or Interest burdened with an overriding royalty, production payment, ner profits interest, or other burden
payable out of production created prior to the date of this sgreement, and such busden is not shown on BExhibit “A,” such
burden also shall be dcemed a Subsequently Created Interess to the exient such burden causes the burdens on such patty ‘s
I.case or Interest to exceed the amount stipulated in Asticle L.B. above.

The party whose interest is burdened with the Subsequently Created Interest (the “Burdened Party”) shall assume aad
alune bear, pay and discharge the Subsequently’ Created Interest and shail indemnify, defend and hold harmless the other
parties from and against aay liability dherefor. Purther, if the Burdened Panty fails to pay, when due, its share of expenses
churgeable hereunder, all provisions of Article VILB. shall be enforceable against the Subsequently Created Interest in the
same manner as they are enforceable agsinst the working interest of the Burdened Party. If the Burdened Party is required
under this sgreemens 1o assign or relinguish to any other party, or pariies, all or a portion of its working interese and/or the
production attributable theseso, said othes pasty, or pasties, shall receive said assignment and/or productioa free and clear of
said Subsequently Created laterest, and the Burdened Party shafl indemnify, defend and hold harmless said other party, or
pacties, from any aad all claims aad demands for payment asserted by owners of the Subsequently Creared Interest

ARTICLE 1V.
. . . TITLES
A. Tide Examinacion:

Tide examination shall be made on the Drillsite of any proposed well prior to commencement of drilling operations and,
if a majority in interest of the Drilling Pasties so request or Operator so elects, title examination shall be made on the entice
Drilling Uait, or maximum anticipated Drilling Unit, of the well. The opinion will include the ownership of the working
interest, mincrals, royaley, overriding soyalty and production payinents under the applicable Leases. Each party contributing
Leases and/or Oil and Gas Interests to be included in the Drillsite or Drilling Unit, if appropriate, shall iurmsh to Opersator
all abstracts (including federal lease siatus reports), tile opinions, title papers and cusative matecial in its possession free of
charge. All such information not in the possession of or made avaifuble to Operatar by the pacties, but necessary for the
examination of the title, shall be obtained by Operator. Operator shall cause title to be examined by attorneys on its staff or
by outside attorneys. Copies of all title -opinions shall be furnished to each Drilling Pacty. Costs incursed by Opgrator in
procuring abstracts, fees paid outside attorneys for title examination (including preliminary, supplemental, shut-] n royalty
apinions and division order title opinions) aad other direct chacges as provided in Bxhibit “C” shall be borne by Ihl:! Drilling
Parties in the propostion thac the interest of each Drilling Pacty bears to the total interest of all Drilling Paméa as such

interests appear in Bxhibit "A.” Operator shall imake no charge for secvices rendered by its staff artorneys or other e
ia the performiance of the above functions. L

Each pacty shall be responsible foc sccurmg curative matter and pooling amendinents or agreements iy ulred in
connection with Leases or Oil and Gas lncerests contributed by such pasty. Operator shall be responsible for ithe.; p‘r flaration
and recording of pooling designactions or declacations and communitization agreements as well as che condiu:t of .hearings
betore governmental agencies for the securing of spacing ot pooling orders or any other orders necessaky'o:! app!ioé:rlatc o
the conduct of operations hereunder. This shall not prevent any parcy from appeating on its own behalf n’t sudﬁ hearmgs
Costs incurced by Operator, including fees paid to outside attosneys, which are sssocisted with hearings b“?ﬂngﬁm ngntal
agencies, and which costs are necessaty and proper foc the activities contemplated under this agreémént “shill be ‘dnrect"’
churges to the joint account and shall not be covered by the adminisirative overhead charges as prbx@m“m‘,g;hakum,a

ki
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Opesator shall make no charge for i‘vsqrvices rendered by lts suaff attorneys -« uther personnel in the performance of the above
fuactions. :

No well shall be drilled oa the Contract Area until .fier.(1) the title o 1he Drillsite or Drilling Uait, if apprapriate, has
been examined as above provided, aad (2) the ticle has pecn approved by the. cxamining atcoraey or title has been accepred by
all of she Drilling Parties in such well.

1. Loss or Failure of Title: ’ '

Failure of Title: Should any Oil and Gas lntctc't ot Oil and Gas Lease L« lost through failuce of title, which results in
ceduccn of interest from that shown on Exhibit “A,” the party credited »ith contributing the affected Lease or Inteyst
(includiny, if applicable, a successor in interess 1o snch party) shall have ai. .y (90) days from final determination of title
failuce (o Nguice a new lease or other instrument curing the entirety of the 1.ce failure, which acquisition will noc by’subject
to Acticle VIY{.B,, and failing w do’so, this agreement, nevertheless, shaﬂ caitiaue in force as to ell remaining QA and Gas
Leases and latdgests; and, ?

(a) The pyty credited with ¢anmbuung the Oil and Gas Lease or latecest affected by the ritle failup€ (inchuding, if
applicuble, u succesNr in interest m‘ such party) shall bear alone the entise loss and it shall not be entitlef to recover from
Operator or the othe parties any development or operating costs which it may have previously paid offincucced, but there
shall be no additional 1Apility un its part to the other parties hereto by reason of such title failure;

(b) There shall bA no retroactive adjustment of expenses incurred or reveaues received frgfn the operation of the
Lease or Interest which ha\failed, but che interests of the patties contained on Bxhibit "A" shall be revised on an acreage
basis, 85 of the time it is dethmined finally thet citle failuse has occurred, so that the interesy/of the party whose Lease or
Interest is affected by the title fayre will thereafier be reduced in the Contract Area by the amoylle of the Lease or Interest failed;

(v) If the proportivnate ind¢rest of the other parties hereto in any producing well freviously drilled on the Contract
Area is increased by reason of the uNe failure, the party who boce the costs incurced in
to the Lease or latecest which has faifyd shall ceceive the proceeds attributable to the
bucdens attributable dhiereta) uneil ic 1)
areribucable 1o such failed Lease or Inteses

dnnection with such well attriburable

crease in such interest (less costs and
been ceimbursed for unrecovered costs faid by it in connection with such well

(d) Should any person not a ;"_ntty 0\ this sgreement, who is determipfed 1o be the owner of any Lease or Interest
which has failed, pay in any manner any part & the cost of operation, develghment, or equipmeat, such emount shall be paid
to the party or parties who bore the costs which Ye so refunded;

(e) Aay liubility to accouat to a person not X\ party to this ageeeglent for prior production of Oil and Gas which arises
by reasoun of title failure shall be bor‘_nc sevecally b\each pacty (igduding a predecessor to 8 current party) who received
production for which such accounting is required based\on the amghint of such production received, and each such party shall
severally indemnify, defend and hold harmless all other phgties héteto for any such lisbility to account;

(f) No charge shall be made to.the j joint accouns fot\lgfal expenses, fees or salaries in connection with (he defense of
the Lease or luterest claimed to have fa_niled, bus if the party£oQuribinting such Lease or Interest hereto elects to defend its title
ir shall beac all expenses in connection therewith; and

- (@) If any party is given credit on Exhibit "4/ to a Lea¢ or Interest which is limited solely to ownership of an
interese in the wellbore of any well oc'wells aud thyfproduction chésgfrom, such parey’s sbsence of interest in the remainder
of the Cootract Area shall be consulered 8 FailuceAf Title as to such ixmaining Contract Area unless that abseace of i interest
is reflected on Exhibit A"

2, Loss by Noa-Payment oc Erroneous Pyginent of Amount Due: If, thiqugh mistake or oversight, any reatal, shuc-in well -
payment, minimum royaly or royalty papfient, or other payment necessacf\ta maintain all oc o poction of an Oil and Gas
Lease oc Interest is not paid or is ecrong usly paid, and as a resulc a Lease oc Wterest terminates, there shall be no monetary
liubilicy against the pacty who failed to make such payment. Unless the pasty\who fsiled 10 make the required payment
secures a anew Lease or Incerest co uug the same interest within ninety (90) days\{rom the discovery of the failure to make
proper paymeat, which acquisitigh will ‘not be subject to Article VIILB,, the interest\of the parties reflected on Exhibic "A"

shall be revised on an acreagerbasis, effective as of the date of tesmination of the Led
who failed to make proper g

ot Interest involved, and the party
yment will no longer be credited with an interest in the Codract Area on account of awaership

ich has terminated. If the pasty who failed to make the required \Rayment shall noc have been fully
reimbursed, at the timy of the loss, from the proceeds of the sale of Oil and Gas arcributab¥e to the lost Lease or Interese,
caleulated on an acrpége basis, for the development and operating costs previously paid on acconat of such Lease or lmerest
it shall be reimbyfsed for unrecovered actual costs previously paid by it (but noct for its shace & the cost of any dry hole
previously drillpd or wells previously abandoned) from so much of the following as is necessary to efdgct reimbursement;

(a) Pgbceeds of Oil and Gas praduced prior ta termination of the Lease or Interest, less operal g expenses and lease
bucdens chfrgeable herevader to the persan who failed to make payment, previously accrued to the cred of the lost Lease ar
laterest/on an acreage basis, up to the amount of varecovered costs;

' (b} Procecds of Oil and Gas, less operating expenses and leasc burdens chargeable hereunder to the pigson who failed

ake psyment, up 1o the amount of unrecovered costs attributable to that portion of Oil and Gas theceafceNproduced and
arketed (excluding production from any wells thereafter drilled) which, in the absence of such Lease or laterest
would be attributable 1o the lost Lease or Interest on an acresge basis aad which as a result of such Lease X Interest
tecmination is credited to other parties, the proceeds of said portion of the Oil and Gas to be contributed by the otheNparties
in propoction to their respective interests reflected on Bxhibic "A"; and, 5‘

() Any maaies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, fik owger
of the Lease oc laterese lost, for the priv Je of Eanmgatms in the Contract Area or becoming 8 party to this agtecmem

of the Lease or lnterest 3

0
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3. Other Losses: All losses of Leases or Intexests comunirted to this agreement, ﬂfhﬂ*‘ﬂﬂ'ﬁmsmimh—rh}'*nidts
PLBdand JALB.2abous, shall be joint losses and shafl be horne by all parties in propoction ta their i interests L“

hown on
Exbibit "A." This shall include but not be limited to the loss of any Lease or lnterest through failure to develop 9
express or implied covenancs havc aat been pecfocmed (othcr than perlormance which requires only the payment

. because

£ money),
3,‘.;1[ be no

readjustment of incerests in the remaining portion of the Contract Acea on account of any joint loss.
ing Tide: la the eveat of a Failure of Tigle under Article IV.B.1. or a loss of mle under Articlt
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4 RTICLE V.
{ OPERATOR
A. Designation and Responsibilities of Operator:

—LLC. shall be the Operator of the Contract Area, and shall conduct
aad dicect and have full control of all operations on d ¢ Contract Area as permitted and required by, and within the limits of
this agreemenc. Ia its pecformance of services hereunder for the Non-Operators, Operator shall be aa iadependent conecactor
not subject to she coatrol <.« dicection of the Non-Op. vators’except .5 to the rype of operation ta be undertaken in sccordance
with the election procedures contaiaed in this agreenn nt. Operacor shall not be deemed, or hold itself out as, the agent of the
Non-Opetatots with authority to biud them to any ubligation or liabillty assumed or incucred by Operator as to any third
paccy. Operator shall conduct its activicies uader thi: 1greement us a reasanable prudens opesator, in a good and workmanlike
maaner, with due diligence and disparch, in accord. ¢ with good oilfield practice, and in compliance with applicable law and

cegulation, but in no event shall it have any lisbility s Operator 10 the othier parties for losses sustained or liabilities incurced
except such as may resule from gross negligence or willful misconduct.
B. Resignatioa ac Reaioval of Operator and Selection of Successor:

1. Resignasion or Remaval of Opecator: Operator may resign ac any time by giving written notice thereof to Non-Operators.
If Operator secininates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of
serving as Operatur, Operator shall be deemed to have resigned without any action by Non-Operatars, except the selection of a
successor. Opecator muy be removed only for good canse by che afficmative vote of Non-Operators owning a snajority interest
based on ownership as showa on Exhibit "A” remaining afier excluding the voting interest of Operator; such vote shalt not be
deemed effective until a written notice has been delivered 1o the Operator by a Non-Operator detailiag the alleged defaule and
Operator has failed 10 cure the defaukt within thicty (30) days from its ceceipt of the aotice o, if the default concerns an
operacion then being conducted, wichin forry-eight (48) hours of its receipt of the notice. For purposes hereof, “good canse™ shall
mcan not only gross negligence or willlul misconduct but also the material breach of or inability to meet the standards of
operation contained in Anicle V.A. or: material failure or inabiliry 10 perform its obligations under this agreement.

Subject 10 Article VILD.1, such resignation or removal shall not become effective uatil 7:00 o'clock A.M. on the ficss
day of the calendar moath following the expiration of ainety (90) days after the giving of notice of tesignation by Operator
ot activa by the Noa-Operators to temove Operator, unless 8 successoc Operator has been selected and assumes the duties of
Operator at aa easlies date. Opesator, after effective date of resignation or removal, shall be bound by the terms hereof as a
Noun-Operator. A change of 8 COFpuFate AamME Of Structurc of Operator or transfer of Operatoc’s interest o any single
subsidiary, parent or successor corporation shall not be the basis foc cemoval of Opecator.

2. Selection of Successor Operatar;: Upon the resignation o cemoval of Opecacor under sny ptovision of this agreement, a
successor Operatoc shall be selecced by the pacties. The successor Opecator shall be selected from the parties owning an
interest in the Contract Area at the time such successor Operator is selected. The successor Operator shall be selected by the
affirmative vote of two (2) or more purties owning a majority interest based on ownership as shown on Bxhibic "A";
provided, however, if an Operator which has been temoved oc is deemed to have resigned fails to vote or votes only to
succeed itself, the successar Operator shall be selected by the affiemative vote of the party or parties owning a majority
interest based on ownership as shown on Exhibit "A” remaining after excluding the voting interest of the Operator that was
semoved or sesigned. The former Operator shall promptly deliver to the successar Operator all records and data relating to
the operations coaducted by the former Operator to the exteat such records and data are not already in the possession of the

successoc operatoc. Ay case of obtaining or copying the former Operatar’s records and data shall be charged to the joint |
account. :

3. Effect of Bankrupiey: I Opcram]t becomnes insolveat, bankrupt or is placed in receivership, it shall be deemed to have
vesigaed withoue any accion by Noa-Operatars, except the selection of a successor. If a petition for relief undec the federal
bankeuptcy laws is filed by or againse Operator, and the removal of Operator is prevented by the federal bankruptcy court, all
Non-Operators and Operator shall comprise an interim operating committee to serve until Operator has elected to reject or
assume this agreement pursuant 10 the Bankrupicy Code, and an eleccion to reject shis sgreement by Operator as a debtor in
pussession, oc by a trustee in bankruptcy, shall be deemed a resignation as Operator without any action by Non-Operators,
except the selection of a successor. During the period of time ihe operating committee controls opecations, sll actions shall
require the approval of two (2) or more parties owning a majority interest based on aownership as shown on Exhibit "A.” In
the event there are only two (2) parties to this agreement, ducing the period of time the operating committee controls
operations, a third pacty acceptable to Operator, Non:Operator and the federal bankruptey court shalt be selected as a

member of the operating committee, and all actions shall requite the approval of two (2) membecs of the operating
committee without segard for their interest in the Contract Area based on Exhibit "A."
C. Bmployees and Coniractors:

The aumber of employees or cantractars used by Operator’in conducting operations hereunder, their selection, and the

bousrs of labor and the compensation for seevices performed shall be determined by Opecator, and all sach employees ot
contractoss shall be the employees or consractors of Operator.

D. Rights and Duties of Operator:

1. Competitive Rates and Use of Affiliaces: All wells drilled on the Contract Area shall be drifled on a comperitive
concrace basis ac the usual taces prevailing in the area. If i s0 desires, Operator may employ its own tools and equipment in
the drilling of wells, but its chacges therefor shall not exceed the prevailing rates in the area and the rate of sucl] charges
shull be agreed upon by the parties in writing before drilling operations are commenced, and such work shall be per(g'ii-med by
Operator under the same tesms and coaditians as are customary and usual in the area in contracts of independent c(}'ﬁtracwts
who ace doing work of a similac aature. All work pesformed or materials supplicd by affiliates or related pacties of era(or

shall be performed or supplied at competitive rates, pursuant to written agreement, and in accordance with cu’}t‘&'kns and
standards prevailing in the industry. : - 'l. lf'~|

2. Discharge of Joint Acconnt Obligations: Except as herein athecwise specifically pravided, Operator shall: preph j)'rly pay
and discharge expenses incucred in the development and operation of the Contract Area pursuant to this agygp’ﬁmgi and shall
chacge each of the pacties hereto with cheir respective proportionate shares upon the expense basis provided § E;hl

Bic “C.”
Operator shall keep an accurate secord of the joint-account heseundes, showing cxpenses incurred and ‘\cl’yn{@qs _‘éx‘t&:"}rediu
N ".:‘f". . ;' R

made and received.

3. Prutection from Liens: Operator shall pay, or cause to be psid, as and when they become due and paygb}@.‘m{f&qhms
of contractors and supplicrs and wages and salaries for services rendered or performed, and for materiafé stigplied on, ibjé;’f';ﬁf_‘
cespect uf the Contract Area or any operations for the joint account theceol, and shall keep the Cu;g_t‘mgt.-.;l'\ic.%,f&:a,.:fﬁﬂm_‘u
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liens and encu mbrances resulting i erefrom except for t se .sulting from a bona fide dispute 8s to services rendered or

materials supplied.

4. Custody of Fuads: Operator, shall hold foc the account . f it - Non-Operators any funds of the Non-Opecatars advanced
or paul to the Operator, either 1 ) the conduct of opecations le. cunder or a5 a result of the sale of production from the
Conscact Atea, and such funds sh..}} remain the funds of the No + O, erators on whose account chey are advanced or paid until
used for theic intended purpose of otheswise delivered ta the tow Operators or applied toward the payment of debts as
provided in Article VILB. Nothi.ag in this paragraph shall be conv:ru |10 establish a fiduciacy relationship between Operator -
and Non-Operators for any pws pose othec than ta account for Noa Of. catoc funds as hecein specifically provided. Nothing in

this paragraph shall require il.e mnmtcnancc by Openmt of sepsrate accounts for the funds of Non-Operatars unless the
pacties otherwise specifically : gree.
5. Access to Coatract Ai.  and Records: Operator shall, except a5 0

- wise provided herein, permit each Non-Operator
or its duly authorized rcprcscu(auve at the Non-Operatac's sale risl. .. 1 cust, full and free access at all reasonable times o

all opecations of every kind sad character being conducted for the jo™ 1. account on the Contract Area and to the records of
opecativas condncied thereon or pmducnon therefrom, including O).  .ur’s books and records relating thereto. Such access
cights shall not be exercised in a manner interfering with Operator’s condicr of an operation hereuader and shall nos obligate
Opesator to fucnish any geologic oc geophysical data of an interpretive nature unless the cost of prepasation of such
interpretive data was charged to the joiat account. Operator will fusnish to esch Non-Operator upon request copies of any
and all reports and infornativn obtained by Operator in connection with production and related items, including, wichout
limication, metec and chare reports, production purchaser statements, run tickets and moachly gauge reports, but excluding
puschase contracts and pricing information (o the exteat not spplicable to the production of the Non-Operaior seeking the

information. Any audic of Operator's secords relating to amounts expended and the nppmpnalcncss of such expenditures
shalt be conducied in sccordance with the audit protocol specified in Exhibit "C.”

6. Filing aad Fucaishing Goveromental Repocts: Operacor will file, and upon written request promptly furnish copies to
each requesting Non-Operator not ‘in defauls of its payment obligations, all operational notices, reports or spplications
required to be filed by local, State, Eedenl or Indian agencies or authorities having jurisdiction over operations hereunder
Each Non-Operator shall provide to Operator on a timely basis all information necessary to Operator to make such filings

7. Drilling and Testing Operatioas; The following pravisians shall apply to cach well drilied hereunder, including but not
limiced to che Iaitial Well: '

(a) Operator will promply s¢vcse Non-Operators of the date on which the well is spudded, or the date on which
drilling operations are commenced.

