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OPERATIN. ): (REMENT,
THIS AGREEMI NT, entered into by and between +\ wadrangle, LLC

hiereinafcer designat. + and cefecced to as “Operator,” and th\ sig.watory party oc parcies other than Operator, somenme;
hereinafter refecred > mdw:dually as "Non-Operatos,” and colle: tivery as "Non-Operators.”
WITNESS iTh:
WEHIEREAS, 1l.: parties to this agreement ate owners of Oit and Gss Leasés and/ar Oil and Gas Interests in the land

identified in Exhil  “A,” and the'parties hedeto have reached aa 1gree ucat ta explore and develop these Leases and/or Oil
and Gas Incerests fui the production of Oil and Gas to the extent a .l as n.crcmaftet provided,
NOW, THER):FORE, it is ngrccd as follows:

ARTICLE i.
DEFINITIOMS
As used in this agreement, the following words _ond terms shall L ive the meanings here ascribed to them: )
A. The term “"AFE” shall mean an Authority for Expendituce pr. pared by a pasty to this agreement for the purpose of
estimating the costs 10 be incurred in conducting sn operation herennd. r

B. The tecm “Completion” or TComplete” shall mean s single ope.ation intended to complete a well as a producer of Oil

and Gas in one oc moce Zones, including, but not limited to, che setting of production casing, perforating, well scimulation
N 24

and production testing conducted in:such operation.

C. The texm “Contract Area” shall mean sll of the lands, Oil and Gas Leases and/oc Oil and Gas Interests intended to be
developed and operated for Oil md Gas purposes under this agreement. Such lands, Oil and Gas Leases snd Oil and Gas
Interests ace described in Bxhibit "A"'

D. The term “Deepen” shall mean 8 single operation whereby 8 well is drilled to an objective Zone below the deepest
Zone in which the well was prevnously drilled, or below the Deepest Zone proposed in the associated AFR, whichever is-the
lesser.

E. The texms "Drilling Party” a"nd “Conseating Party" shall mean a party who agrees to join in and pay its share of the
cost of any operation conducted undcr the provisions of this agreement.

F. The teem “Drilling Unit” shall mean she ares fixed for the drilling of one well by order or rule of any state or federal
body haviang authocity. If a Drilling Umc is qot fixed by any such rule or order, a Drilling Unit shall be the drilling unic as
established by the pattern of drilling in the Contract Acea unless fixed by express agreement of the Drilling Pacries.

G. The term "Drillsite™ shall mean the Oil and Gas Lease or Oil and Gas Iaterest on which a proposed well is to be
focated.
H. The term "laitial Well” shall mcan the well cequired to be drilled by the parties hereto as provided in Acticle VLA,

I The term "Non-Consent Well” shall mean a well in which less than all parties have conducted an operation as
provided in Acticle VIB.2. '

J. The terms "Non-Drilling Party and “Non-Consenting Pacty” shall mean a party who elects nat to pntticlpate ina
proposed operation.

K. The term “Oil and Gas” shall mean oil, gas, casinghead gas, gas condensate, and/ac all other liquid or gaseous

hydmcarbons and other marketable subs(anccs produced chesewith, nnless an intent o limit the inclusiveness of this term is
specifically scated.

L. The term "Oil and Gas Interests” or "Interests” shall mean unleased fee and mineral interests in Oil snd Gas in tracts
of land lying within the Contract Area which sre owned by parties to this sgreement

M. The terms "Oil and Gas h:aég," “Lease” end "Leaschold” shail mesn the oil and gas leases or inrerests therein
covering tracts of fand lying within the Contract Area which are owned by the pacties to this agreement.

N. The 1etm "Plug Back™ shall mean a smglc operation wheteby a deeper Zone is sbandoned in order to attempt o
Completion in a shallower Zoae. '

O. The term "Recompletion” or "Recomplete” shall mean an operation whereby a Completion in one Zone is abandoned
in order 1o suempt a Completion in a different Zone within the existing wellbore.

P. The term “Rework™ shall mean an operation conducted in the wellbore of a well after it is Completed to secure,
restoce, O tmprove prodncnon in a Zoae which is curreatly opcn to praduction in the wellbore. Such operations mclude but
are not limited to, well stimulation opcranons but exclude any routine repair or maintenance work or drilling, Sidetracking,
Deepening, Completing, Recompleting, or Plugging Back of a well,

Q. The term “"Sidetrack” shall mean the directional control and intentional deviation of a well from vertical so as to
change the bottom hole locavion vnless done to strzighten the hole or o drill around junk in the hole to overcome other
mechanical difficuliies. -

R. The term “Zone" shall mean a stratum of eacth containing or chought to contain a common accumulation of Oil and
Gas separately producible from any other common sccumulation of Oil and Gas.
Unless the context otherwise clearly indicates, words used in the singular include the plural, the word “person” includes
natural and artificial persoas, the plural includes the singular, and any geader includes the masculine, feminine, and neuter
ARTICLE 1L
EXHIBITS

The following exhibits, as indicated below and atrached hereto, are incorporated in and made a part hereof
X __ A. Exhibit “A,” shall include the following information:

(1) Description of lands subfcc( to this agreement,

(2) Restrictions, if any, as to depths, formations, or substances,

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

(4) Percentages os fractional inierests of partics to this agreement,

{5) Oil and Gas Leases and/or Oil and Gas Interests subject to this agreement

(6) Burdens oa production. . . .
L fr-Prhribic*®;” Form of Lease. All State and Federal/various forms
X C. Exhibit "C,” Accounting Pmc:durc i
X pn Exlnbu “D,"” lasurance. : . (

gy o 4

¢, .
X F. Exhibit “F," Non~Discrimina(ioé\ and Certification of Non-Segregated Facilities.
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it any peavision of any exhibit, except Bxhibits "E,” “F" a1 1 “G,” is incoasistent with any provision contained in
the bady of this agreement, the provisions in the body of thi: agreement shall prevail. '
ARTNKLE 111,
INTERESTS «)F PAl tES
A. Oil and Gass Interests:

If any party owns an Oil and Gas Interest in the Contract Area, that Interest shall be treated for all purposes of this
agreement and during the term hereof as if it were covered by the form of Oil and Gas Lease attached hereto as Exhibit "B,"
and the owner thereof shall be deemed 1o own both royalty interest in such lease and the incerest of the lessee thereunder.

B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and tiabilities incurred in operations under this agreement shall be bacne
and paid, and all equipnient and materials acquired in operations an the Cancract Ares shsll be owned, by the parties as their
interests are set forth in Exhibic "A.” la the same manner, the partics shall also own all production of Oil and Gas from the
Contract Area subject, hawever, ta the paymegpt of royalties and othe: Lurdens on production as desceibed herealeer.

Regardless of which party has é:omribn(ed sny Oil and Gas Lease or Oil and Gas Interest on which royalty or other
burdens may be payable and except as otherwise expressly provided in this agreement, each party shall pay or deliver,

, or
cause g be pnizdoc%r delivered, all burdens on its share of the production from the Contract Area up to,

. . ' but not in excess of,
‘ — and shull indemnify, defead and hold the other pasties free from any liability therefor,
Except as otherwise expressly provide

d in this agreement, if any party has contributed hereto any Lease or Interesc which is
burdened with any royaky, overriding royalty, praduction payment or nther burden on production in excess of the smounts

stipulated abave, such pacty so bucdened shall assume and alone bear all such excess obligations and shall indemnify, defend -
and hold the ather pacties hereto harmless from any and sll claims steributable to- such excess burden, However, so long as
the Drilling Unit for the productive Zone(s) is identical with the Contract Acea, each patty shall piy or deliver, or cause to

be paid or delivered, al burdens onl production from the Coatract Area due under the terms of the Oil-and Gas Lease(s)
which such party has coatcibuted co:

this agreement, and shall indcmnif‘y, defend and hold the other pacties feee from any
liabilicy therefor. “= .

No pacty shall ever be rcsponsib‘e, on 8 price basis highes than the price received by sach party, to any other p'arty's
lessor or royalty owner, and if such other party's lessor or reyalty owner should demand and receive sertlement on a higher
price basis, the party contribucing the ‘affected Lease shall bear the additional royalty burden attcibutable to such higher price.

Nothing contained in this Article' HLB. shall be deemed an assignmeant ot cross-assignment of interests covered hereby,
and in the event two or more parties contribute to this agreement joindy owned 1

A .cases, the parties’ undivided interests in
said Leascholds shall be deewned separate leasehold interests for the purposes of this agreement. '
C. Subsequently Creaced lnterests:

1£ any party has contributed hereto:a lease or Interest that is burdened with an assignment of production given as security
toc the payment of money, or-if, af_fcr the date of this agreement, any party creates an averriding royalty, production

payment, aee profits interest, assignmens of production or other burden payable out of production attributable to its working
intcrest hereunder, such burden shall be deemed a "Subsequently Created lncecest.”

. : Further, if any party has contributed
hercto a Lease or Interest burdened with an overriding royalty, production payment, net profits interest, or other burden

payable out of production created prioc to the date of chis agreement, and such burden is not shown on Exhibit "A” such
bucden also shall be deemed a Subsequently Created Interest to the extent such burden causes the burdens on such party's
Lease or laterest ta exceed the amount stipulated in Arsticle ILB. above. .

The party whose interest is burdened with the Subsequently Created Interest (the "Burdened Parcy™) shall assume and
alone bear, pay and discharge the Subsequently’ Created Interest and shall indemnify, defend and hold harmless che other
parties from and against any liability therefor. Further, if the Burdened Party fails to pay, when due, its share of expenses
chargeable hereunder, all provisions of Article VILB. shall be enforceable against the Subsequently Created Interest in the
same manaec as they are enforceable against the working interest of the Burdened Pnrfy. If the Burdened Party is required
under chis agreemens to assign or telinquish to any other party, or pacties, all or a portion of its working interest and/or the
production attributable thereto, said other party, or parties, shall receive said assignment and/or production free and clear of
said Subsequently Created Interest, and the Durdened Party shall indemnify, defend and hold harmless said other party, or
parties, from any aad sll claims and demands for payment asserted by owners of the Subsequently Created Interest.

' ARTICLE 1V,
TITLES

A. Title Examination:

Title examination shalt be made on the Drillsite of any proposed well prior to commencement of drilling operations and,
if a majority in interest of the Drilling Parties so request or Operator sa clects, title examination shall be made on the eatire
Drilling Uait, or maximum anticipated :Deilling Unit, of the well. The opinion will include the ownership of the working
interest, minerals, royaley, overriding royalty sad production psyinents 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 furpish to Operator
all abstracts (including federal lease status tepofss), title opinions, title papers and curative material in its possession free of
chacge. All such information not in the( possession of or made available to Opemor by the parties, but necessary for the
examination of the title, shall be obtained by Operator. Operator shall cause title to be examined by attorneys on itf seaff or
by outside attorneys. Copies of all title opinions shall be furnished to each Drilling Pasty. Costs incurred by O :V_rn(oc in
procuring abstracts, fees puid outside attorneys for title examination (including preliminary, supplemeatal, shut-gf!\ ro.yn.lty
apiaions and division order title opinions) and other direct chasges as provided in Exhibit "C" shall be borne by the‘, Dnllmg
Pacties in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Pmié_x;s_”_q‘s such

interests appeac in Exhibit A" Operatof shalt make no charge for services rendered by its staff artorneys or other pérsonnel
in the performance of the above functions. ‘ L

Each party shall be responsible for securing curative matter and pooling amendments or agreements IF :'!red in
: . o a4 B .
connection with Leases or Oil and Gas Interests contributed by such party. Operator shall be responsible fq'g.j;t__f\g.‘.-pr, pacation
and recording of pooling desigaations °‘;.1 dedaratio.ns'nnd commtmitization agreements as well as the Cc)ipdl:c.:‘ o{ -.\hh]anngs
before governmental agencies for the securing of spacing or pooling orders or any C:lhct orficrs necessal_:y _f)x;apgﬁ?gf ate to
the conduct of operations hereunder. This shall not prevent any pacty trom appearing on its own behaif at sue 'V:‘:’?“;tfngs.
; . . . . . A 1Y i
Costs incucred by Operator, including fees paid to outside attorneys, which are associated with hennngi{ Ig_ef_péghgfmﬂgtq(“
' ' : bvici i ‘méat, “shill' bé diréct’
sgencies, ond which costs are necessary pnd proper for the ncnvl.ne.s cor.ltemplatcd under this agreén:an ) sh [:‘h' d ""g;-'i"|
charges to the joint account snd shall not be_covered by the administrative overhead charges 35 priyidel W Ty

g
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Operator shall make no charge for secvices rendered by ity siaff momeys o other pcrsonnel in the performnncc of the above
functions.

No well shall be drilled on the Contract Area uacil . feer-(1) the title to 1he Drillsite-or Drilling Unie, if sppropriate, has

been examined as above provided, and (2) the sitle bas been npproved by thi. ¢cxamining attoroey or title has been sccepted by
oil of the Drilling Parties in such well.

B. Loss or Failure of Title:

Eailuce of Title: Should any Oil and Gas Interese or Oil and Gas Lease L. lost through failure_of title, which results in

reduceyn of interest from that shown on Exhibit "A." the party credited v th contributing the affected Lease or Intest
(inchndiny, if applicable, a successor in intesest to such party) shall have ni.

v (90) days from final determination of title
failure to ANguire a new lease or other instrument curing the entirety of the «..e failure, which acquisition will not by sub’ect

1o Article YN.B., and failing to do: so, this agreement, nevertheless, shn“ continue in force as to all remaining QA and Gas
Leases and latdgests; and, .

(a) The pagty credited with conmbuung the Oil and Gas Lease or Interest affected by the title failupf (including, if
applicable, 8 succesdor in interest to such party) shall bear alone the entire loss and it shall not be entitled’to recover from
Operator or the othe parties any d?:vclopmcm or operating costs which it may have previously paid a¢fincurred, but there
shall be na addicional ipility oa ics pact to the other parties hereto by reason of such title failure;

{b) There shall b\ no :e:roistive adjustment of expenses incucred or revenues received frgfn the opecaction of the
Lease or Interest which halfailed, buc the interests of the pacties contained on Bxhibit "A" sha

be revised on an acreage
basis, as of the time it is derdymioed finally chet title failure has occurred, so that the interesy/of che party whose Lease or

Toterest is aflected by the title fatgre wnll thereafier be reduced in the Contract Acea by the amoyés of the Lesse or Interest failed;-

(c) If the proportinnate in rest of the ather parties heteto in sny producing well previously drilled on the Contract
Arca is increased by reasoa of the uNe failure, the pacty who bore the costs incurred in

donection with such well stecibutable
1o the Lease or loterest which has failk crease in such interest (less costs and
burdens attributable thereto) until it h

shall receive the proceeds attributable to the 7
been ceimbursed for untecovered costs faid by it in connection with such well
astribucable to such failed Lease or lmeres

(d) Should any person not a party )\ this agreement, who Is determiphd ta be the owner of any Lease or lntercst

which has failed, pay in any monner nny part & the cost of aperation, develgpment, or equipment, such amouat shall be- paid
to the parry or pacties who bore the cosu which Ye so refunded;

{e) Any liability to account 1o a person not )\ pasty to this agreepfent for prior production of Oil and Gas which arises
by teason of title failure shall be bm‘ne severally bj\each party (igduding 8 predecessor 1o a current party) who received
production for which such accounting is required ba n the ampfint of such production received, and each such pany shall
scvemlly indeminify, defend and hold harmlcss sl other pties héteto for any such liabitity 1o account;

{f) No charge shall be made to: ithe j joint account fo

fal expenses, fees or salaries in connecrion with the dcfcnsc of
the Lease or Interest claimed to have faded bue if the parcy£ogeributing such Lease or Interest hereto elects to defend its title
it shall bear all expenses ia connectionzgchcrewith; and

- () M any party is given credit on Exhibit "4/ to a Lea\¢ or Interest which is limited solely to ownership of an
interest in the wellbore of any well oc. wells and thy/production thexefrom, such party's absence of interest in the remainder

of the Contract Area shall be constdered 8 FailureOf Title as to such Kmaining Contract Area uniess that absence of i intcrest
is reflected on Exhibit "A."

2. Loss by Non-Payment oc Brroncdus Pay
payment, minimum royalty ot royatty pa

ment of Amouat Due: If, thdQugh mistake or oversight, any rental, shut-in well

ent, or other payment necessary\io msintain e}l or a portion of an Oil and Gas
Lease or Interest is not paid or is ersrongBusly paid, and as a result o Lease or Igterest terminates, there shall be no monetary

liability ogainst the party who faile to moke such payment. Unless the party\who failed to make the required payment
secures a Aew Lease or laterest coyfring the same intecest within ninety (90) days\[rom the discovery of the failure to make
proper paymene, which acquisitipgh will not be subject ta Article VIILB,, the interest\of the parties reflected on Exhibic “A"
shall be revised on an acreage/basis, effective 8s of the date of termination of the Led\e or Interest involved, and the party
who failed to make proper payment wm‘ no longer be credited with an interest in the Cotgract Area on account of ownecship
of the Lease or laterest ghiich has termilnated. If the party who failed to make the requiced Reyment shall not have been fully
reimbursed, ac the timyf of the loss, fmrin the proceeds of the gale of Oil and Gas attributab¥ to the lost Lease or Interest,
calculsted on an acrphge basis, for the d{:vc)opmcm and operating costs previously paid on sccomnt of such Lease or laterese,
it shall be reimbpfsed for unrecovered écmnl costs previously peid by it (but not for its share O the cost of 2ny dry hole
previously deillgd ac wells previously abandoned) from so much of the following as is necessary to etlgct reimbursement:

(2) Ppdceeds of Oil and Gas produced prior to tecmination of the Lease or Interest, less operalipg expenses and lease

burdens chfrgeable herennder to the person who failed to make payment, previously accrued to the credihof the lost Lease or
Interest/on an acreage basis, up to the amount of unrecovered costs;

(b) Procecds of Oil and Gas, less operating expenses and lesse burdens chargeable hereunder to the phgson who failed
to

ake payment, up to the amouat of uarecavered costs ateributable to thac portion of Oil and Gas thereafieNproduced and
arketed (excluding production from any. wells thereafter drilled) which, in the absence of such Lease or Interest
would be atrributable to the lost Lease .or Interest on an acreage basis and which as a result of such Lease Interest

sermination is credited to other parties, the proceeds of said portion of the Oil and Gas to be contributed by the otheNparties
in propottion to their respective interests reflected on Exhibit "A™; and,

rmination,

-&;.
(c) Any monies, up to the amount: of unrecovered costs, that may be paid by eny party who is, or becomnes, thb owger
of the Lease or lategest lust, for che prmle&e of pamccp_nn& in the Contract Area or becoming a party to this agreemem

760

3 Other Losses: AWl losses of Leases or lnterests committed to this agreement, ‘stiver-ther-those-ser—forth— f.‘.:ndes

PLB1.aad IV B2 abous, shall be joint losses and shall be borne by sll parties in proportion to their interests 'bngwn on
Exbibit "A." This shall include but not be limited ta the loss of any Lease or Interest through failure to develop pf because
express or implied covenants have not been perlormed (other than performance which requires only the payment 4t money),

£ n
and the loss of any Lease by expiration at the end of its primary term if it is not renewed or extended. ‘Thc:e i\a“ be no
rcad;ustmem of interests in the cemaining portion of the Contract Arca on account of any joint loss.
~Cugine Tide: In the event of a Failure of Title under Article IV.B.1. or a loss of mlc undec Artick
Lease or laterest acquir y narry hereto (other than the party whose interest ha O
99y day period provided by Amcle lVBl and ! v
or was fost shall be offered
pply to such acqu_isirion.-

was lost) dunng the \/nlnety

Tovering all or a pomon of the mtqﬁ@p%ﬁ{faded
5 pacty whose intecest has failed W srovisiting ‘of *Attiele"VIILB."
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#RTICLE V.

