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July 23, 2013 

Via Certified Mail, Return Receipt Requested 
No. 91 7199 9991 7030 0514 4082 
State of New Mexico Oil Conservation Division i 
1220 South St. Francis Drive / 
Santa Fe, NM 87505 ' 

Re: Order of the Division No. R-13692 
Case No. 14945, Application of COG Operating LLC for a 
Non-Standard Spacing and Proration Unit and Compulsory 
Pooling, Lea County, New Mexico 
(Warhawk3 Fed ComfflH) 

Gentlemen: 

Pursuant to Order No. R-13692, paragraph (9), enclosed is a copy of the itemized schedule of estimated 
costs of drilling, completing and equipping the proposed well ("well costs") previously mailed to the 
pooled working interest owners. 

Should you have any questions, please do not hesitate to contact me at (432) 688-6609 or 
bhull(5>concho.com. 

Sincerely, 

COG OPERATING LLC 

Corporate Address: One Concho Center 600 West Illinois Avenue Midland, Texas 79701 PHONE 432.683.7443 FAX 432.683.7441 



concho 
June 5, 2013 

VIA CERTIFIED MAIL 
Uncommitted Working Interest Owners 
Listed on Exhibit "A" 

RE: Zeus 1932 Prospect (717093) 
Warhawk 3 Federal Com # 111 
N2N2 of Section 3:T19S-R32F. 
Lea County, New Mexico 

Gentlemen: 

Pursuant to that certain Compulsory Pooling Order No. R-13692 (the "Order15), dated April 8, 2013, COG 
Operating LLC ("COG") has been granted approval to drill the subject well as follows: 

COG hereby proposes the drilling ofa horizontal well to a depth sufficient to adequately lest the 2 n d Bone 
Spring formation at a total measured depth being approximately 14,020'. The surface location for this 
well is proposed at a legal location in Unit D with a bottom hole location at a legal location in Unit A (see 
attached plat for further detail), with the dedicated project area being the N2N2 of Section 3, Township 19 
South, Range 32 East, Lea County, New Mexico. Included herewith is our Authority for Expenditure 
("AFE") in the gross amount of $6,272,000.00, being the total estimated cost to drill and complete said 
well. 

COG is proposing to drill this well under the terms o f a modified 1989 A.A.P.L 610 Model Form 
Operating Agreement, which is enclosed herewith for your review and execution. The Operating 
Agreement governs the N2 of Section 3, Township 19 South, Range 32 East, Lea County, New Mexico. 
Please have the appropriate party execute, notarize and return one (1) original of each signatory page, 
being the Operating Agreement and Recording Memorandum or Exhibit "H". 

Please indicate your participation election in the space provided on the following page, sign and return 
this letter, along with a signed copy of the enclosed AFE and a copy of your geologic well requirements, 
to my attention at the letterhead address. You may also fax your response to 432.221.0856 or by email to 
chopson@concho.com. If you do not wish to participate in the proposed operation, please be aware that 
the non-participating interest will be subject to the Order (see attached Order for further detail). 

Should you have any questions, please do not hesitate to contact me at 432.686.3049. 

Sincerely, 
COG Operating L L C 

Caleb Hopson 
Landman 

Ch/ 
Enclosures: 

Corporate Address: One Concho Center 600 West Illinois Avenue Midland, Texas 79701 PHONE 432.683.7443 FA:< 432.633.7441 



_ _ _ _ _ _ _ I/We hereby elect to participate in the Warhawk 3 Federal Com #1H. 

I/We hereby elect to participate in the Warhawk 3 Federal Com #1H, plus acquire the 
proportionate share of any non-consent interest. 

I/We hereby elect NOT to participate in the Warhawk 3 Federal Com #1H. 

Company: 

By: 

Name: 

Title: 

Date: 
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EXHIBIT "A" 

Uncommitted Working Interest 

Helen G. Newell 

2202 Boyd Street 

Midland, Texas 79701 

Larry Newell 

1401 Thomas Place 

Fort Wor th , Texas 76107 

Larry Newell, Individually and 
as Executor of the Estate of Clay Newell 

1401 Thomas Place 

Fort Wor th , Texas 76107 

Kenneth L Hewitt 

127 Peachtree Street 

14 t f 1 Floor Candler Building 

Atlanta, Georgia 30342 

S & C Construction, Inc. 

P.O. Box 1509 

Whitefish, Montana 59937 

Carol Louise Johnson Revocable Trust (2004), 

Carol Louis Johnson, Trustee 

1617 Valdez, N.E. 

Albuquerque, New Mexico 87112 

Estate of William C. Johns, M.D. 
1019 Douglas Avenue 

Las Vegas, New Mexico 87701 

Estate of James S. Shortle, M.D. 

717 Encino Place NE, Suite 35 

Albuquerque, New Mexico 87012 

Schultz Properties, LLC 

100 N. Pennsylvania 

Roswell, New Mexico 88203 

Endurance Resources LLC 

203 W. Wall St. 

Midland, TX 79707 

Attent ion: Jason South 
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COG OPERATING LLC 
AUTHORITY FOR EXPENDITURE 

DRILLING 

WELL NAME: WARHAWK 3 FED COM #1H PROSPECT NAME: ZEUS 717093 
SHL: 780 FNL & 170 FWL STATE & COUNTY: New Mexico. Lea 
BHL: 380 FNL & 330 FEL OBJECTIVE: DRILL AND COMPLETE 
FORMATION: 2ND BSS DEPTH: MD-14,0201 PH-TD 9.820' 
LEGAL: 3-19S-32E TVD: 9.410' 

INTANGIBLE COSTS 
Title/Curative/Permit 201 

BCP 
11,000 

A C P TOTAL 
11,000 

Insurance 20? 5,000 302 5.000 

Damages/Right ol Way 203 15,000 303 15,000 

Survey/Stake Location 201 7,000 304 7.000 

Location/Pils/Road Expense 205 100,000 305 25,000 125,000 

Drilling / Completion Overhead 206 6,000 306 6,000 

Turnkey Contract 207 0 307 0 

Footage Contract 208 0 308 0 

Daywork Conlracl 209 479.000 309 479,000 

Directional Drilling Services 210 146,000 310 146,000 

Fuel 4 Power 211 142.000 311 10.000 152,000 

Water 212 125,000 312 175.000 300,000 

Bits 213 87,000 313 4,500 91,500 

Mud & Chemicals 214 100,000 314 100.000 

Drill Stem Test 215 0 315 0 

Coring 4 Analysis 216 0 0 

Cement Surface 217 40.000 40,000 

Cement Intermediate 218 75.000 75,000 

Cement 2nd Intermediate/Production 218 0 319 125.000 125,000 

Cement Squeeze & Other (Kickoff Plug) 220 40,000 320 40.000 

Float Equipment & Centralizers 221 35,000 321 20,000 55.000 

Casing Crews 8 Equipment 222 20,000 322 20.000 40.000 

Fishing Tools 4 Service 223 0 323 0 

Geologic/Eng ineen ng 224 0 324 0 

Contract Labor 225 10.000 325 140.000 150,000 

Company Supervision 226 0 326 0 

Contract Supervision 227 38.000 327 50.000 88.000 

Testing Casing/Tubing 228 7.000 328 7,000 

Mud Logging Unit 229 22,000 329 22.000 

Logging 230 100,000 330 10,000 110.000 

Perloraiing/W ire line Sen/ices 231 15,000 331 100,000 115,000 

Stimulation/Treating 0 332 1,400,000 1.400,000 

Completion Unit 0 333 50.000 50,000 

Swabbing Unit 0 334 0 

Rentals-Surface 235 135.000 335 250.000 385,000 

Rentals- S ub su rtace 236 135.000 336 40.000 175,000 

Truck ing/Forklift/Rig Mobilization 237 140,000 337 25,000 165,000 

Welding Services 238 5,000 338 7,500 12,500 

Water Disposal 239 0 339 220,000 220,000 

Plug to Abandon 240 0 340 0 

Seismic Analysis 241 0 341 0 

Closed Loop S Environmental 244 150.000 344 10,000 160.000 

Miscellaneous 242 0 342 0 

Contingency 243 110,000 343 150,000 260,000 

TOTAL INTANGIBLES 2.300,000 2,832,000 5,132,000 

TANGIBLE COSTS 
Surface Casing 401 29,000 29,000 

Intermediate Casing 402 106,000 503 106,000 

Produciion Casing 0 503 218.000 21B.00O 

Tubing 0 504 57.000 57,000 

Wellhead Equipment 405 20.000 505 35,000 55,000 

Pumping Unit 0 506 115,000 115,000 

Prime Mover 0 507 20,000 20,000 

Rods 0 508 45,000 45.000 

Pumps 0 509 f 25.000 125,000 

Tanks 0 510 75,000 75.000 

Flowline s 0 511 50,000 50.000 

Heater TreatertSeparator 0 512 55,000 55,000 

Electrical System 0 513 0 

Pac kers/A nchors/Hang ers 414 0 514 1,200 1.200 

Couplings/Fitting s/Valves . 415 0 515 125.000 125.000 

Gas Com pressors'Meters 0 516 8,100 8.100 

Dehydratot 0 517 0 

Injection Plant/C02 Equipment 0 518 0 

Miscellaneous 419 0 519 0 

Contingency 420 8,000 520 47,700 55.700 

TOTAL TANGIBLES 163.000 977,000 1,140,000 

TOTAL WELL COSTS 2.463.000 3,809.000 6,272,000 

COG Operating LLC 

Date Prepared: 6/3/2013 

We approve: 
% Working Interest 

COG Operating LLC 

By; Tim Smith SH 

Company; 

By; 

Printed Name: 
Title: This AFE is only an estimate. By signing you agree to pay your share 

Date; ° ' l h e actual costs incurred. 



STATE Oi'1 NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

JN THE MATTER OK THE HEARING 
CALLED HY THE OIL CONSERVATION 
DIVISION KOR THE PURPOSE OK 
CONSIDERING: 

CASE NO. J4<>45 
ORDER NO. R-13C.92 

APPLICATION OK COG OPERATING LLC KOR A NON-STANDARD 
SPACING AND PRORATION UNIT AND COMPULSORY POOLING, LEA 
COUNTY, NEW MEXiCO. 

ORDER OF THE DIVISION 

BY THE DIVISION: 

This case came on for hearing at 8: J5 a.m. on January 24, 2013 at Santa Fe, New 
Mexico, before Examiner William V. Jones, 

NOW, on this Sl|! clay of April, 2013, ihe Division Director, having considered Ihe 
testimony, the record and the recommendations of the Examiner. 

KINDS THAT: 

(1) Due public notice has been given, and the Division has jurisdiction of this 
case and of the subject matter. 

(2) COG Operating LLC ("Applicant"), seeks approval ofa non-standard 160--
acre oil spacing and proration unit and project area ("the Unit") in the Bone Spring 
formation [North Lush-Bone- Spring Pool (41450)] consisting of the N/2 ofthe N/2 (Units 
A, 13," C and D) of Section 3, Township 19 South, Range 32 East, NMPM, in Lea County, 
New Mexico. Applicant further seeks an order pooling all uncommitted interests in me. 
Unit in the Bone Spring formation. 

(3) The Unit is lo be dedicated io Applicant's Warhawk 3 Federal Com. Well 
No. IH (API No. 30-025-40635) ("the proposed well"), a horizontal well lo be drilled 
from a standard surface location 780 feel from the North line and 170 feet from the West 
line (Unit D) of Section 3. The well will penetrate the Bone Spring formation in Unit D 
of Section 3 and continue horizontally in the Bone Spring to a standard terminus, or 
botiomhoie location, 380 feet from the North line and 330 feet from me East line (Unit 
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A) of Seciion 3. The well's completed interval will be entirely within the 330-foot 
setbacks from the outer boundaries of the well's project area. 

(4) There are no special pool rules for the North Lusk-Rone Spring Pool. 
Accordingly, spacing is governed by statewide Rule 19.15.15.9.A NMAC, which 
provides for standard 40-acre units, each comprising a governmental quarter-quarter 
section. The Unit consists of four adjacent quarter-quarter sections. 

(5) Applicant appeared a! the hearing through counsel and presented geologic 
evidence by affidavit lo Ihe effect that: 

(a.) this are;.) is suitable, for development by horizontal drilling; and 

(b) all quarter sections to be included in the Unit are expected to be 
productive in the Bone Spring, so that formation of the Unit as 
requested will not impair correlative rights. 