{b) Operatoc will send 10 Non-Operators such repors, test results and notices regaeding the progress of operations on the welf
as the Noa-Operatocs shalf ceasonubly request, including, but aat limited to, daily drilling reposts, completion reports, and well logs.

{c) Opeator shall adequately cest all Zanes encountered which may reasonably be expected to be cnpablc of producing
Oil and Gas in paying quantities as a; result of examination of the elecmc log or any other logs or caces or tests conducted
hereunder.

. 8. Cost Estimates. Upon request o( any Conseating Pacty, Opecator shall furnish essimates of current and cumulative costs
mmrred foc che joint account as reasonable intervals during the conduct of any operation pursuant to this agreement.
Operator shall not be held liable for errors in such estimates so long as the estimates ace made in good faith.

9. lnsucaace: Ac all times while operations are conducted heseunder, Operator shall comply with the worl;cts
compensativn law of the state where the opesations are being conducied; provided, hawever, that Opesator may be a self- '
insurer for liability under said compcnsanon laws in which eyent the oaly charge that shall be made to the } joint account shall
be as pruvndcd in Bxhibit "C.” Operator shall also carry or provide insurance for the benefit of the j joint account of the parties
as outlined in Exhibic "D" attached hereto snd made & part hereof. Operator shall require all contractors engaged in work on

or fuc cie Concract Area (o comply with the workers compensation law of the state where the operations are being conducted
and to maintain such other insurance as Operator may require. -

in the event automobile liabifity insurance is specified in said Bxhibit “D,” or subsequently receives the approval of thc
pasties, no dirett chacge shull be made by Operator for premiums paid for such insurance for Operstor's automotive
equipment.
ARTICLE VL.

PRILLING AND DEYELOPMENT
A. Taitial Well: :

On or before the ——__ day of 19
Well at the following location:

» Operator shall commence the drilling of the Initial

and shall thereafer concinue the drilling of the well with due diligence to

The drilling of the laitial Well and chc pacticip=ion therein by all pasties is obligatory, subject to Article VI.C.1. a5 fo p{‘

in Completion aperacions and Asticle VLF. a5 (v termination of operations and Article X1 as to occurrence of forcq .mgje
B. Subsequent Opesations:

", ):

). Proposed Opezations: If any party hereio bhould desire to drill any welf on the Contract Acea ather (ha ‘h-ll l!nu lWell ot
if any party should desire to Rework, Sidetrack, Deepen, Recomplete or Plug Back a dry hole or a well no ldnﬁei ble of
producing in paying quaatities in which such parey has not otherwise selinquished its interest in the proposed °PIEEM qmi -
shis agreement, che pacty desiring to drill, Rewok, Sidetrack, Deepen, Recomplete or Plug Back such a [Well shall ‘give" Widtedd™
notice of the proposed openmun to the pagtics vho have not otherwise :chnqulshcd their iaterest lJp,,,gggh‘; ‘%QﬁMI

-5



v

AAPL FORM 610 - MODEL FORM OPERATING AGR  :MENT - 1989

@ N O W e N e

O

19
20

49

under this agreement and to all other patties in the case of a pro, vsal for Sidetracking ar Deepening, specifying the wock to be

"~ pecfocmed, che focation, proposed depth, objective Zone and the « stimated cost of the operation. The parties to whom such a

autice is delivered shall have thirty (30) days after receipt of the no ice within which to notify the party proposing to do the work
whether thiey elect to participate in the cose of the proposed oper «ion. If a drilling rig is od location, notice of a proposal to
Rework, Sidetrack, Recomplete, Plug Back or Deepen may be given | y telephone and che response period shall be limited to forty-
éighc (48) hours, exclusive of Sarucday, Sunday and legal holidays.  *.re of a par.l}: w0 w.hom such notice is delivered 1o rcply'
within the pesiod sbove fixed shall constitute an eleciion by that sty not (o participate in the cost of the proposed operation.
Aay propusal by a party to conduct an opecation conflicting with t  operation initiafly proposed shall be delivered to afl paccics
within the time aad in the manner provided in Article VIBSG.

If all parties to whomn such notice is delivered elect ta participate in such o proposed operation, the parties shall be
contractually committed to passicipsie thesein provided such operations are commenced within the cime period hereafter set
forth, snd Operator shall, no later than ninety (90) days ‘after expicarion of the notice period of thirty (30) days (or as
promptly a3 practicable after the cxpisation of the fosty-eight (48) hour period when a drilling rig is on locacion, s the case
may be), actually commence the proposed operation and thereafter complete it with due diligence at the risk and expense of
the parties participating therein; provided, haowever, said commencement date may be extended upon written notice of same
by Opecator w the other parties, for a pesiod of up to thirty (30) additional days if, in the sole opinion of Operator, such
sdditional time is reasonubly necessacy to obtain pecmits from governmental authorities, sucface rights (including righes-of-
way) or appropriate drilling equipment, or to complete title examination or curative matter required for tile approval or
acceprance. If the accual operation; has not been commeaced withia the time provided (including any excension theceof as
specifically permitted herein or in the force majeure provisions of Asticle X1) and if any party hereto still desires 1o conduct
suid operatiun, written aotice propesiog same must be resubmited 10 the other pacties in accordance herewith as if aa priac
proposal had been made. Thuse parties that did not paricipate in the drilling of a well for which a proposal 1o Deepen or
Sidetcack is made hereunder shall, if such parties desice to participate in the proposed Deepening oc Sidetracking operation,

reimburse the Drilling Pacties in accordance with Asticle VLBA. in the event of a Deepening operation and in accordance
with Arcicle VLB.S. in the event of a Sidetracking operatioa.

2. Operations by Less Than All Pasties:

(3) Detecmination_of Participation. If any party to whom such notice is delivered as provided ia Article VIB.1. or
VI.C.1. (Option No. 2) clects not to;ﬁpanicipa(c in the proposed opecation, then, in order to be enticled to the benefits of this
Article, the purty or parties giving the notice and such other parties as shall elect 1o pasticipate in the operation shall, no
lucec than ninety (90) duys afrer the ,expirngion of the natice period of thi'rly (30) days (or as prompely as practicable after the
expiration of the forry-cight (48) hous period when a drilling rig is on location, as the case may be) actually commence the
propused operation and complete it with due diligence. Operator shall perform all work for the account of the Conseating
Parsties; provided, however, if no drilling rig or other equipment is on location, and if Operator is a Non-Consenting Parry,
the Conseating Parties sholl either: (i) request Operator ta perform the work required by such proposed operacion for the
account of the Consenting Pacties, oc (ii) designate one of the Consenting Parties as Operator to perform such work. The
tights and duties granted to and imposed upon the Operator undet this agreement are graated to and impased upaa the party
designated as Opesacor fur an operation in which the original Operator is 8 Non-Consenting Party. Consenting Parties, when
conducting operatioas on the Contract Area pursuant to this Arvicle VLB.2,, shall comply with all terms and conditions of this
agreement. ’ ' .

If less thaa all parties apprave any proposed operation, the proposing pacty, immediately after the expiration of the
applicable notice period, shall advise all Pacties of the total interest of the pacties approving such operstion and its
recommendation as to whether the Consenting Parties should proceed with the operation as proposed. Bach Consenting Pacty,
within forty-eight (48) houcs (exclusive of Saturday, Sunday and legal holidays) afier delivery of such notice, shall advise the
proposing party of its desite 1o (i) limit parsicipation to such party's interest as shown on Exhibit "A” or (ii) carry only its
proportionace pact (detecinined by dividing such party's interest in the Contract Acea by the interests of alt Coasenting Parties in
the Contrace Arca) of Non-Consenting Parties® laterests, or (iti) cacry its proportionace part (determined as provided in (ii)) of
Non-Conseating Parties’ interests together with all or a portion of its proportionate part of any Non-Consenting Pasties’
interests that any Consenting Party did noc elect to take. Any intesest of Non-Consenting Parties that is not carried by a
Cuoasenting Pacty shall be deemed ta be carried by the party proposing the opecation if such pacty does not withdraw its
proposal. Failure to advise the propasing pacty within the time required shall be deemed an election under (i) . In the event a
drilling rig is.on location, notice may be given by telephone, end the time permitted for such a respanse shall not exceed 2
tosal of foscy-eight (48) houss (cxclusi;ve of Saturday, Sunday and legal holidays). The proposing party, at its election, may
withdraw such proposal if there is less shan 100% participation and shall notify all parties of such decision within ten (10)
days, or within twenty-four (24) houcs.if a drilling rig is on location, following expiration of the applicable response period.
If 100% subscription to the proposed operation is obrained, the proposing party shall promptly notify the Consenting Pacties
of their proportionate interests in the operation and the party serving as Operacor shall commence such operation within the
period provided in Asticle VLB.1,, subject to the same extension right as provided therein.

(b) Relinquishment of lnterest for Non-Pasticipation. The entire cost and risk of conducting such operations shall be
borne by the Consenting Pasties in the proportions they have elected to bear same under the terms of the preceding
parageaph. Consenting Parties shall keep the leaschold estates iavolved in such operations free and clear of all liens and
encumbrances of every kind created by or arising from the operations of the Consenting Pasties. If such an operatigp results
in a dry hole, then subject to Articles VLB.6. and VLE3., the Consenting Parties shall plug and sbandon the well agd restore
the sucface Jocation ac theic sole cost, risk and expease; provided, however, that those Non-Consenting Pa:r_fx‘ies that
pacticipated in the drilling, Deepening or Sidesracking of the well shall remain liable for, and shall pay, their proéﬁﬁionue
shares of the cost of plugging and abandaning the well and restoring the sucface location insofar only as thase costyii ere not
increased by the subsequent operations of the Consenting Parties. 1f any well drilled, Reworked, Sidetracked, [icépened,
Recompleted or Plugged Back under the provisions of this Article results in a well capable of producing Oil and/d ‘J.Gas in
paying quantities, the Consenting Pacties shall Complete and equip the well to produce a¢ their sole cost E“d 'é_is,:{," ‘;i'.:pd the
well shall then be wroed over 1o Operator (if the Qpc:agor did not conduct the operation) snd shall be oﬁgin’ie by ivat the
expense and for the account of the Consenting Pacties. Upoa commencement of operatioas for the 4&!“ T _{Iq&q}king,
Sidetracking, Recompleting, Deepening or Plugging Back of any such well by Consenting Parties in ncgg@gné_’éj fﬁik‘h the
provisions of this Acticle, each Nou-Consenting Party shall be deemned 1o have relinquished to Consegz‘iné;:ggj
Consenting Pasties shall own and be entitled to receive, in proportion to their sespective in(crcg

g Rkt ne
s, 'all>af Suclk ‘Nod7]
Consentiag Party’s interest in the well and share of production therefrom or, in the case of a Re 951‘|9§w§‘4mwl;,mw;
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Dccpe.nina. Recompleting or Plugging !, or a Completivi purst .uvl (0. Artic'le VIC1. Optifm N?. 2, all of;such Non- -
Consenting Parey's interest in the prod:  n obiained from tae opera-ion in which the Non-Consenting Party did not elect
o participate. Such selinquishiment s se effective vadil tle proceed . of the sale of such fhafe, calculaced ac the' well, or
market value thereof if such shace is auc sold (afrer deducting appli'cub.h ad valorem, production, severance, snd excise W’ECS.
royalty, ovecciding toyalty and othes it cerests not exce;?te‘d by Acticle l-‘F-C payable out of or measu.red by the production
from such well accruing with respect ¢ such {nterest }mﬂl it severts), shali equal the total of the follow.mg: ‘

(i) o6 of each swt. Nun—Conscnung' l'.-.\cty's shate of the cost of any newly acquired surfm.:e equipmeat
beyond the wellhead connections (: «luding but not limited to stock tants, sepaxal?rs, treaters, pumping ec!uipm?m ?“d
piping). plus 10096 of each such I »n-Consenting Party's fhare of t‘he co?"l of opeu.non of the well commencing with first
production and continuing uatil < ach such Non-Conse.ting Parey's relin nished interest shall ceverc to it under other
provisions of this Asticle, ic beiag agreed chat each Noo-Coaseating Pacty’t -hare of such costs and equipment will be that
interest which would have been cl:;rgcnble ta such Non-Consenting Pasty hau it participated in the well from the beginning
of the operations; and . )

(i) % of (») that portion of the costs and expenses of drilling, Reworking, Siderrackiag, Decpening,
Plugging Back, testing, Comph- .g.“:md Recowmpleting, after t.!educting any .ush contributions received under Acticte VIILC,
and of (b} that portinn of the . st of newly acquired equipment in the well (10 and including the wellhead connections),
which would have beea chargesbl 10 such Non-Consenting Parsy if it had pasticipated checein.

Nacwithstanding anything w: the contrary in this Acticle VLB, if the well does not reach the deepest objective Zone
described in the notice proposing the well for reasons othes than the encountering of granite or pracrically impenetrable
substance or uther condition in the l{ple rendering further operavions impracticable, Operator shall give notice thereof ta cach
Non-Consenting Party who subnnitigd or voted for an alternative proposal under Article VIB.6. to deill the well to o
stiallower Zone than the deepest objective Zone proposed in the notice under which the well was drilled, and each such Non-
Conseacing Pacty shall huve the optEQn to participace in the initial proposed Completion of the well by paying its share of the
cost of drilling the well to ity actudl depth, calculated in the manner provided in Asticle V1L.B.A4. (a). If any such Non-
Consensing Party does not elect to participate in the first Completion proposed for such well, the relinguishmeac provisions
of this Article VI.B.2. (b) shall apply to such parsy's interest, ‘

() Rewdrkin_g‘_gccomplexinl ‘or_Plugging Back. Ao clection not to pacticipate in che drilling, Sidetracking or
Deepening of a well shall be deemed an election not to participate in any Reworking or Plugging Back opersation proposed in
such a well, or poctioa thereof, o which the initial non-conseat election applied that is conducted ar any time' prior o fulf
recavery by the Conseating Pacties i-i_of the Non-Coasenting Party’s recoupment amount. Similarly, an election not ta
pacticipate in the Completing or Recompleting of a well shall be deemed an election not to participate in aay Reworking
operation propased in such s well, o ‘possion thereof, 1o which the initial non-consent election applied that is conducted ac
any time prior to full recovery by the Conseoting Parties of the Non-Consenting Party’s recoupment amount. Any such
Reworking, Recompleting or Plugging Back operation conducted during the cecoupment peciod shall be deemed part of the
cost of operation of said well and thece shall be added to the sums 10 be reconped by the Consenting Parties . % of
that pottion of the costs of the Reworking, Recompleting or Plugging Back operation which would have been chargesbie to
such Non-Consenting Party had i participated sherein. If such a Reworking, Recompleting or Plugging Back opcratioﬁ is

proposed during such recoupment peti@qi, the provisions of this Acticle VLB, shall be applicable as between said Consenting
Parties in said well. ' .

(d) Recoupment Matcers. During ‘éthe period of time Consenting Parties are entitled 10 receive Non-Consenting Party's
share of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of all ad valorem,
production, severance, excise, gathering and other taxes, and all coyalty, averriding royalty and other burdens applicable to
Non-Consenting Party's share of production not excepted by Acticle 111L.C.

In the case of any Reworking, Sidetracking, Plugging Back, Recompleting or Deepening operation, the Coansenting
Pacties shall be permiteed (o use, free of cost, all casing, twbing and other equipment in the well, but the ownership of all
such equipmeat shall remain unchanged; and upon abandonment of a well afcer such Reworking, Sidetracking, Plugging Back,
Recompleting or Deepening, the Consenting Parties shall accouat for all such equipment to the owners thereof, with each
party receiving its proportionate part in kind or in value, less cost of salvage. ‘

Within ainety (90) duys afier the ¢omple&iun of soy opemtjon under this Asticle, the party conducting the.op‘crations
for the Cousenting Paries shall furnish ecach Non-Consenting Party with an iaveatory of the equipment in and connected 1o
the well, and an itemized siatement of the cost of drilling, Sidetracking, Deepening, Plugging Back, testing, Completing,
Recompleting, and equipping the well for production; or, at its option, the operating party, in lien of an jtemized statement
ol such costs of operation, inay submit a ;dctailed statement of monthly billings. Each moath theceafrer, during the time the
Consenting Pacties sce being reimbusrsed as provided above, the party conducting the operations for the Consenting Parties
shull furnish the Non-Consenting Parcties with an itemized statement of all costs and liabilitles incurred in the operation of
the well, together with a statemeant of the quantity of Oil and Gas praduced from it and the amount of proceeds realized from
the sale of the well's working inserest production ducing the preceding moath. In determining the quantity of Oil and Gas
praduced ducing any month, Conseating Pacties shall use indusuy accepted methods such as but not limited ta metering or
periodic well tests. Aay amount realized from the sale or other disposition of equipment newly acquired in connection with
any such operation which would have been owned by a Non-Consenting Party had it participated therein shall be credited
sgainst the total uareturned costs of the work done and of the equipment purchased in determining when the iaseredf'of such

Non-Consenting Party shall revest so is as above provided; and if there is a credic balance, it shall be paid to sjifh Non-
Consenting Party. : v

‘ ¥
. . ol -
recover from a Non-Consending Party's relinquished interest che amounts| Ergvided
for above, the relinquished interests of such Noa-Coanseasiag Pacty shall automatically severt o it as of 7:00 a.m.

4 pithe day
following 1he day on which such recoupment occurs, aad, fram aad after such reversion, such Non-Consenting '3‘t shali
owa the same interest in such well, the material and equipment in or pertsining thereto, and the production th ,'\' fom as
such Noa-Consenting Party would have been entitled o had it participated in che drilling, Sidetrackifg:iR: dbrking,
Deepening, Recampleting or Plugging Back of said well. Thereafies, such Non-Consenting Party shall be: ch }Eci vith and
shall pay is propoctionate pace of the further costs-of the operation of said wcll in accordance wit &hé .,l'qrm,‘s_sl__. this

If and when the Consenting Parties

1

agreement and Exhibit “C" attached hereto. R ,?T’. s

3. Stand-By Costs: When a well which has been drilled or Deepened has teached its sutharized ch‘!}.i.“fl'Eﬂiﬁ (0 \ave
been completed and the results thereof furnished to the parties, or when operations on thé weli‘}hdyéﬁ‘éf.:‘?:"?:l{émlié""
tecminated pursuant w0 Acicle VLE, stand-by costs incucred pending tesponse to s party’s notice p a'g';gmégu, q‘&&i ingw

t \
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Sidetracking, Deepening, Recompleting, Plugging Back or Ci-mpleting opecation ia such a well (including the peciod required
under Article VLB.6. 10 resolve competing proposals) sh.dl be charged snd borae as pact of the drilling or Deepening
operation just completed. Stand-by, costs subsequent to all parties responding, oc expiration of the response time permitted,
whichever first occucs, and prior 10 agreement as to the p.uuclpacmg lnterests of all Consenting Parties pussuant to the terms
of the second grammatical pacagraph of Article VLB.2. (a) shalt be charged t0 and borne as part of the proposed operation,
but if the proposal is subsequeatly withdrawn because of insufficient participation, such stand-by costs shall be allocated
between the Consenting Pactics in the proportion each Conscnting Party's interest as showa on Exhibic A" bears to the total -
interest as shown on Exhibic “A" of all Consenting Parties.

fn the event that natice for a Sidetracking operacion is given while th. drilling rig to be utilized is on location, any pany
may request and receive up to five (3) additional days alcer expiration oi the forty-cight hour response period specified in

Acticle VLD.L within which w0 tespoml by paying for sl stand-by costs and other costs incurred during such extended
respaase period; Operator may rcqmre such party to pay the estimated stund-by time in advance ss a condition to exteading
the response peclod. If more than one party elects to take such additional time to respond 1o the notice, standby costs shall be
allocated between the parsties taking additional time to respond on a day-to-day basis in the proportion each electing parey’s
iaterese as shown on Bxhibit "A” bears to the total interest as shown on Exhibit "A” of all the electing parties.