IPERATOR
A. Designation and Responsibilities of Operator: )

__McQuadIaD% LLC . s'hall be the Operator of the Contract Area, and shall canduct
and direce and have full control of all aperatioas on «l e Contract Area as permitted and required by, and withia the limits of
this agreement. In its performance of scevices hereunder for the Non-Operators, Qperator shall be an independent contractor
not subject to the coatrol «.¢ ditection of the Non-Op. 1ators’except i 10 the type of operation to be undertaken in accordance -
with the elecrion procedures concaiaed in chis agreeni. nt. Operator shall not be deemed, or hold itself ouc as, the agent of the
Noa-Operators with authority to bind them to any »bligation or lisbility assumed or incurred by Operator as to any third
party. Operacar shall conduct its activities nnder thi: igreement s a reasanable prudent operator, in a good and workmanlike

manner, wich due diligence and dispatcly, in accord: ¢ wich good oilfield practice, and in compliance with applicable law and
regufation, but in no event shall it hav

: e ar-\y lisbility ..s Operator 1o the other parties for losses sustained or liabilities incurred
excepe such as may resulc from gross negligence or willful misconduct. T ’

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

1. Resignation or Removal of Operator: Operator may resiga ar any time by giving written notice thereof to Nun-Opcrau)rs‘
If Operator (en.ninates its legal existence, no longer owns an interest hereunder in the Contract Ares, or is no longer capable o;
serving as Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a
successor. Operator muy be removed only for good cause by the affirmative vote of Non-Operators owning a majority interest
based oo ownership as shown on Ex}hibil "A" remaining after excluding the voting interest of Operator; such vote shall not be
Qecmed effective aneil a written noxii_:c has beea delivered to the Operator by a Non-dperamr detailing the alleged default and
Operator has failed 10 cure the default within thirty (30) days from its receipt of the noti i
operation then being conducted, within forty-eight (48) hours of its receipt of ms notice. For ::pzrs;; ‘h::l::ofﬁf;&c;?:s:{'n:h:;
mcan not only gross negligence or willful misconduct but also the material breach of or inability 1o rhcc"t the standards of
operation contained in Arricle V.A. or; material failure or insbility to perform its obligations under this agreement.

Subject to Acticle VILD.1., such resignation or removal shall not become effective until 7:00 o'clock A.M. on the first
day of the calendar month following the expiration of ninety (90) days after the piving of notice of resignation by Operator
or action by the Non-Operators to te"movc Operator, unless a successor Opcratar has been selecred and dssumes the duties of
Opcrator at aa eaclier dace. Op‘eu(or'-,! alter effective date of cesignation or removal, shall be bound by the terms hereof as a
Non-Operator. A change of a corporate name or structure of Operator or transfer of Operator's interest to any single
subsidiary, parent or successor corpou;tion shall aot be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator under sny pravision of this agreement, a
successor Operatar shall be selected by the pacties. The successor Operator shall be selected from the p.nrties awniag :m
interest in the Contract Area at the time such successor Operator is selected. The successor Operator shall be selected by the
afficmative vote of two (2) or mare, parties owaing a majocity intesest based on ownership as shown on Exhibit Ay
provided, however, if an Operator which has been removed or is deemed to have resigned fails to vote or votes only to
su‘x.cceed uself, the successor Operator shall be selected by the sffitmative vote of the party or parties owning a majority
interest based on ownership as shown on Exhibit "A” remaining sfter excluding the voting interest-of the Operator that was
removed or resigned. The former Opc_:ramr shall promptly deliver to the successor Operator alf records and data telating to
the operations conducted by the former Operator to the extent such records and data are not already in the possession of the
successor operator. Any cost of obtaining or copying the former Operator’s records and data shall be charged to the joint -

account.

3. Effcct of Bankruprey: 1€ Operator becomes insolvent, bankrupt or is placed in receivership, it shall be deemed to have
resigned without any action by Non-Operators, except the selection of a successor. 1f a petition for relief under the feders!
bankeuptey laws is filed by or against Operator, and the removal of Operator is prevenied by the federal bankcuptcy court, all
Non-Operators and Operator shall comprise en interim operating committee to serve uatil Operator has elected to reject or
assume this agreement pursuant to the Bankeupeey Code, and an election to reject this agreement by Operator as a debror in
possession, or by a trustee in bankruptcy, shall be deemed o resignation as Operator without any action by Non-Operators,
except the selection of a successor. Dur@ng the period of time the operating committee controls opefations, all actions shall
require the approval of two (2) or more parties owning 8 majority interest based on ownership as shown on Bxhibit “A.” In
the event there are only two (2) parties to this agreement, during the period of cime the operating commitiee controls
operativns, a third party acceptable o, Operator, Non-Operator and the federal bankruptcy court shall be selected ss a

member of the operacing committee, and sll actions shall require the approval of two (2) membecs of the operating
committee without regard for their interest in the Contract Area based on Exhibit "A”
C. Emplayees and Contractors:

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

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

D. Rights and Duties of Operator:

1. Competitive Rates and Use of Affiliates: All wells drilled on the Contract Area shall be drilled on & comperitive
coatcact basis at the usual rates prevailing in the area. If It so desires, Operator may employ its own tools and equipment in
the drilling of wells, but its charges therefor shall not exceed the prevailing rates in the ares 2nd che rate of sucﬁ'charges
shiall be agreed upon by the parties in writing before drilling operations are commenced, and such work shall be pct(:.(fii’mcd by
Operator under the same terms and conditions as are customary and usual in the area in coatracts of independeat cé;ﬁ‘tracwts
who sre doing watk of a similar nature. All work performed or materials supplied by affiliates or related parties of; Qgeratur

shall be performed or supplied at competitive rates, pursuant to weitten agreement, snd in accordance with cujtoms and
ege « . . . ~ hiw
standards prevailing in the industry. ’}'

. iyl

" 2. Discharge of Joint Account Obligations: Except as herein otherwise specifically provided, Operator shall- projh ptly pay
and discharge expeases incucred in the development and operation of the Contract Area pursuant to this ag;gé?h_e;l_ %ad shall
charge each of the pacties hereto with theic respective proportionate shares upon the expense basis prov‘idgd? };?hiﬁ't “Cr
Operacoc shall keep an accurate record of the joint -account hereunder, showing expenses incucced and\qﬁ.a:;gé's.'ngdi;}redits

made and received. B R

3. Protection fram Liens: Operator shall pay, or cause to be paid, as and wheq they become due and eda@lﬂ.ﬂem&#&hms
of contractors and suppliers and wages and salacies for services rendered or performed, ond for materia sshppheﬁg('m,c a¢ id”
respect of the Concract Area or any operations for the joine account thereof, and shall keep the C‘*@L‘;E%‘:‘:@.!f&t‘;‘:ﬁﬁ:ﬁgﬁgmﬁ

’
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liens and eacumbrances cesulting ii crefrom except for i ..sie -sulting from e bona fide dispute as to services cendered or
materials supplied.

4. Custody of Funds: Operator, shall hold for the sccount +f ¢ - Noa-Operators any funds of the Non-Operators advanced
ot paid to the Operator, either {r the conduct of operation: hie. cnnder or as a result of the sale of production from the
Contract Area, and such funds sh.Jt cemain the funds of the No O, ierators on whaose account they ace advanced or paid until
used for theic inteaded purposc or otherwise defivered to the tow» Operatars ar spplied toward the payment of debts as
provided in Asticle VILB. Nothiag in this paragraph shall be cons.om 1 to establish a fiduciary relationship between Operator *
and Non-Operators foc any pw ¢ 20se other than to account for Noa Of cator funds as herein specifically provided. Nothing in

this paragraph shall require (e maintenance hy Operator of sepurate accounts for the funds of Non-Operators unless the
pacties otherwise specifically « gree. . :

5. Access to Contract Ai,  and Records: Operator shall, except us o

or its duly aathocized teptcseutauve at the Non-Operatac’s sale risl.

wise pravided herein, permit each Non- -Operator
t cost, full and free access at alf reasonable times 1o
all operations of every kind .ad character being conducted for the jo' - acconnt on the Contract Area and to the cecords of
operations conducted thereon ot pmducuuu thecefram, including Q4.

w0s's books and records relating thereto. Such access
rights shall not be exercised in 2 manner interfering with Operator’s conduct of an operation hereunder and shall not abligate

Operator to iu_mish any geologic -or geophysical data of an interpretive nature unless the cost of preparation of such
interpretive dara was charged to the joint account. Operator will furnish to each Non-Operaror ubon request copies of any
and all reports and information obtained by Operator in connection with production and related items, including, without
limitation, meter and chart reports, peoduction purchaser statements, run tickets and monthly gauge reports, but excluding
puschuse contracts and pricing information to the extent not applicable ta the production of the Non-Operator seeking the

iuformation. Aay audit of Opcumts recards gelating to amounts expended and the appmpmtcncss of such expenditures
shall be conducted in accordance wuh the andit protocol specified in Exhibic “C*

6. Filing and Fu:mshml_@vcmmemal Reports: Operator will file, and upon written request promptly furnish copies to
each requestiog Non-Operator not lin default of its payment obligstions, all operstional aatices, seports or spplications
required o be filed by local, State, Federal or Indian sgencies or authorities having jurisdiction over operstions hereunder.
Each Non-Operator shall provide to Operator on a timely basis all information necessary to Operator 1o make such filings.

7. Drilling and Testing Operations: The following provisions shall spply to each well drifled hereunder, including but not

lisited to che Initial Well:

() Operator will promptly agivme Non-Operators of the date on which the well is spudded, or the date on which
drilling operations are commenced.

(b) Opecator will send (o Noa-Operators such reports, test results snd notices regarding the progress of operations oa the well
as the Non-Operatoss shall reasonubly request, induding, but not limited to, daily drilling cepacts, completion ceports, and well dogs.

(c) Opeator shall adequately tesc all Zones encountered which may reasonably be expected to be capable of producing
Oil and Gas in paying quantities as a. rcault of examination of the e\ecmt. log or any other logs or cotes or tests conducted
hereunder.

. 8. Cost Estimates. Upon tequest ol any Cansenting Party, Operator shall furnish estimates of current and cumulative costs
muuted for the joint account at rcasunable intervals during the conduct of any operstion pursuant to this agreement.
Operator shall not be held liable for esrors in such estimstes so long as the estimates ace made in goad faith.

9. lasurance; At all times while operations sre conducted herewnder, Operator shall comply with the workers
compensation Jaw of the stae where }he operations are being conducted; provided, howeves, that Operator may be a self- '
insurer for liability under said compensation laws in which eyent the only charge that shall be made ta the joint sccount shall
be as provuled in Exhibit "C." Opetator shall also carty or provide insurance for the benefit of the joint account of the parties
as outlined in Exhibit "D attached heseto snd made a part hereof. Operator shall requice all contractors engaged in work on
or fur the Contract Area to comply wuh the workers compeasation law of the state where the operations are being conducted
and 1o maintain such other insurance as Operator may require.

In the event automobile liability insurance is specified in said Exhibit "D,” or subsequently receives the approval of thc
pacties, no dicect charge shall be made by Operator for premiums paid for such insurance for Operator's automotive
equipment. ‘ '

ARTICLE VL

DRILLING AND DEVELOPMENT i
A. Initial Well: :

On or before the — . day of -

» 19
Well at the following location:

, Operator shall commence the drilling of the Initlal

and shall chereafeer continue the drilling of the well with due diligence to

The drilling of the Initial Well and the pacticipation therein by all parties is obligatory, subject to Acticle V1.C.1. as to par

in Compledion aperations and Article VL. as w termination of operations and Article X1 as to occurrence of fora; e c& 33
B. Subsequent Operations:

1. Proposed Operations: 1 any party hereto should desite to drill any well on the Contract Area other (ha (hj lnm}hl

Well, or
if any party should desire t0 Rewatk, Sidetrack, Deepen, Recomplete or Plug Back 8 dry hole or a well na Iéngci ca Kq\ble of

producing in paying quantities in which suchi party has not otherwise relinquished its interest in the proposed ob;g_gﬁf yder
this agrcement, the pasty desiring to drill, Rework, Sidetrack, Deepen, Recomplete or Plug Back such a [Well shall gme Witited ]

A S e owhy
notice of the proposed operativo to the pames who have not otherwise relinquished their interest 1 .ﬁnmunbmumim

tl
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under this agreemeat and to all other parties in the case of a pro, wisal for Sidetracking or Deepening, specifying -the work to be
performed, dhie location, proposed depth, objective Zone and the  stimated cost of -the operation. The parties to whom such a
natice is delivered shall have chirty (30) days after receipt of the noice within which o notify the party proposing to do thie work
whether they elect 1o participate in the cost of the proposed oper iion. I 3 drilling rig is oni location, notice of a proposal to

Rework, Sidetcack, Recomplere, Plug Back or Deepen may be given | v telephane and the response period shall be limited to forty-
eight (48) hours, cxg:lnnsive of Sanirday, Sunday and legal holidays.  “.re of 8 p;ny to whom such norice is delivered to reply
within the period ubove fixed shall constitute an election by that gty ot 1o participate in the cost of the proposed operation,

Any propusal by a poarty to conducs an operation conflicting with «f  aperation initially proposed shall be delivered to alf parties
within the time and in the manner: provided in Article VLD.G.

If all parties to whom such notice is delivered elect to participate in such a proposed operation, the parties shall be
. . . . . '
contractually committed o pacticipate therein pravided such operations are commenced within che time period hereafter set

foreh, and Operator shall, no lacgr than ninety (90) days after expiration of the notice period of Ii';irty (30) days (or as
promptly s practicable after the expiration of the forty-eight (48) hour peciod when a drilling rig is

: on location, as the case
may be), ectually commence the proposed operation and thereafter complete it with due diligence st che risk and expense of
the parties participating therein; provided, however, said commencement date may be extended upon written notice of same

by Opecator 1o the acier pacties, for a period of up 1o thirey (30) addicional days if, in the sole opinion of Operator, such
. . » » . '
additional time is reasonubly necessary to obtain permits fram guvernmental authorities,

: a : ! surface rights (including rights-of-
way) or appeapriate drilling equip_‘mcm. ot to complete title examination or curative matter required for title approva! or
acceptance. If the acrval operation’ has not been commenced wichia the time provided (including any extension theceof as
specifically pecmicted herein or in the force majeuse provisions of Article XI) and if any pacty hereso still desires to conduct
said operativn, written notice proposing same must be resubmirted to the other patties in accordance herewith as if na prioc
proposat had been made. Those parcies that did not participate in the drilling of a well for which a proposal to Deepen or

Sidereack is made hecenader shalt, |i such pacties desire to pasticipate in the proposed Deepeaing or Sidetracking operation

reimburse the Drilling Parties in accordance with Article VI.BA. in the event of a Deepening operation and in accordancc: '

with Article VLB.S. in the event of a Sidetracking operation, ' :
2. Operations by Less Than All Parties:

{a) Detecmination of Partici:’)‘a(iot\. If any party to whom such notice is deliveced as pravided in Article VLB.1. or
VIC1. (Option No. 2) elects not to‘gparricipan: in the praposed operacion, then, in order to be entitled 10 the benefits of this
Acticle, the pasty or parties giving the notice and such other pasties as shall elect to participate in the operation shall, no
later than ninety (90) days afier the expiration of the notice periad of thirty (30) days (or as promptly as practicable after the
expication of the forty-eight (48) hour period when a drilling rig is on location, as the case may be) actually commence the
proposed operation and complete iz?{with due diligence. Operatar shall perform all work for the account of the Consenting
Partics; provided, however, if no drilling rig or other equipment is on location, and if Operator is a Non-Consenting Party,
the Consenting Parties shall either: (i) request Operator to perform the work required by such proposed operation for the
account of the Consenting Parcties, or (ii) designate one of the Consenting Parties as Operator to perform such work. The
rights and duties granted to and imposed upon the Operator under this agreement are granted to and imposed upon the party
designated as Operator for an operation in which the original Operstor is 8 Non-Consenting Party. Consenting Pacties, when
conducting operations aa the Contract Area pursuant to this Acticle VLB.2,, shall comply with alt terms and conditions of this

agreement.

If less than all pacties appcave any propased operation, the propasing pacty, immediately after the expiration of the
applicable notice period, shsll advise sll Pasties of the total interest of the parties approving such operation and its
recommendation as to whether the Consenting Parties should proceed with the operation as propased. Each. Consenting Pacry,
within forty-eight (48) houts (exclusive of Saturday, Sunday snd legal holidays) after delivery of such notice, shall advise the
proposing party of its desire to (i) limit paccicipacion to such pacry's interest as shown on Exhibic “A" or (ii) carry only its
proportionate part (determined by dividing such party’s interest in the Contract Area by the interests of all Consenting Parties in
the Contcact Area) of Non-Conseating Parties’ interests, or (iii) corry its proportionate part (determined as provided in (ii)) of
Non-Consenting Parties’ intesests mgi;thcr with all or a portion of its proportionate part of any Non-Consenting Parties’
interests thac any Consenting Pacty did not elect o take. Any interest of Non-Consenting Parties that is not cacried by a
Consenting Party shall be deemed to be carried by the party proposing the operation if such party does not withdraw its
propusal. Failure to sdvise the ;imposi@g pacty within the time required shall be deemed an election under (i) . In the event a
drifling cig is on location, notice may be given by telephone, and the time permitted for such a response shall not cxf:ecd 8
toral of forey-eight (48) hours (exclusive of Saturday, Sunday and fegal halidays). The proposing party, at its election, may
withdraw such proposal if there is fess chan 100% participation and shall notify all parties of such decision within ten (10)
days, or wichin tweaty-four (24) houtsé if a drilling rig is on location, following expiration of the applicable response period.
If 100% subscription to the proposed operation is obtained, the proposing party shall pramptly nocify the Consenting Pacties

of their proportionate interests in the aperation and the party serving as Operator shall commence such operation within the
period provided in Article VI.B.1, subject to the same extension tight as provided therein.