(6) No other party appeared at the hearing, or otherwise opposed the granting 
of this application. 

The Division concludes thai: 

(7) Approval of the proposed non-standard unit will enable Applicant to drill 
a horizontal well that will efficiently produce the reserves underlying the Unit, thereby 
preventing waste, and will not impair correlative rights. 

(8) Two or more separately owned tracts are embraced within the Unit, and/or 
there arc royalty interests and/or undivided interests in oil and gas minerals in one nr 
more tracts included in the Unit that are separately owned. 

(9) Applicant is an owner of an oil and gas working interest within the Unit. 
Applicant has the right to drill and proposes to drill (he proposed well to a common 
source of supply within the Unit at the proposed location. 

(10) There are interest owners in the Unit that have not agreed to pool their 
interests. There are also uulocated owners in the Unit. Accotdingly, provision should be 
made to escrow funds for the account of such owners. 

(11) To avoid the drilling of unnecessary wells, protect correlative rights, 
prevent waste and afford to the owner of each interest in the Unit the opportunity to 
recover or receive without unnecessary expense its just and fair share of hydrocarbons, 
this application should be approved by pooling all uncommitted interests, whatever they 
may be, in the oil and gas within the Unit. 

(12) COG Operating LLC should be designated the operator of the proposed well 
and of the Unit. 
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(13) Any pooled world ng interest owner who does noi pay its share of 
estimated weil costs should have withheld from production its share of reasonable well 
costs plus an additional 200% thereof as a reasonable charge for the risk involved in 
drilling the weli. 

(14) Reasonable charges for supervision (combined fixed rates) should he fixed 
at $6,500 per month while drilling and $650 per month while producing, provided that 
these rates should be adjusted annually pursuant to Section ill.J.A.3. of the COl'AS form 
titled "Accounting i 'ror.edu rc-.i'o'uii 0 perm ions.'' 

XT RS THEREFORE ORDERED THAT: 

(!) 'A non-standard 160-acrc- oil spacing and proration unit (the Unit) is 
hereby established in ihe Bone Spring formation INori.h Lusk-Bone Spring Pool (4 1450)] 
consisting of the N/2 of the N/2 (Units .A, B, C and D) of Section 3, Township 19 South, 
Range 32 East. NMPM, in Lea County, New Mexico. 

(2) Pursuant to the application of COG Operating EEC, all uneommitred 
interests, whatever they may be, in the oil and gas in the Bone Spring formation 
underlying the Unit, are hereby pooled. 

(3) The Unit shall be dedicated to Applicant's Warhawk 3 Federal Com. 'Well 
No. 1H (API No. 30-025-40635) ("the proposed weli"), a horizontal well to be drilled 
from a standard surface location 780 feet from the North line and 170 feet from the West 
line (Unit D) of Section 3. The well will penetrate the Bone Spring formation in Unit D 
of Section 3 and continue horizontally in the Bone Spring lo a standard terminus, or 
boUomhole location, 380 feet from the North line and 330 feet from the East line (Unit 
A) of Section 3. The well's completed interval will be entirely within the 330-foot 
setbacks from the outer boundaries of the welPs project area. 

(A) The operator oi" the Unit shall commence driliing the proposed well on or 
before. April 1, 2014, and shall thereafter continue driliing the well with due diligence t.o 
test the second Bone Spring sand. 

(5) In the event the operator does not commence drilling the proposed well on 
or before April 1, 2014. Ordering Paragraphs (1) and (2) shall be of no effect, unless the 
operator obtains a time extension from the Division Director for good cause demonstrated 
by satisfactory evidence. 

(6) Should the proposed well not be drilled and completed within J20 days 
after commencement thereof, then Ordering Paragraphs (J) and (2) ahull be. of no further 
effect, and the unit and project area created by this order shall terminate, unless operator 
appears before the Division Director and obtains an extension of the time for completion 
of the proposed weli for good cause shown by satisfactory evidence. If the proposed well 
is not completed in all of the quarter-quarter sections included in the proposed unit within 
120 days after commencement of drilling, then the operator shall apply to the Division 
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for an amendment lo Ibis Order to contract the Unit so thai it includes only those quarter-
quarter sections in which the well is completed. 

(7) Upon final plugging and abandonment of Ihe proposed well and any other 
well drilled on the Unit pursuanl lo Division Rule 13.9, the pooled unit created by this 
Order shall lermimuc, unless this order has been amended to authorize further operations. 

(8) OOCi Operating LLC (GORID 229137) is hereby designated the operator 
ofthe well and ofthe Unit. 

(9) After pooling, uncommitted working interest owners are referred to as 
pooled working imeres- owners, ("fooled working interest, owners" are owners of 
working interests in the Unit, including nnicased mineral interests, who arc noi parties to 
an operating agreement governing the Unit.) After the effective dale of this order, the 
operator shall furnish the Division and each known pooled working interest owner in the 
Unit un itemized schedule of estimated costs of drilling, completing and equipping the 
pi'oposed well ("well costs"). 

(10) Within 3(1 days from the date ihe. schedule of estimated well costs is 
furnished, any pooled working interest owner shall have the right to pay its share of 
estimated well costs to the operator in lieu of paying iis share of reasonable well costs out 
of production as hereinafter provided, and any such owner who pays its share of 
estimated well costs as provided above shall remain liable for operating costs but shall 
not be liable for risk charges. Pooled working interest owners who elect not to pay their 
share of estimated well costs, as provided in this paragraph shall thereafter be referred to 
as "non-consentine working interest owners.'' 

(11) The operator shall furnish the Division and each known pooled working 
interest owner (including non-consenting working interest owners) an itemized schedule 
of actual well costs within 90 days following completion of the proposed well. If no 
objection to the actual well costs is received by the Division, and the Division has not 
objected, within 45 days following receipt of live schedule, the actual well costs shall be 
deemed to be the reasonable well costs. If there is an objection to actual weli costs within 
the 45-day period, the Division will determine reasonable well costs after public notice 
and hearing. 

(12) Within 60 days following determination of reasonable well costs, any 
pooled working interest owner who has paid its share of estimated costs in advance as 
provided above shall pay lo the operator its share of the amount that reasonable well costs 
exceed estimated well costs and shall receive from the operator the amount, if any, that 
the eslimaled well costs il has paid exceed its share of reasonable well costs. 

(13) The operator is hereby authorized to withhold the following costs and 
charges from produciion: 
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(aj ifie proportionate share of reasonable well costs 
ailributahlc to cadi iKw;-cr>;isciii.i:IL1, working imerest 
owner; and 

(b) as a charge for the risk involved in drilling ihe well. 
200 of the above' costs. 

(]A} T'he operator shall distribute the cos is and charges withheld iVoin 
production, piXjpo:Tior,aie!y, to ike parties who advanced the well costs. 

(15) Reasonable ciiarges for supervision (combined fixed rales) are hereby 
fixed at 'i>6,500 per month while drilling unci $650 per month while producing, provided 
thai these rates shall be adjusted annually pursuant lo Section i l l . I . A . I oi'the COPAS 
ibrm titled "Accowuinv Procedure-Join; O^eialiens" Tho operator is authorized to 
withhold from production ihe proportionate share of both the supervision charges and the 
actual expenditures required for operating the well, not in excess of what are reasonable, 
attributable to pooled working interest owucts. 

(16) Except as provided in Paragraphs (1.;) and (15) above, all proceeds from 
production from ihe well that are not disbursed for any reason shall be placed in escrow 
in Lea Countv, New Mexico, to be paid io the true cwnci lhereof upon demand and proof 
of ownership. The operator shall notify the Division (Addition: Records Clerk) of the 
name and address of the escrow agem not later than one year from the date of issuance of 
this Order. 

(17) Should all the parlies to this compulsory pooling order reach voluntary 
agreement subsequent to entry of this order, this order shall thereafter be of no further 
effect. 

(IS) The operalor of the well and Unit shall notify the Division in writing of 
the subsequent voluntary' agreement of all panics subject to the compulsory pooling 
provisions of tins order. 

(19) This Order is subject to approval of the Untied States Bureau of Land 
Management. 

(20) Jurisdiction of this cast' is retained for the entry of such further orders as 
the Division may deem necessary. 
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r'a^e 0 o f (:• 

DONE ai Santa Fc., New Mexico, on ihe. day and ycav hereinabove desigriaied. 
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A.A.P.L. FORM 610 - 1989 

MODEL FORM OPERATING AGREEMENT 

OPERATING AGREEMENT 

DATED 

October 3 , 2012 

OPERATOR COG Operating LLC 

CONTRACT AREA Townshipl9 South, Range 32 East 

Section 3: N/2 

COUNTY OR PARISH OF Lea .STATE OF New Mexico 

COPYRIGHT 1989 - ALL RIGHTS RESERVED 
AMERICAN ASSOCIATION OF PETROLEUM 
LANDMEN, 4100 FOSSIL CREEK. BLVD. 
FORT WORTH, TEXAS, 76137, APPROVED FORM. 

A.A.P.L NO, 610- 1989 
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1 OPERATING AGREEMENT 

2 | THIS AGREEMENT, entered into by and between COG Operating LLC 

3 hereinafter designated and referred to as "Operator," and the signatory party or parties other than Operator, sometimes 

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

5 WITNESSETH: 

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

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

8 and Gas Interests for the production of Oil and Gas to the extent and as hereinafter provided, 

9 NOW, THEREFORE, it is agreed as follows: 

10 ARTICLE I . 

11 DEFINITIONS 

12 As used in this agreement, the following words and terms shall have the meanings here ascribed to them: 

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

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

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

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

17 and production testing conducted in such operation. 

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

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

20 Interests are described in Exhibit "A." 

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

22 Zone in wliich the well was previously drilled, or below the Deepest Zone proposed in the associated AFE, whichever is the 

23 lesser. 

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

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

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

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

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

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

30 located. 

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

32 I . The term "Non-Consent Well" shall mean a well in which less than ail parlies have conducted an operation as 

33 provided in Article VI.B.2. 

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

35 proposed operation. 

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

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

38 specifically stated. 

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

40 of land lying within the Contract Area which are owned by parties to tltis agreement. 

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

42 covering tracts or land lying within the Contract Area which are owned by the parties to this agreement. 

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

44 Completion in a shallower Zone. 
45 O. The term "Recompletion" or "Rccomplele" shall mean an operation whereby a Completion in one Zone is abandoned 

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

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

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

49 are not limited lo, well stimulalion operations but exclude any routine repair or maintenance work or drilling, Sidetracking, 

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

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

52 change Ihe bottom hole location unless done to straighten the hole or drill around junk in the hole to overcome other 

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

55 t Gas separately ^ ^ ^ ^ ^ ^ ^ ^ f ^ ^ L r l z o n U i component of the gross Comp.e.Ion inter val in 

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

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

ARTICLE I I . 

EXHIBITS 

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

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

(1) Description of lands subject to this agreement, 

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

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

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

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

(6) Burdens on production. 

57 

58 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

^ | X B. Exhibit "B," Form of Lease. 

| X C. Exhibit "C," Accounting Procedure. 

72 
D. Exhibit "D," Insurance. 

^ | X E. Eshibil "E," Gas Balancing Agreement. 

I X F. Exhibit "F," Non-Discrimination and Certification of Non-Segregated Facilities. 
74 

1 . None Gi—Ex4ubit "O," Tan Partnership? 
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1 | X H, Other Memorandum of Operat ing Agreement and Financing Statement 

2 

3 

4 

5 

6 

7 

S 

9 

10 

11 

12 

13 

14 

IS 

16 
17 
IS 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
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1 | If any provision of any exhibit, except Exhibits "E," "F" and "G," is inconsistent with any provision contained in 

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

3 ARTICLE I I I . 

4 INTERESTS OF PARTIES 

5 A. Oil and Gas Interests: 

6 If any party owns an Oil and Gas Interest in the Contract Area, that Interest shall be treated for ail purposes of this 

7 agreement and during the term hereof as if it were covered by the form of Oil and Gas Lease attached hereto as Exhibit "B." 

8 and the owner thereof shall be deemed to own both royalty interest in such lease and the interest ofthe lessee thereunder. 