4. Decpeniag: If less than all the parties elect to participate in a drilling, Sidetracking, or Deepening operation proposed
pursuaac to Acticle VEB.1,, the intetest relinquished by the Non-Consenting Pactics ta the Consencing Pacties uader Article
VLB.2. shall celate oaly and be limited to the lesser of (i) the total depth actually drilled oc (ji) the objective depth or Zone
of which the parcies were given notice under Acticle VLB.1. (“Initial Objective™). Such well shall not be Deepened beyond the
Initinl Objective without first complying with this Acticle to afford the Non-Consenting Parties the opportunity to participate
in the Deepening operation.

o the event any Consenting Pmy desires to drill or Dcepen s Non-Consent Well to a depth below the Initial Objective,
such party shall give notice thereof, complying with the requirements of Acticle VLB.1, to all pacties. (including Non-
Consenting Parties). Thereupon, Amcles V1.B.1, and 2. shall apply and all parties receiving such notice shall have the right to
pasticipate or not participate in the Deepemng of such well pursuant 10 said Acticles VI.B.1. and 2. If s Deepening operation
is approved pursvant to such provisions, and if any Non-Conseatiag Party elects ta pacticipase in the Deepening operation
such Non-Consenting party shall pay or make reimbursement (as the case may be) of the following costs and expenses:

(u) If the peaposal to Deepen is made prioc to the Completion of such well as a well capable of producing in paying
quancities, such Noa-Coasensing Pauy shall pay (or ceimbucse Consenting Pacties for, as the case may be) thas share of costs
and expeoses incurred in conaecsioniwith the drilling of sald well from the surface to the Initial Objective which Non-
Coonseating Party would have paid had such Non-Consenting Pasty sgreed to parcicipate therein, plus the Non-Coasedting
Party's share of the cost of Dccpcmng and of pacticipating in any further operations on the well in accordance with the ather
pravisioas of this Ageeement; provided, howeves, all costs for testing and Completion or sttempted Completion of the well
incurred by Consenting Parties prior 10 the pomt of actual operations to Deepen beyond the Initial Objective shall be for the
sole account of Consenting Parties. -

(b) If the proposal is made for a:Non-Consent Well that has bcen previously Completed as a well capable of producing
in paying quaatities, but is ao longer capable of producing in paying quantities, such Non- -Consenting Party shall pay (or
teimburse Consenting Parties for, as the case may be) iss propostionate share of all costs of drilling, Completing, and
equipping said well from the sucface to the Initial Objective, calculated in the manner provided in paragraph (a) above, less
those costs recouped by the Consennng Parties from the sale of production from the well. The Non-Consenting Party shall
also pay its proportionate share of all costs of re-entering said well. The Noa- -Consenting Pacties’ propomonate part {based
on the percentage of such well Non-Consenting Party would have owned had it previously participated in such Non-Consent
Well) of the costs of sulvable materials and equipmeat remaining in the hole and salvable surface equipment used in
connection with such well shall be determined in accordance with Exhibic "C.” If the Consenting Parties have recouped the
cost of drilling, Completing, and cquipping the well ac the time such Deepening operation is conducted, thea a Non-
Coaseating Pacty may pacricipate in the Deepening of the well with no payment for cosis incurred prior o re- eatering the
well for Deepening.

The foregoing shall not Amply 8 nght of any Consennng Party 10 propose any Deepening for 8 Nan-Consent Well prior
ta the deilling of such well to its Initial Objective without the consent of the other Consenting Parties as provided in Article
VILF.

5. Sidetracking: Any parny having the right to participate in a proposed Sidetracking operation that does not own an
interest in the affected wellbore at the time of the notice shall; upoa electing to participate, tender to the wellbore owaers its -
proportionate share (cqual to its intecest in the Sndemckmg operation) of the valuc of that portian of the existing wellbore
to be utilized as follows; .

(a) Uf the proposal is for Sldctruckmg an existing dry hole, reimbursement shall be on the basis of the actual costs
incurred in the initial drilling of the well down to the depth at which the Sidetracking aperation is initiated

(by If the proposal is for Sidetracking a well which has previously produced, reimbursement shall be on the basis of
such party’s proportionate share of dnlhng and equippiag costs incucced in the initial drilling of the well down 10 the depth
at which the Sidetracking operation is conducted, calculated in the manner described in Acticle VI, B.4(b) above. Such party's
proportionate shace of the cost of the well's salvable matecials sad equipment down ta the depth at which the Sidetracking
operation is initiated shall be derermined in accordance wich the provisions of Exhibic "C." i

6. Order of Prefeceace of Operations. Except as otherwise specifically provided in this agreement, if any party désu‘es to
propose the conduct of aa aperation that'coaflices with a proposal that has been made by a party under this Amclg"'Vl such
pacey shull have fifteen (13) days from delivery of the iaitial proposal, in the case of a proposal to drill 2 well or tO’ grfocm
an opecativn on a well whece no drilling rig Is on location, or tweaty-four (24) hours, exclusive of Saturday, Sunday ’and legal
holidays, from’ delivery of the initial proposal, if a drilling tig is on location for the well on which such opcranq i
conducted, to deliver to all parties entitled to participate in the’ proposed operation such party’s ahernative -pr pql such

is to be

!
alicrnate proposal 10 contain the same information required to be included in the initial proposal. Each paccy’i reci ldg such
proposals shall elect by delivery of notice t0 Operator within five (5) days sfter expiration of the proposal pdnod

of ‘within
twenty-fous (24) bouss (exclusive of Satusday, Sunday and legal holidays) if a drilling rig is on location fm( the ellﬁxhht)ls the

subjece of the proposals, to participste in one of the competing proposals. Any party not electing within . thc mﬂ‘e rcquued
shall be deemed not 1o have voted. The proposal receiving the vote of parties owning the largest aggga&ﬁghgﬂ mge

interest of the parties voiing shalf have pnomy over all other competing proposals; in the cakE of* a*'tlé- vote,” die
[ TR RN AP TRRT TP PR Aln.lln b
ey detmistrn ol by il i
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inirial proposal shall prevail. Oy atur shall deliver notice of such resuls . all parties entitled to participate in the operation

within five (5) days after expit.ion of the election period (or within twenty-four (24) hours, exclusive of Saturday, Sunday

aad legal hotidays, if a drilling ©:18 is on location). Lach party shall then hay ¢ two (2) days {or twenty-four (24) hours if a rig
is on location) from reccipt of wch notice 1o elecs by delivery of notice ¢+ Operator 10 participate in such operation or 10
relinquish intesest in the affecee d well pursuant to il.e provisions of Asticle \'L.B.2,; failure by a party to deliver notice within
such peciod shall be deemed an election not to pacticipate in the prevailing .pmposal. ‘

7. Conformity to Spucing P .ttets. Notwithstanding the provisions of this aAsticle VI.B.Z.,:it is agreed that no wells shall be
pmposed ta be dcilted to o5 onjplcscd in or produced from a Zone from which a well located elsewhere on ‘the Contract
Area is producing, ualess st well conforms to the then-existing well spacing pauern for such Zone. i

8. Paying Wells, No | shall conduct sny Reworking, Deepening, Piogging Back, Completion, Recompletion, o
Sidetracking operation under this lagreement with respect to any well d\en' capable of producing in paying quantities except
with the consent of alf parties that have not relinquished intecests in the well at che time of such operatioa.

C. Completion of Wells; Reworking and Plugging Back: . )
" 1. Completion; Without the consent of all parties, no well shall be drilled, Decpened or Sidetracked, except any well

drilled, Deepened ot Sidetracked pursuant to the provisions of Asticle VEB.2. of this agrecment. Consent to the drilling,
Deepening or Sidetracking shall include:

0 . ‘ : fos—the_dsillingD . Sidessathing—testing—Compiets A

[J Opiion No. 2: All necessary expenditures for the drilling, Deepening or Sidetracking and testing of the well. When
such well has reached its éuthorizcd depth, and all logs, cores and dther tests have been completed, and the resuls
theceof furnished ta the parties, Operator shall give immediace notice to the Non-Operators having the right to
posticipate in s Completion attempt whether or not Operator. recommends attempting to Complete the well,
together with Opersator’s AFE for Completion costs if noc previously provided. The parties receiving such notice
shall bave forty-cighi (48) hours (exclusive of Satueday, Sunday and legal holidays) in which ta elect by delivery of
autice to Operator o pasticipate in o recommended Complecion attempt ot (0 make a Complerion proposal with an
accompaaying AFE. Operatac shall deliver any such Completion propasal, or any Completion propossl conflicting
with Operatoc’s proposal, to the othec parties eatided to participate in such Completion in accordance with the
proceduces specified in Asticle VL.B.G. Blection to participate in a Completion attempt shall include consent to all
uecessary expendituses for ‘the Complesing and equipping of such well, including necessary tankage and/or sucface
facilities but exchuling any stimulation operation not contained on the Completion AFE. Failure of any panty
receiving such notice 1o reply within the period above fixed shall coastitute an election by that party not to
participate in the cost of the Completion avtempt; pravided, that Agsicle VIBG. shall control in the case of
conllicting Completion proposals. If one or more, bue less than all of the parties, elect to attempt a Completion, the
provisions of Acticle VI.B.2. hereof (the phrase "Reworking, Sidetracking, Deepening, Recompleting or Plugging
Back” as contained in Article VILB.2. shall be decmed to’includc “Completing”) shall apply to the operations

i thereafter conducted by less than all pacties; provided, however, that Acticle VI.B.2 shall apply separately to each
‘ sepacate Complecion or Recompletion attempt undestaken hereunder, and an election to become a Non-Consenting
Pacty as t0 one Completion or Recompletion anempt shall not prevent a pacty from becoming a Consenting Party
in subsequent Completion or Recompletion attempts cegardless whecher the Consenting Parties as to earlier
Completions oc Recompletions have secouped their costs pursuant to Article VIB.2,; provided further, that any
recoupment of costs by a Consenting Party shall be made solely from the production attributable (o the Zone in
which the Completion attempt is made. Election by a previous Non-Conseating Pacty to pacticipate in a subsequent
Campletion or Recompletion attempt shall require such parey to pay its proportionate share of the cost of salvable
materials and equipment installed in the well pursuant 10 the previous Completion or Recompletion attempt,

insofac and oaly iasolac as suchi materials aad equipment beaefic the Zone in which such party participates in a
Completion attempt.

2. Rewuork, Recomplete oc Plug Dack: No well shall be Reworked, Recompleted or Plugged Back except a well Rewocked,
Recompleted, or Plugged Back pussuans to the provisions of Article VLB.2. of this agreement. Consent to the Reworking,
Recompleting or Plagging Back of » well shall include all .necessary expendituces in conducting such operations and

Completing and equipping of said well, including necessary tanksge and/or sucface facilities.
D: Ocher Operations: '

Operator shall not undectake any single projecs reasonably estimated to require an expenditure in excess of

Twenty Five Thousand Dollars (§ 23,000.00 ) except in connection with the
drilling, Sidetracking, Reworking, Deepening, Completing, Recompleting or Plugging Back of a well that has been previously
authaorized by or pursuant tv this agreement; provided, however, thar, In case of explosion, fire, flood or other sudden
cemecgeacy, whether of the same or diffeceat nause, Operator may take such steps and incur such expeases as in its opinion
are required (o deal wich the emergency to safeguard life and property but Operator, as promptly as possible, shall repost the
emergency 1o the other parsies. If Operator prepares an AFE for its own use, Operator shall fucnish any Non-Operator so

requesting an inforinativn copy thereof for any single project costing i excess of _Twenty Five Thousand Dollars
(¢ 25,000.00 ). Any pacry who has nor relinquished its interest in a well shall have the right to propose that
Operatar pecform cepaic work or undertake the installation of arcificial lifs equipment or ancillary production facilitiéiysuch as
sale water disposal wells oc to coaduct additional work with respect to o well drilled hereunder or other similar prli_,'ij"cct (but
nat including che inscallation of gatheriag lines or other transportation or marketing facilities, the installation of wfifi‘ch shail
be governed by separate agreement between the pasties) reasonably cstimated to require sn expenditure in excé s of the
amount first see forth above in this Assicle VED. (except in connection with an operation required ta be pmpdété: under
Acticles VILB.1. or VLC.L. Option No. 2, which shall be governed.exclusively by those Asticles). Operator shall d’ ¥

liver such
proposal 16 oll parties entitled to participate thercin. If within thirty (30) days thereof Qperator secures the writtfig-%onsem
of aay party or parties owning at least % of the interests of the parcies eatitled to participate iq.i&{éh.&;‘iéyazian,
each pacty having the right to participace in such project shall be baund by the tesms of such proposal a Jshbl ‘b' "t")b;ligued
to pay its propoctionate shace of the costs of the proposed project as il it had consented to such project st "23’ }ti it

of the proposal. : N 2 e
E. Abandonment of Wells: _ YT e

. 1. Abandonment of Dry Holes: Except for ary well drilled or Deepened pursuant to Acticle Vl.Bf '

-y £ X
s

Sy well"which Ty’
been drilled or Deepened under the terms of this agreemeat and is propased to be compieted as a drymﬂgdfsmu.m}:j}h
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p‘(lgged and sbandoned without the consent of all parties. should Operatm:, after diligent effors, be unable to c.:ontact any
pacty, oc should any party fail 1o reply within forcy-cight (463 hours {exclusive of Saturday, Sunday and legal holidays) afrec
delivery of notice of the psoposal to plug and abandon sucl. well, such party shall be decme.d to have conseated ta the
proposed abandonmenc. All such wells shall be plugged and al.undoned in accordance with applicable regulations and at the
cost, tisk and expense of the parties who participated in the cost’ of drilling o Deepening such well. Any party who objects to
plugging and abandoning’ such well by aatice delivered to Operator within forcy-cight (48) hours (exclusive of Sarurday,
Sunday sad legal holidays) after delivesy of notice of the proposed .plngging shnll. take over the wc.ll as of ﬂ:lc end of such -
forey-eight (48) hour notice period and conduct further operations in search of Oil and/or Gas subject to the provisions of
Acticle VLB.; failure of such pasty to provide proof reasonably satistactacy to Opecator of its financial capability to conduct
such opesations ot (o take over the well within such peciod or (hereafter to canduct operations on such well or plug and
abaadon such well shalt entitle Operator to retain or take posses: ion of the well and plug and sbandon the well. The pagey
taking over the well shall indemnify Operssos (if Operator s an +tundoning party) and the other sbandoning parties agalnst
liability for any further operations conducted on such well except far the costs of plugging and sbandoning the well and
cestoring the surface, for which the abandoning parties shall remain proportionarely liable. ,

2. Abandonment of Wells That Have Psoduced: Except for any well in which a Non-Consent operation has been
conducted hergunder for which the Coasenting Parties have not been fully seimbursed as herein provided, any well which has
been completed as a producer shall not be plugged and abandoned without the consenc of all parties. If all parties consent 10
such abandonment, the well shall be plugged and abandoned in accordance with applicable regulations and at che cost, risk
and expense of all the parties herero. Failure of a pacty 1o reply within sixty (60) days of delivery of natice of proposed
abandonment shall be deesned en clection to consent to the proposal. i, within sixty (60) days afier delivery of notice of the
pmposéd abandonment of any well, all pactics do not ageee o the sbandonment of such well, those wishing to continue its
operation from the Zone then open 10 production shall be obligated to take aver the well as of the expiration of the
applicable notice period and shall indemnify Operator (if Operator is an abandoning party) and the other abandoning parties
against liability for any further operations on the well conducted by such parties. Failure of such party or parties ta praovide
proof teasonably sacisfactory to Operator of theic financial capability to conduct such operasions or to take over the well

within the required peciod or theceafter to conduct aperations on such well shall eatitle Operator to setain or take possession
of such well and plug and abandon the well.

Parties taking over a well as provided herein shall tender to each of the other pasties its proportionate share of the value of
the well's salvable matesial and equipment, determined in accordance with the provisions of Exhibit “C,” less the estimated cost
of salvaging and the estimated cos of plugging and abandoning snd restaring the surface; provided, however, that in the event
the estimated plugging and abandoning and susface restoration costs and the estimated cost of salvaging are highec thaa the
value of the well's salvable material and equipment, each of the sbandoning partics shall 1ender 10 the parties continuing
opesations their proportionate shares:of the estimated excess cost. Each abandoning party shall assign to the non-abandoning
parties, without warranty, exptess or implied, as to title or as 1o quantity, oc fitness for use of the equipment and material, ali
of its incerest in the wellbore of the well and related equipment, togethier with its interest in the Leasehold insofar and only
insofar as such Leasehald cavers the right to obtain production from thas wellbore in the Zone then open ro production. If the

intecest of the sbandoning pacty is or includes an Oil and Gas Interest, such party shall execute and deliver to the non-

abandoning party or parties an oil and gas lease, limited to the wellbore and the Zone then open o production, for a term of
one (1) year and so long thereafter as Oil and/or Gas is produced from the Zoae cavered thereby, such lease to be on the form
actached as Exhibic "B.” The sssignments or leases 3o limited shall encompass the Drilling Unit upon which the well is located.
The payments by, and the assignments or leases to, che assignees shall be in a ratio based upon the relatioaship of their
respective percentage of pagsicipation in the Contract Area to the aggregate of the percentages of participation in the Contract
Area of all assignees. There shall be no readjustment of interests in the remaining portions of the Contract Area.

Thereafter, abandoning parties shall have no fusiher responsibility, liability, or interest in the operation of or production
from the well in the Zone thea opea ather thaa the royalties cetnined in any lease made under the terms of this Article. Upoa
request, Operator shall continue 10 operate the assigned well for the account of the non-sbandoning parties at the rates and
charges contemplated by this agreement, plus sny additional cost and charges which may arise as the result of the separate
ownership of the assigned well. Upon propoesed abandonment of the producing Zone assigned or leased, the assigno} or lessor

shall then have che option to cepucchase its prior intesest in the well (using the same valuation formula) and pacticipate in
further operations therein subject 10 the provisions hereof.

3. Abnndo_mnem of Non-Consent Qpcralions: The -provisivns of Ariicle VLE.). or VLE.2. above shall be applicable as
beiween Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles: provided,
however, no well shall be permanently plugged and abandoned unless and vatil all parties having the right to conduct further
operations therein have been noified of the proposed abandonment and afforded the opportunity ta elect to take over the well
in accordaace with the provisions of this Acticle VLE,; and provided fusther, that Non-Consenting Parties who owa an incecest

in a poction of the well shall pay (hc& propoctionate shares af abandonment and sucface restoration costs for such well as
provided in Acticle VLB.2.(b).