{b) Relinguishment of lacecest for Noa-Participation, The entire cost and risk of conducting such operations shail be
borae by the Consenting Parties in the proportions they have elected to bear same under the terms of the preceding
paragraph. Consenting Parties shall keep the leasehold estates involved in such operations free and clear of ali l‘i.cns and
encumbrances of every kind created by or arising from the operstions of the Consenting Parties. 1f such an opcm(i(‘?iq results
in a dry hole, then subject to Articles VI.B.6. and VLEJ,, the Consenting Parties shall plug and abandon the .well ar:)g' restore
the sucface location at their ‘sule cos';t, risk and expense; provided, however, that those Non-Consenttt:\g Patr‘jt'scs. that
pasticipated i che drilling, Deepening or Sidetracking of the well shall remsia liable for: and shall pay, their prop{mmnue
shares of the cost of plugging and abandaning the well and testoring the sutface location insofar only nf those cast fbf‘grc not
increased by the subsequent operations of the Consenting Parties. If any well dritled, Reworked, Sidetracked, [l

3 tened,
Recompleted or Plugged Back undec the provisions of this Article results in 3 well capable of producing Oil andfgr

as in
paying guantities, the Conseoting Partics shall Complete and cquip the well to produce at their sole cost and Tisky ppd the

well shall thea be turned over to Operator (if the Qpcruor did not conduct the nperation) .md shall be obs'r;iiev. y:::; .the
expease and for the sccount of the Consenting Parties. Upon commencement of operations for the drilling, Reworking,

f TR 2 )
. , i ies in acca ~with th
Sidetracking, Recompleting, Deepening ‘of Plugging Back of any such well by Co.nscn.nng Pacties in . .‘ﬁland'e E@‘d}(h:
provisions of this Article, each Non-Coasenting Patty shall be deemed to have relinquished to Gonsqul't}&;ggmg qndiche

: . . . . s . Vi vt s o el INg RS
Consenting Partics shall own and be cntitled fo receive, in proportion to their respective mteregs, h_!l of -sbihi 'No, l

b goo v by e
Consenting Party's interest in the well ‘and share of production thesefrom or, in tbe case of a Re] l

QRKI 8 SRR B
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Deepening, Recompleting or Plugging . or a Completinni pursw .o 10 Article VIC.1, Option No. 2, all of such Noa-
Consenting Party's intcrest in the prode . obtained from tiie opera:ion in which the Non-Consenting Party did not elect
to participate. Such telinquishment sh..i. se effective until tle proceed . of the sale of such share, calculated at the well, or
market value thereof if such share'is auc sold (after deducsing applicuble ad valorem, production, severance, and excise taxes,
toyalty, averriding coyaley and ocher i cerests not excepted by Acticle 111.C. payable out of or measured by the production
from such well accruing with respece t. such Interest until it reverts), shali equal the total of the following:

() ———— 9% of each swm!, Non-Consenting Purty's shace of 1he cost of an
beyond the wellhead connections ( + luding but not limited to stock tan:s, separators, treaters, pumping equipment and
piping), plus 100% of each such i an-Consenting Party’'s share of the cost of operation of the well commencing with ficst
production and continuing wntil :‘;vach such Non-Consc.iting Party’s relingaished interest shall revert to it under other
provisions of this Arcicle, it being 'ggrccd that each Non- Consenting Party's
intecest which would have been «l:argeable to such Non
of the operations; and :

(ii)) ——— 9% of (») that portion of the costs and expenses of drilling, Reworking,
Plugging Back, testing, Comple. g, and Recompleting, after deducting any
and of (b) that portivn of 1he . Y

y newly acquired sucface equipmeac -

A =hare of such costs and equipment will be that
-Consenting Party hud is participated in the well_from the begi'nning

Sidetracking, Deepening;

: «ash contribucions received under Acticle VIIL.C,
st: of newly acquired equipment in the well (to and includia

. g the wellhead connections),
which would have beea chargeall o such Non-Consenting Party if it had pacticipated cherein.

Notwithstaadiag anything w t;he conteary in this Article VLB, if the well does not ceach the deepest objective Zone
described in the notice proposipg the well for reasons other than the encountering of granite or peactically impenetrable
subscance or othes condition in the l{plc rendering further operations impracticsble, Operator shall give notice thereof to each
Non-Consenting Party who submitted oc voted for an altecnative proposal undec Article VIB.6. to drill the well to a
shallower Zone than she deepest obiéctive Zone proposed in the natice under which

: the well was drilled, and each such Non-
Consenting Party shall huve the optian to participate in the initis) proposed Completion of the well by paying its share of the

cost of drilling the well to its nctué{l depth, calculated in the manner provided in Article VLBA. (a). §f any such Nop-
Cansenting Party does not elect to participate in the first Completioa propased for such well, the relinguishment provisions
of this Article VL.B.2. (b) shall apply to such pacey's interest. a

(c) Reworking, Recompleting ‘Exor Plugging Back. Aa election not to participate in the drilling, Sidct;acking or
Deepening of 2 well shall be deemed ?n election not to participate in any Reworking ar Plugging Back operation proposed in
such 8 well, or portion thereof, w0 which the initial non-consent election applied that is conducted at say time* prior to full
recovery by the Consenting Pasties ‘;of the Non-Consenting Party's tecoupment amount. Similarly, an election not ta
participate in the Completing or Rec{)mplcting of a well shall be deemed an election not o participate in any Reworking
operation proposed in such s well, or ;portion thereof, to which the initial non-consent election applied that is conducted at
aay time prior to full recovery by t!{g Consenting Parties of the Non-Consenting Party’s recoupment amount. Ady such
Reworking, Recompleting or Plngging: Back operation conducted ducing the recoupment period shall be deemed part of the
cost of operation of said well and there shall be added 1o the sums 10 be reconped by the Coasenting Pacties _______ 9% of
that portion of the costs of the Reworking, Recompleting or Plugging Back operation which would have been chacgeable to
such Non-Consenting Party had it participated therein. If such a Reworking, Recompleting or Plugging Back opetntior{ is

proposed during such recoupment peri{x!, the provisions of this Asticle VLB, shall be applicable as between said Consenting
Parties in said well. '

(d) Recoupment Matters. During the period of time Conseating Parties ace entitled to receive Non-Consenting Party's
share of production, or the proceeds rherefrom, Consenting Parties shall be responsible for the payment of all ad valorem,

production, severance, excise, gathering: and other taxes, and all royslty, overriding royalty and other burdens applicable to
Non-Consenting Party’s share of produciion not excepted by Article NL.C.

In the case of any Reworking, Sidetracking, Plugging Back, Recompleting or Deepening operation, the Conseating
Pacties shall be permicted 1o use, free «if cost, all casing, tbing and ather equipment in the well, but the ownership of all
such equipment shall remain nachanged; and upon abandonment of a well after such Reworking, Sidetracking, Plugging Back,
Recompleting or Decpcning,.(he Conseating Pacties shall account for all such equipment to the owners thereof, with each
party receiving its propoctionate part in %ind or in value, less cost of salvage.

Within ninery (90) days after the completion of any operation under this Article, the party conducting the aperations
for the Consenting Parties shall furnish each Non-Consenting Party wich en inventory of the equipment in and.connected 10
the well, and an itemized statement of ithe cost of drilling, Sidetracking, Deepening, Plugging Back, testing, Completing,
Recompleting, and equipping the well for production; or, st its option, the operating party, in lien of an itemized statement
of such costs of operation, may submit a detailed statement of moathly billings. Each month theceafres, during the time the
Coasenting Parties are being reimbursed '-‘ns provided above, the party conducting the operations for the Consenting Panigs
shall furnish the Non-Consenting Parties, with an itemized scatement of sl costs and Jiabilities ‘incurred in the operation of
the well, togethet with a statement of thei quantity of Oil and Gas produced from it 2ad the amouac of proceeds realized from
the sale of the well's working inferest production during the preceding month. In determining the quantity of Oil and Gas
produced during any moath, Consenting Pacties shall use industry accepted methads such as but not limited to metecing or
peciodic well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with
any such operation which would have been owned by & Non-Consenting Party had it participated therein shall be credited
against the total unretucned costs of the work done and of the equipment purchased in determining when the intered}

rof such
. . . . . . il
Non-Consenting Party shall revert 1o it as above provided; and if there is s credic balance, it shall be paid to s 3\ Non-

Consenting Party.

¥
(A
* N . . . . 2,88 .
If and whea the Consenting Parties fecover from a Non-Consenting Party's relinquished interest the nmountsergwded

for sbove, the relinquished interests of such Non-Coasenting Party shall automatically fcvcrt to it as of 7:00 a..m. Y I'thc day
following the day oa which such recoupment occurs, and, from and after such reversion, such Non-Conset:sﬂng i shall
own the same interest in such well, the material and equipment in oc pertaining thereto, and the ?roductlo?.‘f}\éﬁ%aom as
such Non-Consenting Party would have :i:been eatitled to had it participated in thc‘ drilling, 5"‘““&},‘ AgitRewy ;‘king(;
Deepening, Recompleting or Plugging Back of said well. Thcrcakct,. such NOS\-Cnnscr.mng Party shall‘ bél p-}:ngrff_:% \){lt ::;s
shall pay its ptopbniom:c past of the fll“htl’ costs- of the operation of said well in accordance wit & z.ern:)s g

ibit “C" attached hereto.. Ty WA
asrc;n‘;::‘di.‘;d lz::t‘:‘w(im: a well which i:'ms been drilled or Deepened has rcnchcd. its nutlmri.zed dcrxb}t‘\gﬁ}%ﬂ%‘hﬁ;d
been completed and the resuls thereof fucnished to the pariies, or when operations on the welthé & Beenimgttlérw

) R . gt e by o7pd oa it by Vorz
terminated pussuant to Acticle VLE, stand-by costs incurred pending response to & party’s aotice p pasiog. 8. HARAEH0E.

Kol

1
H Iy

-7~



N O WM S W N

34
35
36
37
38

40
41
42

44
45
46
47

49
50
51

52
53
54
55
36
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73

cmmmesve auNCEMENT - 1989

Sidetracking, Deepening, Recompleting, Plugging Back or C«mglc’(ing operation in such a well (including the period required
under Article VLB.6. to resolve competing praposals) shall be charged and borne as pace of the drilling or Deepening
operation just completed. Snnd-by; costs subsequent to all parties responding,

or expiration of the response time pecmiteed,
whichever first acurs, and prior to sgreement as to the pa ticipating interests of all Consenting Parties pursuant to the terms

of the second grammatical paragraph of Acticle VIB.2. (a; shall be charged to and horae as part of the proposed operation,
but if the proposal is subsequently withdrawn becanse of insnfficient participation, such stand-by costs shall be sllocated
between the Consenting Parties in the proportion each Consenting Party's interest as shown on Exhibit A" bears to the total -
jarecest as shown on Bxhibit “A” of all Consenting Parties. .

In the event that notice for a S{dccrncking operation is given while th.. drilling rig to be utilized is on location, any pnrt);
may sequest and receive up to five (5) sddicional days after expiration oi

the forty-cight hour response period specified in
Article VLB.1. within which to respond by paying for ell stand-by costs aad other costs incurred during such extended

response period; Operator may require such party to pay the estimated stund-by time in advance as 8 cond
the response period. If more than one pacty elects to take such additional time to respond to the notice, standby costs shall be
allocated betweea the pacties taking additional time to respond on a day-to-day basis in the proportion each electing party's
iatecest as shown on Exhibit "A™ bears to the total interest as shown on Exhibit *A” of all the electing parties.

4. Deepeniag; If less than all the pasties elect to pasticipate in a drilling, Sidetracking,

. _ or Deepening operation proposed
pursuant to Asticle VEB.1, the intetest relinquished by the Non

. -Consenting Partics to the Consenting Parties under Acticle
VI.B.2. shall relate only and be Iimitled ta the lesser of (i) the total depth acrually drilled or (ii) the objective depth or Zone
of which the parties were given natice under Acticle VLB.1. (“Initial Objective”

\ ). Such- well shall not be Deepened beyond the
lnitiul Objective without fivst complying with this Article to afford the Non-Consenting Parties the opportunity ro participate
in the Deepening operation. '

ition to excending

In the event any Consenting Party desires to drill oc Deepen s Noa-Consent Well 1o a depth below-the Initial Objective,
such party shall give notice thereof, complying with the requirements of Article VIR,

to all pacties. (including Non-

Consenting Pacties). Thereupon, Arti‘c}:les VIB.L. and 2. shall apply and all pacties receiving such notice shall have the right w0
parsticipate or not participate in the Deepening of such well pursuant to said Acticles VLB.1, and 2. If a Deepening operation
is approved pursvant to such provisions, and if any Non-Conseating Party elects to
such Non-Consenting party shall pay or make reimbucsement (as the case
{(a) If the proposal 0 Deepen is made prioc to the Completion of
quaatities, such Non-Consenting Pmy!" shall pay (or reimburse Consentin

pecticipate in the Deepening -operation,
may be) of the following costs and expeases:
such well as 8 well capable of producing in paying

g Parties for, a5 the case may be) that share of costs
and expenses incusred in connection jwith the drilling of sald well from the sucface to the Initial Objective which Non-

Consenting Party would have paid had such Non-Consenting Party agreed to pacticipate therein, plus the Non
Party’s share of the cost of Deepening and of participating in any fucther operations on the well in accordance with the other -
provisions of this Agreement; pravided, however, all costs for testing snd Completion or attempted Completion of the well

incucred by Consenting Pacties prior to the poine of actual operations 1o Deepen beyond the Initial Objective shall be for the
sole account of Consenting Parties. ‘

-Consenting

(b) If the proposal is made for 8, Non-Consent Well that has been previously Completed as a well .capable of producing
in paying quantities, but is ao longer capable of producing in paying quentities, such Non-Consenting Party shall pay (or
reimburse Consenting Parties for, as the case may be) its proportionate share of all costs of drilling, Completing, and
equipping said well from the surface 10 the Initial Objective, calculated in the manner provided in paragraph (a) above, less
those casts recauped by the Consenting Pactics from the sale of praduction from the well. The Non-Consenting Party shall
also pay its proportionate share of all costs of re-entering said well. The Non-Consenting Parties’ proportionate part (based
on the percentage of such well Non-Consenting Party would have owned had it previously participated in sugh Naan-Consent
Well) of the costs of salvable materials and equipment remaining in the hole and salvable sucface equipment used in
connection with such well shall be determined in sccordunce with Exhibic “C" If the Consenting Parcies have recouped the

cost of drilling, Completing, and equipping the well at the time such Deepening operation is conducted, then a Non-
Consenting Party may pacticipate in the Decpening of the well with na payment for coses incurred prior to re-entering the
well for Deepening, '

The foregoing shall not imply a rigixt of any Consenting Party to propose any Deepening for a Non-Consent Well prior
to the dcilling of such well 1o its Initial Objective without the consent of the other Conseating Parties as provided in Article
VLFE. . .

5. Sidetracking: Any party having the right to participate in a proposed Sidetracking operation that does not own 2n
interest in the affecied wellbore at the time of the notice shall, upon electing to participate, tender to the wellbore owaecs its
proportionate shace {equal co its ime(esf in the Sidetracking operation) of the va.lue of that portion of the existing wellbore
to be utilized ag follows; ’ ; . .

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

(b) 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 dtillihg and cquipping casts incucced in the initial drilling of the well down to the depch
at which the Sidetracking operation is cqnductcd, calculated in the manaer desceibed in Acticle VI.B.A(b) above. S\.:ch parfy‘s
proportionate share of the cost of the well's salvable materials and equipment do.w.n 10 the depth at which the Sldgtrackmg
operatioa is initiated shalt be determined ‘in accordance with the provisions of Exhibit “C." - }:f .

6. Ocder of Preference of Qperations. Bxcept as otherwise specifically provided in this agreement, if an.y pnrfy "c"llésues o
propose the conduct of an operation that conflicts with a proposal that has beea made by a party und‘er this AmclﬁVl. such
party shall have fifteen (15) days [rom delivery of the initial proposal, in the case of a pmpc_)sal to drill a well or tg‘,; drflmwml
an operation on a well where no drilling rig is on Ioca.tit'm. m: w?cnty-fout .(24) hours, exclusive of.Samrday. Sund?);::g eg‘:
holidays, from delivery of the initial proposal, if @ drilling rig is on location for fhe well on wl'm:h such .opetatn" znsl 0 ;
conducted, to deliver to sll parties entitled to participate in the’ p.toposed ?pcram.m‘ ;such patty's alternative Projgi "p; . ::Eh
alternate proposal to contain the same ini_’ormnion required (o‘be included in the m.maf proposal. Each pel.l:(};.::_t:l_‘c;i '\:; '-;:, such
proposals shall elect by delivery of notice to Operator within five SS) dny.s a(cef ?xpcr?u?n of the !arop;or hp ‘; s » Z,h';,,'\i, e
twenty-four (24) hours (exclusive of Saturday, Sunday and legal holidsys) if a drilling rig is on location foq the well thpt]

' R A
ing’ i ichi ifie, tdquired
subject of the proposals, to participate inione of the competing’ proposals. Any party not electing wichin che n_;{ie_ﬂ,'rcq

shall be dcemed nor 1o have voted. The; proposal cecciving the vote of parties owning the largest '3“,‘5&&!@%:&?4{. risalge*
' ) : . . I3 8. " LTS 3% b " =
intecest of the pactics voting sholl have priority over all other competing proposals; in the cabt’ of* 8" tié - vore,” the

ieggd b Ty ehtbindnsd s ke b b
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initial proposal shalt prevail. 131 atur shall delives notice of such resule

«0 all parties entitled to participate in the operation
within five (3) days after expit..ion of the election period (or within twunty-four (24) hours, exclusive of Saturday, Sunday
and legal holidays, if a drilling r1g is on location). Lach party shall then hsy e two (2) days (or twenty-

. . four (24) hours if a rig
is on location) from ceceipt of sucl notice 1o elecy by delivery of natice ¢» Opesator to participate in such operation or to

relinquish intecest in the affectc d well pursuant to th.e provisions of Article VVI.B.2.; failuge by a party to deliver notice within
such period shall be deemed an election got ta participace in the prevailing prsposal.

7. Conformity to Spacing [R.ttgm. Notwithstanding the provisions of this Acticle VI.B.2, ic is agreed thar no wells shall be
proposed. to be drilled o or - g)@plctcd in or produced from 8 Zone from which a well located elsewhere on the Contract
Area is producing, ualess sui! well conforms to the then-existing well spacing pattern for such Zone.

8. Paying Wells. No | s?xall conduct eny Reworking, Deepening, Piogging Back, Completion, Recomplctic;n, oc
Siderracking operation under this jagreement with respect to any well then capable of producing in paying quantities excepr
with the consent of all parties tlmt"1 have not relinquished interests in the well at the time of such operation.