9 B. Interests of Parlies in Costs and Production: 

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

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

12 interests are set forth in Exhibit "A." In the same manner, the parties shall also own all production of Oil and Gas from the 

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

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

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

16 1 cause to be paid or delivered, all burdens on its share of the production from the Contract Area up-lfy but-not-in-wieess-ofr 

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

18 Except as otherwise expressly provided in this agreement, if any party has contributed hereto any Lease or Interest which is 

19 1 burdened with any royalty, overriding royalty, production payment or other burden on production in excess of the amounts 

20 | stiputaied-abover-such party so burdened shall assume and alone bear all such excess-obligations and shall indemnify, defend 

21 | and hold the other parties hereto harmless from any and all claims attributable to such excess-burden. However, so long as 

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

23 be paid or delivered, all burdens on production from the Contract Area due under the terms of the Oil and Gas Lease(s) 

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

25 liability therefor. 

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

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

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

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

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

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

32 C. Subsequently Created Interests: 

33 I f any party has contributed hereto a Lease or Interest dial is burdened widi an assignment of production given as security 

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

35 payment, net profits interest, assignment of production or other butden payable out of production attributable to its working 

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

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

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

39 I . burden also shall be deemed a Subsequently Created Interest, to- Ihe-ex tent—such burden causes Ilia burdens on such party's 

40 | Ijease-opfetefesMo-ex-oeed-tlte-ameu nt-s ti pulated in -Art i e 1» HI rBrabever 

4! The party whose interest is burdened with the Subsequently Created Interest (Ibe "Burdened Party"} shall assume and 

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

43 parties from and against any liability therefor. Further, i f the Burdened Party fails tn pay, when due, its share of expenses 

44 chargeable hereunder, all provisions of Article VI1.B. shall be enforceable against the Subsequently Created Interest in the 

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

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

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

48 said Subsequently Created Interest, and the Burdened Party shall indemnify, defend and hold hannless said other party, or 

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

50 ARTICLE IV. 

51 TITLES 

52 A. Ti lie Examination: 

53 Title examination shall be made on the Drillsite of any proposed well prior to commencement of drilling operations and, 

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

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

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

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

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

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

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

61 I by outside attorneys. Copies of all title opinions shall be furnished to each Drilling Party. Costs incurred by Operator in 
and outside brokers , , , • ,,_ 

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

63 opinions and division order title opinions) and other direct cliargcs as provided in Exhibit "C" shall be borne by die Drilling 

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

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

66 | in ihe performance ofthe above functions. Title examination on any Drillsite or Drilling Unit shall be at the discretion of Operator if 
such title is common with another Drillsite or Unllum Unit on Which line examination has been made; 

Each party sliall be responsible for securing curative matter arid pooling amendments or agreements required in 
connection wilh Leases or Oil and Gas Interests contributed by such party, provided.' however: lhat Oneratpr may, at Its sole discretion. 

69 attempt to secure curative matter required in connection^tYLfos& br Oil ahfrfos. In teres!!̂  toHtrlbilled bYanv Non-Opera or! 
and caclnNon-Operator agrees to cooperate with'sucli'cfrorls'and timely.nrovide Inlormation relating 10 SUCH mailer 10 uperarnr, 

70 and Ihe costs incurred uyrppcraior-far SuCITcuroliv^ matter -illall bt addressed in ihe same lorm gna insiuon as costs lor Hearing; 
licTftre'eovernmental agencies. Operator sliaH Be responsible I3T flu! preparation 
and recording of pooling designations or declarations and communitization agreements as well as the conduct of hearings 

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

I the conduct of operations hereunder. This shall not prevent any party from appearing on its own behalf at such hearings. 
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Costs incurred by Operator, including fees paid to outside attorneys /, which are associated with hearings before governmental 

agencies, and which costs are necessary arid proper for (he activities conlemplalcd under this agreement, shall be direct 

charges lo the joint account and shall not be covered hy the administrative overhead charges as provided in Exhibit "C." 
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9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
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47 
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51 
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Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above 

functions. 

No well shall be drilled on the Contract Area until after (1) the title to the Drillsite or Drilling Unit, i f appropriate, has 

been examined as above provided, and (2) the title has been approved by the examining attorney or title has been accepted by 

Operator. all-ef-4he-BrilliaE Parties in such-welIT 

B. Loss or Failure of Title: 

ftduation-itf— interest—from—thai shown -on—Exhibit—^"-.-the-rimy-credited with-contributing—Ihe-affected -Leasa—oi Interest 

(including, i f applicable-! a- successor in-irHerMt-tO-saoh-partyj-shall have ninety (P0) days from—final-deWminalion-of-title 

failuro-ta-acquHe-a-new lease • or-othw—instnrment-curing-the-eiHitety-of-Iha title-failure, which-aoquisition-will not -be-subject 

tO—Afliole-VHtrB.j-nnd failing-to—do-so;—(his •agreement, nevertheless, aha 11-oowinue-in-foree-as-to-all-remaining Oil-and Gas 

Leasas-and-bxerastSrend; 

(aj-Tho-party aredited-wiih-^trtributiftg-lhe Oil and Gas Lease-ot-lniergsl • affected-by Ihe-title-fciluFe-findudingr-if 

applicable, n succwsoMrt-inlwost-to-sush-pafty^l^ and-il-shaH-nol-be. entitled to-recover from 

Operator o^-the-^he^-parties-^ny--dweio^ which it may-have previously paid-or-ineuntdr-but there 

shati-bc-twflddiliona]4iabilityori-its^ title fai law; 

: foj-There-shatl-be-tw-reiroactive odjuament-of-experices incurred or-wvenues-reMived-frpm-the-opBiarion of the 

Lease-or • Interest which-has"faitedr-by<-4he-interests--of—the parties contained-on Exhibit "A" shall'be-revised on an—acfoage 

Mercst-is-afleatad-by the tkte-failu re-wiH-thereafler he reduced in the Con lieu I Area-by-the-aroaunt-ftEl he Lease ortaterest-faitedt 

(a)-lf-lhe-pn>portionale-inieresl of ibe-othef-partiec-herelo in any-producing wall-previously-dolled on-the-Contract 

Area is irttreased-by-^Mn-of-the-tilte^ailuieHhe party who-bore the-oosts incunwMn-Gonneclion-witli such well attributable 

(B-4he-^sa-oi--hterest-wfaafc-lia3 failed shaft receive ihe-procaeds aRribuafrfe-lo the increase in cuch-inlerast-flBSS-oosla and 

burdens—attributable thereto) until it has— been--reimbursed—for—unreoovewd—<osts—paid-by il in connection with—such-well 

act ribulable lo such-fai led •Lease-o*jrrter«sH 

(d>-Should any pereon-r«r—n-partY-lo-thiS'agrecmB^ ihe owner-afc-any' Lease- or Interest 

which has failed, poy-in-any-mamwr-any-parl of the oocl of operation, development, or equipment,'such amount shall be paid 

(e) Any liability-IO'acaouni-to a person no! a paflHo>4his-^greenwil-fefri>f^ arises 

arty-fin by—reason of title-failuw-shal l-be-ben 

preo^ion-fei^-whioh-suoh-eeeount^ 

sevwally-indemniiyrdefenuand-ho&JiaiTOless-alt-other^r^^ any such-liability lo account; 

lo-charge shall be made-to Ihe joint-account for legal enpensevfeas'Or salaries in oonnection with the-defense-ef 

teFB6t-otem»j-t&-fe3ve-faif«d,-bui-tf-tha party contributing such-Laase-of-Inieicst-hereto-elects to defend-ita-title 

il-^all-beaf^oH-eapense^n-ftonnectiafrlhetewilhi and 

(g) If any-party is given-credrt-on-Gxhibil "A"- to-o-Lease OF-tmerest-which-is-liirateoV-s^ 

interest—in—the-wellbore of nny—well-or wells and -Ihe-produotion-ttotefaHnr-such. party's-absence pMnterest-in-the remainder 

ef-the-€ontract -Area - thai! be eons idered • n • Failure-of Tit le • as-to- suah-terraiwing-GonlraM-AreiP - iinless-ihat-absenoe -of i nlerest 

3--L^-by-Nnfl-Pwmenl-or-Errotie^ DUB: Ife-throuch-mistalie or-ovBrsipht, any renBlpBhut-in-wetl 

payment-minimum—royally-or royalty paymenlr-or—whaF-payment. necessary—to-rnaintain 

Lease-oi^nteresi-is-not-paid-oi^-ts-eiHmeously-paidr^ an a result-a-Lease-or—Interest-ran 

liability—afiflinst—the—party—who—faited—to—meke-suoh-payraent:—Unless-Ihe••party who-failed-lo-make 

Seaures-a-new-Lease-or-imerest-covering-the-same-imerest -wilhir^in^ry-tW)>-4ayB-&wi)-ihe • discov wy-of-tha failure to make 

proper-payment,, which acquis it ion—wi It-nol be subject-lo Article -VfnjRr-lhe--in[iresl5-oi1-tJ>e-paSieis reflected on Buhibit—V£ 

sha41-be-^«wised-on-aii--aoreag».basis, effeotiveasolVtJte-date-el^ennii^^ and ihe parQ* 

whe-failed-to-nake-proper-payment-wiU- no • longer-bn-orodiied- with-aB-4rHewst-4n-lh6 Contraci Area on account of-ownaiBhip 

of-the Lease ur-lnler«t-which-ha5-teniHnaledi—If tha-pany-who-feiled lo make Ihe required-payment shall not have-been faHy 

reunsursedr-aC—ihe-(mi«-of—the iQOSj from Ihe-proceeds 'of-the-sale of Oil and Gas attributable lo the-lost-Lease-or interest, 

oakuktad-on an-awooge-basisr-fo^tho-^levcloptncnt-atid operaling-ecsts-previouslY-pa id-on aoaounl of-such- Lease-or—Interest; 

he Dost of-ai 

any lo effect reimbu Fsementi 

4ntefeslr-lgss-operau" ng • ex pel 

69 
70 
71 
72 
73 
74 ' 

it—6halt-be-reimbursed—for— unreaavef*d—actual aosu previously—paid 

pfsv+ou^y^ rilled-Of-uwH»previously^ |i 

(n)-Proceed^-ot^Oil and-Gas-pKxluced-prior to-tertni nation-of-th 

bUHlens-ohargettble-hefeunder-IO' Ihe person-who-failed to make payraenli-previi 

Jnterostron-artaereage bosisj up-to-lheamount-efoinreooMered-costBi 

(b)'Froueedg of Oil and-Gasrtess-openiiing-expensea and lease butdens charc^ble-bereunder-to-the person-whQ-tailed 

le-make pnymanti up—lo—the-amount—of-unreoovered costs attributable 10 that-portion ofc-Qil-and-Gas—thereafier-produccd-and 

moikoled-fexeluding-pfeduelioft-ffoin-any wells thereafter—driHed}- whiohr-in-the absence nf-suiA-tieasfl-oi^liitere^iefmination; 

would-be-all ributable-to—the losl Lease- or—Interest-on-an - n»«Bgo-basiE~and—whioh-as-a—i^t-of—such—Leasc-^-lrHeFest 

Wnninalien-is-ored ited-W-elher-pa n ies,- ihe-prooeeds -of-^a id-portion-of-t he-Oil a r>d-6a5-to-be-contributed by the olher parties 

i n-proportion-to-theif-raspeative interecln reiteated-on-fahibit-^A ?fa nd-. 

(o}-Any-fiWiue6, up-to-the-amounl-of-unrecovered'COSiji, dial may be paid-by-any-party-who-is) or beeomes^he owner 

ofthe I^easj^er-toews^wtrfor^he-priyilB^^ ing-iiHhe-Genlract^efl-or-bew>ming-a party to this agreement! 

ji-Qther-Losses: AH Josses of Leases or Interests committed to this agreement r-other-timn-ctoe set1 forth- in Ariietes 

IVrB,!, and-P/Jl.a. abover-shall be joint losses and shall be borne by all parties in proportion to their interests shown on 

Exhibit "A." This shall include but not be limited to the loss of any Lease or Interest through failure to develop or because 

express or implied covenants have not been performed (other lhan performance which requires only Ihe payment of money), 

and Ihe loss of any Lease by expiration nl the end of its primary term if it is not renewed or extended. There shall be no 

readjustment of interests in the remaining portion of the Contract Area on account of any joint loss. 

4. Curine Title: In the event of a Failure of Title WKJer-Ttamlo-P/iBrlr-or n loss of title undei-Artiole-IVrB^r-abovepany 

Lease or Interest acquired by any party hereto (ether-lhan -die-party-wliose-imerest—has failed- or-was-lost)-duHng--lhe-ninery 

(W)-day-neriod^ravidee%4y-Artiole' rViliflT-ond-Arliole IV.Bi2. above-covering all or a portion of the interest that has failed 

or was lost shall be olTei^ed-at-owt-to-ihe-r^rty-wliose-irtferwit—has-failed-or-war. lostr and ' the provisions nf Article VIII.B. 

slial 1-not-apply to sush-acquisition; 
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1 ARTICLE V. 