F. Termination of Operatioas:

Upoa the commencement of an operation for the drilling, Reworking, Sidetracking, Plugging Back, Deepening, testing,
Complction of plugging of a well, including but not limited to the Initial Well, such operation shall not be terminated without
consent of parties bearing % of che costs of such operation; provided, however, thar in the eveat granite!"br other
practically impencteable substance or condition In the hole is encountered which renders further operations irr;x"Practical,

Operator may discontinue opesations and give notice of such condition in the manner provided in Acricle Vl.B.l;',!;and the
provisions of Acticle VI.B. or VLE. shall theseafter apply to such opesation, as appropriate. Lk

G. Taking Production in Kind: - ' L' "
B~ Qption No. 1: Gas Balancing Agreement Acached ’ . : 4
Each™parershall take in kind or separately dispose of its proportionate share of all Qil and Gas pmc!ucch‘i e
Contrace Acca, cxclusive™ 3

aduction which may be used in development and producing operation
freating Oil and Gas for macketing putPomes-agd production unavoidably lost. An -

b1 kind or separate disposition by any party“of its proportieage sha
sarty taking its share of production in kind shg
[Ipecatoc’s surface facilities which jcuses

Each pant

ard 10 préparing an
penditure incurred ing ilyd‘.\takin
g-of The production shall be borde by ,?sucl_\ pacty. An

gl

gquited (0 pay~fes_Qnly its propartionate shemf;Qf’ shch
_ Ve, |
te such division orders and contracts as may be nccessary for the '" i inérist if |
. hady 2T TS
Gn frow the Conteact Arca, and, except as provided in Asticle VILB., shall be encitled. qo, teceive pAYY
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-y hasesshessaffocitsshy - .af all peaduction
y party fau), to make lbc agcanges g5 neces:.ary 1o take in kind or separately dispose of its proportiona
share of the Oil pe aduced from the Contea: Area, Ope cator shall have the right, subject to the revocation at il by
the parry owsigy it, bus aot the obligatio. , to purchas.: such Oil or sell It ta ochers at any time and fgp
timne, for the acdugt of the aon-taki. - party. Any such purchase or sale by Operator may b
Operator upaa =t leastNen (10) days - tten notice 10 1he owner of said production and shall b
the right of the owaer of praduce: 2 upon at feast 1en (10) days written notice to Opefatar to execcise at any
“time its right .0 take in kind, desey: sely dispose of, i shate of all Oil nat previguly delivered to's purchaser.
Any purchase o sale by Ope: o= %y other party’s sha. ¢ of il shall be only fa
as are consistent with the ... s of the industry wnder the parti
periad in excess of one (1) yeu .
Any such sale by Operator shall L in a matagr commeccially
shall have 1. duiy to shace any exisiing watket ongo obtaj

time to
erminated by
subject always to

such reasonable periods of time
cicenmstances, but in no event for a

dsonable under the circumstances but Operator

a price equal to that received under any existing
marker. The sale or delivery by Opci.tor of a non-taking pacey's share of Oil under the terms of any existing

coniract of Operator shall not give the non-taking pasf any hugerest in or make the non-taking party a party to said
contract. No purchase shall be made by Operagaf” without firse piging the non-taking party at least ten (10) days
written notice of such intended purchase agdfhe price to be paid or the pricing basis to be used.

All pasties shall give timely writtgw’notice to Operator of their Gas ngsketing arrangements for the following
month, excluding price, and shall/fotify Operator immediately in the even™\of = change in such arrangements.
Operator shall maintain recgsds of all marketing arrangements, and of volumes a
recoeds shall be made ayaifuble to Non-Operatars upon ceasonable request.

In the event vngAt more pasties’ separate disposition of its share of the Gas causes split-sihegm deliverics to separate
pipelines and/gefeliveries which on a day-ro-day basis for any reason ate not exactly equsl to a pacty’s™sespective proportion-
ate shace p#total Gas sales to be allocated ta it, the balancing or accouating berween the parties shall be hwaccordance with
any balancing agreement between the parties hereto, whether such an agreement is sttached as ExhibitNE" or is a

ally sold or sranspocted, which

DARLIAS .0 b L] Q 2 a¥es

REDA 0 ) Tad B - DL

d Opcion No. 2: No Gas Balancing Agreement: :

Each party shall wke iq kind or separately dispose of ks proportionate share of all Oil and Gas produced from
the Contract Area, exclusive of psoduction which may be used in development and producing operations aad ia
prepasing and creating Oil ‘and Gas fos merkering purposes and production unavoidably lose. Any extra expenditure
incurred in the taking in kind or separate disposition by any pacty of its proportionate share of the production shall
be bocae by such pacty. Aay pacty takiag its share of production in kind shall be required 1o pay for only its
proporstionate share of such pace of Operator's sucface facilities which it nses.

Each party shall execute such division orders and contracts 85 may be necessary foc che sale of its interest in
production from the Contract Ares, and, except as provided in Article VILB,, shall be entitled to receive payment

i directly from the purchaser thereof for its shace of all producsion. .

' If any party fails to make the arrangements necessary to take in kind oc separacely dispose of its proportionste
share of the Oil and/or Gas produced from the Contruct Area, Operator shall have the right, subject to the
revocation at will by the parsy owning it, but not the obligation, to purchase such Oil and/or Gas or sell it o others
at any time and from time to time, for the account of the aon-taking party. Any such purchase or ssle by Operator
may be tecminated by Opecator upoa at Jeast tea (10) days written notice to the owner of said production and shaft
be subject always to the cight of the owner of the production upon st least ten (10) days written notice to Operator
to exercise its right to take in kind, or separately dispose of, its share of alt Oil and/or Gas not previously delivered
to a purchaser; provided, however, that the effective date of any such revocation may be deferred at Opezrator's
electiva for a peciod aor to exceed ninety (90) days if Operator has commisted such production to a pucchase
coatrace haviag a term extending beyond such ten (10) -day period. Any purchase or sale by Operacor of any ocher
patty’s "share of Ojl and/or. Gas shall be only for such reasonable periods of time as are consistent with the
minimum needs of the indn_sny‘ under the particular circumstances, but in no event for a period in excess of ‘one 1)
year. )

Aay such sale by Operacor shall be in a manner commescially reasonable under the circumstances, but Operitor
shall have no duty to share any existing market or transportation arrangement ot ta obrain a price or transportation
fee equal 10 that received under any existing macket oc transpostation srrangement. The sale or delivery by
Operatoc of a aon-taking party's share of production under the terms of any existing contract of Operator shall not
give the non-taking pasty any interest in or make the non-taking party a party to said contract. No purchase of Qil
and Gas and no sale of Gas shall be made by Operatoc wichout firse giving the non-taking party ten days written
aacice of such inteaded purchase oc sale and the price to be paid or the pricing basis to be used. Operator shall give
notice to all pacties of the ficse sale of Gas from any well under this Agreement.

All parties shall give timely written notice 10 Operator of their Gas marketing arrangements for the following
wonth, excluding price, and shall notify Operator immediately in the event of a change in such arrangements.

Opecator shall maintain records of all macketing acrangements, and of volumes actually sold or transported, which
records shall be made availsble to Non-Operators npon reasonable request.

\ ‘;’i
ARTICLE VIL. g\;
FXPENDITURES AND LIABILITY OE PARTIES l‘r

. . il

The liabilicy of the parties shall be several, not joint or collective. Bach party shall be responsibie only fac its 9." ﬁgétioné,
and shall be liable oaly fur its proportionate share of the costs of developing and operating the Contract Ares. Accor&fx ly, the
licns granted among the pacties in Article VILB. are given two secure only the debis of each severally, and no party jshdll have
any liability to third pasties hereunder o satisfy the defauls of any other pasty in the payment of any expe.nge:;étr,_.g\gﬂigatinn
hereunder. )i is not the intention of the parties to create, nor shall this agreement be construed as crcatinf,.:é t?n{nng bt‘ other
partnership, joint venture, agency relationship or association, or 1o render the parties liable as partnged, goiveh.tq_t s, of
principals. In their celations with each other under this agreement, the pacties shall not be considered Iidug:ifrﬁgs?f__s;'»t have
escablished a contideatial tetationship but rathec shall be free to acc on an arm's-leagth basis in accordanck Weiihzsiaitown

respective self-interest, subject, however, to the obligation of the parties to act in good faith in their dJalln'g%‘ Will)"’l&t‘i,ch"dthée"
. pespte bty authisioed e et is by fue
with respect to activities hereunder. : .

LR TN

A. Liability of Parties:

| S 11 -
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. 11:::: ::rltys @BC;:;Y :: ‘:t::s:)sther‘:pauics her i0 8 lien upoa any .intc'rcst it now owns 0:l hereafter ml“iffs if‘ Oil :“:‘ ?:s
Leases and Oil snd Gas lntetests ia the Comii it Area, and a seaurity lmc.rcst aad/or purchase mon.ey se‘cumy utteres 10y
interest ic now owns of herealter acquires in the personal P‘°P°f‘¥ and ‘"‘““_“ un.m used or c:ht_.alncd Or use tn connection
thecewith, to secure pesfurmance of all of its . ibligations ““d‘?" this agreement mcl.udmg but no¢ l.'m“fd to payment of expense,
interest and fees, the proper disbursement - " all monies paid hereunder, the sssignment oc rclmqmsl.\mcnt of interest in Oit
and Gas Leases as required hcrcun@cr, wad 1) proper per[orma‘nce of operam.ms .hcteunder. Such.vl(en. and scc.'unty interest -
granted by -each party hereto shalt include sue -ty's leasehold interests, wo.rkmg mt_eres(s, operating nghfs., arid royalc? and
overriding royalty intesests in the Contract Arca now owned or hereafter acquired and in lands pool.cd or un{nzed therewith or
othecwise becoming subject to this agreement, the Oif snd Gas when c'xn-acced thecefrom and equipment situated thereon ac
used of obtained for use in connection thetewith {including, without limmnfm. all wells, tools, .and tubulac goods), and accouats
(including, without limitation, accounts arising from gas imbalances o 'from the sale of Oil and/or Gas at the wellhead),
contract tights, invensory adid general intangibles relating thereto or asising therefrom, and all proceeds and products of the
foregoing. : .

To perfect the lien and security agreement provided hcrein.- each party hereto shall c.xecu(e' and'ndmowlcc.:\ge the rccord'lng
supplement and/o[ any financing statement prepased and submsf:ed by any party hereto m. conjuaction herewith or ac any. time
following execution hereof, and Operator is suthorized 10 file this agreement ot the recording supplement executed herewith as
a fien or mortgage in the applicable ceal estate records and as a financing statemens with the proper officer under the Uniform
Commercial Code in the state in which the Contract Ares is situated and such other siates as Operator shall deem appropriate
to perfect the secucity interest granted hereunder. Any party may file this agreement, the recording supplement executed
herewith, or such other documents as it deems necessaty as a lien or mortgage in the applicable real estate records and/or a
financing statemiens wich the proper afficer under the Uniform Commercial Code.

Each pasty sepresents and waccants to the other parties hereto chat the lien and security incecest granted by such party o
the other parties sholl be a fiest and prioc liea, and each parcy hereby agrees to maintain the priority of said lien and security
interest against all persons acquiting aa iaterest in Oil and Gas Leases and Interests covered by this agreement by, through ot
under such party. All parties acquiring an interest in Oil and Gas Leases and Oil and Gas Interests covered by this agreement,
whether by assignment, mesger, mortgage, operation of law, or otherwise, shall be deemed to have taken subject
to che lien and security interest granted by this Acicle VILB. as to all obligations atuibutable to such interest hereunder
whether ot not such obligations acise befoce or after such interest is acquired. .

To the exteat that pasties have a security. interest under the Uaiform Cotnmercial Code of the state in which the
Coatract Area is sicuated, they shall be enticled to excecise che cights and remedies of a secured party under the Code.
The bringing of a suit and the obtaining of judgment by a party for the secured indebtedness shall not be deemed an
clection of cemedies oc otherwise affect the tien cights or security interest as security for the payment thereof. In
addition, upon default by any pacty in the paymeat of its share of expenses, interesis ar fees, or upon the improper usc
of fuads by the Operator, the other parties shall have the right, without prejudice to other rights or remedies, to collect
feam the purchaser the proceeds from the sale of such defaulting pacty’s share of Oil and Gas until the amount owed by
such party, plus intecest as provided in “Exhibit C,” has been ceceived, and shall have the right to offset the amount
awed against the proceeds from the sale of such defaulting party’s shace of Oil and Gas. All purchasers of production
may tely on a notification of default from the non-defaulting party or parties stating the amount due as a resuit of the
defaule, and all pacties waive any recourse available against pucchasers for releasing production proceeds as provided in
this paragraph. -,} ‘

If any pacty fails to pay its share of cost within one hundred twenty (120) days after rendition of a statement therefor by
Opecator, the noa-defauliing pacties, including Opecator, shall, upon request by Operator, pay the vapaid amount in the
propaction thae the intecest of each such pacey beacs to the interest of all such parties. The amount paid by each party so
paying its share of the unpaid amount shall be secured by the liens sad security rights described in Article VII.B., and each
paying party may independently pursue any remedy available heceunder or atherwise.

} apy pasty ‘does not pecform all of its obligations hescunder, and sthe failure ta perform subjects such party (o foreclosure
or execution proccedings pursuant (o lhc’_ provisions of this agreement, to the extent allowed by governing law, the defanking
party waives any availsble right of-redemption from and sfier the date of judgment, any tequited valuation or appraisement
of the macigaged or secuced property prior to sale, any available right to stay execution or two tequire a marshalling of assets
and any requiced boad in the event a receiver is appointed, ln addition, to the exteat permitted by applicable law, each party
hereby graats to the other parties a power of sale as to any propetty that is subject to the lien and security rights granted
hereunder, such power to be exercised in the manner provided by applicable law or otherwise in a commercially reasonable
manner and upoa ceasonable notice.

Each pasty agrees that the other parties shall be entitled to urilize the provisions of Oil and Gas lien law or other lien
law of any state in which the Contract Area is situated 10 enforce the obligations of each party hereunder. Without limiting
the generality of the furegoing, to the extent permitted by applicable law, Non-Operators agree that Operator may invoke or
utilize the mechanics’ or matecislmen's lien law of the state in which the Cantcact Area is situated in order to sercure the
puayment o Operator of any sum due hereunder for services pecformed oc materials supplied by Operator.
€. Advaaces: '

Operator, at its election, shall have the right from time to time to demand and receive from one or more of ‘the other
pasties payment in advance of sheir respective shares of the estimated amouat of the cxpense to be incurred in q"': i:rations
hereunder during che nexe succeeding month, which right may be exercised only by submission to each such pa
itemized statement of such estimated expense, together with an invoice foc its share thereof. Bach such statement 24l invoice
for the payment in advance of estimated expense shall be submitted on or before the 20ch day of the next preceéi(ﬁ' "i}nomh.
Each party shall pay to Operator i;s proportionate share of such estimate within fifteen {15) days after such eét'im?}.e and
invoice is received. 1€ any party fails 1o pay its share of said estimate within said time, the amount due shall bear !!(i;tc'(cst as
provided in Exhibit "C" uniil paid. Proper adjustment shall be made monthly besween advances and acrual expénse ;g the end
that each party shall bear and pay its prapoctionate shate of acrual expenses incurred, and no more. R
D. Defaults and Remedies: : . ' (1 $ "‘f })

If aay party fails to discharge any financial obligation under this agreement, including without limitation the' fajlure 10
make any advance under the preceding 4:tiplc VILC. or any other provision of this agreement, within the pacigd quﬁi’(‘éq for
such payment hereunder, then in addition o the remedies provided in Acticle VILB. or elsewhece in this agréem
remedics specified below shall be applicable. For purposes of this Auic!ie VILD, all notices and clecclqp;.s‘hqjl:‘hgdghvg‘;h;ém

an of an

eni, the!
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only by Operator, except that Operator shall deliver eny such notice and election requeucd by a non-defaulting Nan-Operator,
and when Operator is the party in default, the applicable notices and elections can be delivered by any Non-Operator.
Election of any one or more of the following remedies shall not preclude the subsequeat use of any other remedy specified
below or otherwise available to & non- -defoulting party.

1. Suspension of Rights: Ay party may deliver to the parry in defaulc a Notice of Dcfanh, whlth shall specify the defaulr,
specify the action to be taken to aire the default, and specify that failuce to take such action will result in the exercise of one
or more of the semedies provided ia this Acticle. 1f the default is 1ot cored within thirty (30) days of the delivery of such .
Nosice of Defauls, alt of the cights of the defaulting party granted by this agreement may upon notice be suspended uatil the
defauls is cured, without prejudice o the right of the non-defauking party or parties to continue to enforce the obligations of
ihe defaulting pasty previously accrued or chercafier accruing uader this agreemeant. If Operator is the party in defaulr, the
Noa-Operators shall have in addition the righe, by vote of Non-Operatoss owning 8 majority in interest in the Contract Area
after excluding the voting interest of Operator, to sppoint a new Operator effective immediately. The rights of a defaulting
party thar may be suspended herennder at the election of the non-defaulting parties shall include, without limitation, the right
(0 receive infocmation as to any operation conducted hereunder during the period of such default, the right to elect 10
paccicipate in an operation proposed under Asticle VID. of this agreement, the right 1o participate in an operation being
conducted uader this agreement evéen if the party has previously elected to participate in such operation, and the right w
teceive proceeds of praduction from any well subject ta this agreemeat.

2. Suit_for Damages: Noa- dc(aulung patties or Operator for the beaefit of non-defaulsing pasties may sue (at joint
account expense) to collect the amounts in default, plus interest accruing on the amounts recovered from the date of default
until the date of collection at the rate specified in Exhibit "C" attached hereto. Nothing herein shall prevent aay party from
suing any defaulting party to collect éonscqucmial damages accruing to such party as a result of the default.

3. Deemed Non-Consent: The non- defaulting party miy deliver a written Notice of Non-Consent Election to the
defaulting pacty at any time after the expitation of the thicty-day cure peciod following delivesy of the Notice of Default, in
which event if the billing is for che drilling of a new well or the Plugging Back, Sidetracking, Reworking or Deepening of a
well which is w be oc has beea 4plu'gged as a dry hole, or foc the Completion or Recompletion of any well, the defaulting
pacty will be conclusively deemed to have elected not to pasicipate in the operation and 10 be a Non-Consenting Party with
respect thereto under Article VIB.ior VLC, as the case may be, to the exicat of the costs unpaid by such party,
notwithstanding any election 1o pamnpne theretofore made. if clertion is made 10 proceed undec this provision, then the
non-defauliing parties may not clect 10 sue for the unpaid amount pursuaat to Article VILD.2.

Uatil the delivery of such Notice of Non-Consent Election to the defaulting party, such pacey shall have the right to cure
its default by paying its unpaid share of costs plus interest at the rate set forth in Exhibit “C," provided, however, such
paymens shall not prejudice the rights of the non-dcfaulnng parties to pursue remedies for damages incurred by the non-
defauliing parties as a result of the default. Any interest relinquished pursuant to this Asticle VILD.3. shall be offered to the
non-defaulting pacties in proportion to their intecests, and the noa-defaulcing pacties electing to participate in the ownership
of such interest shall be required to contnbu(e theic shares of the defaulted amounc upon their election 1o participate therein.

4. Advaace Paymeat; If a default is not cured within thicty (30) days of the delivery of 8 Notice of Default, Operator, or
Non -Qperators if Operator is the defauling pacty, may chereafter requite advance payment from the defaulting
party of such defaulting pacty's umtctpucd shate of any item of expense for which Operator, or Non-Operators, as the case may
be, would be ensitled to reimbursement under any provision of this agreement, whether or not such expense was the subject of
the previous default. Such right includes, but is not limited to, the right to require advaace payment foc the estimated costs of
drilling a well or Completion of a well:as to which an election to parricipate in drilling oc Completion has been made. If the
defaulting party fails w pay the required advance payment, the non-defaulting parties may pucsue any of the remedies provided
in this Article VILD. or any other dcfauk remedy provided elsewhere in this agreement. Any excess of funds advanced remaining
when the operation is complesed and alt costs have been paid shali be promptly seturaed to the advancing parry.

5. Costs and Auotneys’ Fees. la the evear any party is required o bring legal proceedings to enforce any financial
obligation of a party hereunder, the prevailing party in such action shall be eatitled to recover all coust costs, costs of

collection, and a-reasonable atiorney’s fee, which the liea provided for hercin shall also secure.
E. Rentals, Shut-in Well Payments and ‘Minimum Royalties:

Rentals, shut-in well payments and ninimum coyalties which may be required undcr the terms of any lease shall be paid
by the party or parties who subjected such lease to this agreement at its or theis expense. §n the event two or more pacties
owa and have coacributed interests in the same lease to this agreement, such parties may designate one of such parties 1o
make said payments for snd on behalf of all such parties. Any party may request, and shall be eacitled to receive, proper
evidence of all such payments. In the event of failure to make propec payment of any rental, shut-in well payment or »
minimum royalty through mistake or oversight where such paymeat is requiced 1o continue the lease in force any loss which
results from such non-payment shall be borae in accordance with the provisions of Article 1V.B.2,

Operator shall notify Noa-Operatars of the aaticipated completion of a shut-in well, or the shutting ia oc cetura o
production of a praduciag well, ac leasc five (5) days (excluding Saturday, Sunday and legal holidays) prior to taking such

action, o¢ ot the eacliest oppuuumty permitted by circumstances, but assumes no liability for failure 10 do so. In the event of

failuce by Operator to so notify Non-Operators, the loss of any lease contributed hereto by Non-Operators for failure ta make

timely payments of any shuc-in well payment shall be borne jointly by the parties hereto under the provisions of Article
IVv.B3.