C. Completion of Wells; Reworking and Plugging Back:
1. Completion: Without the consent of all parties, no well shall be driiled, Deepened or Sidetracked

_ , except any well
dcilled, Deepened or Sidetracked pursuanc to the provisions of Acticle VI.B.2. of this a

I ,. greement. Consent to rhe drilling,
Deepening or Sidetracking shall include:
0 L ) ‘ Jisuses—tos—shodsillinged . Sid e . Complets )
meﬁhh%mﬂmﬁm’ﬁmm#mﬁm ' '
(]

Option No. 2: All necessary expenditures for the drilling, Deepening or Sidetracking and testing of the well, When
sich well has reached its :autl:oriud depth, and all logs, cores and 6ther tests have been completed, and the results
thereof furnished to the parsies, Operator shall give immediate notice ta the Non

co : ; -Operators having the righe to
pacticipate in s Completion attempt whether or not Operator. recommends attempting to Complete the well,
together with Operator’s AFE for Completion costs if noc previously provided. The parties receiving such notice
shall have forty-cight (48). hours (exclusive of Saturday, Sunday and legal holidays)

in which to elect by delivery of
nutice to Operator ta pacticipate in o recommended Completion attempt or to make a Completion prapasal with an

accompanying AFE. Opcraitor shall deliver any such Completion propesal, or eny Completion proposal conflicting
with Operator’s proposal, ta the other pacties eaticled to participate in such Completion in accordance with the
procedures specified in Ar%icle VI.B.6. Election to participate in 2 Completion attempt shall include consent to af}
necessary expenditures for “;ﬁthe Cnmpleting_ and equipping of such well, including necessary tankage and/or sucface
facilities but exchuing any stimulation operation not contained an the Completion AFE. Failure of any party
receiving such notice to reply wichin che period above fixed shall constitute an election by thac party not to
participate in the cost of‘gxhc Completion attempt; provided, that Article VI.B.S. shall control in the case of
conflicting Completion pméosals. If one or more, but less than all of the parties, elect to attempt a Complétion, the
provisions of Article VLB.2. hereof (the phrase "Reworking, Sidetracking, Deepening, Recompleting or Plugging

Back™ as contained in Acticle VIB.2. shall be deemed to include "Completing”) shall apply to the operations

i thereafter conducted by less than all parties; provided, however, that Article VI.B.2 shall apply separately to each
‘ separate Completion or Rec%)mple(ion attempt undertaken heceunder, and an election to become a Non-Consenting
Pacty as to one Completion or Recompletion attempt shall not prevent a party from becoming a Consenting Pacty

in subsequent Completion or Recompletion attempts regardless whether the Consenting Parties as to earliec
Completions or Recompletions have recouped their costs pursuant to Article VIB.2,; provided further, that any
recoupment of costs by o Cénseming Party shall be made solely from the production attributable o the Zone in

which the Completion attcm"pt is made. Election by a previous Non-Consenting Party to patticipate in a subsequent
Complesion or Recomplerion attempt shall require such party to pay its proportionate share of the cast of selvable
materials and equipment in?tallcd in the well pursuant to the previous Completion or Recompletion attempt,

iasofar and only insofor as such materials and equipment benefit the Zone in which such party participates in &
Completion attempt. ;

2. Rewurk, Recomplete oc Plug Bat}:: No well shall be Reworked, Recompleted or Plugged Back except s well Rewocked,
Recompleced, or Plugged Buck pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the Reworking,

Recompleting ar Plugging Back of é. well shall include all .necessary expeaditures in coaducting such operations and
Completing and equipping of said well, including necessary tankage and/or susface facilities. '
D. Other Opesations: '

Operator shall not undectake any single project reasonably estimated to require an expenditute inexcessof

Twenty VFiVG Thousand : Dollars (3 25,000.00 )} except in connection with the
drilling, Sideiracking, Reworking, l)ecp}:ning, Completing, Recompleting or Plugging Back of a well that has been previously
authorized by or pursuant w this agr:eemcm'. provided, however, that, in case of explosion, fire, flood or other sudden
emergency, whether of the same or diffecent nature, Operator may take such steps and incur such expenses as in its opinion
are required to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall ceport the
emergency to the other patties. 1f Operator prepates en AFE for its own use, Operator shall furnish any Non-Operator so
requesting an informatioa copy thereof foc any single project costing in excess of Twenty Five Thougand

( § 25,000.00

Dollars
). Any party who has not relinquished its interest in a well shall have the right to propose that

Operator perform repair work or \mdcr(ékc the installation of artificial lift equipment ot ancillary production fccilitit.fl;'such as
salc water disposal wells or to conduct-additional work with respect to o well drilled hereunder or other similar pr,g?zje:t (but
not including the installation of gntl\erin"g lines ac acher transpartation or macketing facilities, the installacion of w}i‘ich shall
be governed by sepacate agreement between the parties) reasonably estimated to require an expenditure in excé.‘ S of the
amaount first set forth above in this Article VLD. (except in coanection with aa operation requited to be ptopdsé

d uader
_ . el
Articles VLB.1. or VLC.1. Option No. 2, which shall be governed exclusively by those Articles). Operator shall df__lgv‘ r such
proposal t6 sl parties eatitled to participate thereia. If within thirty (30) days thereof Operator secuces the writtgd-€onsent

of any party or parties owning at leasc ‘{51 9% of the interests of the parties entitled to participate i(g‘giii;b.aliﬁé.'ration.

each party having the cight ta participate in such project shnll.be_ bound by the tecms of such propo.sal and sh%l}lt_)e ‘bligated
to pay its proportionate share of the coss of the proposed project as if it had consented to such project pygs qu :? 4
of the proposal. : ‘ _ \‘g.*?’fﬁa:n\;""" !
i. Abandonment of Wells: . Lo 2 baealEARNL,.
¥ 1. Abandonment of Dry Holes: Except for any well drilled or Deepened pursuant to Acticle Vl.Bf, #ny wéll which His§ ']

PSR Sy T PR E R R
been deitled or Deepened undec the terms of this sgreement snd is proposed to be completed as a gqholq,lslyll‘gq&h

P
Sl
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plugged and abandoned without the consent of alf parties. :lould Operator, after diligent effort, be unable to contact any

pacty, oc should say pacty fail to reply within forey-eight (46) hours (exclusive of Saturday, Suaday and legal holidays) afrer
delivery of notice of the proposal to plug and abandon sucls well, such party shall-be-deemed to have consented to the
proposed abandonment. All such wells shall be plugged and al.andoned in accordance with spplicable regulations and at the
cost, risk and expense of the paniqs who participated in the cost of drilling ot Deepening such well, Any party who objects to
plugging and abandoning: such well by notice delivered to Operator withia foscy-eight (48) honrs (exclusive of Saturday,
Sunday and legal holidays) afier delivecy of notice of the proposed plugging shall

take over the well as of the end of such -
forty-eight (48) hour notice period and conduct further operations in seacch of Oil and/or Gas subject to the provisions of

Article VIB.; failuce of such party. to provide proof reasonably satisfactory to Operator of its financial capability to conduct
such operations ot o cake over the well within such peciod or thereafter to conduct operations on such w
abaadon such well shall eatitle Operator ta retain or take posses:ion of the well and

ell or plug and
taking over the well shall in‘demnify Operaror (if Operator is sn &+,

plug snd abandon the well. The party

) andoning party) and the ather ebandoning parties against
liabilicy for aay further operations conducted on such well except for the costs of plugging and ebandoning the well and

restocing the sucface, for which lhe';_abandoning parties shall remain proportionacely liable.

2. Abandonment of Wells Tlxét Have Produced: Except for any well in which & Non-Consent opcra'tion has been
conducted hergunder for which the Consenting Parties have not been fully reimbucsed as herein provided, any well which has

been completed as a producer shalt not be plugged and sbandoned without the consent of all parties. If all parties consent to
such abandonment, the well shall be plugged and abandoned in accordance wish 8

. pplicable regulations and at the cost, risk
and expense of all the parties heréto. Failuce of

@ party to reply within sixty (60) days of delivery of natice of proposed
abandonment shall be deemed aa clection to consent to the proposal. If, within sixty (60) days after delivery of notice of the

propased abandonment of sny well, all partics do not sgree to the absndonment of such well, those wishing to continue its ‘
operation from the Zone then open to production shall be obligated 1o take aver the well as of the expiration of the
applicable notice period and shall in;dcmnify Operator (if Operacor 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 pacties to provide

proof reasonably satisfactory to Operator of theic financial capability to conduct such operations ar to take over the well
within the required period or thereaiter to conduct operations on such well shall entitle Operacor to retain or take posse#sion
af such well and plug and abandon the well. . -

Parties taking aver a well as prov"gdcd hecein shall tendes to each of the other parties its propartionate shate of the value of
the well's salvable macerial and equipment, detesmined in accogdance with the provisions of Exhibit “C,” less the estimated cost
of salvaging and the estimated cost of plugging snd abandoning and restaring the sucface; provided, however, that in the event
the estimated plugging and sbandoning and surface restoration costs and the estimated cose of salvaging are higher than the
value of the well's salvable material and equipment, each of the sbandoning pacties shall tender to the partics continuing
operations their proportionate shares a{uf the estimated excess cost. Bach abandoning party shall assign to the non-abandoning
parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and material, all
of its interest in the welibore of the well and related equipment, together with its interest in the Leasehold insofar and only
insofac as such Leasehold covers the tight to obtain production from that wellbore in the Zone then open to production. If the
intecest of the sbandoning parcty is (}r 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 apen to production, for a term of
one (1) year and so long thereafter as Oil and/or Gas is produced from the Zone covered theceby, such lease 1o be on the form
attached as Exhibic "B." The assignmeats or leases so limited shall encompass the Drilling Unit upon which the well is located.
The payments by, and the assignmc:{__cs or leases ‘to, the assignees shall be in a ratio based upon the relationship of their
respective percentage of participation in the Contract Area to the aggregate of the percentages of participation in the Contract
Arvea of all assignees. There shall be no readjustment of interests in the remaining portions of the Contract Acea.

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production
from the well in the Zone then open other than the royalties retained in any lease made under the terms of this Article. Upon
request, Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and
charges contemplated by this agreement, plus any additional cost and charges which may srise as the result of the separace
ownership of the assigned well. Upon proposed abandonmeat of the producing Zone assigned or leased, the assignor or lessor

shall then have che optivn to repurchase its prioc intecest in the well (using the same valuation formuls) and parricipate in
farther operations therein subject to the provisions hereof.

3. Abandonment_of Non-Consent Operations: The provisions of Article VLE.L. or VLE2. above shall be applicable as
berween Consenting Parties in the event of the proposed abandonment of any well excepted from said Acticles; provided,
however, no well shall be permanently plugged and abandoned unless and uatil all pacties having the right to conduce fucther
operations therein have been notified of the proposed abandonment and afforded the opportunity to elect to take over the well
in accordance with the provisions of thi§ Article VLE;; and provided further, that Non-Consenting Parties who own an interest

in a poction of the well shall pay their proportionate shares of abandoninent and surface restoration costs for such well as
provided in Acticle VLB.2.(b).

F. Termination of Operations:

Upon the commencement of an operstion for the drilling, Reworking, Sidetrackiag, 'Plugging Back, Decpfzning, te.sling.
Completion or‘plugging of a well, including but nat limited to the laitiat Well, such operation shx.ill not be termma.tcd‘wuhout
consent of parties bearing % of the costs of such operation; provided, !\owever, that in the eveat .gram.te',gpr ot.her
practically impenetrable substance or’ condition in the hole is cm:oume'red which renders .(unhf:r ope‘mnons u?‘!sracuc‘al.
Operatoc may discontinue operations and give notice of such condixi(.m in the manf\er provided in Acticle Vl.B.l',.,lnnd the
provisions of Article VLB. or VLE. shall thereafter apply 1o such operation, as appropriate. L ; " ’

G. Taking Production in Kind: S

Bj

i
Ootion No. 1: Gas Balancing Agreement Agtached }

its proportionate share of stich Px_irl o
i Y s e

R . L. . T1aR TR, A, Ve
()perator’s susface fucilities whicly it uaes ]..'.‘Q' MR Lo

Each party gh: te such division orders and comnc.ts as :.my be necessary for tl}eL etSL i o<
5 Trom the Contract Ares, and, except as provided in Article VILB, shall be entitled, g0, geceive.,
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oy hosesshessabiosits shy. _of all neaduction
y parry fuv, to make the arrangeric

! 13 neces:.ary 1o take in kind or separstely dispose of its proportiona
Oil pr aduced from the Contrac. Acea, Ope cator shall have the right, subject to the revocation at by
Wy, it, but not the obligatin. , 10 purchas.: such Oif or sell it to others -at any time and frpef time co

time, for the a.Dugt of the non-takic  party. Any such purchase or sale by Operator may bgAerminated by
Operatar upon ¢ leastygn (10) days - ttea notice to she owner of said production 2nd shall b€ subject always to
the right of the owner of Yhg producs: 3 upon st least 1en (10) days written notice to Opefaror to exercise at any
time its cighe .0 take in kin«l,\o:\scp ately dispose of, i : share of all Ol not previg

Any purchase or sale by Ope: - %y other party’s sha. ¢ of Oil shall be only fa
as are consistune wich the .. sdg of the industry wnder the parti
period in exceis of one (1) ye:. ‘

Any such sale by Operator shall 1. in 2 matwgr comniercially sefisonable under the circumstances bur Operator
shall have . duty to share any existing market ANgo obtajers price equal to thae recejved under any existing
market, The ssle or delivery by Opeiator of 8 non-taljaff party's share of Oil under the terms of any existing
contract of Opecatar shall not give the non-taking ‘pgs
contract. No purchase shall be made by Operaye
written notice of such intended purchase ag

afly delivered to0'a purchaser.
such reasonable periods of time
ciccumstances, but in no event for a

any Magerest in or make the non-teking party a party 10 said

withaue ficst piying the non-tsking pacty at least ten (10) days

_ he price to be paid or the pricing basis to be used.
All parties shall give ‘timely writter’notice to Operator of their Gas

: itketing arrangements for the following
month, excluding price, and shaji“hotify Operator immediately in the even

Qf @ change in such arrangemens.
Operacor shall nuaintain recgeds of all markesing arrangements, and of volumes adyyally sold or transporred, which
records shall be made ayatfuble to Non-Operators upon scasonable request,

In the event ongOr more parties’ separate disposition of its share of the Gas causes split-stregrn deliveries to separate

pipelines and/ge-fcliveries vighid\ on a day-to-day basis for any reason are not exactly equal to o party espective proportion-
ate share pEtotal Gas sales to be aflocated ta it, the balancing or accounting besween the parties shalt

: be waccordance with
ey balancing agreement between the parties hereto, whether such an agreement is attached as ExhibiN'E" or is a

3 d an pacLes 0 by

0 2 “aven

d Option No. 2; No Gas Bélancig Agreement: - o

Each party shall wke lq\ kind or separately dispc;sc' of Its proportionate share of all Oil and Gas produced from
the Contract Area, exclusive of production which may be used in development and producing operations and in
prepacing and treating Oilland Gas for marketing purposes and production unavoidably lost. Any extra expenditure

incurted in the aking in kind or separate disposition by any party of its propostionate share of the production shall
be borae by such party. Any party taking its share of production in kind shall be re

quired to pay for only its
propostionate share of such pacc of Operatar’s sucface facilitles which it uses. ’
Each party shall execute such division orders and. contracts ss may be necessary for the sale of its interest in
production from the Contt@ct Acea, and, except as provided in Article VILB,, shall be entitled o receive payment
directly from the purchaser thereof for its share of all production. .

N If any party fails 1o make the arrangements necessary to take in kind or sepacately dispose of its proportionate
shace of the Oil and/or Gas produced from the Contract Area, Operator shall have the right, subject to the
revocation at will by the party owning it, but not the obligation, ta purchase such Oil and/or Gas or sell it to others
at any time and {rom time to time, for the account of the non-taking party. Any such purchase ot sale by Operator
maoy be tecminaced by Operator upon at least ten (10) days written notice to the owner of said production and shall
be subject always 10 the right of the owner of the production upon st least ten (10) days written natice to Operator
10 exescise its cight to take in kind, or separately dispose of, its share of all Oil and/or Gas not previously delivered
to a pucrchaser; provided, however, that the effective date of any such revocation may be deferced at Operstor’s
clection for 8 period not 10 exceed ninety (90) days if Operator has committed such production to a purchase
contract having a terin exteading beyond such tea (10) -day periad. Any pucchase or sale by Operator of any other
party's ' share of Oil and/or. Gas shall be only for such reasonable periods of time as are consistent with the
minimum needs of the industry under the particular circumstances, but in no event for a period in excess of one (1)
year. ' '

Any such sale by Operator shall be in a manner commercially ressonable under the circumstaaces, but Operitor
shall have no duty to share any existing market or transpostation agrangement or to obtain a price or transportation
fee equal to that received uader aay existing market or transportstion arraagemeat. The sale or delivery by
Operator of a non-taking patt:y's share of production under the terms of any existing contract of Operator shall not
give the non-taking patty any. interest in or make the non-taking party a parey to said contrace. No purchase of Qil
and Gas and no sale of Gas shall be made by Operator without first giving the non-taking party ten days written
autice of such intended purchﬁse or sale and the price to be psid or the pricing basis to be used. Operator shall give
aotice 1o all pasties of the ﬁrs'g sale of Gas from any well under this Agreement.

All pacties shall give timely written notice to Operator of their Gas marketing arrangements for the following
month, excluding price, and shall notify Operator immediately in the event of a change in such arrangcmet\'ts.
Operator shall maintain records of all marketing arcangements, and of volomes actually sold or transported, which

recards shatl be made available to Noa-Operators uspon reasonable request. .‘},i‘;
- ARTICLE ViIL ;}|
EXPENDITURES AND LIABILITY OF PARTIES § P
A. Liability of Parties: o 1>

Ml .
The liability of the pasties shall be several, not joint or collective. Bach party shall be responsible only for its OR“

gations,
and shall be liable anly foc its proponim'i_ate share of the costs of developing and operating the Contract Area. Accotg
liens granted among the parties in Article VILB. sre given to secure only the debts of each severally, and n gb‘- e
. . . . ] '.o ' ‘
any labiliry to third pasties hereunder to satisfy the default of any other party in the payment of any SxP e":‘: o :so(her
| i .8 thi
hereunder. 1t is not the inteation of the parties to create, nog shall this agreement be Constfued as crcaunz, s d P flh. orher
parenecship, joint venture, agency relationship or essociation, or 1o render the parties liable asd pa:;t; I(;'i{ d‘owg&t' l,
. , ) \ . i iduciasries"bg tg have
. R . . ; reement, the parties shall not be considered fidyciaries® og tg
i . In their relations with each other under this ag . hall con citieslby g |
Pnﬂ;;!":s;’ In afidencial rclationship but sather shall be free to act on an arm s-length basis in ncco;{hggp J}Xﬁmﬂﬂ;}#}%&: .'
established a co ; ‘ hall . . bas ‘ ek it
pective self-intercest subject, however, to the obligation of the parties to act in good faith in _(hctr d al 'l‘p .Br b with edch dthet
respec - s 1 _
with cespect to activities hereunder.

ngly, the
o panyllsg)fll have

futhaa stk ul s b dpedure
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B. Liens and Secucicy Intecests:

Each party grants to the other pasties her. 1o a lien upon any interest it now owns or hereafter acquires in Oil and Gas
Leases and Oil and Gas lInterests in the Conti it Acea, snd a security interest and/or purchase money security interest in any

interest it now owns or hereaftec acquires in the personal property and fixtuces on or used or obtained for use in connectioa
therewith, to secure perfurmance of all of its .ibligations under this agreement includin

intecest and fees, the proper disbucsement - * all monies paid hereunder, the assign
and Gos leases as requised licreunder, .d sl nroper pecformance of operations
granted by each party hereto shall inchule sw

g but not limited to payment of expense,
ment or relinquishmeat of interest in Oif

hereunder. Such lien and security interest -
4y's leasehold interests, wacking interests, operating rights, arid coyalty and
overriding royalty interests in the Contract Area now owned or hereafter scquired and in lands pooled or unitized therewith or

otherwise becoming subject ta this sgreement, the Oil and Gas when extracted therefrom and equipmenc sitvated thereon or
used or obtained for use in connection therewith (including, withont limitation,

' all wells, tools, and tubular goods), and accounts
(including, without limitation, accounts arising from gas imbalances oc from the sale of Oif and/or Gas at the wellhead),
contract tights, inventory and gcncrgl intangibles relating thereta or arising therefrom, and al} proceeds and products of the
foregoing. ;

Tu perfect the lien and security agreement provided herein, each party hereto shall execute and acknowledge the recording
supplesment and/or any financing statement prepared and submitted by any pacty hereto in conjunction herewith or at any time
following execution hereof, and Operator is suthorized to file chis sgreement of the recording supplement exe

cuted herewith as
a lien or mortgage in the applicable real estate records and as  financing statement with the proper officer under the Uniform

Commercial Code in the state in which the Contract Area is situated and such other states as Operator shall deem appropriace

to perfect the security interest granted hereundec. Any pacty may file this agreement, the recording supplement executed
herewith, oc such other documents as it deems necessary as a lien or mortg

age in the applicable real estate records and/or a
financing statemiens with che proper officer under the Uniform Commercial

Code. .
Luch party represents and wamlm'_‘s to the other pacties hereto that the lien and security interest granted by such pacty to

the other pacties shall be a ficst and prim lien, and each party heseby agrees to maintain the priority of said lien and security
interese against all pessons acquiring an interest in Oil and Gas Leases and Interests covered by this agreement by,

‘ through ar
under such party. Afl parties acquiring an interest in Oil and Gas Leases

‘ and Oil and Gas Interests covered by this agreement,
whether by assignment, merger, mortgage, operation of law, or otherwise, shall be deemed to have taken subject

to the lien snd security interest granted by this Arsicle VILB. a5 10 all obligations ateributable to such interest hereunder
whether or not such obligations arise before or sfter such interest is acquired. .