2 OPERATOR 

3 A. Designation and Responsibilities of Operator: 

4 | COG Operating LLC shall be the Operator of the Contract Area, and shall conduct 

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

6 (his agreement. In its performance of services hereunder for the Non-Operators, Operator shall be an independent contractor 

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

6 with the election procedures contained in this agreement. Operator shall not be deemed, or hold itself out as, the agent of the 

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

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

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

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

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

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

15 |, Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators. 

16 If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of 

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

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

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

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

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

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

23 mean not on}y gross negligence or willful misconduct hut also t)ie material breach of or inability ro meet Ihe standards of 

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

25 Subject to Article VII.D.1,, such resignation or removal shall not become effective until 7:00 o'clock A.M. on the first 

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

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

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

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

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

31 2. Selection of Successor Operator Upon the resignation or removal of Operator under any provision of this agreement, a 

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

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

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

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

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

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

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

39 the operations conducted by the former Operator to the extent such records and data are not already in the possession of (he 

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

41 account. 

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

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

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

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

46 assume this agreement pursuant lo the Bankruptcy Code, and an election tu reject this agreement by Operator as a debtor in 

47 possession, or by a trustee in bankruptcy, shall be deemed a resignation as Operator without any action by Non-Operators, 

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

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

50 the event [here are only (wo (2) parlies to this agreement, during Ihe period of time the operating committee controls 

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

52 member of the operating committee, and all actions shall require the approval of two (2) members of the operating 

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

54 C. Employees and Contractors: 

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

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

57 contractors shall he the employees or contractors of Operator. 

58 D. Rights and Dutlcsof Operator: 

59 1. Competitive Rates and Use of Affiliates: All wells drilled on the Contract Area shall be drilled on a competitive 

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

61 I the drilling of wells, but its charges therefor shall not exceed the prevailing rates in the area and—the- rata of cu eh-charges 

62 | shall-be-agreed-Htpon by (ha parties-in-writing before drilling operations ore commenced, and such work shall be performed by 

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

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

65 1 shall be performed or supplied at competitive 'rates, pursuant to written agreement, and in accordance with customs and 

66 standards pee vailing in the industry. 

67 2. Discharge of Joint Account Obligations1. Except as herein otherwise specifically provided, Operator shall promptly pay 

68 and discharge expenses incurred in the development and operation of the Contract Area pursuant to this agreement and shall 

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

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

71 made and received, 

72 3. Protection from Liens: Operator shall pay, or cause lo be paid, as and when they become due and payable, all accounts 

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

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

2 materials supplied. 

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

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

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

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

7 provided in Article VII.B. Nothing in this paragraph shall be construed to establish a fiduciary relationship between Operator 

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

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

10 parties otherwise specifically agree. 

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

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

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

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

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

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

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

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

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

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

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

22 shall be conducted in accordance with the audit protocol specified in Exhibit "C." 
23 6. Filing and Furnishing Governmental Reports: Operator will file, and upon written request promptly furnish copies to 

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

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

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

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

28 limited to the Initial Well: 
29 (a) Operator will promptly advise Non-Operators of the dale on which the well is spudded, or the date on which 

30 drilling operations are commenced. 

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

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

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

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

35 hereunder. 

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

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

38 Operator shall not be held liable for errors in such estimates so long as the estimates are made in good failh. 

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

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

41 insurer for liability under said compensation laws in which event the cnly charge lhat shall be made lo the joint account shall 

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

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

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

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

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

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

48 equipment. 

49 ARTICLE V I . 

50 DRILLING AND DEVELOPMENT 

51 A. Initial Well: 
52 1 On or before the 31st day of December , 2013 Operator shall commence the drilling ofthe Initial 

53 Well at the following location: 

54 

55 1 A legal location in the N/2 of Section 3.T-19-S, R-32-E 

56 

57 

58 

59 

60 and shall thereafter continue the drilling of the well with due diligence lo 

61 | a true vertical depth of approximately 9,410', or a depth sufficient to test the Bone Spring formation. 

62 

63 

64 

65 

66 

67 The drilling of the Initial Well and the participation therein by all parlies is obligatory, subject to Article VI.C.l, as to participation 

68 in Completion operations and Article VI.F. as to termination of operations and Article XI as to occurrence of force majeure. 

69 B. Subsequent Operations: 

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

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

72 producing in paying quantities in which such party has not otherwise relinquished its interest in the proposed objective Zone under 

73 | lllis agreement, the party desiring lo drill, Rework, Side)rack,- Deepen^Recoroplete or Plug Back such a well shall give written 

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

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

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

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

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

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

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

8 Any proposal by a party to conduct an operation conflicting with the operation initially proposed shall be delivered lo all parlies 

9 within the time and in the manner provided in Article VLB.6. 

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

11 contractually committed to participate therein provided such operations arc commenced within ihe time period hereaflcr set 

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

13 promptly as practicable after the expiration of Ihe forty-eight (4E) hour period when a drilling rig is on location, as ihe case 

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

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

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

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

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

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

20 specifically permitted herein or in Ihe force majeure provisions of Article XT) and i f any party hereto still desires to conduct 

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

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

23 Sidetrack is made hereunder shall, if such parties desire to participate in the proposed Deepening or Sidetracking operation, 

24 rcimbuise the Drilling Parties in accordance with Article VI.B.4. in the event of a Deepening operation and in accordance 

25 with Article VLB.5. in the event ofa Sidetracking operation. 

26 2. Operations bv Less Than All Parties: 

27 (a) Determination of Participation. If any party to whom such notice is delivered as provided in Article VI.B.l . or 

28 VI.C.l. (Option No. 2) elects not to participate in ihe proposed operation, then, in order to be entitled to the benefits of this 

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

30 later lhan ninety (90) days after the expiration of the notice period of thirty (30) days (or as promptly as practicable after the 

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

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

33 Parlies; provided, however, i f no drilling rig or oilier equipment is on location, and if Operator is a Non-Consenting Party, 

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

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

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

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

38 conducting operations on the Contract Area pursuant to Ihis Article VI.B.2., shall comply with all terms and conditions of this 

39 agreement. 

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

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

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

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

44 proposing party of its desire to (i) limit participation lo such party's inierest as shown on Exhibit "A" or (ii) carry only its 

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

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

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

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

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

50 proposal. Failure lo advise ihe proposing parly within the time required shall be deemed an election under (i). In the event o 

51 drilling rig is on location, notice may be given by telephone, and the time permitted for such a response shall nol exceed a 

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

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

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

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

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

57 period provided in Article VI.B.l . , subject to the same extension righi as provided therein, 

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

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

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

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

62 in a dry hole, then subject to Articles VLB.6. and V1.E.3., the Consenting Panics shall plug and abandon the well and restore 

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

64 participated in the drilling, Deepening or Sidetracking of Ihe well shall remain liable for, and shall pay, their proportionate 

65 shares of the cost of plugging and abandoning ihe well and restoring the surface location insofar only as those costs were nol 

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

67 Recomputed or Plugged Back under ihe provisions of this Article results in a well capable of producing Oil and/or Gas in 

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

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

70 | expense and for ihe account of the Consenting Parties. Upon commencement of operations for the drilling;—Reworking; 

71 i Sidetrasking^—Reeomplatingr-Deepening—or Plugging—Back of any such well by Consenting Parties in accordance wiih the 

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

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

74 Consenting Party's interest in Ihe well and share of production dicrefrom or, in the case of a Reworking, Sidetracking, 
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1 Deepening, Recompleting or Plugging Back, or a Completion pursuant to Article Vl.C.i. Option No. 2, ali of such Non-

2 Consenting Party's interest in the production obtained from the operation in which the Non-Consenting Party did not elect 

3 to participate. Such relinquishment shall be effective until the proceeds of the sale of such share, calculated at the well, or 

4 market value thereof i f such share is not sold {after deducting applicable ad valorem, production, severance, and excise taxes, 

5 royalty, overriding royalty and other interests not excepted by Article ttl.C. payable out of or measured by the production 

6 from such well accruing with respect to such interest until it reverts), shall equal the total ofthe following: 

7 | (i) 4011 % of each such Non-Consenting Party's Share of the cost of any newly acquired surface equipment 

8 beyond the wellhead connections (including but not limited lo stock tanks, separators, trcsters, pumping equipment and 

9 piping), plus 100% of each such Non-Consenting Party's share of (he cost of operation of the well commencing ivitfi first 

10 production and continuing until each such Non-Consenting Party's relinquished interest shall revert 10 it under other 

11 provisions of this Article, it being agreed that each Non-Consenting Party's share of such costs and equipment will be that 

12 interest which would have been chargeable to such Non-Consenting Party had it participated in the well from ihe beginning 

13 of the operations; and 

14 | (ii) 400 % of (a) that portion of the costs and expenses of drilling. Reworking, Sidetracking, Deepening. 

15 Plugging Back, testing. Completing, and Re completing, after deducting any cash contributions received under Article VIII.C, 

16 and of (b) that portion of the cost of newly acquired equipment in the wet! (to and including the wellhead connections), 

i 7 which would have been chargeable to such Non-Consenting Party i f it had participaled therein. 

18 Notwithstanding anything lo the contrary in this Article VLB,, if the well does not reach the deepest objective Zone 

19 described in the notice proposing the well for reasons other than the encountering of granite or practically impenetrable 

substance or oiher condition in the hole rendering further operations impracticable, Operator shall give notice thereof lo each 

N -C ti Party / ° ^ " ° 5 ^ ^ P t } 3 y
o P ° ^ , q t p § tar" an S»cnf f i l ^ proposal una1 Article V f B 6. ro drill (ho '.nit r 

23 Consenting Party shall have (he option to participate in the initial proposed Completion of the well by paying its share of the 

24 cost of drilling the well to its actual depth, calculated in the manner provided in Article VI.B.4. (a). If any such Non-

25 Consenting Party does not elect (o participate in (he first Completion proposed for such well, the relinquishment provisions 

26 of Ihis Article VI.B.2. (b) shall apply to such party's interest. 

27 (c) Reworking. Recomoletine or Plugging Back. An election not to participate in the drilling. Sidetracking or • 

28 Deepening of a well shall be deemed an election not to participate in any Reworking or Plugging Back operation proposed in 

29 such a well, or portion thereoC to which the initial non-consenl election applied that is conducted ai any time prior to full 

30 recovery by the Consenting Parties of the Non-Consenting Party's recoupment amount Similarly, an election not to 

31 participate in the Completing or Recomputing of a well shall be deemed an election not to participate in any Reworking 

32 operation proposed in such a well, or portion thereof, to which ihe.initial non-consent election applied that is conducted at 

33 any time prior lo full recovery by (he Consenting Parties of (he Non-Consenting Parry's recoupment amount Any such 

34 Reworking, Recompleting or Plugging Back operation conducted during the recoupment period shall be deemed part of the 

35 | cost of operation of said well and there shall be added to the sums to be recouped by the Consenting Parties 400 % of 

36 that portion of (he costs of the Reworking, Recompleting or Plugging Back operation which would have been chargeable lo 

37 such Non-Consenting Party had it participaled (herein. I f such a Reworking. Recompleting or Plugging Back operation is 

38 proposed during such recoupment period, the provisions of this Article VLB. shall be applicable as between said Consenting 

33 Parlies in said well. 

40 (d) Recounment Matters. During the period of time Consenting Parties are entitled to receive Non-Consenting Party's 

41 share of production, or ihe proceeds (herefrom. Consenting Parties shall be responsible for the payment of all ad valorem, 

42 production, severance, excise, gathering and other (axes, and all royalty, overriding royalty and other burdens applicable to 

43 Non-Consenting Party's share of production no( excepted by Article HLC. 

44 In the case of any Reworking, Sidetracking, Plugging • Back, Recompleting or Deepening operation, the Consenting 

45 Parties shall be permitted (o use, free of cost, all casing, tubing and other equipment in the well, bul the ownership of all 

46 such equipment shall remain onchanged; and upon abandonment of a well after such Reworking, Sidetracking. Plugging Back, 

47 Recompleting or Deepening, the Consenting Parties shall account for all soch equipment to the owners (hereof, with each 

48 party receiving its proportionate part in kind or in value, less cost of salvage. 