. sy
F. Taxes: l, ' %
Beginning with the fitst calendar year after the effective date hercof, Operator shalt reader for ad valotem ta;tanon all
property subject so this agreemens which by law should be rendered for such taxes, and it shall pay all such taxeg "ggsessed
thereon before they become delinguent. Prior 1o the rendition date, each Non-Operatar shall fucnish Operator infoct ation as
1o burdens (1o include, but not be limited o, royahies, overriding coyalties aad production payments) on Leases a.:i, 0Ol and
Gas Interests contributed by such Non-Operator. If the assessed valuation of any Lease is reduced by reason oi ?bclng
subject to ovutstanding excess royalties, overridiag coyalties or praduction paymeats, the reduction in ad: \mlo: taxes
resubting thecefrom shall inuce to the benefic of the owner or owners of such Lease, and Opesartor shall yd,usi b cb'& ge o
such owaer ot awners sa as ta reflect the benefic of such reduction. 1f the ad valorem taxes are based in\w;i')olgjorl ui part
upon sepacate valuations of each party’s working interest, then nocwithstanding anything to the contrary hemm'chh es to
the joint account shall be made and paid by the pacties hereto in accordance with the tox value gencml;cﬁ;b W mﬁhy [

workiag incesest. Operator shall bill che other parties for their propostionate shares of all tax payeih i Th u‘«h.: fn 'fm:!l;‘"
o [ ety Atsthiger g o v iing by the
provided in Exhibic "C. r:.-m...mmhw.wwmmlwmm_
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i opcmog considecs any tax asswment improper, Opt stor .nay, 8t its discretion, protest within the time and maonner
prescribed by law, and prosecute the protest © 3 final deternnation, anless all parties agree to abandon the protest prior to final
detesmination. During the pendency of administrative. or judici. § proceed ings, Operator may elect 1o pay, under protest, all such taxes
and any interest and penalty. Whea any such protested ussessiacnt shall Lave been finally determined, Operator shall pay the tax for
the joint account, together with any intesest and penalty accrued, and the votal.cost shall then be assessed against the pacties, and be
puid by chem, as provided in Bxhibit < . . . .

Each party shall pay or cause to be paid all productios -ance, excise, gathering and other taxes imposed npon or with respect
1o the production or handling of such pany 5 sharc of Oif any Gas produced under the terms of this agreement.

ARTICLE VIIL
ACQUlSlTlON, MAINTENANCE OR TBA ISFER OF INTEREST
A. Surrender of Leases:

The Leases covesed by (hlS agteemcm msofat as they embrace acreage in the Contract Area, shall not be surrendered in whole
ot in pact ualess all pacties consent theseto.

However, should any pacty desice to suscender its interest in any Lease or in any portion theceof, such party shall give written
notice of the proposed surrender to all pacties, and the parties to whom such notice is delivered shall have thirty (30) days after
delivery of the notice within which o notify the party proposing the surrender whether they elect 10 consent thereto. Failure of a
party o whom such notice is delivered to teply within said 30-day period shall constitute a consent (0 the surrender of the Leases
described in the notice. If all parties do. not ageee or consent thereto, the party desiring to surcender shall assign, without express or
implied wacranty of citle, all of its incerest in such Lease, or portion thereof, and any well, material and equipment which may be
located shereon and any rights in producuon thereafter secured, to the parties not consenting to such surcender, If the interest of the
assigning party is or includes an Oil and Gas Interest, the assigning party shall execute and deliver to the patty or parties not
cousenting t0 such surrender an oil and gas lease covering such Oil and Gas Interest for a term of one (1) year and so long
theceafier as Oil and/ar Gas is produced from the land coveced thereby, such lease 0 be on the form attached hereto as Exhibit "B."
Upon such assignment or lease, the assigaing party shall be celieved from il obligations theseafter accruing, but not theretofore
accrued, with cespect to the interest assigned or leased and the operation of any well auributable thereto, and the assigning party
shafl have no fusther interest in the assigned or leased premises and its equipment and production other than the royakies retained
in any lease made under the terms of this Article. The party assignee or lessee shall pay to the party assignor or lessor the
teasonable salvage value of the larter’s interest in sny well’'s salvable materials and equipment attributable to the assigned or leased
acreage. The value of all salvable materials and equipment shall be detecmined in accordance with the provisions of Exhibit "C,” less
the esrimated cost of salvaging and the estimated cost of plugging and abandoning and restoring the susface. If such value is Jess
thaa such costs, thea the party assignor or lessor shall pay to the pacty assignee ocr lessee the amount of such deficit. i the
sssignmeot oc lease is in favor of more’ than one pacty, the interesc shall be shared by such pacties in the proportions that the
intecess of each bears to the total jncerest of all such parcies. U the interest of the parties to whom the assignment is to be made
varics according to depth, then the interest assigned shall similacly reflect such variances.

Any assignmeat, lease or susrender made under this provision shall not reduce or change the assignor’s, lessor's or surrendering
party’s interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the screage
assngncd leased or surrendered, and subsequent operations theeeon, shall not theceafter be subject o the terms and provisions of this
agreement buc shiall be deemed subject to an Operating Agreement ia the form of shis agreement.

B. Renewal or Extension of Leases: .

If any party secures a renewal or scplncement of an Oil and Gas Leasc or Interest subject 10 this agreement, then all other parcies
shall be notified promptly upon such acquisition or, in the case of a replacement Lease. taken before expiration of an existing Lease,
prompily upon expiration of the existing Lease. The parties notified shall have the right for a period of thirty (30) days following
delivery of such notice in which to elect 10 participate in the ownesship of the tenewal or replacement Lease, insofar 8s such Lease
affects lands within the Contract Area, by paying o the pacty who acquired it their proportionate shares of the acquisition cost
allocated to that part of such Lease withia the Contract Area, which shall be in proportion to the interests held at that time by the
pacties in the Contrace Area. Bach party who participates in the purchase of a renewal ar replacement Lease shall be given an
assignunent of its ‘proportionate interest therein by the acquiring party.

If some, but less thaa all, of the parcies elect to participate in the purchase of 8 renewal or replacement Lease, it shall be owned
by the pacties who elect to pacticipate therein, in a ratio based upon the relacionship of their respective percentage of pacticipation in
the Contract Area to the apgregate of the percentages of participation in the Contract Area of all parties participating in the
puschase of such renewal or replacement Lease. The acquisition of s tenewal or replacement Lease by any or all of the parties hereto
shall not cause a readjustment of the interests of the parties stated in Bxhibit "A," but any renewal or replacement Lease in which
less than all paties elect to paniicipate shall not be subject to this agreement but shall be deemed subject to a separate Operating
Ageeement in the form of this agreement. »

1f che intetests of che parties in che Comract Area vary according to depib, then their right to participate praportionately in
renewal or replacement Leases and theic nght to seceive an assignment of interest shall also reflect such depch variances.

The provisions of this Asicle shall apply 10 renewal or replacement Leases whether they are for the entire intesest covered by
the expiring Lease or cover only a portion of its area or sa inceresc therein. Any reacwal or replacement Lease 1aken before the
expiration of its predecessor Lease, or taken or coatracted foc oc becoming effective within six (6) months afier the expication of the
existing Lease, shall be subject co this provision so long as this agreemens is in effect at the time of such acquisition or at the time
the renewal oc replacement lease becomes effective; but' any Leasc taken or contracted for more than six (6) monthst}

fter the
expiracion of an existing Lease shall not be deemed a renewal or replacement Lease and shall nat be subject to the pmv:s«?.

of this

agreement.

The provisions in this Aricle shall also be applicable to extensions of Oil and Gas Leases. r N ?
C. Acreage or Cash Conuributions: 3?

While this agreemeat is in force, if any ‘party coatracts for 2 contsibution of cash towards the drilling of a well or: ' other
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or othec operauor pnd shall
be applied by ic against the cost of such drilling or others operation. If the contribution be in the form of acceage, the parcy tq whom
the contribution is made shall promptly tender an assignment of the acreage, without wacraaty of title, to the anlh glPameéx in the
propostions said Drilling Parties shared the cost of drilling the well. Such acreage shall become a scparate Con ah 1::;1 nh !(o the
exteat pussible, be govecaed by provisions ideatical to this agreement. Each party shall promptly notify all othcr Puues 1)f any

acreage oc cash conccibutions it may obtain in support of any well or any other operation on the Comra_gtlmg m’gﬁ

ve
' LR
provisions shall also be applicable to optional rights to earn acreage outside the Contract Area which are j su?[ior't’ at Vel diitliéd
At iy anthtared wonoiting byt
inside the Contracx Area. Ao ot et L
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“.my parcy conteacts for any + asidecs don selatin; .o disposit..n of such pacty’s share of substances produced hereunder,
such consideration shall not be dev. aed 3 co uribution 4. -ontemplated: in this Arsicle VILC
D. Assignmens; Maiatenance of }Jnifornf Interést:

For the putpose of maiaui- ing uaifi. cmity of ow.iership ia the Contract Area in the Oil and Gas Leases, Qil and Ges
Intecests, wells, equipment and p;pduaiu 1 covered Ly this agreement na party shall sell, encumber, transfer or make other
disposivion of its intecest in o 2 Ot ,m‘l { :ns- 'Leucs wd F)il and Gas luterests embraced within the Contract Area or in wells,
equipment and production uii 33 such dis)- mm‘.m cove - 3 either: )

1. the entire interest of -he party v w.d Oil ar. s Leases, Oil and -ias Interests, wells, equipment and production; or

2. an equal undivided percent af ihe. pariy sent interest in Y Oil and Gas Leases, Oil and Gas Interests, wells,
equipmens and production i the Contracs -~ rea.

Every sale, encumbrar e, rransfer or other disposition made by any party shell be made expressly subject to this agreemenc
and shall be made without , cjudicé to the right of the other parties, and any transfecee of an ownesship interest in dny Oil and
Gas Lease ot Interest shall L..- deened & party to chis agreement as to the interest conveyed from and afier che effective date of
the transfer of ownership; provided, however, that the other parties shall not be required 1o recognize any such sale,
encumbrance, transfer or uthur disposition for any purpose herenpder undil thirty (30) days afier they have received a copy of the
insccument of cransfer or othee satisfactory evidence thereof in writing from the transferor or transferce. No assignment or other
disposition of interess by a pacry shall selieve such party of obligations previously incurced by such party hereunder with respect
to the interest wansferred, including without limitation the obligation of a pacty 10 pay all costs atiributable to an operation
conducted hereunder in which such party has agreed to participate prior to making such assignment, and the liea and security
intecest graated by Acticte VILB. shall continue 10 burden the interest transferred to secure paymene of any such obligations.

If, at aay time the interest of any party is divided amoag and owned by four or more co-owners, Operator, at its discretion,
may require such co-owaers ta appoiat a single trustee or agent with full euthority to reccive notices, spprove expendirures,
receive billings for and spprove and pay such party’s share of the joint expenses, and to deal generally with, end with power to
bind, the co-owners of such party's interest within the scope of the aperations embraced in this agreement; however, sll such co-
awaecs shall have che right o eater into aad execute all concracts or ageeements for the disposition of their respective shares of

<he Oil und Gus produced from the Coatract Acea aod chey shell bave the right to receive, separately, payment of the sale

proceeds thereof.
E. Waiver of Rights to Passition:

]
If peritied by the laws of the state or states in which the property covered hereby is located, each parey hereto owning 2n
undivided iatecest in the Concract Area waives any and all rights it may have to partition and have
undivided incerest thereia, :

F. Prefecendial Right to Puschase:
[ IQptional; Check it applicable.)

Should eng party desite to sell all of any part o
Azea, it shull promp

set aside to it in severalry its

f its interests under this agreement, or its rights and-interests_ja-cie Contract
give written no'ficc to the other parties, with full information concerning its propevEd disposition, which
shall include the name and addresg of tl}c prospective transferee (who must be ready, willing gad-8ble to purchase), the purchase
price, a legal description sufficieat to eatify the praperty, and all other tecms of tha-offer. The other parties shall then have an
optional prioc right, for 8 period of th (10) ddya-gfter the notice is deliver®d, to purchase for the stated consideration on the
same terms and conditions the interest which the othd pfoposes to sell; and, if this optional right is cxercised,' the
puschasing parties shall share the purchased interesy in-11¢ propottoag that the interest of each bears to the total interest of all
puschasing parties. However, there shall beag prefercatial cight -to purchasevinghose cases where any party wishes 1o mortgage
its interests, o to transfer title (ades"interests ta its martgagee in lieu of or pussuant taggclosure of a mostgage of its interests,

ot to dispose of its in % by merger, rearganization, consolidation, or by sale of all or substa

all of irs Oil and Gas assets
10 aqy part

by transtec of its intecests to a subsidiary or parent company or to a subsidiary of a pa ompany, or to any
pafiy in which such pacty owns a majority of the stock. ’

~ ARTICLE IX.
. INTERNAL REVENUE CODE ELECTION

I£, for federsl income tax pucposes, this agreement and the operations hereunder are regarded as a parcaership, and if the
patties have not otherwise agreed 1o form a tax partnership pursuant to Exhibit “G” or other agreement between them, each
porty shereby affected elects 10 be excluded from the application of all of the provisions of Subchapter "K,” Chapter 1, Subtitle
"A," of the laternal Revenue Code of 1986, as amended (“Code™), as permitted and authorized by Section 761 of the Code and
the regulations ‘promulgated thereunder. Opesator is authorized and direcied 1o execute on behalf of each pacty hereby affected:
such cvidence of this election as may be required by the Secretary of the Treasury of the United States or the Federal Internat
Revenue Service, including specifically, bur not by way of limitation, all of che retucns, statements, and the data required by
Treasury Regulations §1.761. Should there be any requitement thas each pasty hereby affected give further evidence of this
electiva, each such party shall exeaute such documents and fusnish such other evidence as may be required by the Federal Internal
Reveaue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other action
inconsistent with the election made hercby. If any present or future income tax laws of the state or siates in which the Conteact
Acea is located or any futute income tax laws of the United States contain provisions similar o those in Subchapter "K," Chapter
1, Subrirle “A,” of the Code, uader which an election similar to that provided by Section 761 of the Code is permitted, each party
hereby affected shall make such election as may be pesmitted or required by such laws. In making the focegoing elecflon, cach

such party states thac the income derived by such party from operations hereunder can be adequately determined wi
h . . 3
compusation of partnership taxable income.

ARTICLE X. -
CLAIMS AND LAWSULTS

Operator may setcle any single uninsured chicd pacty damage claim or suit acising from operations hereunder i
docs not exceed _Twenty Five Thousand pgyag (§25,000.00 8 pe creunder if the

) and i€ the payment is in complete §¢ ;( ement
of such claim or suit. If the amount required for settlement excceds the above amount, the parties hereto shall assupie ;ang I'@&e over
the further handling of the claim or suit, ualess such authority is delegated to Operatos. All costs and expenses of hin mgé ttling,
oc oherwise dischacging such claim or suit shall be at the joint expense of the parties participating in the opet‘gi(mif;ﬁb(_é v)h;h the
claim or suic arises. If a claim is made against any party or if any party is sued on account of any mateer ari&iﬁg;fgo 21 Spiéeations
hereunder over which such individual has no control because of the cights given Operatac by this agteeq}gp'g':;f:

8
my Tjhall
immediately notify all other parties, and the claim or suite shall be treated as any other claim oc suic lnvolvinf o :

1

). O
b

T T At e
opefhciiny berduuhuuﬁ""
axeFpt vy antheorad aeowoilig by e
Adsotien Assictuton ol Pobiidosa § i

i
}
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ARTICLE XL
FORCE MAJEURE
If any pacty is rendeced unable, wholly oc in part, by force 1 najeure to cascy c.nu its obligations undfc this agreement, och.er
than the obligation to iademnify or make money payments ot furnish security, that parcy shall give to all other parties
prompt written notice of the force majente with reasonably fult particulars concerning it; thereupon, the obligations of the
pusty giving the notice, so fac as they arc affected by the force msjeure, shall be suspended during, but no longer than, the
coatinuance of the force majeure. The term “force majeure,” 8s bere employed, shall mesn an act of God, strike, lockout, or"
othes industrial disturbance, ace of the public enemy, war, blockade, public riot, lightning, fire, starm, flood oc other act of
nature, explosion, govesnmental uction, goveramental delay, cestraiar or inaction, unavailability of equipmeat, and any othec
cause, whether of the kind specifically enumerated above or otherwise, which is not reasoaably within the control of the party
cisiming suspension. ‘
The affected parsy shalt use all reasonable diligence to remove the force majeure situation as quickly as praciicable. The

‘requirement that any force majeuré shall be remedied with all ceasonal.le dispatch shall not require the settlement of strikes,

fockouts, ot other {abor difficulry by the party involved, contrasy to its wishes; how all such difficulties shall be handled shall
be catirely within the discretion of the party concerned. :
' ' ARTICLE XII,
‘ NOTICES
All notices authorized or required between the parties by any of the provisions of this agreement, unless otherwise
specifically provided, shall be in writing and delivered in person or by United States mail, courier secvice, telegram, telex,
telecopicr or any other form of facsimile, postage or charges prepaid, and addressed to such parties at the addresses listed on
Exhibic “A." All telephoae oc oral notices permicted by chis agreement shall be confismed immediately thereafter by written
notice. The ociginating natice given under aay provision heceof shall be deemed delivered only when received by the party 1o
whom such notice is directed, and the time for such party to deliver any notice in response therero shafl run from the date
the originasing notice is received. "Receipt™ foc purposes of this agreeinent with respect to written notice delivered hereunder
shall be actual delivery of the notice to she address of the party to be notified specified in accordance with this agreemeat, or
so the telecopy, facsimile or felex machine of such party. The second or any responsive notice shall be deemed deliveced when
deposited in she United States mail or at the office of the courier or telegraph secvice, or upon transmiteal by celex, telecopy
oc fucsimile, or when personally delivered 1o the party to be notified, provided, that when response is required withia 24 or
48 hours, such response shall be given orally or by telephone, telex, telecopy or other facsimile wichin such periad. Bach party
shall have the right to change its address at any time, and from time to time, by giving written notice theceof to all other
parties. 1f a party is not available 10 feceive notice orally or by telephone when a party attempts to deliver a notice required
1o be delivered within 24 or 48 hours, the notice may be delivered in writing by any other method specified hecein and shall
be deemed delivered in the same manner provided above for any responsive notice.
' ARTICLE X111,
, TERM OF AGREEMENT
. This agreement shall remain in full force and effect as to the Oil and Gas Leases and/or Oil and Gas Iaterests subject

i

hereto for the period of cime selecied belaw; provided, however, no pacty hereto shall ever be construed as having any right, title

ur iacecest in or o any Lease or Oil and Gas laterest contributed by any other party beyond the term of this agrecment.
[0  Option No. 1: So loag as any of the Oil and Gas Leases subject to this agreement remain or are continued o
force as to any part of the Contract Arses, whether by production, extension, renewal or otherwise,
Opcion No. 2: In the event the well described in Asticle VLA, or any subsequent well drilled under any provision
of this agreement, results in the Completion of a well as a well capable of production of Oil and/or Gas in paying

quantities, this agreement shall continue in force so long as any such well is capable of production; and for an
additional period of

X

; days thereafter; provided, however, if, prior to the expication of such
edditional period, one or more of the pacties hereso are engaged in drilling, Reworking, Deepening, Sidetracking,
Plugging Back, testing or attempting to Complete or Re-complete 3 well or wells hereunder, this agreement shall
codtinue ia force uatil such operations have been completed and if production results therefrom, this agreemenc
shall coatinue in force as provided hercia. la the event the wetl described in Asticle VLA, or any subsequent well
drilled heceunder, tesules in a dry hale, and no other well is capable of producing Oif and/or Gas from the
Contract Area, this agreenent shall terminate unless drilling, Deepening, Sidetracking, Completing, Re-
completing, Plugging Back or Reworking aperations are commenced within days from the
date of abandonment of said well. “Abandonment” for such purposes shall mean eichec (i) a decision by all parties

not to coaduct any fursher operations on the well or (i) the elapse of 180 days from the conduct of any
operations on the well, whichever first ocours.