To the extent that pacties have a security: iatecest under the Uniform Commercial Code of the state in which the
Contcact Acea is situated, they shall be entidled to execcise the rights 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
clection of remedies or otherwise affect the lien rights or security interest as security for the payment thereof. In
addition, upon default by any pacty in the payment of its shace of expenses, interests or fees, or upon the improper use
of fuads by the Operatar, the other parties shall have the righ, without prejudice to other rights or cemedies, to collect
from the purchaser the proceeds from the sale of such defaulting party’s share of Oil and Gas untif the amount owed by
such party, plus interest as provided in "Exhibit C," has been received, and shall have the right to offset the amount
owed aguinse che proceeds from the sale of such defaulting party’s share of Oil and Gas. All purchasers of production
may rely on a notification of defsult from the non-defaulting party or parties stating the amount due as a result of the
default, and all parcies waive any recourse available against purchasers far relensing production proceeds as provided in ’
this pacagraph. ' . ‘

I any party fails to pay its share of cost within onc hundred twenty (120) days after rendition of a statement therefor by
Operator, the non-defauling -parties, ixjduding Operator, shall, upon request by Operator, pay the unpaid smount in the
proporcion thae the intecese of each such party bears to the interest of all such parties. The amount paid by each party so
paying its share of the unpaid amount #hall be secured by the liens and security rights described in Article VIILB., and each
paying party may independently pursue ény remedy available hereunder or otherwise,

I any party does not perform all of its obligations hereunder, and the failure 1o perform subjects such pacty to foreclosure
or execution proceedings pursuant to the provisions of this sgreement, to the extent sllowed by governing law, the defavlting
pacty waives any available right of-redemption fcom and after the date of judgment, any required valuation or appraisemeat
of the morigaged or secured property prior o sale, any available right to stay execution or to require a marshalling of assets
and any required boad in the event a receiver is appainted. In addition, ta the extent permitced by applicable law, each party
hereby graats to the other parties a power of sale as to any property 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 reasoaable
maaner and upan reasonable notice.

Each party 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 foregoing, to the extent permitted by applicable law, Nan-Operators agree that Operator may iavoke or
utilize the mechanics’ or materialmen's lien law of the state in which the Contract Area is situated in order to sescuse the
payment o Operator of any sum due hereunder for services performed or materials supplied by Operator.

C. Advances: _ ) .

Operator, at its election, shall have the right from time to time to demand and receive from one or morc.of ’clt‘m oshcr
patties payment in advance of their respective shares of the estimated amount of the expense o be incurred in oferations
hereunder during the aext succeeding month, which right may be exercised only by submission to each such pai!gy. of .nn
itemized staterlnen( of such estimated expense, together with aa invoice for its share theceof. Bach such statement -K a.,‘!nvmce
for the payment in advance of estimated expense shall be submitted on or be(ore. th? 20ch day of the next preceil‘l’. ;imomh.
Each pacty shall pay to Operatoc its proportionste share of such estimate withm.hfteen (15) days after such en!ggs?(c and
invoice is received. If any pacty fails to pay its share of said estimate within said time, the amount due shall bfar 'régg{est a;
provided in Exhibit “C" until paid. Proper adjustment shall be made momhly. between advances and actual cxpensc ~; : :::‘ he en
that each pacty shafl bear and pay its proportionate share of actual expenses incurred, and no more. (f % b ‘ )\

emedies: : : ’ : AL e
D. ﬁe::\;lt;;‘:;l ::ils to discharge aay financial obligation under this ?g.reement.. including whh(')\lxt. li(:\cra(;o?é ;h‘e f;;lé,lé;e‘::
make any advance under the preceding Article VILC. or any other'prOVSslon of th\l‘s, :lgl;eemenl(. :’r: c\:: %ﬁ\e’ll:;;sl,‘ ,Sﬁ:—; :ht' il
such payment heceuader, then in addition: to the remedies provided in Article: VILB. or eise _ gieement, the

remedics specified below shall be spplicable. For purposcs of this Amc{l‘_e‘V_ll.D., all not.lces and ekc"‘?%fihﬂ‘. b’zdil}_%fﬁd_
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only by Operator, except that Operator shall deliver any such noiice and clection requested by a non-defaulting Non-Operator,
and when Operator is the party in default, the applicable notices and elections can be delivered by any Non ’

o . k -Operatar.
Election of any one or more of the following remedies shall not preciude the subsequeat use of any other remedy specified
below o atherwise available to 2 aoa-defauliing party.

1. Suspension of Rights: Any party may deliver to the party in defaule a Notice of Defauls, which shalf specify the defsult
specify the action ta be taken to cure the default, and specify that failure to take such action will result in the exercise of one'
or more of the remedies provided%in this Article. If the defanle is noc cured within thicty (30) days of the delivery of such .
Notite of Default, all of the sights of the defaulting pacty granted by this agreement may upon notice be suspended until the
default is cured, withont prejudice to the right of the non-defanlting party or parties to continue to enforce the abligacions aof
the defaulting party previously accrued or chereafter accruing under chis agreement. If Operator is the patty in default, the
Non-Operators shall have in additiqn the right, by vote of Non-Operatars owning a majority in interest in the Contract ‘Ar&
after excluding the voting interest of Operator, 10 appoint a new Operator effective “immediately. The rights of & defaulting
party that may bc_ suspended hereunder at the election of the non-defaulting parties shall include, without'limi:arion, the right
to receive informacion ss to any operation conducted hereunder during the period of such defaule, the right ta elect to
participate in an operation proposed under Asticle VLB. of this agreement, the right to participate in an operation being

coaducted undec chis agreement cven if the party has previously elected to participate in such operation, and the right to
- he . . - ’
receive proceeds of production from :any well subject to this agreement. ’

2. Suit_for Damages: Nnn-defatzllxing patties or Operator for the benefit of noa-defaulting parties may sue (at joint
account expease) to collect the amouats in defaule, plus interest accruing on the amounts recovered from the date of defaulc

until the date of collection at the raie specified in Exhibit "C" attached hereto. Nothing herein shall prevent any party from
suing auy defaulting party to collect f;onsequential damages accruing to such party as a resuit of the default.

3. Deemed Non-Consent: The ;non-dcfauki'ng party mdy deliver a written Notice of Non-Consent Election to the
defaulting pacey ac any time after (hg", expiration of the thirty-day cure period following delivery of the Natice of Default, in
which eveat if the billing is for the c,llrilling of a new well oc the Plugging Back, Sidetracking, Reworking or Deepening of a
well which is 10 be or has been 'plugged as a dry hole, or for the Completion or Recompletian of any well, the defaulting
pacty will be coaclusively deemed o !mvc elected not to pacticipate in the operation and to be a an-Conseming.Party Qith
sespect therero under Anticle Vl.B.izor VIC, 8s the case may be, to the extenr of the costs un.[;uid by such party,
notwithstanding aay election ta participate theretofare made. If election is made to proceed under this provision, then the
non-defaulting pacties may nos elect 10 sue for the unpaid amovnt pursuant to Article VILD.2,

Uatit the delivery ot such Natice E‘l)f Noan-Consent Election ta the defaulting pacty, such parcy shall have the right o cure
its default by paying its uwnpaid sl\arg of costs plus interest at the rate set forth in Exhibit “C" provided, however, such
payment shull not prejudice the rights of the non-defavlting partics to pursue remedies for damages incurred by the non-
defaulting pacties as a resubt of the default. Any interest relinquished pussuant to this Article VIED 3. shall be offered to the
non-defanlting parties in proportion _u'? their interests, and the non-defaulting parties electing to participate in the ownership
of such interest shall be required to contribute their shares of the defaulted amount upon their election 1o participate therein.

) 4. Advance Payment: If a default is not cured within thirty (30) days of the delivery of a Natice of Default, Opersasor, or
Noa-Operacors it Operacor is the ‘defaulting psrty, may thereafter requite advance payment from the defaulting
parry of such defanlting party’s anticipated share of any item of expense for which Operatar, or Non-Operators, as the case may
be, would be entitled to ceimbursement under any provision of this agreement, whether or not such expense was the subject of
the previous default. Such right includeQ. but is aot limited to, the right to cequire advance payment for the estimated costs of
drilling a well or Completion of a wellias to which an election to patticipate ia drilling or Completion has been made. If the
defaulting party fails to pay the required advance payment, the non-defaulting parties may pursue any of the remedies provided
in this Acticle VILD. or any othes dclnulg remedy provided elsewhere in this agreement. Any excess of funds advanced remaiaing
whea the operation is completed and sl costs have been paid shall be promptly ceturned to the sdvancing parry.

5. Costs and Attorneys’ Fees. In the event sny parcy is required to bring legal proceedings to enforce any financial
obligation of a party hereunder, the Qtevailing party in such action shall be entitled to recover all court costs, costs of
collection, and a-teasonable attorney’s fee, which the liea pravided for herein shall also secure.

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

Rentals, shut-in well payments and :r,:ninimum toyalties which may be required undcrﬁ(hc terms of any lease shall be paid
by the pacty or pacties who subjected such lease 1o this agreement at its or their expense. In the event twa or more pacties
own and have contributed interests in the same lease to this agreement, such parties may designate one of such parties to
moke said payments for and on behalf of all such pacties. Any party may cequest, and shall be entitled to receive, proper
evidence of all such payments. In the event of failure to mske proper payment of any rental, shut-in well payment or
minimum royalty through mistake or oversight where such payment is required to continue the lease in force, any lass which
resules from such non-pagment shall be borne in accordance with the provisions of Article 1V.B.2.

Operator shall notify Nnn-()petamr; of the anticipated completion of 8 shut-in well, or the shutting in or return to
production of a producing well, ac least; five (5) days (excinding Saturday, Sunday and legal holidays) prior to taking such
action, or at the cacliest opportunity periitted by circumstances, but assumes no liability for failure to do so. In the event of
failure by Operator to so notify Non-Operators, the toss of any lease contributed hereto by Non-Operators for failure to make
timely payments of any shut-in well payment shall be borne jointly by the pacties hereto uader the provisions

aof Acticle
Y33
VB3, : o 5(‘:
F. Taxes: " A4

N .'!... )

Beginning with the first calendar yca"r after the effective date hereof, Operator shall fender for ad valorem e} ation all
propecty subject to this agreement which by law should be sendered for such taxes, and it shall‘pay all such .taxc‘s_ .‘ggfesscd
thercon before they become delinqueat. Prioc to the rendition date, each Non-Operator ?lxall furnish Operator infoc nacion as
to bucdens (to include, but not be limited o, royaldies, overriding royalties and production .paymcms) on Leases any : il a-nd
Gas Interests concributed by such Non-Operator. If the assessed valuation of any Lease is reduce-d by. reason -9-'?’,,; being
subject o owstanding excess royaities, overriding royelties or production payments, the reduction in qs!..:}]hip{‘ i taxes
tesulting therefrom shall iouce to the hcnf:fi( of the owner or OWfsf:rs of such Lease, and Operator shall ,(‘l'l“s{i ll;ulctl\iige to
such owner or awners so as to reflect the benefic of such reduction. If the ad valorem taxes are based "n;‘w} ~<.> e < ';h'!" patr;
. T . . . s TV es to.

upoa separate valuations of each party’s warking interest, then ltmwuhsmndmg .nnyt_hmg to the contrary | erc‘ll:i.ﬁ { 'ak N
the jvint account shall be made and paid by the parties hetero in accordance with the tax value 3‘“‘?.“‘-5.-‘.9,"-.‘?-?1?;9“"5,. hg?“gx .
working interest. Operatog shall bill the other parties for their proportionate shares of sll tax paymetits Th"'the ma E]

=1 28 ¥ Ao Sisthorargd o eonbig by tne
provided in Exhibic "C." ‘:

owrb.m Anstdtion o) Ptz D
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_prescribed by law, and proseaute the protest to a final deterniination, «aless all parties agree 1o abandon the

s

1f Operator considers any tax assessment improper, Op: .ator nay, at its discretion, protest within the time and maanec

protest prior o final
under protest, al} such raxes
and any interest and penalry. When any such protested ussessinent shalf Liave been finally determined, Operator shall pay the tax for
the joint account, together with any interest and penalty accrued, and the votal.cost shall then be assessed againse che parties, and be
puid by them, as provided in Bxhibic "C." ‘

Eadh pasty shall pay or cause to be paid sll productios -ance, excise, gathering and other taxes imposed upon or with respect
to the production or handling of such pnrtyj{shate of Oil and Gas produced under the terms of this agreement. .

v .- ARTICLE V1L
ACQUISITION, MAIN

decerminacion. During the pendency of administrative. or judici. ) proceed.ings, Operator may elect to pay,

A. Surrender of Leases:

TENANCE OR TRA :SFER OF INTEREST
The Leases covered by this agreerﬁem, insol

: . ofar as they embrace acreage in the Contract Area, shall not be surrendered .in whole
or in part unless all parties consent thereto. T

However, should any party desire to surrender its interest in any Lease or in any portion thereof, such parcty shall give written:
notice of the proposed surcender to all pacties, and the parties to whom such notice is delivered shall have thirty (30) days after
delivery of the m'niu: within which to%fno(ify the party proposing the surrender whether they elect 10 consent thereto. Failure of a
patty 1o whom such notice is delivercé 1o reply within said 30-day period shall constitute a consent 1o the suerender of the Leases
described in the notice. If all parties do not agree ot consent '(_hercm, the party desiring to surcender shall assign, without express or
implied wacranty of citle, slt of its intesest in such Lease, or portion thereof, and any well, material and equipment which may be
located thereon and any rights in produ’g:tion tlnercyftcr secured, ta the parties not consenting to such surcender. If the interest of the
assigning’ party is or includes an Oil and Gas Interest, the assigning pacty shall execute and deliver to the party or parties not
conseating o such surrender so oil at‘;xd gas lease covering such Oil and Gas Interest for a term of one (1) year and so long
thereafter as Oil and/or Gas is pmducedi from the land covered thereby, such lease to be on the form attached hereto as Exhibit "B.".
Upon such assignment oc lease, the assigning party shall be relieved from alf obligations thereafter accruing, but not theretofm:c
accrued, with cespect 10 the interest asmgned or leased and the operation of any well actsibuable thereto, and the assigning party
shull have no fucther interest in the assigned o leased premises and its equipment and production other than the royakics retained
in any lease made under the terms of: this Article. The pacty sssignee or i

: lessee shall pay to the party assignor or lessor the
reasonable salvage value of the lattec’s interest in sny well's salvable materials '

and equipment actributable to the assigned or leased
screage. The value of all salvable materials snd equipment shall be determined in accordance with the provisions of Exhibit “C,’

" 1
the estimared cost of salvaging and the Zestimnled cost of plugging and abandoning end restoring the surface. If such value ;5 ;::
than sudh costs, then the pacty assignor or lessor shall pay to the party assignee or lessee the amount of such deficit. If the
assignment or lease is in favor of morc% than onc party, the interest shall be shared by such pacties in che proportions that the
intecese of each bears to the total imcrcs'!t of all such parties. If the interest of the patties 1o whom the assignment is to be made
vaties according to depth, then the interest assigned shall similacly reflect such vacisnces.

Aaqy assigniment, lease or sucrender made under this provision shall not reduce or change the assignor’s, lessor's or sucrendering
pnf(y's interest a5 it was immediately bcfo‘:re the assignment, lease or surrender in the balance of the Contract Area; and the acreage

assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this

agreement but shall be deemed subject 1o an Operating Agceement in the form of this agreement.
B. Renewal or Extension of Leases: ‘

If any party secures a renewal or replé’c‘cmcm of an Oil snd Gas Lease or Interest subject to this agreement, then all other parties
shall be notified promptly upon such acquisition or, in the case of s replacement Lesse taken before expiration of an existing Lease,
promptly upon expiration of the existing Lease. The parties notified shall have the right for a pertiod of thirty (30) days following
delivery of such notice in which to elect to participate in the ownership of the renewal or replacement Lease, insofsr as such Lease
affects lands within the Contract Area, by peying (o the party who acquired it their proportionate shares of the acquisition cost
allocated to that part of such Lease withinithe Contsact Area, which shall be in proportion to the Interests held ac that time by the
parties in the Contract Area. Bach party who participstes in the purchase of a renewsl oc ceplacement Lease shall be given an
assignmeat of its proportionate interest therein by the acquiring party.

1f some, buc less thaa all, of che parties elect to participate in the purchase of a renewal or replacerment. Lease, it shall be owned
by the parties who elect to pasticipste therein, in a ratio based upon the relationship of their respective percentage of participation in
the Contract Area to the aggregate of th:e percentages of participation in the Contract Area of all parties participating in the
purchase of such renewal or replacement h-.asc The acquisition of a renewal or replacement Lease by any or all of the parties hereto
shall not cause a readfustment of the imen}m of the partics stated in Exhibit “A," but sny renewal or replacement Lease in which
less thaa all pacties elect to participate shall not be subject 1o this agreement but shall be deemed subject to @ separate Operating
Agreement in the form of chis agreement.

If the interests of the parties in the Contract Ares vary sccording to depth, then their right 1o paricipate proportionately in
renewal uc ceplacement Leases and their right to receive an assignment of interest shall also reflect such depth vaciances.

The provisions of this Article shall apply to renewsl or replacement Leases whether they are for the entire interest covered by
the expiring Lease or cover only a portion iof its area or an interest therein. Any rencwal or replacement Lease taken before the
expisstion of its predecessor Lease, oc taken 'qt contracted for or becoming effective within six (6) moaths after the expiration of the
existing Lease, shall be subject to this provision so fong ag this agreement is in effect at the time of such acquisition or at ‘che time
the ccaewal or replacement Iease becomes :cffcctivc; but any lease taken or contracted for more than six (6) momhg.'{
expication of an existing Lease shall not be deemed a rencwal qr replacement Lease snd shall not be subject 1o the provisi

3

. IR

agreement. v _ i
The provisions in this Article shall also be applicable to extensions of Oil and Gas Leascs. ‘, i.“!

C. Acreage or Cash Contributions: : - i
While this agreement is in farce, if any party contcacts for a contril

bution of cash towards the drilling of a well o;ﬂ; 1 other
operation on the Contract Area, such concrib{;(ion shall be paid to the party who conducted the drilling or ather operatiopiand shali

be applied by it against the cost of such drilting or othes operation. If the contsibution be in the form of acreage, ﬂ\epe \ tdwho“‘
the contribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the D'nluu_{ .["a{hgd\in the
proportions said Drilling Parties shared the cost of drilling the well. Such acresge shall become a separate Contpake prens ,nll, o the
extent possible, be governed by pravisions ic!emicnl to this sgreement. Each party shall gs:ompdy notify all Othf:E:fF.‘fsu
acreage or cash contributions it may obcaini_y in support of any well or any other operation on- the Comrqg,'xmga Eli' drﬁ}&l'
provisions shall also be applicable to optiona} rights 10 carn screage outside the Concract Area which are 1r1h‘§:lgporf" [

of any

230tk anthtaarad w serlring by tuc
' Faregab i+t N trascrgbevns 1) Pevidisnn Lundmw)
inside the Contract Area. b o N ettt Beiihoun dondned

.
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If any party contracts for eny . .nsideca jon celatin; o '(iispbsit.;m of such party’s share of substances produced hereunder,
such coasideration shall aot be dev. aed 2 o uribution . -ontemplatec in chis Accicle VIILC, .
D. Assignment; Maintenance of + Jniform Interest:

For the purpose of mainwi. ing uaifi.cmity of ow iership in the Contract Area in the Oil and Gas Leases, Oit and Gas
Interests, wells, equipment ai.! producsii, 2 covered by this agreemem no party shalt sell, encumber, transfer ac make other

disposition of its intecest in «. 2 Oil and tias Leases «-d Oil and Gas literests enibraced within the Contract Ares or in wells
equipment and production urii 53 such dis)-sition covi - either: » b

1. the entire interest of -he party in w1 Oil as. 5 Leases, Oil and ias Interests, wells, equipment and prodiiction; or
e : .. N e 4
2. an equal undivided percear of (b party ient interest in ! Oil and Gas Leases, Oil and Gas Interests, wells
L \ \
equipment and production in the Contract - rea.