49 Within ninety (90) days after the completion of any operation under (his Article, (he party conducting the operations 

50 for the Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to 

51 the well, and an itemized statement of (he cost of drilling. Sidetracking, Deepening, Plugging Back, testing, Completing, 

52 Recompleting, and equipping the well for produciion; or, at its option, the Operating party, in lieu of an itemized statement 

53 of such costs of operation, may submit a detailed statement of monthly billings. Each month thereafter, during (he time the 

54 Consenting Parties are being reimbursed as provided above, (he party conducting the operations for the Consenting Parties 

55 shall furnish (he Non-Consenting Parties wi(h an itemized statement of all costs and liabilities incurred in the operation of 

56 the well, together' with a statement of the quantity of Oil and Gas produced from il and the amount of proceeds realized from 

57 the sale of the well's working interest production during the preceding month. In determining, the quantify of Oil and Gas 

58 produced during any month. Consenting Parties shall use industry accepted methods such as but not limited to metering or 

59 periodic well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with 

60 any such operation which would have been owned by a Non-Consenting Party had it participated therein shall be credited 

61 against the total tifrreftir7red costs of (lie work done and of the equipment purchased in determining when the interest of such 

62 Non-Consenting Party shall revert to it as above provided; and if (here is a credit balance, it shall he paid to such Non-

63 Consenting Party. 
64 If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided 
„ . , , „, „ „ ,on the first dafl of ihe calendar monthLfQlUjwinj; the rfionth In 
65 for ahove, the relinquished tnterests of such Non-Consenting Party shall automatically revert to it / «s-of~WO~&m!-m- the day 

66 following—the—day-en which such recoupment occurs, and, from and after such reversion, such Non-Consenting Party shall 

67 own the same interest in such well, the material and equipment in or pertaining thereto, and the production therefrom as 

68 such Non-Consenting Party would have been entitled to had it participated in the drilling. Sidetracking, Reworking, 

69 Deepening, Recompleting or Plugging Back of said well. Thereafter, such Non-Consenting Parry shall be charged with and 

70 shall pay its proportionate part of the further costs of the operation of said well in accordance with the terms of this 

71 agreement and Exhibit "C" attached hereto. 

72 3. Stand-Bv Costs: When a well which has been drilled or Deepened has reached its authorized depth and all tests have 

73 been eompfeled and the results thereof furnished to me parties, or when operations On the weif have been otherwise 

74 terminated pursuant to Article VI.P., stand-by costs incurred pending response io a party's notice proposing a Reworking, 
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Sidetracking, Deepening, Recompleting, Plugging Back or_ Completing operation in such a well (including the period required 

under Article V1.B.6. to resolve competing proposals) shall be charged and bome as part of the drilling or Deepening 

operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, 

whichever first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms 

or the second grammatical paragraph of Article V1.B.2. (a), shall be charged to and bome as part of the proposed operation, 

but i f the proposal is subsequently withdrawn because of insufficient participation, such stand-by costs shall be allocated 

between the Consenting Parties in the proportion each Consenting Party's interest as shown on Exhibit "A" bears io the total 

interest as shown on Exhibit "A" of all Consenting Parties. 

In the event that notice for a Sidetracking operation is given while the drilling rig to be utilized is on location, any party 

may request and receive up to five (5) additional days after expiration of the forty-eight hour response period specified in 

Article VI.B.l . wilhin which to respond by paying for all stand-by costs and other costs incurred during such extended 

response period; Operator may require such party to pay the estimated sland-by time in advance as a condition to extending 

the response period. If more than one parly elects to take such additional time to respond to the notice, standby costs shall be 

allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing parry's 

interest as shown on Exhibit "A" beats lo the toial interest as shown on Exhibit "A" of all the electing parties, 

4. Deepening: If less than all parties elect to participate in a drilling, Sidetracking, or Deepening operation proposed 

pursuant to Article VI.B.l. , the interest relinquished by the Non-Consenting-Parties to the Consenting Parlies under Article 

VI.B.2. shall relate only and be limited to the lesser of (i)'the total depth actually drilled or (ii) Ihe objective depth or Zone 

of which the parties were given notice under Article VI.B.l. ("Initial Objective"). Such well shall not be Deepened beyond the 

Initial Objective without first complying with tiiis Article lo afford the Non-Consenting Parties the opportunity to participate 

in the Deepening operation. 

In the event any Consenting Party desires to drill or Deepen a Non-Consent Well to a depth below the Initial Objective, 

such party shall give notice thereof, complying with the requirements of Article VI.B.l, , to all parties (including Non-

Consenting Parties). Thereupon, Articles VI.B.l . and 2. shall apply and all parties receiving such notice shall have Ihe right to 

participate or not participate in the Deepening of such well'pursuant to said Articles VI.B.l. and 2. If a Deepening operation 

is approved pursuant to such provisions, and i f any Non-Consenting Party elects to participate in the Deepening operation, 

such Non-Consenting parly shall pay or make reimbursement (as the case may be) ofthe following costs and expenses. 

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

quantities, such Non-Consenting Party shall pay (or reimburse Consenting Parties for, as the case may be) that Share of costs 

and expenses incurred in connection with the drilling of said well from llie surface to the Initial Objective which Non-

Consenting Parly would have paid liad such' Non-Consenting Party agreed to participate therein, plus the Non-Consenting 

Party's share of the cost of Deepening and of participating in any further.operations on the well in accordance with the other 

provisions of this Agreement; provided, however, all costs for testing and Completion or attempted Completion of the well 

incurred by Consenting Parties prior to the point of actual operations to Deepen beyond the Initial Objective shall be for the 

sole account of Consenting Parties. 

(b) If the proposal is made for a Non-Consent.Well that has been previously Completed as a well capable of producing 

in paying quantities, but is no longer capable of producing in paying quantities, such Non-Consenting Party shall pay (or 

reimburse Consenting Parties for, as the case may be) its proportionate share of all costs of drilling, Completing, and 

equipping said well from the surface to the Initial Objective, calculated in the manner provided in paragraph (a) above, less 

those costs recouped hy the Consenting Parties from the sale of production from the well. The Non-Consenting Party shall 

also pay its proportionate share of all costs of re-entering said well. The Non-Consenting Parties' proportionate part (based 

on the percentage of such well Non-Consenting Party would have owned had it previously participated in such Non-Consent 

Well) of ihe costs of salvablc materials and equipment remaining in the hole and salvable surface equipment used in 

connection with such well shall be determined in accordance with Exhibit "C." I f the Consenting Parties 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 participate in the Deepening of the well with no payment for costs incurred prior to re-entering the 

well for Deepening 

The foregoing shall not imply a right of any Consenting Party to propose any Deepening for a Non-Consent Well prior 

lo the drilling of sueli well to its Initial Objective without the consent of the other Consenting Parties as provided in Article 

VI.F. 

5. Sidetracking: Any party having die right to participate in a proposed Sidetracking operation lhat does not own in 

interest in the affected wellbore at ihe lime of Ihe notice shall, upon electing lo participate, tender to the wellbore owners its 

proportionate share (equal to its interest in the Sidetracking operation) of the value of that portion of Ihe existing wellbore 

to be utilized as follows: 

(a) If ihe pioposal is for Sidetracking an existing dry hole, reimbursement shall be on the basis of Ihe actual costs 

incurred in the initial drilling ofthe well down to the depth at which the Sidetracking operation is initiated, 

(b) I f the proposal is for Sidetracking a well which has previously produced, reimbursement shall be on the basis of 

such party's proportionate share of drilling and equipping costs incurred in the initial drilling of the well down to the depth 

at which the Sidetracking operation is conducted, calculated in the manner described in Article VT.B.4(b) above. Such party's 

proportionate share of the cost of the well's salvable materials and equipment down to the depth ai which the Sidetracking 

operation is initiated shall be determined in accordance with Ihe provisions of Exhibit "C." 

6. Order of Preference of Operations. Except as otherwise specifically provided in this agreement, if any party desires lo 

propose the conduct of an operation that conflicts with a proposal that has been made by a party under tliis Article VI, such 

party shall have fifteen (15) days from delivery of the initial proposal, in-the case of a proposal'to drill a well or to perform 

an operation on a well where no drilling rig is on location, or twenty-four (24) hours, / exclusive-of Saturday, Sunday and legal 

holidays, from delivery of Ihe initial proposal, if a drilling rig is on location for Ihe well Dn which such operation is to be 

conducted, to deliver to all parties entitled to participate in the proposed operation such party's alternative proposal, such 

alternate proposal to contain the same information required to be included in the initial proposal. Bash-party—receiving- sueh 

twenty-four (24) hewMexehKivg-of Saturday,,, Sunday nnd.-legal-helidayG) if n flfiHi ng-rig-i5-on-lBoatien--fiir the-well- that-is-the 
sttbjee^-of^e-prflpo^s^o-partieipat^^ 

interest- -<jf— the parties vtrting—shall have priority over—a 11—other—eompetin etsj-the 
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HHliol—proposal-sliafl-prevai 1 •• Operator shall deliver notice of isuchiresull to all 
alternate proposal.; 

within five (5) days after»expiration'of;the election / period'(Or within twenty-fi 

. operatioruundcr.. this agreement 11 with -respeclMO any-well, thenr capable, of' producing in paying quantities except 
. . .'the party or parties owning at least fiO'"-% oflhe ntcresti or the part Its 

mt of / a44»H4es- dial have not relinquished mteTEsTs"in the well at die time of such operation. 

parties entitled to participate in the operation 

'-four(24),hours, exclusive of Saturday, Sunday 

3 and legal holidays,' if a drilling rig is on location). Each party shall,then have two (2)'days (or twenty-four (24) hours if a rig 

4 is on1 location) from receipt of such -notice to elect by delivery of notice to Operator to participate in.such operation or lo 

5 relinquish interest in Ihe affected well'pursuant to the provisions of.Articlc V1.B.2,; failure by a party to deliver notice within 

6 1 such period shall be deemed an election rjpj to participate in die prevailing proposal. 

7 7. Conformity to Spncjne Partem.iNotwidistandine the provisions of this Article V1.B.2., it is agreed that no wells shall be 

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

9 Area is producing, unless such well conforms to the then-existing well spacing partem for such Zone.' 

10 8. Payjnp Wells, No party shall conduct any - Reworking, Deepening, Plugging Back, Completion, Recompletion, or 

11 j Sidetracking, i 

12 I with the consent' 

13 C. Completion of Wells; Reworking arid Plugging Back: 

14 I . Completion: Without.the consent of all parties, tno well .shall be drilled, Deepened or Sidetracked, except any well 

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

16 Deepening or Sidetracking slujlj include: ̂  ^ ^ 

17 | 0 Option No, I : /, All^necessary 'expenditures for the drilling, Deepening or • Sidetracking, testing. Completing and 

18 equipping ofthe we 11, .incl lading necessary tankage and/or surface facilities. 

19 | 0 Onlion'No. 2: / A l l ' 'necessary expenditures for the drilling;,Deepening, or Sidetracking and testing of the well. When 

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

21 thereof furnished to the parties, Operator shall give immediate notice to the Non-Operators having die right to 

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

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

24 | shall'liave.forty-eight (48)"h'ours {/"elusive of-Saturday, Sunday andilegal holidays)"in which lo.elect by delivery of 

25 notice to'Operator.,10 participate in) a recommended',Completion attempt or to. make a Completion^proposal widi an 

26 accom'panying'AFE.' Operator shall-deliver.any such-Completion proposal, or any, Completion proposal.conflicting 

27 with;'.Operator's proposal, to -'the other parties-entitled._to participate in. such Completion .'in accordance with the 

28 procedures specified 'in- Article VI.B.6. Election to participate in . a Completion attempt shall-include consent-lo' all 

29 necessary-expenditures' for die Completing and.- equipping of such well, including necessary tankage and/or surface 

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

31 receiving such notice to reply within the period, above fixed shall constitute an election by that_ party noj to 

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

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

34 provision of Article V1.B.2. hereof (the phrase' "Reworking, Sidetracking, Deepening, Recompleting or Plugging 

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

36 thercofter"conductcd'by less than all parties;.provided, however, that Article VI.B.2. shall apply separately to each 

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

38 Party:ns to one. Completion or:Recompletion attempt/shall1, not prevent a'partyfrom'becoming a.Consenting Party 

39 'in subsequent Completion or ^Recomplelion attempts* • regardless whether the' Consenting Patties as to earlier 

40; Completions' or Recompletion,'have , recouped "their. costsypursuant>to>. Article VI.B.2.; provided, further, that any 

41 recoupment', of .cosls-'by a"Conscnting Party shall' be? made" solely., from-the production attributable "to the Zone in 

42 whichilhc Completion .attcmpt'is made. "Electionjbyta^previous Non-Consenting,party to participate in. a:subsequent 

43 Completion or Rccomplclion "allempt. sliall. reqiiire'such:pa"rty' to pay its. proportionate share of the cost of salvable 

44 materials' and equipment installed in the well' pursuant.-Mo ihe' previous Completion or Recompletion attempt, 

45 insofar and.oniy 'insofar as such*materials and-equipment benefit the Zone in which such party participates in a 

46 Completion attempt. 

47 2.'Rework,^Recomplete or. Plug-Back': No well shall be Reworked, Recompleied or Plugged Back cxcepl a wcll'Reworkcd, 

48 Recompleied,! or Plugged'Back'pursuant! to the provisions'of Article VI.B.2. ofuliis .agreement. Consent to the "Reworking, 

49 Recbmpletihg or Plugging Back' of. a well shall include' all necessary expenditures in conducting such operations and 

50<* Compleling'and equipping of said well, including necessary'lankageand/or surface facilities. 