The tesmination of this agreement shall por relieve any pacty hereto from any expense, liability or other obligation ar any
remedy therefor which has accrued or attached prioc to the date of such tecsnination.

Upou termination of this agreemeat and che satisfaction of sll obligations hereunder, in the event a memorandum of this
Operating Agreemeat has been filed of record, Operator is authosized 1o file of record in all necessary recording offices a

notice of termiination, and each party heceto agrees to exccute such o notice of termination as to Operatar's interest, upon
request of Qperacor, if Operator has satisfied all its financial obligations.

ARTICLE X1V, o

COMPLIANCE WITH LAWS AND REGULATIONS q;

A. Laws, Regulasions and Ordess: ’ ;iil‘g
This agreement shall be subject to the applicable laws of the state in which the Contrace Acea is located, to the v'a,\ichules,
regulations, and orders of any duly constituted regulatory body of said stare; and to all other applicable fgrl.‘}-'°i state,
and local laws, ordinances, rules, regulations and orders. . ' K ;} .

B. Governing Law: : - o . N

This agreement and all matters pe

riaining hercto, including but not limited to mattesrs of per(btmgpcg‘, non-
pecformance, breach, remedies, procedures, righes, duties, and interpretation or construction, shall bé

Igov me and
determined by the law of ¢he state in which the Contract Acea is locaced. If the Contrace Area is in g‘wp _r’ m rk';'tates,
the law of the state of shall govera. "-;.{ 7 F b
C. Regulatory Agencies: - i

& shy |
e RN
ciglus, privileges, oc obligadons which Non-Operators may have under federal or state laws or ux\deﬁ,,i;g]gg,.@g_ﬁ_}}gﬂggﬁﬁ;}w
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orders promulgated under such Jaws in 1 - :nce 10 oil, gas and mineral operations, including the location, operation, or

producsion of wells, an wuacis offsetting - ;acent to the Contract Area. _
With sespece o the operations L .. er, Non-Opesators agree to selease Operator from sny and all losses, damages,

injusies, claims and causes of action wii=: 1 out of, incident 10 or resuliing directly or indirectly from Operator's interpretation
or application of rules, rulings, ug'ulzu » 4 ot ordess of lh.e Department of Bncn:gy 'm' Federal Eangy Regulafory Commissioa
or p:gdecessor 0f SucCcessor ngem:nes‘ + the extent such interpretation or ay.plication was made in good faith and does not
constite gross negligence. Each M -Operator further agrees 1o reimburse Operator for such Non-Operator’s shate of -
pmdur_:ioh or any refuad, fice, levy ¢ other governmental sanction that Operator may be required to pay as a result of such
an incofrect intesprecation or appli .00, togedher with interest and penalties thereon owing by Operatar as a resule of such
incorrect intesprecation or applicatic. ..
’ ' ' ARTICLE XV,

'MISCELLANEOUS .

4. Execution: i
This agreement shall be bind;y upon each Non-Operator when this agreemcat or a couaterpart thereof has been
executed by such Nona-Opecacor a1.  Operator notwithstanding that this agreement is not then or thereafter executed by all of
the pacties to which it is tendered « ¢ which are listed on Exhibic "A™ as owning an interest in the Contract Area or which
own, in fact, an interest in the Contract Area. Operator may, however, by written notice to sll Non-Operators who have
become bound by this agreement as uforesaid, given at any time prior to the acrual spud date of the Initial Well but in no
event later than five days prior to the date specified in Article VLA, for commencement of the Initial Well, terminate this
agreeinent if Operator in its sole disceetion detcrmines that there is insufficient participation to justify cammencemeat of
drilling operations. in the event of such & termination by Operator, all further obligations of the pacties hereunder shall cease
as of such termination. In the evenr any Non-Operator has advanced or prepald any shace of drilling or other costs
hereunder, all sums so advanced shall be renuicned (0 such Non-Opecator without interest. In the event Operator proceeds
with drilling operations far the Initial Well without the execution hereof by all persons listed on Exhibit “A” as having a
cucrent working interest in such well, Operacac shall indemaify Non-Operatoss with respect to all costs incurred for the
laitial Well which would have beea charged to such person uader this ageeement if such person had executed the same and

Operator shall ceceive all cevenues which would have been received by such person under this sgreement if such person had
executed the same. : : .

B. Successors and Assigns:

This agreement shall be biading ‘upon and shall inure to the benefit of the parties hereto and their respective heirs,

devisees, legal cepreseatadives, successors and assigns, and the terms hereof shall be deemed to run with the Leases or
Interests included withia the Contcact Area. ‘ .

C. Couaterparts: :
This instrument may be executed

purposes.

iin any number of counterparts, each of which shall be considered an ociginal far all
D. Severabilicy:

For the purposes of assuming or fejecting this agreement as an executory contract pursuant to federal bankruptcy laws,
this agreement shall not be severable, but rather must be assumed or rejected in its entisery, and the failure of any party 10
this agreemeat to comply with all of its financial obligations provided herein shall be & material default.

‘ ARTICLE XVL.
OTHER PROVISIONS
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Coy IN WITNESS WHEREOF, this agresment shall be effective as of the ~ 318t day of _ October ,
2 192003
3 ATTEST OR WITNESS: OPBBATOR
| | " McQuadrangle, L.L.C. .
By { =
Delbert McDougal
Type or print name
1 ,
8 , ~Title r,ﬁ,//ﬁy >?
‘ P
9 . r /D“c/.-g/;_//& 4
10 ‘ / “Tax 1D or 8.5. No, W
i1
12 o NON-OPERATORS
13
14
!
15 By
16 <
17 Type or print name
18 | Tide
19 - Date
20 %_‘ Tax 1D or S.S. No.
21
23 By
24 : , i ‘
25 i Type or print name
26 " Title
27 Date
28 Tax ID oc §8. Na.
29
30 By
31
32 Type ot print name
33 Title
34 ; : Date
35 Tax 1D or 8.5, No.
36
37 .

- A et
tice gl ilis ahenulynn auk ie gralibired
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10
11
12
13
1
15
16
17

18
19
20
21
22

23

25
26
7
28
29
30
31
32
33
34
35

36

37

eevarnen sunumt UPLRATING AGREEMENT - 1989
' ACKNOWLEDGMENTS
Note: The following forms of acknowledgment are the short forms approved by the Uniform Law on Notacial Acts. The

validity nn;:l cffect of these forms in any state will depend upon the statutes of that state.

Individual acknowledgmeat:

State of : ) ’
) ss

‘,

Couaty of . ) [

This instrument was acknowledged before me on

by

(Seal, if any) '

| . Title (and Rank)

§ My commission expites:
Acknowledgmeat in representative caéacity:
State of Texas ) ):

) ss. \
Cc;imty of Lubbock ) "
'i'lxis :instmmcnt was acﬁhowl;dgcd before me on
3 A - by _Delbert MCDougal as

of McQuba»drangle, L.L.C., a Texas Lipited Ligbility Cqmpany

(Seal, if aay) A Nt =4 et e 5/;? 7 ?
e“"mV‘:i::""a,
FoT ﬁg‘f@‘@iﬁ?ﬂ Title (and Rank) - ﬂQZ’Z"m/ﬁ-\

* je
CLPIF iy Comisin Expos

t?"%u‘.’l..‘-%‘%: FEBHUAHY 10, 2007 My commission expires: 2~ \77/ / ﬂ /ﬂ/7

exeept wheen aathosirad in voithis by 1

- o ...
‘llu. al kv iteotrlyrng mask is geabibited ]
Aostrlgen Acsiciat:on, ol Putsidvuss Lonburn
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EXHIBIT - * "

Attached to and made a part of W:)‘,WEMENIJEI?{EENWMM E,LLC,AS
_OPERATOR, AND

“AS_NON-OPE! RATORS, SOUTH REDLAKE i UNIT, EDDY: COINTY, NEW MEXTCO

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS
1.  Definilions

“Joint Property” shall mean the real and personal property subject to the agreement to which this Accounting Procedure
is attached. ’*

“Joint Operalions” shall mean all opérations necessary or proper for the development, operation, protection and mainte-
nance of the Joint Property. |

“Joint Account” shall mean the account showing the charges paid and credits received in the conduect of the Joint Opera-
tions and which are to be shared by the Parties.

“Operator” shall mean the party designated to conduct the Joint Operations.

“Non-Operators” shall mean the Parties to this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct supervision
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity.
“Technical Employees” shall mean thdse employees having special and specific engineering, geological or other profes-

sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problems
for the benefit of the Joint Property.

. “Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator's employees,
“Malerial” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

“Contrallable Material” shall mean Material which at the time is so classified in the Material Classification Manual as
- most recently recommended by the Council of Petroleum Accountants Societies.

2. Statement and Billings '
Operator shall bill Non-Operators on oﬁi before the last day of each month for their proportionate share of the Joint Ac-
count for the preceding month. Such bills will be accompanied by statements which identify the authority for expenditure,
lease or facility, und all charges and credils summarized by appropriate classifications of investment and expense except

that items of Controllable Material and unusual charges and credits shall be separately identified and fully described in
detail. ' _ o . i , ‘

i

8. Advances and Payments by Non-Operators

A. Unless othgrwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash oullay for the succeeding month's operation within fifteen (15) days after receipt of the bill-
ing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust each
monthly billing to reflect advances received from the Nan-Operators.

" B.

Each Non-Operator shall pay its proportion of al[ bills within fifteen (16) days after receipt. If payment is not made
within such time, the unpaid balance shall bear interest monthly at the {iikjg.rate iixeffanbat __ OFf

7 num— on the first day of the month in which delinquency occurs plus 1% or the maximum
contract rale permitted by the applicable usury laws in the state in which the Joint Property is located, whichever
is the lesser, plus attorney's fees, court costs, and other costs in connection with the collection of unpdid amounts.

4. Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof:
provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall con-
clusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar year,
unless within Lhe said twenty-four {24) month period a Non-Operator tukes written exception thereto and makes claim on
Operator for adjustment. No adjustment favorable to Operator shall be made unless it is nade within the same preseribed

period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of Controllable
Material as provided for in Bection V. o '

COPYRIGHT® 1985 by the Council uf Petroleum Accountants Societies.




Audits

-Operator notice in writing to Operator and all othes *lon-Operators, shall have the right to audit Opera

A I.Aorlr.f;o:cg:::\:;o tl\;lgproe’::o:ds reI':al.ing tf the J%int Account for an_ culendar year within the twenty-four (24) mont}

period following the end of such calendar year; provided, jlowever, the making of an audit shall not extend the tim

for the taking of written exception to and the adjustments of accounls as provided for in Paragraph 4 of this Sectior

I. Where there are two or more Noun-Operators, the Non-Qperat.m'e: shall make every reasonable effort to conduct a

joint audit in a manner which will result in a minimum of inconvenience to the Operator. Operafor shall bear no por-

tion of the Non-Operators’ audit cost incurred under this paragraph unless agreed to by the Operator. flhe gudlts

shall not be conducted more than once each year without prior app: sval of Operator, except upon the resignation or
removal of the Operator, and shall be made at the expense of thos: Non-Operators approving such audit.

B. The Operator shall reply in wr:‘.iiting to an audit report within 180 days after receipt of such report.

Approval By Non-Operators

Where an approval or other agreemei,nt'of the Parties or N'on-Operatora is exprgssly required ur!der other sections of 'this
Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no contrary provisions

in regard thereto, Operator shall notify all Non-Operators of the Operator's proposal, and the agreement or approval of
a majorily in interest of the Non-Operators shall be controlling on all Nan-Operators.

' IL DIRECT CHARGES

Operalor shall charge the Joint Account with the following items:

1

Ecological and Environmental - ‘

| ' . .
Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy environ-
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological
nature and pollution control procedures as required by applicable laws and regulations.

Rentals and Royalties

" Lease rentals and royalties paid by Opi;rator for the Joint Operations.

Labor,

i 3
i

A. (1) Salaries and wages of Operator';‘s field employees directly employed on the Joint Property in the conduct of Joint
Operations, ’j .

{2) .Salaries o‘f First Level Supervi}sors in the field.

{3) Salaries and wages of Technicai Employees directly employed on the Joint Property if such charges are excluded
from the overhead rates. =~ . '

(4) Salaries and wages of Tecl_miealiEmployees either temporarily or permanently assigned to and directly employed
in the operation of the Joint Property if such charges are excluded from the overhead rates.

Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to employees
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section 11. Such costs under

this Paragraph 3B may be charged on a “when and as paid basis” or by “percentage assessment” on the amount of
salaries and wages chargeable to the Joint Account under Paragra

ph 3A of this Section II. If percentage assessment
is used, the rate shall be based on t_h'e Operator's cost experience. . .

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable
to Operator's costs chargeable to the Joint Account under Paragraphs 8A and 8B of this Section 11.

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph
3A of thia Sectian II. '- .

Employeg Benefils

Operator's current costs of established plans for employees’ group life insurance, hospitalization, pension, retirement, stock

purchase, thrift, bonus, and other benelit plans of a like nature, applicable to Operator's labor cost chargeable to the Joint

Account under Paragraphs 8A and 3B of this Section Il shall be Operator’s actual cost not to exceed the percent most recent-
ly reconmended by the Council of Petroleum Accountants Societies.

Material

Material purchased or furnished by Operator for use on the J iut Property as provided under Section IV. Only such Material
shall be purchasegl for or _transferred to the Joint Property ac  ny be required for immediate use and is reasonably practical
and consistent with efficient and economical operations. Tl uccumulation of surplus stocks shall be avoided.

Transportatiqn »

Transportation of employees and Material necessary for t! - Joint Operations but subject to the following limitations:

A. Tf Material is moved to the Joint Property from the 01 :rator’s warehouse or other properties, no charge sh.all be mn.de
Lo the Joint Account for a distunce greater than the di :lance from the nearest reliable supply store where like material
is normally available or railway receiving point nes rest the Joint Property unless agreed to by the Parties.

2-




10.

11

12.

13.

4.

15.

P i

: B. If surplus Material is moved to Operator's warel Juse or other storage point, no charge ghall be made to the Joint Ac-

count for a distance greater than the distance .o ihe nearest reliable supply store where like material is normally
available, or railway 1. ceiving point nearest i 2 Joint Property unless agreed to by the Parties. No charge shall be

made to the Joint Ac. nt for moving Materi..|l to other properties pelonging to Operator, unless agreed to by the
Parties. ' ‘

C. Inthe npblication of subparagrabhs A and B uvove, the option lo equalizc or charge actual trucking cost is available

when the actual charge is $400 or less excl. ng uccessorial charges: T.he $400 will be adjusted to the amount most
recently recommended by the Council of Put: leum Accountants Societies.

Services - N - b

The cost of contract services, equipfne&nt and utilities pravided by outside sources, except services excluded by Paragraph
10 of Section IT and Paragraph i, ii, and iii, of Section I1l. The cost of professional consultant services and contract ser-
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates.

The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint
Properly shall not be charged ta the Joint Account unless previously agreed to by the Parties.

Equipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense,
insurance, laxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed
—twedty — percent (200 %) per annum. Such rates shall not exceed average commercial rates currently pre-
vailing in the immediate area of the Joint Property.

B.

In lieu of charges in paragraph BA above, Operator may elect to use average commercial rates prevailing in the immedi-

ate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates published by the
Petroleum Motor Transport Assaciation.

'.Dn.mages and Laosses to Joint Prqperiy

Al costs or expenses necessary for the rebair or replacement of Joint Property made necessary because of damages or losses

incurred by five, flood, storm, theft, accident, or other cause, except those resulting from Operator’s gross negligence or

willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as soon as practicable
afler a report thereof has been received by Operator. '

1
i

Legal xpense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and
amounts paid for settlement of claims incurred in or resuiting from operations under the agreement or necessary to protect
or recover Lhe Joint Property, except that no charge for services of Operator's legal staff or fees or expense of outside attor-
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be covered by the
gverhead provisions of Section IIT unless ‘otherwise agreed to by the Parties, except as provided in Section 1, Paragraph

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof,
ar the praduction therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad valo-
rem taxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstanding

aqything to the contrary herein, charges Lo the Joint Account shall be made and paid by the Parties herelo in accordance
with the tax value generated by each party’s working interest. ’

Insurance

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

Abandonment and Reclamation

Costs incurred for abandonment of the Joi

) nt Property, including costs requir~d hy governméntal or other regulatory
authority. o ‘

Communications

Cqst af acquiring, léas_ing‘, installi'ng. upernliing, repairing and mainlaining cor munication systems, ineluding radio and
microwave facilities dlr_ectly serving the Joint Property. Iu the event cominup cution facilities/systems serving the Joint
Property are Operator owned, charges to the Joint Account shall be made as urovided in Paragraph 8 of this Section 1L

Other E)_&pehditurésv

Any other expenditure not covered or dealt with in the foregoing provision : of this Section 11, or in Section 1T and which

is of direct benefit to the Joint Property and is incurved by the Operator i .1 the necessary and proper conduct of the Joint
Operations.




1. OVERHEAD(

1. Overhead .—ADl_'illing' and Producing Operations R

N

ii.

jii.

B.

As compensation for admihistratf_ve. supervision, office services and warehousing costs, Operator shall charge drilling
and producing operations on eit.h_er: ‘ N ‘

( x) Fixed Rate Basis, Paragrapﬁ 1A, ar
{ ) Percentage Basis, Parngraph iB

) i | i ) in li i d salaries
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs aqd expenses of all offices an
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph
34, Section I1. The cost and expense of services from outside sources in conngction with matters of taxation, traffic,
ncc'ounting or maiters before or involving governmental agencies shall be considered as included in the overhead rates

provided for in the above selected Paragraph of this Section 11T unless such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant services
and contract services of technical ‘personnel direetly employed on the Joint Property:

() shall be covered by the averhead rates, or
{ x) shall not be covered by the ové;rhead rates.

The salaries, wages and Personal Expensea of Technical Employees and/or costs of professional consultant services

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

{x) shall be covered by thé overhead rates, or
{ ) shall not be covered by the overhead rates.

Overhead - Fixed Rate Basis \ '

(1) Operator shall charge the Joiné Account at the fdllowing raies per well per month;

Drilling Well Rate $ .2,500.00
(Prorated for less than a full month)

i
Producing Well Rate $6030.00

{(2) Application of Overhead - .Fixe;i Rate Basis sl.léxll be as.follows':
" (a) Drilling Well Rate . -

(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill-
ing rig, completion rig, or other units used in completion of the well is released, whichever is later, except
that no charge shall be made during suspension of drilling or completion operations for fifteen (18) or
more consecutive calendar days. _ '

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

work days or more shall:be made at the drilling well rate. Such charges shall be applied for the period

from date workover operations, with rig or other units used in workover, commence through date of rig
or other unit release, except that no char

ge shall be made during suspension of operations for fifteen
(16) or more consecutive calendar days. )
(b) Px"odu,cin‘g Well Rates

(1) An active well either produced or injected into for any portion of the month shall be considered as a one-
well c?arge for the entire month. :

(2) Each active completion in a multi-completed well in which production is not commingled down hole shall
be considered as a one-well charge providing each completion is considered a separate well by the govern-
. ing regulatory authority.: A S :

(8) An inac_live gas well shut m because of overproduction or failure of purchaser to take the production shall
be ;:onsndered as a one-well charge providing the gas well is directly connected to a permanent sales
outlet. ) ' '

(4) A one-well charge shall be made for the month in which plugging and abandonment operations are com-
pleted on any well. This one-well charge shall be made whether ar not the well has produced except when
drilling well rate applies. : : ' '

(b) All other inactive wells (inéluding but not limited to inactive wells covered by unit allowable, lense allow-
uble, transferred allowable, ete.) shall not qualify for an overhead charge.