Every sale, encumbra: e, traasfer or other dispnsition made by any party shall be made expressly subject to this agreement
and shall be made without { ejudice: to the cight of the other parties, and any transferee of an ownership interest in a_ny Oil and
Gas Lease or Interest shall 1..- deemed s party to this agreement as to the interest conveyed from and after the effective date of
the transfer of awaccship; provided, however, that the other pacties shall not be required 1o recognize any such salé.
encumbrance, transfer or odut disposition for any purpose heténqdct untif thirty (30) days after they have received a copy of the
instrurnent of transfer or othce satisfactory evidence thereof in writing from the transferor or transferee. No assignment or other
disposition of interess by a party sha!l relieve such party of obligations previously incurred by such party hereunder with respect
to the intecest transferred, including without limitation the obligation of a party to pay all costs atecibutable to an operation
mndpctcd hereunder in which such bany has agreed o pacticipate prior to making such assignment, and the lien and security
interest gramcd by Article VILB. shall continue to burden the interest transferred to secure payment of any such obligations.

If, ar any time the interest of any party is divided emong and owned by four or more co-owners, Operatar, at its discrecion,
may require such co-owners to appoint a single trustee or agent with full authority to receive notices, ‘spprove expenditures,
receive billings foc and approve and pay such party's share of the joint expenses, and to deal geaerally with, and with power to
bind, the co-owners of such party's interest within the scope of the operations embraced in this agreement; hawever, all such co-

owners shall have the right o enter into and execute all contracts or agreements for the disposition of theis respective shares of
the Qil and Gas produced from the Co

oncract Acea and they shall have the right to receive, separately,- payment “of the se
proceeds thereof. i
E. Waiver of Rights co Pactition;

If permitted by the Jaws of the sm"_tc or states in which the property covered hereby is located, each parry hereto owning an

undivided interest in the Contract Area waives eny and all rights it may have to partition and have set aside to it in severalry its
undivided interest thereia. :

F. Preferencial Right o Purchase:
L ~Qptional; Check if applicable.)

Should any party desire to sell all o@ any part of its interests under this agreement, ot its rights and interests_ja-fe Consract
Area, it shall promptiygive written no'ficc to the acher pacties, with full information concerning its propeed dispasition, which
shall include the name and adtresg of the prospective transferee (who must be ready, willing
price, # legal description sufficient to 1t aify the property, and all other terms of tha
optional prior right, for a period of (c(i\ (10) ddysaftec the notice is deli
same terms and conditions the interest which the othe
puschasing parties shall share the purchased interest in

purchasing parties. However, there shall be
jts interests, or to transfer title gpi
or to dispose af its inge
10 any part

Bble to purchase), the purchase
offer. The other patties shall then have an
fd, to purchase for the stated consideration on the
pfoposes to sell; and, if this aptional right is exercised,. the
e proporltong_that the interest of each bears 1o the total interest of all
ra preferential right to purchasgaghose cases where any party wishes to morfgage
interests to its mortgagee in liew of or pursuant trdaggclosure of o maortgage of its intecests,
€ by mecger, ’geurganization. consolidation, ar by sale of all or substa sll of its Oil and Gas assets
by transfer of its interests to a subsidiary or parent company or 10 a subsidiary of a pat ompany, or to any
y in which such parcy owas a majority of the stock. :
~ ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

¥f, for federal income tax purposes, t_his agreement and the operstions hereunder are regarded as a partnership, and if the
pacties have not otherwise agreed to form a tax partnership pursuant (o Exhibic “G" or orher agreement berween them, each
party thereby affected elects 10 be cxclud}:d from the application of all of the provisions of Subchapter “K," Chapter 1, Subtitle
“A," of the Internal Revenue Code of 1986, 85 amended (“Code™), as permitced and authorized by Section 761 of the Code and
the regulations promulgared thereunder. Qpemor is authorized and directed ta execute on behalf of each party heseby affected
such evidence of this election as may be required by the Secretary of the Treasury of the United States ac the Federal Internal
Revenue Service, including specifically, but not by way of limitation, all of the retucns, siatements, and the data required by
Treasury Regulations §1.761. Should there be any requirement that each pacty hereby sffected give further evidence of this
election, each such party shall execote such documents and furnish such other evidence as may be required by the Federal Internat
Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other action
inconsistent with the election made heceby. If any present or future income tax laws of the state or states in which the Contract
Acea is located or any futute income tax laws of the United States contain provisions similar to those in Subchapter “K," Chapter
1, Subsitle “A," of the Code, under which an election similar to that provided by Section 761 of the Code is permitted, cach party
hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing elecy on, each

such party states that the income dcrivéd_by such pacty from operations hereundec can be adequately determined w‘. |
computation of pactnership taxable income.

ARTICLE X.
CLAIMS AND LAWSUITS

- Operator may settle any single uninsure@ thisd pasty damage claim or suit arising from operations hereunder if the-
docs not exceed _Twenty Five Thousand  poae (§25,000.00

) and if the paymeat is in complete e ;:t.cmcny
of such claim or suit. If the amount required for scttlement exceeds the abave amouat, the pacties hereto shall assupie ia6d toke over

the further handling of the claim or suit, unless such authoricy is delegated to Operator. All costs and expenses ofh?nﬂmg,é teling,
or otherwise discharging such claim or suit s'!\all be at the joint expense of the parties pacticipating in the opcr.{;j()_n, .f:hn_:r; :gil%}h.thc
claim or suit arises. If a claim is made against sny party or if any pacty is sued on sccount of eny matrer “mpfg-,.-‘?--;é.? érations
hereunder over which such individual has no coatrol because of the rights given Operacor by this agr 4

eement 1jhall
. L i Y e A Bl
immediately notify all othec paties, and the claim or suite shell be treated as any other claim or suit involvm? Topkfaciny’ herddntler:™

wse ot when antiarrad s wuatlag by the
Aargtava Msihebun of Pobodetm | snuien
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ARTTCLE X1,
FORCE MAJEURE
If aay pacty is rendeced unsble, wholly oc in pact, by force 1 najeure to carry out its obligations under chis agreement, o:'her
thun the obligasion to imh:mnifyt1 or make moncy payments ot furnish security, that party shall give to all ather parties
prompt written notice of the force majeure with reasonably fult particulacs toncerning it; thereupon, the obligations of the
pusty giving the notice, so fac as they asc affected by the force majenre, shall be suspended during, but no loager than, the
continuance of the force majeure. The term “force majenre,” as-here employed, shall mesn sn act of God, strike, lockou.t, or’
other industrial disruchaace, act of the public enemy, wac, blockade, public riot, lightning, fire, storm, flood or other act of
nature, explosion, governmental sg«ion, goveramental delay, restrainy or inaction, unavailability of equipment, and aay other
canse, whether of the kind specifically enumerated above or otherwise, which is not reasonably within the control of the party
clairning suspension. .
 The affected party shall use sll reasonable diligence to remove the force majeute situstion as quickly
requirement that any force majeure shall be remedied with all reasonal.lc dispatch shall not require the settlement of strikes
lockouts, or other laboc difficulty by the pacty involved, contrary to its wishes; how all such difficulties shall be handled shili
be eacicely within the discretion of the party concerned.
: ARTICLE X1
NOTICES
All aotices authorized or required between the parties by any of the provisions of this sgreement, unless atherwise
specifically provided, shall be in writing and delivered in person or by United States mail, coucier setvic'e, celegram, telex
telecopier or any other form of facs@unile, postage or charges prepaid, and addressed to such parties ot the addresses lisltcd Ol'; :
Exhibic "A." All telephone or oral notices permitted by this agreement shall be confirmed immediately thereafter by written
notice. The originating notice given _nndcr any pravision hereof shall be deemed delivered only when received by .the party 10 -
whom such notice is dicected, and the time for such party to deliver any natice in response thereto shall Tun from the date
the originating notice is received. "R",:eccigt" for purposes of this agreement with respect 10 written notice delivered hereundec
shall be actual delivery of the notice to the address of the party to be notified specified in accordance with this agreement, or
w the telecopy, facsimile or telex ma“‘chincA of such party. The second or any responsive notice shall be deemed delivered Qhen
deposited in the Unired States mail c'?r, at the office of the courtier or telegraph service, or upon mnsm-iiul by telex, telecopy
or fucsimile, or whea persoaally dcli\'!:ered to the party to be notified, provided, that when response is required within 24 or
48 hours, ;uch response shull be giver}l\ orally or by selephone, telex, telecopy or other facsimile within such period. Bach party
shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other
parties. If a party is not available to receive notice ocally or by telephone when a party attempts to deliver a notice required
ta be delivered within 24 or 48 hours, the notice may be delivered in writing by any other method specified herein and shal)
be deemed delivered in the same manner provided above for any responsive notice. ’
ARTICLE XII1.
__ TERM OF AGREEMENT
.. This agreement shall remain in full force and effect a5 to the Oil and Gas Leases and/or Oil and Gas Interests subject
hereto for the periad of time selected belaw; pravided, however, no party hereto shall ever be construed as having any right, title
or interest in or o any Lease or Oil and Gas Interest contributed by any other party beyond the term of this agreement.
00  Option No. 1: So long as any of the Oil and Gas Leases subject to this agreement remain or are continued in
force as to any part of the Contract Area, whether by production, extension, ceaewal or otherwise. '
K Option No. 2: In the cvent; the well described in Article 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 Oit and/or Gas in paying

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

as practicable. The

) days theceafter; provided, hawever, if, prior to the expiration of such
additional period, one or more of the parcties hereto are engaged in drilling, Reworking, Deepening, Sidetracking,
Plugging Back, testing or attempting to Complete or Re-complete a well or wells hereunder, this agreemeat shall
cotitinue in force until such operations have been completed and if production results thecefrom, this agreement
shall continue ia force as péovidcd herein. In the eveat che well desceibed in Article V6.A, or any subsequent well
drilled hereunder, tesults in @ dry hole, and no other well is capable of producing Oil and/or Gas from the
Contract Area, this ngreeinem shall terminate unless drilling, Deepening, Sidetracking, Completing, Re-
completing, Plugging Back or Rewotking opecations are commenced within

days from the
date of sbandonment of said, well. “Abandonment™ for such purposes shall mean either (i) a decision by all parties

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

The termination of this agreement shall not selieve sny party hereto from any expense, liability or other obligation ar aay
remedy therefor which has sccrued aor ntilached priot to the date of such termination.

Upon termination of this agreement ‘and the satisfaction of all obligations heseunder, in the event a memorandum of this
Operating Agreement has been filed of . record, Operator is authorized to file of record in afl necessacy recording offices a
notice of termination, and each pacty hereto egrees to execute such a notice of termination as to Operator’s interest, upon
tequest of Operator, if Operator has satisfied all its financial obligations.

ARTICLE X1V, : 't‘:
COMPLIANCE WITH LAWS AND REGULATIONS ;‘i%‘
A. Laws, Regulations and Orders: ;

: 4
This agreement shsll be subject to the applicable laws af the state in which the Conteact Area is located, 1o the y'?’l‘ﬂ:rules,

L . . i}
reguladions, and orders of any duly cosstituted regulatory body of said state; and to all other applicable iqde' } state,
and focal laws, ardinances, rules, regulaliog]s and orders. 1 ,

B. Governing Law: R
This agreement and il matters pesssining hereto, including but not limited to mnfcers of pegf@;fmg?gg’! non-
performance, breach, remedies, procedures, rights, duties, and interpretation or construction, s.hall 133 zgav "{Eg and
determined by the law of the state in which the Contract Acea is located. If the Contract Area is in “v\p &r 13'_ ,r‘;;é;tntes.
the law of the state of — shall govecn, i 4“1%
C. Regulatory Agencies: UL RS g LT P

. . BT ey s at dhg Yy
+ Nothing herein contained sholl grant, or be cpnstrued to grane, Operatoc the right or authority 10" waive of fﬁ'-?fﬁ.,‘?{‘.y ‘
rights, privileges, or obligations which Non—Qperawss may

-
S———
L
=
P

have under federal or state laws or undc&pulcs,_{egqlpng;}igh!
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orders promulgated under such faws in «
production of wells, on tracts offsetsiny:

:nce 10 ol\ ges and minesal operations, including the location, operation, or
With respect 10 the operations b

- jacent to the Contract Acea,

.+ et, Non-Operators sgree ta release Operator from any and all losses, dnmagcs
injuries, claims and causes of actian wsiz +. out of, incident to or resulting directly or indicectly from Operator's interpretation

or application of rules, rulings, “3"“" » & ot orders of che Depastment of Eaergy or Federal Energy Regulatory Commission
or p:edeccssm Of SuCCessot agcnctes

» the extent such interpretation oc gy lication was made in good faith and does not
constitute gross negligence. Each i . -Operator fusther agrees to reimbuise Operatar for such Non-Operator’s share of -
production or any refund, fine, levy +  other gavernmental sanction that Operator maey be required o pay as a result of such
an incarcect mtcrprctauun or appli:

on, ogethier with Interest and penalties thereon owing by Operator as a result of such
iacorrect interpretation or applicati. ..

ARTICLE XV,
MISCELLANEOUS .

A. Execution:

This agreement shall be hlm\ g upon each Non-Operator when this agreement or a counterpart theceof has been
executed by such Non-Operator ai. . Operator notwithstanding thac this agreement is not then or thereafter executed by all of
the parties to which it is tendered i r which are listed on Exhibit "A™ as owning an interest in the Cantract Area ot which
own, in fact, an interest in the Comrac: Ares. Operator may, however, by written notice to all Non-Operators who have
become bound by chis agreement as aforesaid, given at any time prior to the actual spud date of the Initial Well but in no
eveat later than five days prior to &hc date specified in Article VLA, for commencement of the Initial Well, terminate this
agreement if Operator ia its sole disccetion determines that there is insufficient participation to justify commencement of
drilling operations. In the event of such o termination by Operator, all fucther obligations of the parties hereunder shall cease
as of such termination. In the evcm any Non-Operator has advanced or prepald sny share of drilling or other costs
hiereunder, all sums so advanced sl\Qll be requcned to such Non-Operator without interest. In the event Operator proceeds
with drilling operations for the Initial Well without the execution hercof by al} persons listed on Bxhibit “A” as having a
cutrent working intcrest in such well, Operator shall indemaify Non-Operators with respect to all costs incurred for the
laitial Well which wonld have been chatged ro such person under this agreemeat if such person had execuced the same snd

Operator shall receive nll fevenues wluch would have been reeewed by such person under this sgreement if such person had
executed the same. :

B. Successors and Assigns:

This agrecment shall be bmdlng jupon and shall inure to the benefit of the pacties hereto nnd their respective heirs,

devisees, legal representatives, successors and assigns, and the terms hereof shall be deemed to run with (he Leases or
Interests included within the Cnntract Area

C. Counterparts: -

purposes.

This instrument may be executed in any number of coumerpatts, each of which shall be considered an ongmnl for all
D). Severability:

For the pucposes of assuming or te)eamg this agreement as an executory contract putsuant 1o federal bankruptey laws,
this agreement shall not be severable,’ ‘but rather must be assumed or rejected in its entirety, and the [ailure of any party to
this agreement to comply with all of i us financial obligations provided hecein shall be a material default.
ARTICLE XVIL
OTHER PROVISIONS

svceps wehen apthtpited v writhip by e,

: . lies at lldf u{tr-nlm. W L ir pntmﬁd
.
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ATTEST OR WITNESS:

e = —aeara Wk AU BINA AUKEEMENT - 1989

IN WITNESS WHEREOF, this sgreement shall be effective as of the _3LSt 4oy of - October

OPERATOR

' McQuadrangi},\L.L.C.

Delbert McDougal
Type or print name -

~Title ,%7’%
/Dute %‘//& 4
T
~ Tax ID ot 5. No. ‘LS T =12 — #ZID

NON-OPERATORS

Type or print name

Title

- Date

Tax 1D or §.S. No.

By

Type or print name

" Tidle

Date

Tax ID or §.5. Noa.

By

Type ot print name

Title
Date ¢
: ZERAN e A
A
Tax ID oc §.5. No. s RS

", (N
ey af this ahennfong mark is pohibited
aseept when anthurizad in witlag A the
Asreaiesn Masuciatron ut Punidns Luadmivn
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ACKNOWLEDGMENTS

Note: The following forms of acknowledgment are the short forms approved by thie Uniform Law on Notacial Acts The

volidity an;l effece of chese forms ia aqy state will depend upan the statutes of that state

Individual acknowledgment:

State of - )
) ss. -
County of )

This instrument was acknowledged before me on

by

{Seal, if any)

Acknowledgment in representative capacity:

Texas

State of ) -
) ss.
C(;hn(y of Lubbock ' )

This instrument was acknowledged before me on

%7//’%(% 2 Aaret

. Title (and Rank)

_ My commission expires: —

py Delbert MCDougal

of McQuadrangle, L.L.C., a Texas Li ited Liabilit

1y y Cqmpany

(Seal, if any)

“‘.mum,,

SR8, SYLVIAF. VANSTORY

&
iA 'g:. Nolary Public, State of Taxas |/
i‘z‘ib H My Commission Expiros

e’ FEBRUARY 10, 2007

Title (and Rank) - ﬂ @M\

sy cmmision capren =27 /A[W

c2gep) bl Anfhreizml in writtug by thn

o B “R—.
lhn.:il hiy ettty mmd is prohibited }
Amerhzn Arspcintin ol Pottitnn § amnbns
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EXHIBIT - * ”

Attached to and made & part of THE OPERATIEG AGREEMENT BETWEEN MCQUADBANGLE, LLC,AS
QPERATOR, _AND " .

“AS _NON-OPERATORS, SOUTH REDLAKE i UNIT, EDDY- COUNTY, NEW MEXICO

ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. GENERAL PROVISIONS

1. Definilions

‘_‘Jcitnt t I;ro&)erty“ shall mean the real énd personal property subject to the agreemént, to which this Accounting Procedure
15 attached. :

“Joint Account” shall mean the aécour}t showing the charges paid and credits received in the conduct 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-Operalors. '

“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 those 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
far the benefit of the Joint Property. ! ) :
“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.

“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

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

1

“Joint Operatio‘ns“ shall mean all opé;ations necessary or proper for the develdpment. operation, protection and mainte-
nance of the Joint Property. !

2.  Statement and Billings -

Operator shall bill Non-Operators on orii before the last day of each month for their proportionate share of the Joint Aec-
count for the preceding month. Such bills will be accompanied by statements which identify the authority for expenditure,

lease or facility, and all charges and creijils summarized by appropriate classifications of investment and expense except
ghat i]tems of Controllable Material and unusual charges and credits shall be separately identified and fully described in
detail. - ’ _ .

Advances and Payments by Non-Operators

A. Unless otherwise 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 (15) days after receipt. If payment is not made

within such time, the unpaid balance shall bear interest monthly at the {iifig rate txeHuobat of

aum____ on the first day of the month in which delinquency oceurs plus 1% or the maximum
contract rvale 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.

i. Adi_ustmcnts

Payment of any such bills shall not prejudice the right of any Nen-Operator o protest or question the correctness thereof;
provided, however, all bills and statements rendered to Non-Operators by Operatqr during any calendar year shall con-
clusively be presumed to be true and correct after twenty-four (24) months fo}lowmg the end of any such ca\endar_year.
unless within the said twenty-four (24) month period a Non-Operator takes written exception therelo and makes claim on

Operator for adjustment. No adjustment favorable to Operator shall be made uniess it is made within the same prescribed
peviod. The provisions of this paragraph sh

all not prevent adjustments resulling from a physical inventory of Controllable
Material as provided for in Section V. ‘; ' . ~

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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A Non-Operator, upon votice in writing to Operator and all other "fon-Operators, shall have the right to audit Opera-
tor's accounts and records relating to the Joint Account for an. calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the time
for the taking of writlen exception to and the adjustments of accounts as provided for in Paragraph 4 of this Section
1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a
joint audit in a manner which will result in a minimum of inconvenience to the Operator. Operator shall bear no por- -
tion of the Non-Operators’ audil cost incurred under this paragraph unless agreed to by the Operator. The audits

shall not be conducted more than once each year wilhout prior app: swval of Operator, except upon the resignation or
removal of the Operator, and shall be made at the expense of (hos:: Non-Operators approving such audit.