51 D. Oluer.Operatlohs: 

52 Operator sliall not undertake any single project reasonably estimated to require an expenditure in excess of 

53 -| Fifty Thousand. 11 Dollars"IS sblfJDO.OO • ) except in connection wiih ihe 

54 dril!ing,/Sideiracking,<Reworking, Deepening, Completing, Recompiling v or _Plugging Back o f a well lhat has been previously 

55. authorized^ by..or"pursuant *to this agreement; • provided^ however, thai, .in case of explosion, fire, flood or other sudden 

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

57 are required lo deal'withyihe 'emergency .tolsafcguard life and .propertytbut Operator,.as'promptly as, possible, shall report Ihe 

58 emergency/to thejother parlies. If Operator-prepares an AFE'for its'own U5c.„0perator'shal! fumish any Non-Operator so 

59 | requesting an information copy dicreof for any single project costing in excess of FifiyThousand' Dollars 

60-1 (150,000.01) ; ). Any party who has'not relinquished its interest in a well sliall have the right to propose that 

61 Operator'perform repair work or undertake ihe installation of artificial'lift equipment'oriancillary production facilities such as 

62 | salt'water.disposarwclls or to conduct,,additional work with respect''«)• a well.drillcd'-licreunder or other similar project (but 

63 |. not-including1 ihe'installation of gathering', lines or oihentransportaiion-or marketing facilitiesr-the-^ retaliation-of wiBoli-shaH 

64 | "be—Bowmedr-by—separata-agreement—between—the-parties) reasonably'estimate'd to require an expenditure in excess of tlie 

65 amount first set forth above in this Article. VI.D, (except in connection willi-an operation'required to-be proposed under 

66 Articles VI.B.l . or VI.C.I. Option No.'2, which shall beigovemed cxclusivcly-be Ihose-Articles). Operator sliall deliver such 

67 proposal (o all parties, entitled lo participate therein. If within thirty (30)( days thereof Operator secures tlie written consent 

68 | of anv panv or parties owning at least 60 % of the interests,-of die parties'entitled to. participate in such operation, 

69 racliipairy-having.the right-to1'participate^in sucli'project-'shal^bc'bound by the lentisof such.proposal and shall be obligated 

70 lo'pay its proportionate "share of the costs'of the proposed'project as'if-it had consented to sucli project pursuant-to tlie terms 

71 of the proposal. 

72 E. Abandonment of Wells: 

73 1. Abandonment*.of Drv'Holes: Exceptffor any__wcll'drilled or)Deepened,pursuant to Article VI.B.2,, anyjwell,which,has 

74" been drilled or'Deepened-under the terms of this'" agreement 'and1.is proposed to be complcted'as o dry li6le*shairnot'bc 
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1 plugged and abandoned without Ihe consent of all parties. Should Operator, after diligent effort, be unable to contact any 

2 party, or should any party fail to reply within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after 

3 delivery of notice of the proposal to plug and abandon such well, such party shall be deemed to have consented to the 

4 proposed abandonment. All such wells shall be plugged and abandoned in accordance with applicable regulations and at the 

5 cost, risk and expense of the parties who participated in the cost of drilling or Deepening such well. Any party who objects to 

6 plugging and abandoning such well by notice delivered to Operator wilhin forty-eight (48) hours (exclusive of Saturday, 

7 Sunday and legal holidays) after delivery of notice of the proposed plugging shall lake over the well as of the end of such 

8 forty-eight (48) hour notice period and conduct further operations in search of Oil and/or Gas subject to the provisions of 

9 Article VLB,; failure of such party to provide proof reasonably satisfactory to Operator of its financial capability to conduct 

10 such operations or to lake over the well within such period or thereafter to conduct operations on such well or plug and 

11 abandon such well shall entitle Operator to retain or take possession of the well and plug and abandon the well. The party 

12 taking over tlie well shall indemnify Operator (if Operator is an abandoning party) and Ihe other abandoning parties against 

13 liability for any further operations conducted on such well except for the costs of plugging and abandoning the well and 

14 restoring the surface, for which the abandoning parties shall remain proportionately liable. 

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

16 conducted hereunder for which the Consenting Parlies have not been fully reimbursed as herein provided, any well which has 

17 been completed as a producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to 

such abandonment, the well shall be plugged and abandoned in accordance^ v^th applicable regulations and at the cost, risk 

and expense of ail the parties hereto. Failure of a party to reply within / s'*SfT<f%.$ lys of delivery of notice of proposed 

abandonment shall be deemed an election to consent to the proposal. If, within / swty-(60j days after delivery of notice of the 

21 proposed abandonment of any well, all parties do not agree lo the abandonment of such well, those wishing to continue its 

22 operation from the Zone then open to production shall be obligated to take over the well as of the expiration of the 

23 applicable notice period and shall indemnify Operator (if Operator is an abandoning party) and the other abandoning parties 

24 against liability for any further operations on the well conducted by such parties. Failure of such party or parties to provide 

25 proof reasonably satisfactory to Operator of (heir financial capability to conduct such operations or to take over the well 

26 within the required period or thereafter to conduct operations on such well shall entitle operator to retain or take possession 

27 of such well and plug and abandon the well. 

28 Parties taking over a well as provided herein shall tender to each of the other parties its proportionate share of the value of 

29 the well's salvable material and equipment, determined in accordance with the provisions of Exhibit "C," less tlie estimated cost 

30 of salvaging and the estimated cost of plugging and abandoning and restoring the surface; provided, however, that in the event 

31 the estimated plugging and abandoning and surface restoration costs and the estimated cost of salvaging are higher than Ihe 

32 value of the well's salvable material and equipment, each of the abandoning parties shall tender to the parties continuing 

33 operations their proportionate sliares of the estimated excess cost. Each abandoning party shall assign to tlie non-abandoning 

34 parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of (he equipment and material, nil 

35 of its interest in tlie wellbore of the well and related equipment, together with its interest in. (he Leasehold insofar and only 

36 insofar as such Leasehold covers Ihe right to obtain production from that wellbore in the Zone then open lo production. If the 

37 interest of the abandoning patty is or includes and Oil and Gas Interest, such party shall execute and deliver to the non-

38 abandoning party or parties an oil and gas lease, limited to the wellbore and the Zone then open to production, for a term of 

39 one (1) year and so long thereafter as Oil and/or Gas is produced from the Zone covered thereby, such lease to be on the form 

40 attached as Exhibit "B." The assignments or leases so limited shall encompass the Drilling Unit upon which the well is located. 

41 The payments by, and the assignments or leases to, the assignees shall be in a ratio based upon the relationship of their 

42 respective percentage of participation in the Contract Area to the aggregate of the percentages of participation in die Contract 

43 Area of all assignees. There shall be no readjustment of interests in (he remaining portions or the Contract Area. 

44 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in tlie operation of or, production 

45 I from the well in Ihe Zone (hep open other than the royalties retained in any lease made under the terms of tliis Article, Upon 
I have (he option, nl its sole discretion, Iq 

46 I request. Operator sliall / continue to operate the assigned''Well lor the account of the non-abandoning parlies at Ine rates and 

47 charges contemplated by this agreement, plus any additional cost and charges which may arise as the result of the separate 

48 ownership of the assigned well. Upon proposed abandonment of the producing Zone assigned or leased, Ihe assignor or lessor 

49 shall then have the option to repurchase its prior interest in the well (using the same valuation formula) and participate in 

50 further operations therein subject lo the provisions hereof. 

51 3. Abandonment of Non-Consent Operation;; The provisions of Article VI.E.l. or VI.E.2. above shall be applicable as 

52 between Consenting Parties in the event of tbe proposed abandonment of any well excepted from said Articles; provided, 

53 however, no well shall be permanently plugged and abandoned unless and until all parties having the right to conduct further 

54 operations therein have been notified of ihe proposed abandonment and afforded tbe opportunity 10 elect to take over Ihe well 

55 in accordance wilh the provisions of this Article VI.E.; and provided further, that Non-Consenting Parties who own an interest 

56 in a portion of the well shall pay their proportionate shares of abandonment and surface restoration cost for such well as 

57 provided in Article VI.B.2.(b). 

58 F. Termination of Operations: 

59 Upon the commencement of an operation Tor the drilling, Reworking, Sidetracking, Plugging Back, Deepening, testing, 

60 Completion or plugging of a well, including but not limited to the Initial Well, such operation shall not be terminated without 

61 | consent of parties bearing SO % of the costs of such operation; provided, however, that in the event granite or other 

62 practically impenetrable substance or condition in tlie hole is encountered which renders further operations impractical, 

63 Operator may discontinue operations and give notice of such condition in the manner provided in Article VI.B.l , and the 

64 provisions of Article VI.B. or VT.E shall thereafter apply to such operation, as appropriate. 

65 C. Taking Production in Kind: 

66 0 Option No. 1: Gas Balancing Agreement Attached 

67 ( . Each party shall / take m'kuid' or separately dispose of its proportionate share of all Oil and Gas produced from the 

68 Contract Area, exclusive of production which may be used in development and producing operations and in preparing and 

69 treating Oil and Gas for marketing purposes and production unavoidably lost. Any extra expenditure incurred in ihe taking 

70 | in kind or separate disposition by any party of its proportionate share of the production shall be bome by such party. Any 

71 I party-taking-its-shara-uf-produntion-^^ proportionate shan 

72 | Operator ;̂-surface facilities-whieh-it-uses. 

73 Each party shall execute such division orders and contracts as may be necessary for die sale of its interest in. 

74 production from ihe Contract Area, and, except as provided in Article VIIB. , shall be entitled to receive payment 
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directly from the purchaser thereof for its share of all production. 

-take—in—kind—or separately-dispose of its-proportionate 

-it—to—ethere al-any lime and from-time le 

Operator upon-at- least- ten (10) days written notice-(q—the owner-of said predwtion—a nd-sholl be subject always to 

the right of—the—owner- of-tiie—product ion-upon—a I least-ten (10) dayp written—not ice-to Operator lo exercise at any 

time its-right-

Any purchase or sale by-Optralor -of- any othe^-party's-share 

usly delivered-to - o purchaser, 

•for such-reasonable 

df-of-lha-indBHry1 under tho particular—cwsnn 

peried-rn-woess-of-one^t^earr 

Any such sale by Operator—shall—be-in a maraeF—wm me really-reaswable--urtucr the circumstances but Operator 

shall' have no duly to share—any—e« sting-market—or—to—obtain a price equal tO' that—received—under—any existing 

market.—Tlie sale or delivery -by Operator of-n nen-tftking-parly'c share-of Oil under—the—terms-of-any—existing 

ca street of Operator-shall-not give Ihe non taking- potty- any—interest-!n. or make-the-non-taking parly a potty lo said 

wriBen-notioe of such inlendon-puichaso and-the prim to-be paid-oHlie^Hwing-basis lobeusedr 

All—parties-stoll give timely written- notice t&—Operator of-tiierr-Gos marketing arrangements for llie-following 

Operator shall—maintain - records— e£-all-marketmg—airangnmenlSr-and-of—vohnnes-aomally -sold-or transportedr- which 

res 
ant_. _. 
thirty 
subsequent eh? 
Operators laki 
arrangements 
reasonable re 

oil 

Operator shall Save tne option upon thirty (30) days prior WHFrcn nofffc dTfJperflfor to elect that Operator, sell lis share of 
UiUndJor Cas not previously deuvered lo a purchaser, and Operator shall theVeaIter sell such Oil and/or,Gas subject to the 
terms of this agreement.-All sales of Oil and/or Gas by Operator, for the account(a) of Non-Operatorls) shall be in a manner 

o'n'to.take j : 
thirty (30J Ji 

ly dlspo 
eff is 

or oi 
,y Non-
rkettng 

rcially reasonable un the clrcuinstincts and shaft be made at the same nrlce as received by.Operator under-the 
af.an Arm s Length• Agreement (as dcfincililn'Exhlbif !'E"). Oneralor; jhalli mainlaln'reeords of> all r marketing 

arrangements and-volumes actually sold or transported, which records shall'be made available to Non-Open torts) upon 
reasonable request. 