(8) The well rates shall be adjusted as of the first day of April each year following the effective date of the agreement
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur-
rently in use by the perceniage increase ar decrease in the average weekly earnings of Crude Petroleum and Gas
Production Workers for the lust calendar year compared to the calendar year preceding as shown by the index
of average weeldy earnings of Crude Petroleum and Gas Production Workers as published by the United States

Depurtment of Labor, Bureau of Laboe Statisties, or the equivalent Canadian index as published by Statistics

Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or minus the computed ad-
justiment. A ) A

QOvearhead ~ Percentage Basis t )
(1) Operator shall charge the Joint Account al the following rates:

-4




Amendment of Rates : R

i

Per: - nt { %) of the cost of develaiment of the Joint Property exclusive of costs provided
onder Paragraph 1. - of Section Il and all salvage crediis.

(a) Developmerit

{(b) oberating

P eent( %) of the cost of operating the Joint Property exclusive of costs provided under
mm. .0 of Section 11, all salvage eredits, the value of injected substances purchased for secondary

vecovery and all « xes and assessments which are levied, assessed and paid upon the mineral interest in and
{0 the Joint Propaaty, .

(2) Application af Overl 2ad - Pércenmge Basis shall be as follows:

For the purpose of de: swmining charges on a percentage basis unc.or l.’aragraph 1B of tl}is Section' 111, development
shall include all costs in connection with drilling, redrilling, deepening, or any remedial operations on any or all
wells involving the use of drilling rig and crew capable of drilling to the producmg mte.rval on u}e Joint Pr.op‘
erty; also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandening
when the well is not completed as a producer, and original cost of construction or installation of fixed assets, the

expansion of fixed assels and any other project clearly discernible as a fixed asset, except Major Construction as
defined in Paragraph 2 of this Section IIl. Al other coats shall be considered as operating.

Overhead - Major Construetion

To compensate Operator for averhead if-.osta incurred in the construction and installation of fixed assets, the expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the devejopment and operation of t.he
Joint Property, Operalor shall either negoliate a rate prior to the beginning of construction, or shall charge the Joint
Account for overhead based on the following rates for any Major Construction project in excess of §

A5 %of first $100,000 or tatal cost if less, plus
B._3_ %of costs in excess of $100,000 but less than $1,000,000, phus
c._2 '

% of costs in excess of $f;,000,000.

. Tatal cost shall mean the gross cost of af;y one project. For the purpose of this paragraph, the component parts of a single

project shall not be treated separately and the cost of drilling and warkover wells and artificial 1ift equipment shall be

~ excluded. :

Catastrophe Overhead
To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due

to oil spill, blowout, explosion, fire, storm; hurricane, or other catastrophes as agreed to by the Parties, which are necessary

lo restore the Joint Property to Lhe equivalent condition that existed prior to the event causing the expenditures, Operator
shall either negotiale a rate pri

ior to charging the Joint Account or shall charge the Joint Account for overhead based on
the following rates: ; )

A. 2 %of total costs through $100,000; plus
B._3

% of total costs in excess é:f $100,000 but less than $1,000,000; plus
c._2_

% of total costs in excéss'o! $1,0_00,000. :

Expenditures subject to the overheads ai)o

pove will not be reduced by insurance recoveries, and no other overhead pravi-
sions of this Section III shall apply. S ‘ _ : ‘ .

§
i

The overhead rates provided for in this Sei:lion 111 may be amended from time to time only by mutual agreement between
the Parties hereto if, in practice, the rates are found o be insufficient or excessive.

IV. PRICING OF JOINT ACCOUNT%MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Material and shall make proper and Limel charges and credits for all Material move-
ments affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at Operator's
option, such Material may be supplied by the Non-Operator. Operator shall mal.e timely disposition of idle and/or surplus
Materiul, such disposal being made either through sale to Operator or Non-Ope- ator, division in kind, or sale to outsiders.
Operator may purchase, but shall be under no obligation lo purchase, interest of Non-Operators in surplus condition A or B

Malecial. The disposal of surplug Controllable Material not purchased by the Ops.rator shall be agreed to by the Parties.
L '

Purchases

Materinlhurchaséd shall be charged at the price paid by Operator after !eduction of all discounts received. In case of

Material found to be defective or returned to vendor for any other yeast s, eredit shall be passed to the Joinl Account
when adjustment hus been received by the Operator.

Transfers and Dispositions o

Materinl furnished to the Joint Property aned Masteriad transferred fror . the Joint Property or disposed of by the Operalor,
unless olherwise agreed to by the Parties, shall be priced on the foll .wing basis exclusive of cush discounts:

i

. . . R




A. New Material (Condition A)

(1) Tubular Goods Other than Line Pipe ,
1 ized 2 inct : ine pi i ill published

ds, sized 2% inches OD and larger, exeept line pipe, shgll be pncgd at Eastern mi
® I;ﬁ-‘fgggrbﬁzg psri?:es eﬁe’étive as of date of movement plus transportation cost using the 80,000 pound cgrload
weight basis to the railway receiving point nearest the Joint Property for which published rail ral’es for
tubular goods exist. 1f the 80,000 pound rail rate is not offered, the 70,000 pound or 90,000 pound rail rate

may be used. Freight charges for tubing will be caleulated from Lorain, Ohio and casing from Youngstown,
Ohio.

(b) For grades which are epecia} to one mill only, prices shall be computed at t.h.e mill base of that mill plus trans-
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in

Paragraph 2.A (1)Xa). For transportation cost fram points other than Eastern mills, the 30,000 pound Oil Field
Haulers Association interstate truck rate shall be used.

(c) Special end finish tubular éoods shall be priced at the lowest published out-of-stock price, f.0.b. Houston,

Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, to
the railway receiving point nearest the Joint Property.

(d) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices f.o.b.
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per weight
of tubing transferred, to the railway receiving point nearest the Joint Property. :

(2) Line Pipe T i _ " '
{a) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30,000 pounds or more

shall be priced under provisions of tubular goods pricing in Paragraph A.(1)(a) as provided above. Freight
charges shall be calculated from Lorain, Ohio. . ,

{b) Line pipe movements (excepl Qize 24 inch OD and larger with walls % inch and over) less than 30,000 pounds

shall be priced at Eastern mill published carload base prices effective as of date of shipment, plus 20 percent,
- plus transportation cosis based on freight rates as set forth under provisions of tubular goods pricing in Para-
graph A.(1)a) as provided above. Freight charges shall be calculated from Lorain, Ohio.
(c) Line pipe 24 inch OD and over and ¥ inch wall and larger shall be priced f.o.b. the point of manufacture
at current new published prices plus transportation cost to the railway receiving point nearest the Joint
Property. _ C . i : :

‘-

(d) Line pipe, including fabricate(i line pipe, drive pipe and conduit not listed on published price lists shall be
priced at quoted prices plus frei

ght to the railway receiving point nearest the Joint Property or at prices
agreed to by the Parties. 1 o L

(3)

Other Material shall be priced at thé_ current new price, in effect at date of movement, as listed by a reliable supply

store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the railway
receiving point nearest the Joint Property.

4

Unused new Material, except tubufpr goods, moved from the Joint Property shall be priced at the current new
price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or point of
manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint Property.
Unused new tubulars will be priced as provided ahove in Paragraph 2 A (1) and 2.
B. Good Used Material (Condition B)

Malerial in sound and serviceahle condit;ion and suitable for reuse without reconditioning:

(1) Material moved to the Joint Property

At seventy-five percent (76%) of currient. new price, as determined by Paragraph A.

(2) Mgterial used on and moved frqrri the Joint Property

(a) At seventy-five percent (76%) of current new price, as determined by Paragraph A, if Material was originally
charged to the Joint Account as new Material or

{b) At sixty-five percent (66%) of curkrent new price, as delermined by Paragraph A, if Material was originally’
.charged to the Joint Account as used Material. '

(8) Material not used on and moved from the Joint Property

At seventy-five percent (76%) of curre;'pi. new price as determined hy Pdragraph A.
The cost of réconditioning, if any, shal} be'absorbed by the transferring propérty.
C. Other Used Material | -
(1) Condition C

Material which is not in sound and a.aerviceable condition and not suitable for its original function until after recon-

ditioning shall be priéed at fifly percent (60%) of current new price as determined by Paragraph A. The cost of
reconditioning shall be charged to the vec

eiving property, provided Condition C value plus cost of reconditioning
does not exceed Condition B value. ’ o




(2) Condition D . : -
Material, excluding junk, rf_o longer suitable for its original purpose, but usable for some other purpose shall be

priced on a basis commensurate with its use. Operator may dispose of Condition D Material under procedures
normally used by Operator without prior approval of Non-Operators.

(a) Casing, tubing, or drill pipe used as line p:pe shall be priced as Grade A and B seamless line pipe of com-

parable size and weight. Used casing, tubi.ig or drill pipe utilized as line pipe shall be priced at used line
pipe prices. : '

(b) Casing, tubing or drill ﬁipe used as higher pressure service lines than standard line pipe, e.g. power oil lines,

shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods shall
be priced on a non upset basis. . . .

(8) Condition B

Junk shall be priced at pre\failing prices. Operator may dispose of Condition E Material under procedures.nor-
mally utilized by Operalor without prior approval of Non-Operators.

D. Obsolete Material

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

BE. Pricing Conditions ,

! ot .

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢) per hundred
weight an all tubular goeds movements, in lieu of actual loading or unloading costs sustained at the stocking
point. The abave rate shall be adjusted as of the first day of April each year following January 1, 1985 by the same
percentage increase or decrease used to adjust overhead rates in Section 111, Paragraph 1.A(8). Each year, the
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies.

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

4

Premium Prices . B 1.

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other
unusuil causes over which thé Operator has no control, the Operator may charge the Joint Account for the required
Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving
it Lo the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing

Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator within
ten days after receiving notice from O

perator, to furnish in kind all or part of his share of such Material suitable for use
gnd acceptable {o Operator. _ . .
Warranty of Material Furnished By bperator

Operator does not warrant the Matei‘ial furnished. In case of defective Material, credit shall not be passed to the Joint
Account until adjustment has been received by Operator from the manufacturers or their agents.

i

V. INVENTORIES

The Operator shall maintain detailed recordsi‘_of Controllable Material.

1.

: Special Inventories

_ Periodic Inventories, Notice and Representation

At'reusupahle intergals. inventories shal} ‘be taken by Operator of the Joint Account Controllable Material. Written notice
of intention lo take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that

Non-Operalprs may be represented when any inventory is taken. Failure of Non-Operators to be represented at an inven-
tory shall bind Non-Operators to accept the inventory taken by Operator.

Reconciliation and Adjustment of Inventories

Adjustments ta the Joing Accountyesulﬁng from the reconciliation of a physical inventory shall be made within six
months following the taking of the inventory. Invenlory adjustments shall be made by Operator to the Joint Account for
overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.

i

Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint Property.

It shall be the duty of the party selling to natify all other Parties as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shalf be

es, | governed by such inventory. In cases inveolving a change
of Operator, all Parties shall be governed by such inventory. :

-Expense of Conducting Inventories

A. The expense of conducting perivdic ihventuries shall not be charged to the Joint Acecount unless agreed to by the
Parties. ~

B. The expense of conducting special inventories shall be charged to the Parliea requesting such inventories, except in-
ventories required due to change of Operator shali be charged to the Joint Account.

&

-
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(2) Condition D

Material, e)éc\udinz junk, no longer sultable for its original purpose, but usable for some other g
shall be priced on a basls commensurate with its use, Operator may dispose of Conditlon D M
under procedures normally used by Operalor w thout prior approval of Non-Operntors.

(a) Casing:‘ tubing, or drill pipe used as line pipe shalt be priced as Grade A and B seamless lin
of comi’mrable size and welght. Used casing, tubing or drill pipe utilized as lins pipe sh
priced at used line pipe prices.

(L)

Cusing, %Lublni; or drill pipe used us higher pressure service lines than standard line pipe

power oil lines, shall be priced under riormal pricing procedures for casing, tubing, or dvill
Upset tubular goods shall be priced on a non upset basis.

(8) Conditlon B

Junk shall be priced at prevailing prices. Operator may dispose of Condition B Material un
procedures norinally utilized by Operator without prior approval of Non-Operators.

D, Obsqleba Material

i
i

Material which is éer"’y!ceable and usable for its originul function but condition and/ar value of such Mater
is not equivalent to that which would justify a price as provided above may be specially priced as agreed to

the Parties. Such price should result In the Joint Account Leing charged with the value of the servi
rendered by such Material, -

¥

B. Pricing Conditions |

(1) Loading or unloéding costs'may be charged to the Joint Account sl the rale of twenty-five cents (25¢

per hundred weight on all tubular gouds movements, in lieu of actual loading or unloading cost
sustained at the stocking point. The above rate shall be adjusted ns of the first day of April euch yea
following January 1, 1986 by the same percentage Increase or decrease used to adjust overhead rates b
Section 11, Paragraph 1.A(3). Each year, the rate calculated shall be rounded to the nearest cent anc
shall be the rate in effect until the first day of April next year. Such rale shull be published ench year
by the Councit of Petroleum Accountants Societles,

(2)

Material involving erection costs shall bs charged at applieable percentage of the current knocked-dowr
price of new Materlal.

8. Premium Prices i

i . : .

Whenever Material I3 not readily obtainable at published or listed prices because of nalional emergencies, strikes or othe
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the requires
Material at the Operator's actual cost incurved in providing such Malerial, in making it suitable for use, and in moving §
lo the Joint Property; provided notice in wriling is furnished to Non-Operators of the proposed charge prior to billin
Non-Operators for such Material. Each Non-Operator shail have the right, by so electing and nolifying Operator withi

ten days alter receiving nolice frani Operalor, to furnish In kind ull or part of his share of such Material suitable for us
and acceptable to Operator. » .

4.  Warranty of Material Furnished By Operator

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

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material,
1

Perlodic Inventories, Notlce and Repfexentnﬁon

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written no
of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is lo begin so t

Non-Operators may be represented when any Inventory is taken. Failure of Non-Operators to be represented at
inventory shall_bind Non-Operators to accept the invento: y talien by Operator.,

2. .« Reconciliation and Adlualment of Inventoriea

Adjustments to tha Jolnt Account resuliing from the reconciliation of & physical invenlory shall be made within
montha following the taking of the inventory. Invent» ; udjustments shall be made by Operator {o the Joint Account

-
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4.

overages and shortages, but, Operator &+ Il be held accountable only for shorlages due to lack of reasonable diligenc

Special Inventories

Speclal Inventories may be ta}tan w .enever there Is any sale, change of interest, or change of Operalor in the .
Property. 1t shall be the duty of the arty selling lo notify all other Partles as guickly as_possible after the transfi

{nterest takes place. In such cases “ioth the seller and the purchaser shall be governed by such Inventory. In ¢
lnvolving a change of Operator, al! tiea shall be governed by such inventory.

Expenss of Conducting Inventorics

A. The expense of conductln;; periodic inventories shall not be charged to the Joint Account unless agreed to by
‘Parlies, : : '

B. The expense of conducuné_ special inventories shiall be charged lo the Partles requesting such inventories, exct
inventorles required due to change of Operator shall be charged to the Joint Account,
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T {SURANCE

All insurance shall be obtamcd from ﬁnancnally sound, A.M, Best rated B+, Class 1V or
above, insurance companies authorized to do business in the state in which the operations aré
to be performed. Each policy shall provide for a waiver of subrogation rights against the
“other signatory parties. Non-operator(s) shall be name:| as additional insureds on all
insurance policies with the exception of Workman's Compensation. All deductibles, if any,

shall be borne by the joint account. The Operamr shall carry for the benefit of the joint
account the following insurance:

1. Workman 3 Compensahon insurance wnh statutory limits as required by the State of

2. Comprehensive Gcneral Liability Insurance with a $1,000,000 Combined Single
Limit (CSL), $2,000,000 aggregate limit. Sudden and accidental pollution coverage.
DEX. Underground resources and equipment hazard sublimit of $1,000,000 Property
Damage (PD), blowout and cratcrmg of $1,000,000. Deductible of $5,000 for PD per

~occurrence.

3. Comprehensive Automobﬂc Liability including coverage of Owned and Hired/Non-
owned automobdcs Bodily Injury/Property Damage Ltablhty csSL per occurrence of
$1,000,000.

4. Commetclal Umbrella policy $2 000,000 CSL in excess of basic underlying
coverages.

Energy Exploration }md Development Policy with a $10,000,000 limit per
occurrence. Deductible of $2,000,000 per occurrence. Sublimit of $250,000 for

equipment in Operator’s care, custody and control with a deductible of $100,000 per
accurrence. :

Bach Non-Operator shall have the option of carrying its own insurance, except that which is
required statutorily in (1) above. Should any Non-Operator elect not to be covered by the
Operator's insurance, such Non-Operator shall notify Operator in writing and provide
Operator an insurance Cerlificate(s) evidencing coverage(s) equal to or in excess of those set
forth hereinabove within ten (10) days of executing this agreement or prior to the actual spud
date of the well(s) covered, whichever occurs first. If such written notice is not received
within the above referenced time constraints, the Non-Operator will be billed for its
praportionate part of the insurance pertaining to the covered well(s).

If any party provides evidence'of insurance so as to elect out of any coverage, such insurance
shall include the following provision:

L All signatory parties héreto shall be named as additional insureds

2. Each policy shall include a waiver of any rights of subrogation against the other
signatory parties hereto.

3.

Bach policy shall contain a provision-obligating insurer to give Operator written

notice of change or cancellation not less than thirty (30) days pnor to the effective
date of such change or cancellation.

Operator shall require all cuutractors engaged in operations under this Agreement to comply
with the applicable Worker' s Compensation and Employer's Liability laws, and to mamtam
such other insurance, and in such amounts, that the Oper::ior deems necessary.

L4
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' MO &1 ORM RECORDING SUPPLEMENT TO
OPERAT . .GREEMENT AND FINANCING STATEMENT

THIS AGREEMENT, entered i . by .nd betwein _McQuadmngle.._LLﬁ__SQm;h._Reﬂlakﬁ_ll_Hnit___
hereinafier seferred to as “Operani. ", ».1d the signatory party or parcties other than Operator, hereinafter refecced to
1ere . " "
individually as “Non-Operatot”, st colle. tively as "Non-Operstors™. .

WHEREAS, the pucties to il..5 agr: ement are owaers of Oll and Gas Leases and/or Oil and Gas Interests in the land
ideatified in Eﬂ:ibi( “A" (said I+ 1, 1. s and Interests being hereinafier called cthe “"Contract Area”), aad in any instaace in -
:,.,lc;‘i‘ch‘ clie ‘Leases or Intefests ol a pa 7 zve aot of recard, the record owner and the patty hereto that owas the interest or

iahts thesein are reflected on’l‘i. Libic A"} .
" WHEREAS, the pasties h: ceto | .ve executed an Operating Agreement dated October 31, 2003

(hetein the "Operating Agreciaen: |, covering the Coatract Area for the purpose of exploring and developing such lands,
Leases and lnterests for Oil avd Gu; and -

WHEREAS, the parties beret; iave exccuted this agreement for the purpose of imparting notice to all persons ‘uf the
rights and obligations of dv. parties under the Operating Agreement and for the further purpose of pecfecting those rights
capable of perfection. : |

NOW, THEREFORE, ii. consideration of the mutual rights and obligations of the pacties hereto, it is agreed as follows:

1. This agreemens supplements the Operating Agreement, which Agreement in its entirety is incorporated herein by
reference, snd all terms used herein shall have the meaning asceibed to them in the Operating Agreement.

2. The parties do hereby agree that:

A. The Oil and Gas Lesses and/or Oil and Gas Intesests of the parties comprising the Contract Area shall be subject
to and burdened with the terms and provisions of this agreement and the Operating Agreement, and the parties do
bereby commit such Leases and Interests to the pecformance thereol.