Audits

A.

B. The Operator shall reply in wn{iting to an audit report within 180 days after receipt of such report.
Approval By Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under 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 natify all Non-Operators of the Operator's 1

gard ther ! 3 proposal, and the agreement or approval o
a majorily in interest of the Non»Ope‘_lrators shall be controlling on all Non-Operators. ] pe

II. DIRECT CHARGES

Opeljatgr shpll charge the Joint Account wi}h the following items:
N , o

Ecological and Environ_lmental S - S 7 ,

Costs incurred for the benefit of the inﬁt 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 royaities paid by OpéraMr for the Joint Operations.
Labor |

A1) (S)a\arii.? and wages of Operator’s field employees directly employed on the Joint Property in the conduct of .joint
peralions. ‘ : :

(2) Salaries of First Level Supervisors in the field.

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

(4) §a\aries and wages of Technical‘f Employees either temporarily or permanently assigned to and directly employed
in_the operation of the Joint Prqperty if such charges are excluded from the overhead rates,

B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to employees
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section I11. Such costs under
this Pavagraph 3B may be charged on a “when and as paid basis” or by “percentage assessment” on the amount of
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section I1. If percentage assessment
is used, the rate shall be based on the Operalor’s cost experience. . : .

C.

Expenditures or contributions made ﬁur.aunnt to assessmenis imposed by governmental authority which are applicable
ta Operator's costs chargeable to the L.loint Account under Paragraphs 3A and 8B of this Section I1.

D. Personal Expenses of those employee§ whose salaries and wages are chargeable to the Joint Account under Paragraph
3A of this Section I1. ' ~

Employe(_: Benefits

Operator’s current costs of established plana for employees’ group life insurance, hospitalization, pension, retirement, stock
purchase, thrift, bonus, and other benefit 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 ta exceed the percent most recent-
ly recommended by the Council of Petroleum Accountants Societies.

Material ,

Mat’erial purchased or furnished by Operator for use on the J-iint Property as provided under Section 1V. Only such Mnle!-ial
shall be purchased for or transferred to the Joint Property as ay be required for immediate use and is reas9nably practical
and consistent with efficient and economical operations. The accumulation of surplus stocks shall be avoided.

Transportation

Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations:
A. If Material is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall be made

to the Joint Account for a distunce greater than the distance from the nearest reliable supply store where like material
is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties.
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B. If surplus Material is maved to Operator's warel Juse or other storage point, no charge shall be made to the Joint Ac-
count for a distance grealer than the dislance .o Jhe nearest reliable supply store where like material is normally
available, or railway v. ceiving point nearest 1l 2 Joint Property unless agreed to by the Parties. No charge shall be
made to the Joint Acc it for moving Materi. 1 to other properties belonging to Operator, unless agreed to by the
Parties. : v ' : o
In the application of sn:\n";arngraphs A and B oove, the opf,inn lo equalize or charge actual trucking cost is available
when the aclual charge is $400 ar less exch-  ng accessorial charges. The $400 will be adjusted to the amount most
recently recommended by the Council of Pit. leumn Acconntants Societies,

Serﬁces ;

The cost of contract services, eqn'ip‘r'ne}nt and utilities provided by outside sources, except services eicluded by Paragraph
10 of Section IT and Paragraph i, ii, and iii, of Section ITL. 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 to the Joint Account unlesa 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 cornmensurate
with cosis of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense
insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed '
—tuw@dty — percent {__2(1 %) 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 inlﬁedi-
ale area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates published by the
Petroleum Motor Transport Assaciation. . ‘ '

' Damages and Lossgs to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or losses

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

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

Legal Expense

Expense of handling, investigaling and setlling litigation or claims, discharging of liens, payment of judgements and
amounts paid for settlement of claims incurred in or resulling from operations under the agreement or necessary to protect
or recover the Joint Property, except that no charge for services of Operator's lega) 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
overhead provisions of Section IIT unless otherwise agreed to by the Parties, except as provided in Section I, Paragraph
3. '1 ' :

Taxes

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

anything to the contrary herein, charges 1o Lhe Joint Account shall be made and paid by the Parties hereto in accordance
with the lax value generated by each party’s working interest.

Insurance

Nel premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In the
event Joint Operations 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 abandanment of the Jaint Property, including costs requir-d hy governméntal or other regulatory
authority. : S -

. Communications

Cost of ac(juiring. leasing, installing, operating, repairing and maintaining cor u\unicatipr} systems, includipg radio npd
microwave facilities directly serving the Joint Property. In the event commnur -cation la_mhtles/ systems serving the Joint
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph B of this Section 11

Other ExpEndilurt_.:si

i - dealt with i i ision : i io i tion 11 and which
Any other expenditure not covered or dealt with in the foregoing provision : of this Section 11, or in Sectic . ich
is oyl" direct bgneﬁt to the Joint Property and is incurred by the Operator i1 the necessary and proper conduct of the Joint
Operations. _ .
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III. OVERHEAD
. . {

Overhead - Drilling and Producing Operations - o

i.

i,

B.

A

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

( x) Fixed Rate Basis, Paragrapf; 1A, or
( ) Percentage Basis, Paragraph 1B

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices a}\d salaries

or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph
3A, Section T1. The cost and expense of services from outside sources in connection with matters of taxation, traffic,

accounting or matlers before or involving governmental agencies shall be considered as included in the overhead rates
pravided 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 Expensea of Technical Employees and/ar the cost of professional consultant services
and contract services of technical ipersonnel directly employed on the Joint Property:

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

The salaries, wages and Peraqnal Expenses of Technical Emplayees and/or costs of professional consultant services
and contra'ct 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 overhei;d rates, or . C ' -
( ) shall not be cgvered by the oveir‘head rates, o : :

Overhead - Fixed Rate Basis

{1} Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate $ .7,500.00
(Prorated for less than a full month) -

Producing Well Rate § 650.00‘1‘:'

(2) ) Application of Overhead - _Fixe"gi Rate Basis s}.\éll be a.s'follows;:
(a) Drilling Well Rate . -

(1) Charges for drilling wells shall begin on the dale the well is spudded and terminate on the date the drill-
ing rig, completion rig, ar other units used in completion of the well is released, whichever is later, except
that no charge shall be made durihg suspension of drilling or completion operations for fifteen (16) or

more conseculive 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 rale. Such charges shall be applied for the period

from date workaver operations, with rig or other units used in workover, commence through date of rig
ar other unit release, except that no charge shall be made during suspension of operations for fifteen

{16) or more consecutive:calendar days, '

(b) Producing Well Rates

(1) An active well either proauced or injected into for any portion of the month shall be considered as a one-
well cklarge for the entire manth. ’

(2) Each active completion ina multi-completed well in which production is not commingled down hole shall

be cansidered as a one-well charge providing each completion is considered a separate well by the govern-
. ing regulatory authority.:

(3)

be considered as a one-we

An inactive gas well shul in because of overproduction or failure of purchaser to take the production shall
 charge providing the gas well is directly connected to a permanent sales
outlet. )

(4)

A ane-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 or not the well has produced except when
drilling well rate applies. '

(h)

All other inaclive wells (iﬁéluding but not limited to inactive wells covered by unit allowable, lease allow-
able, transferred allowable, ete.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the agreement
to which this Accounting Procedure is attached. The adjustiment shall be computed by multiplying the rate cur-
rently in use by the perceniage increase or decrease in the average weekly earnings of Crude Petroleum an(_i Gas
Production Workers for the last calendar year compared to the calendar year preceding as shown by the index

.aof average weekly earnings of Crude Petroleum and Gas Production Workers as published by the United States
Depirtment of Labor, Bureau of Labor Statistics, 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-
justment. ‘ , ,

Overhead ~ Percentage Basis

(1) Operator shall charge the Joint Account al the following rates;
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(a) Developmer{t

Per: - :nt ( %) of the cost of develo jment of the Joint Property exclusive of costs provided
under Paragraph | - of Section 11 and all salvage credits. -

{b) Operating

P orcent ( %) of the cost of operating the Joint Property exclusive of costs provided under

Paragraphs 2 an«. .0 of Seclion 11, all salvage credils, the value of injected substances purchased for secondary
recovery and all + xes and assessmentis which are levied, assessed and paid upon the mineral interest in and
to the Joint Proprrty, - N et

(2) Application of Over) 2ad - Percentage Basis shall be as follows:

For the purpose of dei 2rmining charges on a percentage basis unc.. Paragraph 1B of this 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 producing interval on the Joint Prop-
erty; also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning

when the well is not completed as a producer, and original cost of construction or installation of fixed assets, the

expansion of fixed assefs and any ot!xer project clearly discernible as a fixed asset, except Major Construction as.
defined in Paragraph 2 of thl§ Section II1. All other costs shall be considered as operating. '

Ove,rlheadv - Major Gonstruection

To compensate Operator far overhead costs incurred in the construction and installation of fixed assets, the expansion of
fix_ed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint
Account for overhead based on the follgswiuxg rates for any Major Construction project inexcessof $

Ac—3 ____ %of first $100,000 or Lotal cost if less, plus ,
B. ___é____..._ % of costs in excess of $i00,000 but less than $1,000,Q(_)0, plus
c. 2 ’ |

% of costs in excess of $1:3~!,000.000.

. Total cost shall mean the gross cost of af;y one project. For the purpose of this paragraph, the component parts of a single
proiegt Ehall not be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be
excluded. : .

3. Catasti-ophe Overhecad

To compensate Operator for overhead costs incurred in the event of expenditures resuiting from a single oceurrence due
{o oil spill, blowout, explosion, fire, storm; hurricane, or other catastrophes as agreed to by the Parties, which are necessary
to restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures, Operator
shall either negotiale a rate prior to charging the Joint Account or shall charge the Joint Account for overhead based on
the following rates: ' :

A3
B._3
c. 2

% of total costs through $100,000; plus

% of total costs in excess t;’_f $100,000 but less than $1,000,000; plus
% of total costs in excésa'éf $1.000,000. -

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi-
sions of this Section 111 shail apply. S . : :

4. Amendment of Rates

The overhead rales provided for in this Se¢tion 111 may be amended from time to Llime only by mutual agreement between
the Parties hereto if, in practice, the rates are lound to be insufficient or excessive.

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

Operator is responsible for Joint Account Material and shall make praper and timel charges and credits for all Material move-
ments affecting the Joint Property. Operator shalt provide all Material for use on the Joint Property; however, at Operator's

oplion, such Material may be supplied by the Non-Operator. Operator shall mal.c timely disposition of idle and/or su'rplus
Material, 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, inlerest of Non-Operators in surplus condition A or B
Material. The disposal of surplus Controllable Material not purchased by the Opr:rator shall be sgreed to by the Parties.

1.  Purchases

Material purchased shall be charged atl the price paid by Operator after leduction of all discounts received.. In case of
Material found to be defective or returned: to vendor for any other reast -4, credit shall be passed to the Joint Account
when adjustment has been received by the Operator, . .

2.  Transfers and Disgositiohs

Material furnished to the Joint Property and Matevial bransferved fror - the Joint Pi-opcr.ty or (Iisnnscgl of by the Operator,
unless otherwise agreed to by the Parties, shall be priced on the foll swing basis exclusive of cash discounts:
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A. New Material (Gonditiqn A)
(1) Tubular Goods Other than Line Pipe

g i

(a) Tubular goods, sized 2% inches O and Jarger, except line pipe, shall be priced at Eastern mill published
carload base prices effective as of date of movement plus transportation cost using the 80,000 pound carload
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for

tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound or 90,000 pound rail rate
may be used. Freight charg

may es for tubing will be calculated from Lorain, Ohio and casing from Youngstown,
io. : ) - - ;

(b} For grades which are special to one mill only, pricea shall be computed at the mill base of that mill plus trans-
portation cost fram that mill to the railway receiving point nearest the Joint Property as provided above in
Paragraph 2.A.(1¥a). For transportation cost from points other than Eastern mills, the 30,000 pound Oil Field
Haulers Association interstate truck rate shall be used.

(c) Special end finish tubu!ar goods s!\all be priced at the lowest published out-of-stock price, f.0.b. Houston
Texas,. plus transportation cost, using Oil Tield Haulers Association interstate 30,000 pound truck rate to
ihe railway receiving point nearest the Joint Property. '
(d)

Macaroni tubing (size less thian 2% inch OD) shall be priced at the lowest published out-of-stock pri
the supplier plus transportation costs, using the Oil F ; (e T,

_ . Field Haulers Association interstate truck rate per weight

af tubing transferred, to the ;rai!way receiving point nearest the Joint Property. P eg

@) LinePipe -~ -~ . - i .

{a) Line pipe movements (except.isize 24 inch OD and larger with walls 3 inch and over) 30,000 pounds“or more
shall be priced under provisions of tubular goods pricing in Paragraph A.(1)(a) a5 provided above. Freight
charges shall be calculated from Lorain, Ohio. . . '

{h) Line pipe movements (except.. size 24 inch OD and larger with walls 3 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 costs based on freight rates as set forth under provisions of tubular good

; ﬁ : s pricing in Para-
graph A.(1)(a) as provided above. Freight charges shall be calculated from Lorain, Ohio. P g e
(c)

Line pipe 24 inch OD and over and % inch wall and larger shall be priced f.0.b. the point of manufacture
at current new published pri

» {;es plus transportation cost to the railway receiving point nearest the Joint
Property. ' L ‘ , :

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall be

priced at quoted prices plus freight lo the railway receiving point nearest the Joint Property or at prices
agreed to by the Parties. ) '

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

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

(4)

Unused new Material, except tubular 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 above in Paragraph 2 A (1) and (2).

B. Good Used Material (Condition B)

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

(1) Material moved to the Joint Property

At seventy-five percent (75%) of curr?nt new price, as determined by Paragraph A,

(2) Material used on and moved from 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 (65%) of cur)‘rent new price, as determined by Paragraph A, if Material was originally’
charged to the Joint Account as used Material.

(3) Material not used on and moved f'rox'n: the Joint Property

At seventy-five percent (76%) of currépt new price as determined by Paragraph A.
The cost of reconditioning, if any, shall begi absorbed by the transferring propérty.
C. Other Used Material
(1) Condition C

Material which ié not in sound and éerviceable condition and not suitable for its original function until after recon-

dilioning shall be priced at fifty percent (60%) of current new price as det_ermined by Paragraph A. ’I‘hq cost of
reconditioning shall be charged to the receiving property, proyided Condition C value plus cost of reconditioning
does not exceed Condition B value. o




(2) Condition D

Material, excluding junk, na longer suilable for its original purpose, but usable for some other purpose shall be
priced on a basis commensurate with its use. Operator may dispose-6f Condition D

ure i Material under procedures
narmally used by Operatoriwithout prior approval of Non-Operators.

(a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe of com-
parable size and weight. Used casing, tubi g or drill pipe utilized as line pipe shall be priced at used line
pipe prices.

{b) Casing, tubing or drill pipe used as higher pressure service lines than standar

) as : | d 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. . .

(3) Condition E

Junk shall be priced at prevailing prices. Operator ma

y dispose of Condition B Material under procedures nor-
mally ulilized by Operator without prior approval of p ures.nor

Non-Operators.
D. Obsolete Material

Mat.erini which is serviceable and usable for its original function but condition and/or value of such Material is not
equwale.nt to that which would ju’§tify a price as provided above may be specially priced as agreed lo by the Parties.
Such price should result in the Jpgnt Account being charged with the value of the service rendered by such Material,

E. Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-
weight on all tubular goods movements, in Yieu of actual loading or unloading cos
point. The above rale shall be adjusted as of the first day of April each year following
percenlage increase or decrease used to adjust overhead rates in Section 111, Para
rate calculated shall be roundéTd to the nearest cent and shall be the rate i
year. Such rate shall be published each year by the Council of Petroleu

{2) Mate;/’;al invci\ving erection costs shall be charged at applicable percentage of the current knocked-down price of
new Material. i ) :

0
'

five cents (25¢) per hundred
ts sustained at the stocking
Januvary 1, 1985 by the same
graph 1.A(3). Each yesr, the
n effect until the first day of April next
m Accountants Societies.

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes ar other
unusudl causes over which thé Operator has no control, the Operator may charge the Joint Account for the required
Material al 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: Naon-Operator shall have the right, by so electing and notifying Operator within
ten days after receiving notice from Ope

erator, to furnish in kind all or part of his share of such Material suitable for use
a_nd acceptable to Operator. . ) :

Warfanty of Material Furnished By bperatnr

Operator does not warrant the Mateﬁai 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.

V. INVENTORIES

The Operator shall maintain detailed recordslﬁof Controliable Material. _

1

3.

Periodic Inventories, Notice and Repljeaentalion

Al reasonable intervals, inventories shall 'be taken by Operator of the Joint Account Controlla_b\e Materi.al. Writt_en notice
of intention lo take inventory shall be given by Operator at least thirly (30) days before any inventory is to begin so that

Non-Operators 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 inventary taken by Operator.

Reconciliation and Adjusiment of Inventories

j i t om iliati ical i ' ithin six
Adjustments to the Joint Account resulting from the reconciliation of & physical inventory shall be rqade within six
mojnths following the taking of the inventory. Inventory adjustments shall be made by Operatlor to the Joint Account for
overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.

- Special Inventlories

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

i i ¥ i ic : ible after the transfer of interest takes
¥ the duty of the party selling to notify all other Parlies as quickly as poss_tble a ¢ !

:)ll:‘c}e‘.nlr esué?\ c:s);s, both ;:he ieller and the purchaser shall be governed by such inventory. In cases involving & chgnge
of Operator, all Parties shall be governed by such inventory.

.Expense of Conducting Inventories

A. The expense of conducting periodic inventories shall not be charged to the Joint Account nunless agreed to by the
Parties. .

B. "The expense of conducting special inventories shal} be charged to the qutiea requesting such inventories, except in-
" venlories required due to change of Operalor shali be charged to ;he Joint Account. ’

-




'COPAS_- 1984 —~ ONSHORE

: : Recommanded by the Councl
. of Petraleum Accountants

S - G O e W0 T

40

__wm»—s

Socisties

(2) Condition D

Material, excluding junk, no ‘onger suilable for its original purpose, but usable for some other pu

shall be priced on a basls commensurate with its use, Operator may dispose of Condition D Ma
under procedures normally used by Operator w lhout prior approval of Non-Operators,

{a) Casing;“ tubing, or drill pipe used sa lina pipe shall be priced as Grade A and B seamless line
of compnrnble size and weight. Used casing, tubing or drill pipe utilized as line pipe sha.
priced at used line pipe prices. ‘ ‘

(L)  Cusing, tubing or drill pipe used us higher pressure service lines thun standard line pipe,

power o'i‘.’l lines, ghall be priced under normal pricing procedures for casing, tubing, or drill r
Upset tu,ibular goods shall be priced on a non upset basis,

(3) GCondilion E

dunk shall be"‘:1 priced .n.t. prevailing prices. Operalor may dispose of Condition B Material unc
procedures norn}nally ulilized by Operator without prior approval of Non-Operators.

b. Obaqlele Malerial

Materlal which is serviceable and usable forits originul function but condition and/or value of such Maleri ~

is not equivalent lo lh‘;}l which would juslify a price na provided above may be specially priced ns agreed to t
“the Parties. Such pri}ce should result in the Joint Account being charged with the value of the servic

rendered by such Material, - A

E, Pricing Condilions :'{ t |

(1) Loading or unloading costa may be charged to the Joint Account at the rale of twenty-{ive cenls (25¢
per hundred we@ght on all tubular goods movements, In lieu of sctual loading or unloading cost
sustained at the stocking point. The above rate shall be adjusted o3 of the first day of April each year
following January 1, 1986 by the same percenluge Increase or decrease used to adjust overhead rates in
Section 111, Paragraph 1.A(3). Each year, the rale calculated shall be rounded (o the nearest cent and

shall be the rate in effect until the first day of April next year. Such rale shall be published ench 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, .