In the event one or more parties separate disposition of its share of the Gas causes split-stream deliveries to separate 

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

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

any Gas balancing agreement between ihe parties hereto, whether such an agreement is attached as ExJiibit "E" or is a 

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

B—Option-No. I I ft'o-Gas-Batoftctng Agreement! 

msurred in the taking—in-kint3~oF-ieparale--<li5pesjtion-by any-party—of—tts-preportionate sharo-of the production-sha 11 

proportionate sham of such port of Opera to^s-surfaoe facil ities which il uses. 

—Each-party shall execute• such-di vision-eiders-and—owtraoB-awna for -the- sale-, of its—interest—in 

preductkm-from -we-Cenliact Area, and, except og—provided in Article VH.fl^-cliall-be entitled .-to-receive payment 

—If-any—party—fails to -make—the—arrangements necessary in lake—in—hind-or separately— dispose—of its proportionate 

share—of tlie—Oil -and/of—Gas—produced—from—the—Contract—fije&i—Operator—sliall—have—(he—righh—subject—le—the 

revocation-at-will by the party owning it, bul nol-the oMigation^o-purehase. such Oil and/or-Gaa-or coll-it-to-o there 

at-any—time and-from-lime-to-tinw, for the accounl of Ihe noivtaking party,—Any-such-purohase or sale -by-Operator 

may—be-torminated by Operator-upon at—least—ten- (10) days written-tKriioc-toA4he-ewner—of^id-ftreductfon-and-shall 

be-subject-always—to the right-of-tho-owner of the produotiort-upon nt least-ien-(lO) days—wrirten-rotiee-to-Qperator 

to-exeicise its rigtll to take in kind, or EBpnralely-dispose-of;—its—share' of oil Oil and/or-Gas—not-previously—delivered 

to -a—purchaser; - provided, howevefj—that—Iho—effective-dale—of—any-wwh—revocation—may be deferred—ot Operator's 

elect-ion for o period not to exceed ninety (g-Qj-days-if-^Upwator- hos commit!ed-such—production—lo a purchase 

con tract having a term-extending beyond-such-ten (10) 'day period. Any-purEnase-or-sale-by Ooeratei-of any other 

year; 

—Any-such sale by Operator shall- be in-a—manner-wmmefcially reasonable-under—ihe-cifflumstancas,-.fcui Operator 

shall-have—no-duty -to-share-any existing—market—ot^transportation-nrrangemant-or—to-obtain-a-priae-or-tfaBsportatian 

fee equal—to- that-received—<mdet—any enisling— market—or—transpottation—anungamenli The Bale nr--deliveiy by 

Operator of a non-taking— party's-share—of—prt^uction-urideiMhB-^emis-of-aiiy-eiasliftB—oontraol-of—Qperalor-6ha 11 -not 

give the-non-taking party any-inter^st-4n-or-4tiake-4he-non-taking-pBrty—a - pa rly- lo- said-contract,—No-purchase of Oil 

ond Gas and—no sala of- Gas - shall—be—inade—by—Qnenilor—witlmut—firel—giving—ilie—non-takme—pa rfy—ten -days—written 

notice-of-suoh intanded-purcliase or sale-and-the-price-to-be-paid -or • the priemg-basis-to-be-used Operator—shall-give 

notice to all partiee-nf-the-first-sale-of^as-ffarn-any weikmder-lhin Aereemanti 

— A I I—parties—shall give timely written notice-to Operator-of their- Gas -marketing—arrangements- for- the fallowing 

ling—afiangeinentSi—and—of—volu mes—actually—sold—or—transporledj—which 

>peraloi5-u pon reasonable requcstr 

ARTICLE VI I . 

EXPENDITURES AND LIABILITY OF PARTIES 

A. Liability of Parlies: 

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

monuV-exeludr 

Operator—shall—mat] 
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and shall be liable only for its proportionate share of (he costs of developing and operating the Contract Area. Accordingly, the 

liens granted among the parties in Article VII.B, arc given to secure only the debts of each severally, end no party shall have 

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

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

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

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

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

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

with respect to activities hereunder. 
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1 0. Liens and Security Interests: 

2 Each party grants to the other parties hereto a Ken upon any interest it now owns or hereafter acquires in Oil and Gas 

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

4 interest it now owns or hereafter acquires in the persona] property and fixtures on or used or obtained for use in connection 

5 therewith, to secure performance of all of its obligations under this agreement including hut not limited to payment, of expense, 

6 interest and fees, the proper disbursement of all monies paid hereunder, ihe assignment or relinquishment of interest in Oil 

7 and Gas Leases as required hereunder, and ihe proper performance of operations hereunder. Such lien and security interest 

B granted by each party hereto shall include such party's leasehold interests, working interests, operating rights, and royalty and 

9 overriding royally interests in the Contract Area now owned or hereafter acquired and in lands pooled or unitiied therewith or 

10 otherwise becoming subject to this agreement, the Oil and Gas when extracted therefrom and equipment situated thereon or 

11 used or obtained for use in connection therewith (including, without limitation, all wells, tools, and tubular goods), and accounts 

12 (including, without limitation, accounts arising from gas imbalances or from the sale of Oil ancVor Gas at the wellhead), 

13 contract rights, inventory and general intangibles relating thereto or arising therefrom, and all proceeds and products of the 

14 foregoing. 

15 To perfect the lien and security agreement provided herein, each party hereto shall execute and acknowledge ihe recording 

16 supplement and/or any financing statement prepared and submitted by any party hereto in conjunction herewith or at any time 

17 following execution hereof, and Operator is authorized lo file this agreement or the recording supplement executed herewith as 

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

19 Commercial Code in the slate in which the Contract Arei is situated and such other states as Operator shall deem appropriate 

20 to perfect the security interest granted hereunder. Any party may file this agreement, tlie recording supplement executed 

21 herewith, or such other documents as it deems necessary as a lien or mortgage in tlie applicable real estate records and/or a 

22 financing statement with the proper officer under the Uniform Commercial Code. 

23 Each party represents and warrants to the other patties hereto that the lien and security interest granted by such party to 

24 the other parties shall be a first and prior lien, and each party hereby agrees to maintain die priority of said lien and security 

25 interest against all persons acquiring an interest in Oil and Gas Leases and Interests covered by ihis agreement by, tlirough or 

26 under such party. All parties acquiring an interest in Oil and Gas Leases and Oil and Gas Interests covered by Uiis agreement, 

27 whether by assignment, merger, mortgage, operation of law, or otherwise, shall be deemed to have taken subject 

28 lo the lien and security interest granted by this Article VII.B. as to all obligations attributable to such interest hereunder 

29 whether or not such obligations arise before or after such interest is acquired, 

30 To the extent that parties have a security interest under the Uniform Commercial Code of the state in which die 

31 Contract Area is situated, they shall be entitled to exercise tlie rights and remedies of a secured party under the Code. 

32 Tlie bringing of a suit and the obtaining of judgment by a party for the secured indebtedness shall not be deemed an 

33 election of remedies or odicrwisc affect the lien rights or security interest as security for the payment thereof. In 

34 addition, upon default by any party in the payment of its share of expenses, interests or fees, or upon the improper use 

35 of funds by the Operator, the other parties shall have the right, without prejudice to other rights or remedies, to collect 

36 from the purchaser the proceeds from the sale of such defaulting party's share of Oil and Gas until Ihe amount owed by 

37 such party, plus interest as provided in "Exhibit C," has been received, and shall have the right to offset the amount 

38 owed against the proceeds from the sale of such defaulting party's share of Oil and Gas, All purchasers of production 

39 may rely on a notification of default from the non-defaulting party or parlies stating the amount due as a result of the 

40 default, and all parties waive any recourse available against purchasers for releasing production proceeds as provided in 

41 this paragraph, 

42 I f any party fails to pay its share of cost within one hundred twenty (120) days after rendition of a statement therefor by 

43 Operator, the non-defaulting parties, including Operator, shall upon request by Operator, pay the unpaid amount in the 

44 proportion that the interest of each such party bears to the interest of ail such parties. The amount paid by each party so 

45 paying its share of the unpaid amount shall be secured by the liens and security rights described in Article VII.B., and each 

46 paying party may independently pursue any remedy available hereunder or otherwise, 

47 If any party does not perform all of its obligations hereunder, and the failure to perform subjects such party to foreclosure 

48 or execution proceedings pursuant to the provisions of Uiis agreement, lo the extent allowed by governing law, the defaulting 

49 party waives any available right of redemption from and after the date of judgment, any required valuanon or appraisement 

50 of the mortgaged or secured property prior to sale, any available right to stay execution or to require a marshaling of assets 

51 and any required bond in the event a receiver is appointed. In addition, to the extent permitted by applicable law, each party 

52 hereby grants to the other parties a power of sale as to any property that is subject to the lien and security rights granted 

53 hereunder, such power lo be exercised in the manner provided by applicable law or otherwise in a commercially reasonable 

54 manner and upon reasonable notice, 

55 Each party agrees that the other parties shall be entitled to utilize the provisions of Oil and Gas lien law or other lien 

56 law of any stale in which the Contract Area is situated lo enforce ihe obligations of each party hereunder. Without limiting 

57 Ihe generality of the foregoing, to the extent permitted by applicable law, Non-Operators agree that Operator may invoke or 

58 utilize the mechanics' or materialmen's lien law of the stale in which the Contract Area is situated in order (o secure the 

59 payment to Operator of any sum due hereunder for services performed or materials supplied by Operator. 

60 C. Advances: 

61 Operator, at its election, shall have Ihe right from time to time (o demand and receive from one or more of Ihe other 

62 parties payment in advance of their respective shares of the estimated amount of the expense to be incurred in operations 

63 hereunder during the nexl succeeding month, which right may be exercised only by submission to each such party of an 

64 itemized statement of such estimated expense, together with an invoice for its share thereof. Each such staiemeni and invoice 

6J for the payment in advance of estimated expense shal) be submitted on or before Ihe 20th day of the next preceding monlh. 

66 Each party shall pay to Operator its proportionate share of such estimate within fifteen (15) days after such estimate and 

67 invoice is received. If any party fails to pay its share of said estimate within said time, die amount due sliall bear interest as 

68 provided in Exhibit "C" until paid. Proper adjustment shall be made monthly between advances and actual expense to the end 

69 that each party shall bear and pay its proportionate sliare of actual expenses incurred, and no more, 

70 D. Defaults and Remedies: 

71 If any party fails to discharge any financial obligation under this agreement, including without limitation tbe failure to 

72 make any advance under the preceding Article VII.C. or any other provision of this agreement. Within the period required for 

73 such payment hereunder, then in addition to the remedies provided in Article VII.B. or elsewhere in ihis agreement, the 

74 remedies specified below shall be applicable. For purposes of this Article VIl.D., all notices and elections shall be delivered^ 

\ 
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1 only by Operator, except tliat Operator shall deliver any such notice and election requested by a non-defaulting Non-Operator, 

2 and when Operator is the party in default, the applicable notices and elections can be delivered by any Non-Operator. 