B. The exploration and development of the Contract Asea for Oil and Gas shall be governed by the terms and
provisions of the Operating Agrkemcm. as supplemeated by this agreement.

C. All costs and liabilities incurred in operations under this agceement and the Opecacing Agreement shaill be borne
aad paid, and all equipment and materials acquiced In opcrations on the Contract Area shall be owned, by the pacties
hereto, as provided in the Operating Agreement.

D. Regardless of the record ritle owaceship to the Oit and Gas Leases and/or Oil sad Gas Interests identified on

Exhibic A", all production of Qil and Gas from the Contract Area shall be awned by the pasties as provided in the

Operating Agreement; provided nothing contained in this agreement shall be deemed an assignment or cross-assignment
of intesests covered hereby. .

B. Each pacty shall pay or delilver, or cause (0 be paid or delivered, all burdens on its share of the praduction from the
Contract Area as provided in the Operating Agreemeat. .
F. An overriding royalty, production payment, net prafits interest or ather burden payable ous of production hereafter
created, assignments of production given as security for the paymeat of money and those overriding royalties, production
. payments and other burdens payable out of produciion heresofore created and defined as Subsequeatly Created Intesests
" in the Operating Agreement shall be (i) borne solely by the party whose interest is burdened thecewith, (ii) subject to
suspension if a pary is cequired to assign or relinquish to anather party an interest which is subject ta such burdeq, and
(iiii) subject to che lien and security intecest heceinafter provided if the pasty subject o such burden fails to pay its share
of expeases chacgeable heceunder. and under the Operating Agreement, sl upon the terms and provisions and in the
times and manner provided by the: Operating Agreement. - .
G. The Oil and Gas Leases and/or Oil and Gas Interesis which are subject herero may aot be assigned or transferred
except in sccordance with those terms, psovisions and sestrictions in the Operating Agreement regulating such transfess.
This agreement and the Operating Agreement shall be hind.ing upon and shall inure to the benefit of the parties herero,

and theic respective heirs, devisees, legal cepresentatives, and assigns, and the terms hereof shall be deemed to run with
the leases or interests included within the lease Contract Area.

H. The -pacties shall have the right to scquire an interest in renewal, extension and ceplacement leases, leases
proposed 10 be surrendered, well; propased to be abandoned, and interests to be telinquished as a result of non-
participation in subsequent operations, all in accordance wich the terms and provisions of the Operating Agreement.

1. The rights and obligations of the parries and the adjustment of interests among them in the event of a failure of
Joss of sitle, each party’s right to propose operations, obligations wich respect to participation in operations on the
Contracc Acea and the consequences of a failure to participate in operations, the rights and obligations of the parties
regarding the marketing of production, and the rights and remedies of the pacties for failure to comply with financial
obligations shall be as provided in the Operating Agreement.

J. Bach party's iaterest uader this agreement and under the Operating Agreement shall be subject to relinguishinent
foc its failuce to patticipate in subsequent operations and each party’s share of pl‘oducﬁon and costs shall be reallocated
on the basis of such relinquishment, all upon the terms and provisions provided in the Operating Agreement.

K. All ocher matters with respect to exploration and development of the Contract Area and the ownership and
wanster of che Oil and Gas Le

. eases and/or Oil and Gas Interest therein shall be governed by the texms and provisions of
_the Operating Agreement, -

3. The pacties hereby grant reciprocal liens and security interests ag follows:

A. Each pacty grants to the other parcies hereto a lien upon any interest it now owns or heceafter acquires in Oil and
Gas leases-and Oil and Gas laterests in the Comrac_: Area, and 2 security interest and/ocr purchase money security
interest in any interest it now owns or herealter acquires in the personal property and fixtures on or used or obtained
for use in connection thecewith, to secure pecformance of all of its obligations under this agreement and the Operating
Apreemen-including but aot limited to payment of expense, interest and fees, the proper disbursement of all monies
puid uader this agreement and the Operating Agreement, the assignment or relinquishment of interest in Oil and Gas .
Leases as required under this agreement and the Operating Agreement, and the proper pecformance of aperations uvader
this agreement and the Operating Agreemeat. Such lien and security interest granted by each party hereto shall include
such party's leaschold interests, working interests, operating rights, and royalty and overriding toyalty interests in the
Contract Atea now owned or hereafter acquired and in lands pooled or unitized therewith or otherwise becoming subject
1o this agreemeat and the Opcrating Agreement, the Oil and Gas when extracted therefrom and equipment situated
thereon or used or obtained for use-in coanection therewith (including, without limitation, all wells, tools, and tubular
goods), and accounts (including, without limitation, accounts acising from the sale of production at the welthead),

B
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c;anttact ﬁghq, inyentory snd general ipggpg?!)!ﬁ l.jflalil'lg th;rcto or arising therefrom, and all proceeds and praducts of
:heaf'o;easct:n:;rq represenis and warrants to the ather parties hereto that the lien and sca.uiqr in:ercst. gt.mted byds'\fch
paty to the other parties shall be 2 ficst §nd prii.r lien, n.nd each ?Bftv‘hﬂcbv agrees to maintain the prioricy :il sat ':“
and security interest against all persons acquiring an interest in Oil and Gas Lc.as_es nm.l .lmcrcsfs covct. by. this
agreement and the Operating Agreement L.v tlirough ac under such party. All Pames acquiring an interest m.0|| snd
Gas Leases and Oil and Gas laterests cuvoce ¥ this agreement and the Operating ‘fgrecmem, :whether by a-ssag'nmem, .
merges, mortgage, operation of law, or otherwise, shall be deemed to hatre t'aken sub'jcct to the lien ll:ld security mtctcs.t
éramed by the Opéraxing Agreement and this instrument a3 to all obligations autributable 1o suc.h m!etc?t nnd?t this
agreement and the Operadiag Agreement whe.. er or not such obligasions arise before or after such interest is acquired.

C. To the extent that she parties have a secutity intesest unders the Uniform Commercial Code of the state in which
¢he Coatract Area is situated, they shall be entitled to exercise the riglits and remedies of a secured pacty under the Code.
The bringing of a suit and the obtaining of judgment by-a party for the secured indebtedness shall not be deemed an
cleciion of semedies or achecwise affect the lien cights or security interest as security for the payment thereof. In
addition, upon default by any parry in the payment of its shate of expenses, interest or fees, or upon the improper use of
funds by the Operator, the other pasties shall have the right, withour prejudice to other rights or remedies, to collect
from the purchaser the proceeds from the sale of such defaulting pacty’s share of Oil and Gas uniil the amount owed by
such pacty, plus intecest, has been received, and shall have the right to offset the amount owed against the proceeds from
the sale of such defaulting party’s share of Oil and Gas. All purchasers of production may rely on a notificatioa of default
from the non-defaulting parcy or parsties stating the amount due as a result of the defauls, and all parties waive any

" ecousse available against purchasers for releasing production proceeds as provided in this paragraph.

D. If any party fails 10 pay its share of expense within onc hundred-twenty (120) days after rendition of s statement
therefor by Operatos the non-defaulting pasties, including Operator, shall, upon request by Operator, pay the unpaid
amount in the prapoction that the interest of each such party beats to the interest of all such parties. The amount psid
by each party so paying its share of the unpaid amount shall be secured by the liens and security rights described in this

paragraph 3 aad ia the Operating Agreement, and each paying party may independencly pursue any remedy available
under the Operating Agreement or otherwise.

E. If aay party does noc perform all of its gbligations under this sgreement or the Operating Agreement, and the
failure to perform subjects such party to foreclosure or execution proceedings pursuant to the provisions of this
agreemeny or the Operating Agreement, to the extcnt. allowed by governing law, the defaulting party waives any
available cight of redemption from and sfter the date of judgment, any requited valuation or appraisement of the
mongagcd or secured property prior to sale, any available right to stay execution or to require a macshalling of assets
and any required bond in the event a geceiver is appoiated. In addition, 10 the extent permitted by applicable law, cach
pasty hereby grants to the other parties a power of sale as to any property that is subject to the lien and security righes
granted hereunder or under the Operating Agreement, such power to be exercised in the manner provided by applicable

_ law or atherwise in a commercially reasonable manaer and upon reasonable notice.

F. The lien and security interess granted by this patagraph 3 supplements ideatical righes gramed' under the
Operating Agreement. BT R R '

G. To the extear permitted by applicable law, Non-Operatars agree that Operator may invoke or utilize the
mechanics’ or macerialmen’s lien law of the state in which the Contract Area is sitated in order to secure the payment
w0 Ope;qtgg of any sum due under thiﬁ} agreement .agq the Operating Agreement for ‘services performed or materials
supplied by Operator. . Rt o ' :

H. The above desceibed security will be financed at the wellhead of the well os wells Jacated on the Contract Area and
this Recording Supplement may be filed in the land recocds in the County or Pacish in which the Contrace Area is
located, and as a financing scatement in all recording offices tequired under the Uniform Commercial Code ac ather
applicable state statutes to perfect the above-described security interest, and any party heceto may file a continuation
statement as necessacy under the Uniform Commercial Code, or other state laws.

4. This agreement shall be effective as of the date of the Opecating Agreement as above recited. Upon termination of
this agceemeat and che Operating Agreedheat aad she sasisfactipn of sll obligations thereunder, Operacar is aucthorized ta file
of record in all necessacy cecording offices a notice of termination, and each party hereto agrees 1o execute such a notice of
terminacion as to Operator’s ingerest, upon the request of Operator, if Operator has complied with ali of its financial
abligations. £ S R T T '

5. This agreement and the Operatjng Agreement shall be binding upon and shall inure to the benefit of the parties |

hereto and theic respective heirs, devisees, Jegal representatives, successors and assigns. No sale, encumbrance, transfer or
other dispasicion shall be made by anyz party of any interest in the Leases or Interests subject hereto excepr as expressly
permitted under the Operating Agreement and, if permitted, shall be made expressly subject to this agreement and the
Operating Agreement and without prejudice 1o the rights of the other parties. If the transfer is permitted, the assignee of an
ownership interest in any Oil and Gas Lease shall be deemed s party to this agreement and the Operating Agreement a3 to
the interest assigned from and after the effective date of the transter of ownership; provided, however, that the other parties
shall not be required to recognize any such sale, encunbrance, transker or other disposition for any purpose hereunder uatil
thicty (30) days after they have reccived a copy of the instrument of transfer ar ather satisfactory evidence thereof in writing
from the transferor or iransfecee.” No sssignment or other -disposition of interest by a party shall relieve such parey of
obligasions previously incurred by such party under this agreement or the Operating Agreement with respect to the interest
scansferred, including without limitation the obligation of a pacty to pay all costs atcributable to an operation conducted under
this agreement and the Operating Agreement in which such party has agreed to participate prior t0 making such assignment,
and che liea and secucicy intecest granted by Asticle VILB. of the Operating Agreement and hereby shall concinue to burden
the interest transferred to secure paymeat of any such obligations. ' .

6. Ia the event of a conflict between the terms and provisions of this agreemeat and the terms and provisions of the
Operating Agreemeat, then, as between the pasties, the tesms and provisions of the Operating Agreement shali control.

7. This agreemenc shall be binding upon each-Non-Operator when this agreement or a counterpart theseof has been
executed by such Non-Operator and Operstor notwithstanding that this agreement is not then ac thereafter executed by all of
the pasties to which it is sendered or which are listed on Exhibit “A" as owsning an interest in the Contract Area or which
own, in fact, an iaterest in the Contract Area. In the event that any provision herein is illegal or unenforcesble, the
cemaining pravisions shall not be affected, and shall be enforped ay if the illegal or unenforceable provision did pot appear herein.
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8. Other provisions.

00~ G W B W N —

13 IN WITNESS WHEREOF, this agreement shall be effective as of the 3lst _. day of October ,
14 2003

16 ATTEST OR WITNESS: : OPERATOR

—~ (BN ya) N4
19 Nod 2 Y- T e dbrsse”
” /@/VV\QM’(/O@O(X i

DELBERT McDOUGAL
21 By:

22 Type or Print Name
23 Title: MANAGER
24 = Date:

25 Address: . 7008 Salem

2 Lubbock, Texas

27

28 ATTEST OR WITNESS: NON-OPERATORS

29
2 /gid&m@ﬂ C{LUQJQ By /JZ bun S, Cullers

. £ Type or Print Dlame | f'ﬂ
35. 77/ - / 3 Title: __{7vsl%e o L2y »
36 £ M%" W Date: 7~ 4-2-2 5 i — :
§ 2 7170 estwind Sutetol {les faues
37 / Address: £ Fica ‘?

38 PN P‘“',ﬁ Ta4i- I; Led
39

40 ATTEST OR WITNESS:
41

42

43 .
44 " By:
45

46 Tite:
47 : Date: _

48 ' Address:
49

50 i

51 ATTEST OR WITNESS:
52 :
53
54
55 By:
56 ’ Type ot Print Name
57 . Tidle:

58 Date:

59 Address:
G0

61

62 ATTEST OR WITNESS:
63 ‘
64

G5

66 By:
67 : Type or Print Name
68 Tide:

69 Date:

70 . . Address:
71

72
73
74

Type or Print Name
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COUNTY OFLUB

ACKNOWLEDGHENTS

NOTE:

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

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

Individual Acknowledgment

This instrument was acknowledged be

(Seal, if any)

Delbert McDougal

Title (and Rank) _ \ )
My Commission Expires: \

Acknowledgment in Representative Capacity

STATE OF ___TEXAS __§ .
§ ss.
couny op LUBBOCK _ g

This mstrumene was acknowledged eefore: n';e.:on (//TH b /’1 (4 6 f J/M L(/ Qé O (7/

Delbert McDougal Manager
. : : - 85 of
McQuadrangle, LC - ’ - yah
(Seal, if any) : T
:' \\nmlm," . - L’
i 'S@v. n, ANGELAD ‘/P
Ry TAYLOR Title (and Ranky”
N ¢h Notary Public, State of Texas - ‘
L misslon '
~’z,93“}g.‘3 ‘ JANUARY SOEXS'OOB . - My Commission Expires / ‘% 98

STATE QF TEXAS .
SS:
COUNTY OF EL PASO

/Ihls inst ment was acknowledged before me on /74z day of April, 2005 by
K Do) Cled QS5 as /jzwﬁ-e o F of

Cullers Investments Family Limited.

/L YDz @(Xu@ﬁ/f |
susm CALDWELL ‘Notary Public, State of Texas

State of Texas



APPLICATION OF
MCQUADRANGLE, LC
FOR STATUTORY UNITIZATION
EDDY COUNTY, NEW MEXICO

Yates Brothers
105 South Fourth
Artesia, NM 88210

Johney Cockburn Estate
Maggie Suetta Cockburn
c¢/o Thomas Cockburn

P. O. Box 50013

Austin, TX 78763

Colaro Corporation

400 One Energy Square
4925 Greenville Avenue
Dallas, Texas 75206-4012

Everett R. Jones, Jr.

8080 North Central Expressway
Suite 1420 LB #12

Dallas, TX 75206

Florence Dooley Estate

Patrick T. Dooley, Personal Rep.

1006 S. 2nd Street
Artesia, NM 88210

Mary Dorothea Duggan
15 E. Greenway Plaza #12G
Houston, TX 77046-1504

Francis F. Hawley, successor in title

for Frank E. Hawley Life Est.
21 Goldenridge Court
San Mateo, CA 94402-3717

Myrna Sue Zumwalt
101 N. Filmore Street
Cortez, CO 81321-3311

EXHIBIT A

NOTICE LIST

Jack Funk

(Ruth O. Hill Trust Successor)
10679 Nathanson Avenue
Cupertino, CA 95014-1330

Leland Price Inc.
P. O. Box 508
Artesia, NM 88210-0508

John W. Gates LLC
706 W. Grand Avenue
Artesia, NM 88210-1935

Thomas W, Pettit
151 W. Trinity Road
Glen Ellen, CA 95442

Joan Hudson Moore
81 North Street
Naples, FL. 34108

Jonel Susan Grasso
11 Ocean Ridge
Laguna Niguel, CA 92677

Jane Ann Hudson Davis
6770 Wolf Creek Court
Rio Rancho, NM 87124

John Bedingfield
P. O. Box 630
Artesia, NM 88211-0630



»

Judy N. Deans
409 Commerce Road

Artesia, NM 88210-9432

Everett R. Jones

c/o Everett R. Jones, Jr.

8080 North Central Expressway
Suite 1420 LB #12

Dallas, TX 75206

Marbob Oil Corporation
2208 West Main Street
P. O. Box 227

Artesia, NM 88211-0227

Rockwell Energy Corporation
Jon J. Nelson, interest

P. O. Box 885

Seguin, TX 78156-0885

Rockwell Energy Corporation
Jon J. Nelson, Jr., interest

P. O. Box 885

Seguin, TX 78156-0885

Trigg Oil & Gas Limited Partnership
P. 0. Box 520
Roswell, NM 88202-0520

Sandra Terry Tolliver
P. O. Box 12617
El Paso, TX 79912-0617

Sue Lynn Terry
6112 N. Mesa PMB 216
El Paso, TX 79912-4516

Paul Slayton
P. O. Box 2035
Roswell, NM 88202-2035

M. L. Boling Development LLC
P.O. Box 768
Artesia, NM 88211-0768

Lillie M. Yates Estate

S.P. Yates, Frank Yates Jr., and B. W.
Harper Co., Personal Representatives
P. O. Box 840

Artesia, NM 88211-0840

William P. Dooley Estate
Patrick Dooley, Personal
Representative

1006 S. 2nd Street
Artesia, NM 88210-2808

Jim and Pearl Hawley Family Living
Trust

5857 Westhaven Drive

Fort Worth, TX 76132

Katherine K. McIntyre
620 Camino Real Avenue
El Paso, TX 79922-2008

Summit Overseas Exploration Inc.
Post Office Box 260590
Lakewood, CO 80226-0590

Michael McDowell
326 South 5th
Shelton, WA 98584

Sharbro Oil Ltd. Co.
P. O. Box 840
Artesia, NM 88211-0840

PAM Inc.
P. O. Box 508
Artesia, NM 88211-0508

Nancy King
P. O. Box 385
Artesia, NM 88210

Edward B. Stewart
2005 Hessian Road
Charlottesville, VA 22903



Boling Enterprises Ltd.

Robert Michael Boling Manager
P. O. Box 2563

Roswell, NM 88202

Randolph M. Richardson
P. O. Box 2423
Roswell, NM 88202-2423

Rolla R. Hinkle III
P. O. Box 2292
Roswell, NM 88202-2292

Madison M. Hinkle
P. O. Box 2292
Roswell, NM 88202-2292

Morris E. Schertz
Post Office Drawer 2588
Roswell, NM 88202-2588

Howard B. Wright Estate
B. Kent Pomeroy Anc. Pr.
Ste 101, 3839 N. 3rd Street
Phoenix, AZ 85012-2068

Wilma Donohue Moleen Foundation

Chase Bank, NA, Trustee

El Paso, TX 79702-0966

Pitch Energy Corp.
P. O. Box 304
Artesia, NM 88211-0304

David W. Jamison
418 73rd NE
Olympia, WA 98506-9707

Barbara Kruse Frankenfield
12 Laura Elizabeth Court
Mansfield, TX 76063

Frank C. Miller and Mary Russell
Miller Revocable Living Trust

P. 0. Box 203

Roswell, NM 88202-0203

Steve Fitt
1180 Mercury Drive
Lafayette, Colorado 80026

Pamela June Krueger
Post Office Box 551023
Jacksonville, FL 32255-1023

James F. Roberts
Post Office Box 504
Key Colony, FL 33051

TMTM Joint Venture
7008 Salem Avenue
Lubbock, Texas 79424

Losee Investments LL.C
P. O.Box 1720
Artesia, NM 88211-1720

Fenix Royalty, LLC

Commissioner of Public Lands
P. O. Box 1148
Santa Fe, NM 87504-1148

Bureau of Land Management
2909 West Second Street
Roswell, NM 88201