8. Premlum Prices

Whenever Malterial I3 not readily obtainable at published or listed prices because of nalional emergencies, strikes or other
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required
Malerial at the Operalor's actual cost incurred in providing such Material, In making it suitable {or 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-Operalors for such Material. Each Non-Operalor shall have the right, by so electing and nolifying Operalor within

ten days after receiving nolice from Qperntur, 1o furnish-in kind all or part of his share of such Malerinl suitable {or use
and scceptable to Operator. .

Warranty of Material Furnished By Operalor

Operator does not warrant the Material 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 thelr agenta. :

V. INVENTORIES
The Operator shall malntain detailed records of Controllable Malerial.

1. Perlodic Inventories, Nollce and Representatlon

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice

of intention la lake inventory shall be given by Operator at least thirty (30) days before any inventory {3 to Legin so that
Non-Operators may be represented when any inventory is taken, Failure of Non-Operators lo t_;e represented at an
inventory shall bind Non-Operators lo accept the inventory taken by Operalor.

2. « Reconcillation and Adjustment ol Invénu)riea '

Adjustments to tha Joint Account

vesulling from the reconciliation of a physical inventory shall be made within six
months following the taking of the

inventory. Inventn y adjustments shall be made by Operalor o the Joint Account {or

¢}



COPAS - 1984 — ONSHORE

Recommendad by the Counell

. o} Pelralaum Accountani
) - Sodelier

>8> SNl SRS et

overages end shortages, but, Operator &'+ .1l be held accountable only for shorlages due to lack of ressonable diligence
Special Inventories

Special Inventories may be taken w .enever there Is any sale, change of interest, or change of Operalor in the J
Property. 1t shall be the duly of th: garty seliing to notify all other Pariles as quickly as_possible after the transfe

interest takes place. In such cases wth the seller and the purchaser shall be governed by such inventory. In
involving a change of Operator, al} tes shall be governed by such Inventory,

Expense of Conducting Inver{lorlns ’

A. Tha expense of conductlné periodic Inventories shall not be charged to the Joint Account unless agreed to by |
Parties, : . :

B. Tha expense of conduc_tlnj special inventories shiall be charged lo the Parties requesting such jnventories, éxce
inventories required due to:change of Operator shall be charged lo the Joint Account. ‘




EXTIBIT “D”

JHSURANCE

All'insurance shall be obtained from financially sound, A.M. Best rated B+, Class IV or
above, insurance companies authorized to do business in the state in which the operations are
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 Operator shall carry for the benefit of the joint
account the following insiuranca: -

1. Workinan's Combengation insurance with statutory limits as required by the State of

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

~ occurrence. \

3. Comprehensive Automobile Liability including coverage of Owned and Hired/Non-
owned automobx\cs Bodily Injury/Property Damagc L|ab|hty csSL per occurrence of
$1,000,000. ;

4, Commercial Umbre\\a policy $2 000 ,000 CSL in excess of basic underlying
coverages. :

Energy Exploration and 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
occurrence. o

Each Non-Operator shall havc 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 Ccmﬁcale(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
proportionate part of the insurance pertaining to the covered well(s)

If any party provides evidence of insurance 5o as to elect ouit of any coverage, such insurance
shall inciude the following provision:

1. All signatory parties hé{reto 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 Opcntor 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 contractors engaged in operations under this Agreement to comply
with the applicable Worker' ; Compensation and Employer’s Liability laws, and to mamtam
such other insurance, and in such amounts, that the Oper:tor deems necessary.

EXHIBIT “D” - Page 1 of 1
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MO! &1 JORM RECORDING SUPPLEMENT TO

OPERATi (i .GREEMENT AND FINANCING STATEMENT

THIS AGREEMENT, entered . by .nd berwe:a McQuadrangle, LLG South Redlake IT it
hereinafter referred to as “Operati. ", w.ud the signatory party oc .

pacties other than Operstor, hereinafter refecced to
individually as "Non-Operator™, awss colle. tively as "Non-Operators”.

WHEREAS, the pusties ta il .5 agr. ement ace owners of Oll and Gas Leases and/or Oil and Gas Interests in the land
identified in Exhibit "A" (said b f, To. es ond Interests being hereinafter called the “Contract Area”), and in any instance in -
which the Leases or Interests of a ps  wve not of record, the record owner and the pacty hereto that owns the interest or

rights therein are reflected on ¥ hibie  A™; ‘ '

WHEREAS, the parties hi ceto ) .ve executed an Operating Agreement dated _October 31, 2003
{herein the "Operating Agrec .\cni‘ . covering the Coatract Area for the purpose of exp‘ofing.md sevelonig soch o
Leases and Interests for Oil and Ga: and . ‘ N

WHEREAS, the parties beren, iave exeented this agreement for the purpose of imparting notice to all persons of the

rights and obligations of th: par(iéf wader the Operating Agreement and for the further purpose of perfecting those rights
capable of perfection. : '

NOW, THEREFORE, i consideration of che mutual rights and obligations of the parties hereto, it is agreed as follows;

1. This agteement supplements the Operating Agreement, which Agreement in its eatirety is incocporated herein by
reference, and all terms used herein shall have the meaning asceibed to them in the O

perating Agreemeant,
2. The parties do hereby agree that: -

A. The Oil and Gas leases and/or Oil and Gas Interests of the parties comprising the Contract Area shall be subject

to and burdened with the terms and provisions of this agreement and the Operating Agreement, and the parties do
H .

hereby commit such Leases and Interests ta the performance thereof.

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

C. All costs and liabilicies inééurrcd in operations under this agreement and the Operating Agreement shall he borne
aad paid, aad all equipmeat and materials acquired in o .

| perations on the Contract Arca shall be owned, by she parties
heseto, as provided in the Operai\ing Agreement. : : -

D. Regardless of the record title ownership to the Oil and Gas Leases and/or Ol and Gas Interests identified én

Exhibit A", all production of Qit and Gas from the Contract Area shall be owned by the parties as provided in the

Operating Agreement; provided I;pothing contained in this agreement shall be deemed an assi

. gnment or cross-assignment
of interests covered hereby. .

E. Each pacty shall pay or deliver, or cause to be paid or delivered, all burdens on its share of the production from the
Contract Area as provided in the Opersting Agreement. ' ' T

E. An overriding coyalty, prod(l:ction payment, net profits interest or other burdea payable out of production hereafter
created, assignments of pcoductio:'? given as security for the payment of money and those overriding rayalties, praduction
payments and other burdens payable out of production heretofore created and defined as Subsequently Created Interests
in the Operating Agreement shalli be (i) borne solely by the party whose interest is burdened therewith, (ii) subject to
suspension if a party is requiced to assign or relinquish to another party an interest which is subject to such burden, and
(iii) subject to the lien and security intecest hereinafter provided if the pasty subject to such burden fails to pay its share
of expenses chargeable hereunder; and under the Operating Agreement, all upoa the terms and provisions and in the
times and manner provided by thei Operating Agreement. '

G. The Oil and Gas Leases nnd{or Oil and Gas lnterests which are subject hereto may not be assigned or transferred
except in accordance with those tc’fms, provisions and restrictions in the Operating Agreement regulating such transfers.
This agreement and the Operating Agreement shall be binding npon snd shall inure 1o the benefit of the parties hereto,

and their respective heirs, devisees, legal representatives, and sssigns, and the terms hereof shall be deemed to run with
the lesses or interests included within the lease Coatract Aree.

H. The -pardies sl)all. have theiright to acquire an interest in renewal, extension and replacement leases, leases
proposed to be surrendered, wells proposed to be sbandoned, and interests to be relinquished as a result of non-
pactictpation in subsequent operatio:ns, all in accordance with the terms and provisions of the Operating Agreement.

1. The rights and obligations of ithe parties and the adjustmeant of intecests among them in the event of 8 failure or
Joss of ritle, each party’s right to propose operations, obligations with respect to participation in operations on the
Contrace Area and the consequences of a failure to pacticipate in operations, the rights and obligations of the parties
regarding the macketing of production, and the rights and remedies of the parties for failure to comply with financial
obligations shall be as provided in the Operating Agreement.

J. Each pary's interest under this agreemens and under the Operating Agreement shall be subject to relinquishment
for its foilure 1o participate in subsequent operations and each party's share of production and costs shall be reallocated
on the basis of such relinquishment, all upon the terms and provisions provided in the Operating Agreement.

K. Al other matters with respect to exploration and development of the Contract Ares and the ownership and-

transfer of the Oil and Gas Leases and/or Oil end Gas Inerest therein shall be governed by the teems and provisions of
the Operating Agreement. ‘

3. The parties hereby grant reciprocal liens and security interests as follows: _
A. Each party grants 1o the other pasties hereto a lien upon any interest it now owns or hereafrer acquires in Oil and
Gus Leases and Oil and Gas Interests in the Contract Area, and a security interest and/or purchase moncy security
interest in any interess it now owns,or hereafter acquices in the personal property and fixtutes on ot used oc obrained
for use in connection therewith, to secure performance of all of its obligations under this agreement and the Operating
Agreement including buc aot limited o payment of expense, interest and fees, the proper disbursement of all monies
paid uader chis 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 performance of opcnnions. under
this agreement and the Operating Agreement. Such lien and security interest granted by each pacty hereto shall include
such party’s leasehold interests, working interests, operating rights, and royslty and overriding royaity interests in ‘the
Contract Area now owned or heresfter acquired and in lands pooled or unitized therewith or otherwise becoming ?ub,ect
ta this agrecement and the Operating Agreement, the Oil and Gas when extracted therefrom and equipment situared

thereon or used oc obtained for use in connection therewith (including, without limitation, all wells, tools, and tubular

goods), and accounts (including, without limitation, accounts arising from the ssle of production st the wellhead),

-1-
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contract rights, inventory and general if‘?!“ﬂ““ 1. duiing thereto or arising therefrom, and all proceeds and products of
the foregoing. " - ' ' ,

B. Each party represents and warrants 1o the ther parties hereto that the lien and security interest granted by such
party to the other parties shall be a first gnd prit.c lien, and each party hereby sgrees 1o maintain che priocity of said lien
and security interest sgainst all persons acquiiing an interest in Oil and Gas Leases and Interests covered by this
agreement and the Operating . Agreement 1.v irough ot under such party. All parties acquiring an interest in Oil and
Gas Leases and Oil and Gas Interests tuve.e -y this agreement and the Ope;ning Agreement, whether by assignment, .
merges, mortgage, operation of law, or atherwise, shall be deemed to have taken subject to the lien and security interest
granted by the Operating Agreement and this instrument as to all obligations attributable to such interest uadec chis
agreement and the Operating Agreement wl._.. er or not such obligations arise befare or after such interest is acquired.

C To the exteat that the p@r(ies have 8 security interest under the Uniform Commercial Code of the state in which
the Contract Ares is situated, they shall be entitled to exercise the rights and remedies of a secured pacty under the Code.
The bringing of & suit and the obtzining of judgment by-a party for the secuced indebtedness shall not be deemed an
election of remedies or atherwise affect the lica rights or security interest as security for the payment thereof. In
addition, upon default by any pérry in the payment of its share of expenses, interest or fees, or upon the improper use of
funds by ¢he Operator, the other parties shall have the right, without prejudice to ather rights or remedies,
from the purchasec the proceeds fram the sale of such defaulting party’s share of Oil and Gas uatil the amount owed by
such party, plus interest, has been received, and shall have the cight to offset the amount owed against the proceeds from
the sale of such defaulting pacty’s share of Oil and Gas. All purchasers of production may rely on a notification of defaule
from the non-defaulting party or parties stating the amount due as s result of the defaulr, and all pacties waive any
recourse available against purchasers for releasing productinn proceeds as provided in this paragraph.

to collect

D. 1f any party fails to pay its share of expease within one hundred-twenty (120) days after rendirion of a statement
therefor by Operator the non-defaulting partics, including Operatac, shall, upan request by Operator,

. i " pay the unpaid
amouant ia the prapaction that the interese of each such party bears to the interest of all such pacties. The amount paid
by each party so paying its share of the unpaid amount shalf be secured by the liens and security rights described in this
pacageaph 3 and in. the Ope(atﬁpg Agreemeat, and each paying party may independeacly pursue any remedy availsble
under the Operating Agreement or otherwise. : -

E. If any party does not pecform all of its pbligations under this agreemeat or the Operating Agreement, and the

failore 1o perform subjects such party to foreclosure or execution proceedings pursuant to the provisions of chis.
agreemnent or the Operating Agreement, to the extent_ allowed by governing law,

: ' : “ the dchdl(ing party waives any
svailable right of redemption from and after the date of judgment, sny required valustion or appraisement of the

mortgaged or secured property p}rio; to sale, any availsble right to stay execution or to require a marshslling of assets
and any required bond in the eve'!m @ receiver is appointed. In addition, ta the extent permitted by applicable law, each
party hereby grants to the other parties 8 power of sale as to any property that is subject to the lien and security rights

granted hereunder or under the Operating Agreement, such power to be exercised in the manner provided by applicable
. law or otherwise in a commercially reasonable manner and upon reasonable notice.
- 'F. The lien and security i“‘ﬁ“‘-?‘ _8?3,-““‘@ by this paragraph 3 supplements identical rights pranted under the
Operating Agreement. BT R ST T T

G. To the extent permitted by spplicable law, Non-Operators agree that Operator may invoke or utilize the
wmechanics’ or materialmen’s lien law of the state in which the Contract Area is situated in order to secure the psyment ’
to Operator of any sum due under thig agreement and’ the Operating Agreement for services performed or materials
supplied by Operator. S e : ‘

H. The sbove described secucity will be financed at the wellhead of the well or wells located on the Contract Area and
this Recording Supplement may be filed in the land records in the County or Parish in which the Coatract Area is
located, and as a financing. statement in ail recording offices requited under the Uniform Commerscial Code or other
spplicable state statutes to petfect the sbove-described security interest, and any party hereto may file a continuation
statement a5 necessacy under the Uniform Commercial Code, or other state laws,

4. This agreement shall be effective as of the date of the Operating Agreement as sbove recited. Upon termination of
this néreement and the Operating Agrcé:mcm and the satisfaction of all abligations theteundet, Operatar is auchorized to file
of record in all necessary recording offices a notice of termination, and each party hereto agrees to execute such a notice of
termination as (o Operator’s intecest, lupoq the request _p_g :Qpc_.rg,tor,'if Oge‘ra‘ror has complied with all of its financial
obligations. ERRR : T ST o SRS :

5. This agreement and the Operat?ng Agreement shall be binding upon aad shall inure to the benefit of the parties

hereto and their respective heirs, devisees, legal representatives, successors and assigns. No sale, encumbrance, transfec or
other disposition shall be made by any. party of sny interest in the Leases or Interests subject hereto except as expressly
permitted under the Operating Agreen;_ent and, i permitted, shall be made expressly subject to this agreement and the
Operating Agreement aad without prejudice to the rights of the other parties. If the transfer is permitted, the sssignee of an
ownership interest in any Oil and Gas Lease shall be deemed a party to this agreement and the Operating Agreement a5 to
the interest assigned fromn and after the cifective date of the transfer of awnership; provided, however, that the ather parties
shall not be required to recognize any such sale, encumbrance, transfer or other disposition for any purpose hereunder until
thirty (30) days after they have received a copy of the instrumeat of transfer or other satisfactory evidence thereof in writing
from the transferor ot transferee. No-assignment or other -disposition of interest by a party shall relieve such party of
obligations previously incurred by such party under this agreement or the Opersting Agreement with respect to the interest
transfecred, including without limitation the obligation of a party ta pay all costs attributable to an operation conducted under
this agreement and the Operating Agreement in which such party has agreed to participate prior to making such assignment,
and the lien and security interest g;amed; by Article VILB. of the Operating Agrecment and hereby shall continue to burden
the intecest cransferred to secure paymenti; of any such obligations, .

6. I the event of a conflict between the terms and provisions of this agreement and the terms and provisions of the

Operating Agteement, then, as between the parties, the terms and pravisions of the Operating Agreement shall control.

7. This agreement shall be binding inpon each -Non-Operator when this agreement of a counterpact thereof has been

executed by such Non-Operator and Operator notwithstanding that this agrecm‘em is n.ot then ar thereafter executed by g:-(;:
the parties to which i is tendered or which are listed on Exhibit "A" as owmr')g. an lmcn:est. m‘ the Contract A‘ren o;lw :;e
an; in fact, an interest in the Contract Area. In the event that a.ny provision herein is |l|e.g‘al (:idunen orce:r :;mm
remaining provisions shall not be affeceed, a"n_'d s.t}n![ be en‘f.orced‘gs if the Hllegal or ?ncnff:rccablc ptovlslo.n. not n?pg .
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8. Other provisions.

13 IN WITNESS WHEREOF, this agreement shall be effective as of the _ .__3_1.§t_._

L 2003 _

16 ATTEST OR WITNESS:

Pl /(J\)e-‘c(;l

24 -

28 ATTEST OR WITNESS:

39
40 ATTEST OR WITNESS:
41
A2
43
44

2 - 77/7%% I el

46
L Y A—

49
50
51 A'TTEST OR WITNESS:
52
53
54
b5 S

56
57
58 .

59
60
6l
62 ATTEST OR WITNESS:
63 '
64

63

[T —

67
68
6Y

70
71
72
73
74

—_ day of October

OPERATOR

&Qau \}gl WCJZ(L\VQ”

DELBERT McDOUGAL

Type ot Print Name
Tide: MANAGER

Dace:

Address: 7008 Salem

Lubbock, Texas -

NON-OPERATORS

Ol —

2 57(0& A (ﬂﬁdCU{)/(} by T S, Cullers

e or Print Name
Tide: “Trvsfee o$ s fe_Tnss
Date: 7 47-05 s

Nl,

Address: = _.1’ 0 R ALY

&l '%A'J’x Taai-

ol 7;3 Inm?‘

By:

Type or Print Name
Tide: _

Date:

Address:

By:

Type or Print Name
Title:

Date:

Address:

By:

Type or Print Name
Tide:

Date:

Address:
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ACKNOWLEDGHENTS

NOTE:

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

validity and effect of these forms in any state will depend upon the statutes of that state.
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_ Individual Acknowledgment
12 '
13
14
15
.16
17 COUNTY OF LUBBOCK
18
19 This instrument was acknowledged betd
20
21 by __Delbert HMcDougal
22
23
24
25  (Seal, if any)
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27 , Title (and Rank) :

28 \
29 My Commission Expires:

30

31

32 )

33 Acknowledgment in Representative Capacity
34

35 STAVE OF TEXAS 5

36

i § ss.

38 1

39 COUNTY OF _LUBBO(,K 5

41 This instrument was acknowledged before me on d : 7//1 [}F](’J O[ ~JU L/q O —

/] . | r
B3 by Delbert lMcDougal | as Manage of

(ATE OF _TEXAS

45 McQuadrangle, LC

.
40
47 - ,
48 A
49 (Seal, if any) ' U

3 Wi, - ~ ﬂ e "‘)
”‘1” ANGELA D. TAYLOR Title (and Ranky - {22 r

*E Notary Public, Stats of Texas
§

My Commigsion Expi D/ I
JAVNJXE?E%?SBGSS My Commission Expires: _ / ‘% A %

IR

56
57
38

59 -
60 STATE OF TEXAS

Gl A SS:
62 COUNTY OF EL PASO

04 - _This instrument was acknowledged before me on ” 742 ~day of April, 2005 by
6 A T i) éw&é«@zj as LAITEC oL of

Cullers Investments Family Limited. - .

//Qmai 2 @fﬁc‘é"@ L

Notary Public, State of Texas

SUSAN CALDWELL
Stete of Texas