3 Election of any one or more of the following remedies shall not preclude the subsequent use of any other remedy specified 

4 below or otherwise available to a non-defaulting party, 

5 1. Suspension of Rights: Any party may deliver io the party in default a Nodce of Default, which shall specify the default, 

6 specify die action to be taken to cure the default, and specify that failure to take such action will result in the exercise of one 

7 or more of the remedies provided in this Article. If the default is not cured within thirty (30) days of tlie delivery of such 

fl Notice of Default, all of the rights of the dcfaultiog party granted by this agreement may upon notice be suspended until the 

9 default is cured, without prejudice to the right of the non-defaulting party or parties to continue to enforce the obligations of 

10 the defaulting party previously accrued or thereafter accruing under this agreement. If Operator is ihe party in default, the 

11 Non-Operators shall have in addition the right, by vote of Non-Operators owning a majority in interest in the Conttact Area 

12 after excluding tlie voting interest of Operator, to appoint a new Operator effective immediately. The rights of a defaulting 

13 party that may be suspended hereunder at the election of the non-defaulting parties shall include, without limitation, the right 

14 to receive information as to any operation conducted hereunder during the period of such default, the right to elect to 

15 participate in an operation proposed under Article VLB. of this agreement, the right to participate in an operation being 

16 conducted under this agreement even i f the party has previously elected to participate in such operation, and the right to 

17 receive proceeds of production from any well subject to this agreement. 

18 2. Suit for Damages: Non-defaulting parties or Operator for the benefit of non-defaulting parties may sue (at joint 

19 account expense) to collect the amounts in default, plus interest accruing on Die amounts recovered from the date of default 

20 until llic date of collection at die rate specified in Exhibit "C" attached hereto. Nothing herein shall prevent any party from 

21 suing any defaulting party to collect consequential damages accruing to such party as a result of die default. 

22 3. Deemed Non-Consent: The non-defaulting party may deliver a written Notice of Non-Consent Election lo tlie 

23 defaulting party at any time after the expiration of the thirty-day cure period following delivery of Hie Notice or Default, in 

24 which event i f the billing is for the drilling a new well or the Plugging Back, Sidetracking, Reworking or Deepening of a 

25 well which is to be or lias been plugged as a dry hole, or for the Completion or Recompletion of any well, the defaulting 

26 party will be conclusively deemed lo have elected not to participate in Ihe operation and to be a Non-Consenting Party with 

27 respect Ihereto under Article VLB. or Vl .C. as the case may be, to Ihe extent of the costs unpaid by such patty, 

28 notwithstanding any election to participate theretofore made. If election is made to proceed under this provision, then the 

29 non-defaulting parties may not elect to sue for the unpaid amounl pursuant to Article VLI.D.2. 

30 Until the delivery of such Notice of Non-Consent Election to the defaulting party, such party shall have tlie right to cure 

31 its default by paying its unpaid share of costs plus interest at the rate set forth in Exhibit "C," provided, however, such 

32 payment shall not prejudice the rights of the non-defaulting parties to pursue remedies for damages incurred by tlie non-

33 defaulting parties as a result of the default. Any, interest relinquished pursuant to this Article VII.D.3. sliall be offered to the 

34 non-defaulting parlies in proportion to their interests, and Ihe non-defaulting parties electing lo participate in the ownership 

35 of such interest shall be required to contribute their shares of the defaulted amount upon their election to participate therein. 

36 4. Advance Payment: If a default is not cured witiiin thirty (30) days of Ihe delivery of a Notice of Default, Operator, or 

37 Non-Operators i f Operator is the defaulting party, may thereafter require advance payment from the defaulting 

38 party of such defaulting party's anticipated share of any item of expense for which Operator, or Non-Operatora, as the case may 

39 be, would be entitled to reimbursement under any provision of this agreement, whether or not such expense was the subject of 

40 Ihe previous default Such right includes, but is not limited to, the right to require advance payment for the estimated costs of 

41 drilling a well or Completion of a well as to which an election lo participate in drilling or Completion has been made. If Ihe 

42 defaulting party fails to pay the required advance payment, the non-defaulting parties may pursue any of the remedies provided 

43 in the Article VILD. or any other default remedy provided elsewhere in this agreement. Any excess of roods advanced remaining 

44 when the operation is completed and all costs have been paid shall be promptly returned to the advancing party. 

45 5. Costs and Attorneys' Fees: In the event any party is required to bring legal proceedings to enforce any financial 

46 obligation of a party hereunder, the prevailing party in such action shall be entitled lo recover alt court cosis, costs of 

47 collection, and a reasonable attorney's fee, which the lien provided for herein shall also secure. 

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

49 Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid 

50 by the party or parlies who subjected such lease to ihis agreement at its or their expense. Inthe event two or more parties 

51 own and have contributed interests in the same lease to this agreement,' such parries may designate one of such parties 10 

52 make said payments for and on behalf of all such parties. Any party may request, and shall be entitled to receive, proper 

53 evidence of all such payments. In the event of failure to make proper payment of any rental, shut-in well payment or 

54 minimum royalty through mistake or oversight where such payment is required to continue lie lease in force, any loss which 

55 results from such non-payment shall be bome in accordance with the provisions of Article IV.B.2. 

56 Operator shall notify Non-Operators of the anticipated completion of a shut-in well, or the shutting in or return to 

57 produciion of a producing well, at least five (5) days (excluding Saturday, Sunday, and legal holidays) prior to taking such 

58 action, or at the earliest opportunity permitted by circumstances, but assumes no liability for failure to do so. In the event of 

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

60 timely payments of any shut-in well payment shall be bome jointly by the parties hereto under the provisions of Article 

61 IV.B.3. 

62 F. Taxes: 

63 Beginning wilh the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all 

64 property subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed 

65 thereon before they become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as 

66 to burdens (to include, but not be limited to, royalties, overriding royalties and production payments) on Leases and Oil and 

67 Gas Interests contributed by such Non-Operator, If the assessed valuation of any Lease is reduced by reason of its being 

68 subject lo outstanding excess royalties, overriding royalties or production payments, ihe reduction in ad valorem taxes 

69 resulting therefrom shall inure to the benefit of the owner or owners'of such Lease, and Operator shall adjust the charge to 

70 such owner or owners so as to reflect the benefit of such reduction. If ihe ad valorem taxes arc based in whole or in part 

71 upon separate valuations of each party's working interest, then notwithstanding anything to Ihe contrary herein, charges, to 

72 the joint account shall be made and paid by the parties hereto in accordance with the tax value generated by each parry's 

73 working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in the mannen 

74 provided in Exhibit "C." 
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1 i f Operator considers any tan assessment improper, Operator may, at its discretion, protest wilhin the time and manner 

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

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

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

5 tlie join! account, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be 

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

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

8 to the production or handling of such party's share of Oil and Gas produced under the terms of this agreement, 

9 ARTICLE V I I I . 

[0 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 

11 A. Surrender ofLeases: 

12 The Leases covered by this agreement, insofar as diey embrace acreage in the Contract Area, shall not be surrendered in whole 

13 or in part unless all parties consent thereto. 

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

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

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

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

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

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

20 located thereon and any rights in production thereafter secured, to the parties not consenting lo such surrender. If the interest of the 

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

22 consenting to such surrender an oil and gas lease covering such Oil and Gas Interest for a term of one (1) year and so long 

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

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

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

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

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

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

29 acreage. Tlie value of all salvable materials and equipment shall be determined in accordance with the provisions of Exhibit "C," less 

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

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

32 assignment or lease is in favor of more lhan one party, tbe inferest shall be shared by such parlies in tbe proportions thai Ihe 

33 interest of each bears to the total interest of all such parties. If the interest of the parties to whom the assignment is to be made 

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

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

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

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

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

39 B. Renewal or Extension of Leases: 

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

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

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

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

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

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

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

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

48 (f some, but less than all, of the parties elect to participate in the purchase of a renewal or replacement Lease, it shall be owned 

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

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

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

52 shall not cause a readjustment of the interests of ihe parties stated in Exhibit "A," but any renewal or replacement Lease in which 

53 less than all parties elect to participate sliall not be subject to ihis agreement but shall be deemed subject to a separate Operating 

54 Agreement in the form of Ihis agreement. 

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

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

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

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

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

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

6! ihe renewal or replacement Lease becomes effective; but any Lease token or contracted for more tlian six (6) months after the 

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

63 agreement. 

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

65 &—Ac rea gc-or-Cosh-€ontri bul ionw 

68 he-applied by i i aga inst-thc- cost- of-such-dBltfng-er^oi her operation:—If the contribution be-in the form of-acreage,-the-party to whom 

69 Ihe cornribulion-w-made shall promptly lender-an-assjgnmenl of the acreagej-wilhout warranty of title, to I he-Drilling Parties in the 

70 proportions said Drilling-faaies-shared-lhfrcost-o^fMing Hie well. Sush-aereage-fihall -become a separate Contract Area and, to the 

71 8X48nt-pamble, -t»-gweBHto'-by- agreement;—Each party shrill promptly -notify all other parlies of any 

72 aeraage-or-oash-c^nbibiBioflS-^ of-any well or any—other—operation- on Ihe-Conlraol Area,— Toe-above 

73 provisiorw-shall-alsobo applicable lo-oplional-iighls-ta-eam-acreage-oul side, ihe Contract-Area - which -

74 inside-Contract Area, 
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Area in - the Oi l and Gas Leases, Oi l -and-Gas 

1 If any party contracts-for any consideration-relating-to disposition-of such party's -share -of- substances produced-hereunder; 

2 such-BOnsideralion shall not be deemed a contribution as contemplai 

3 D. Assignment; Maintenance of Uniform Interest: 

4 For-the purpose oE-maintainiflg—a 

5 Interests,—wells, equipment and—production—eavered-by this agreemei 

6 disposi l ien-of^s-ml«e^n-the-Oil and-Gas Leases and~6il--eiHl-Ga£-IntBr<sts--ei 

7 ea^pweat-flftetproduWion unlaw euch dispoatien-cowrB-wtheH 

8 1, iheentife-interesl of Ihe party in-aH-Qil-and Gas-Leasee, Oil and Gas Inlaresist wells, equipment-and-produclicHii-Bt 

9 a, an—equal-uEidtvided-percent-of-the-party's— present-interest in-all Oil nod—Gas Leases, -Cit-and-Gas Interests, wolls, 

10 equipment-and-produoliort in the-Con tract-Area, 

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

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

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

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

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

)6 instrument of transfer or other satisfactory evidence thereof in writing from the transferor or transferee. No assignment or other 

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

18 to Ihe interest transferred, including without limitation the obligation of a party to pay all costs attributable to an operation 

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

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

21 If, al any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, 

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

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

24 bind, (lie co-owners of such party's interest wilhin Ihe scope of the operations embraced in this agreement; however, all such ca-

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

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

27 proceeds thereof, 

28 E. 'Waiver nf Rlghls to Partition: 

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

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

31 undivided interest therein, 

32 F^-Prefetwnlial-IUgM-le-PurchaEei 

33 O—f^io™j^-Qrec4<4feppl ieaHe^ 

34 Should-any-party-desiiB lo cell all-or any part of its. interests under this ngreBment,-or its rights and-interests in the Contract 

35 Arearit-6hBll-pfomptly-give- wrilten-notioe-lo-lhe other-parties, with full-informalion concerning its proposed-disposition, whioh 

36 shaH-include u^e-narne-and-address-of-the-prospeotive transferee (who-must be readyr-willing and able to purchase)Hhe-iHneha5e 

37 pM^r-o-iegal^tBs^pikin-^f i i^Bf- t^S^ify the property, and-alt-olher-ternis-of-trto-offef;—Tha other-patties shall then have an 

38 optional-prio^-rightf-for-a period of ten-ffO)-dayB a Irer-tho-notice is delivered, to purchase for the fitalod-considBralien on tha 

39 same teims^itd—coridittofts—the—interest—which the other party—proposes to sell; andi-if-this—optional- right is exercised/ the 

41 purchasing-part ie*—However, Ihere • nhal l-be-rw>-fit^erenlial-righMC^ purchase- in - those-cases - where any-party wishes to mortgage 

42 its-Hnleraasr-oMe-lranrfeMHle-^ in-lieu-of-^-porwanMo-^oi^losurg-of-a mortgage of iis-interestS; 

44 to-any-party,-or-by-transfer of-its-interests lo a subsidiary or parent company or to a subsidiary-of-a-parent -company, or—to-cny 

45 oo fnpa r t y - i rH^ i ^ i - swh^ r t y owns-a-maj stock. 

46 ARTICLE I X 

47 INTERNAL REVENUE CODE ELECTION 

48 If, for federal income tax purposes, litis agreement and the operations hereunder are regarded as a partnership, and i f the 

49 parties have nol otherwise agreed to form a tax partnership pursuant to Exhibit "G" or other agreement between tbcm, each 

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

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

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

53 such evidence of ibis election as may be required by the Secretary of Ihe Treasury of the United Stales or (be Federa) Internal 

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

55 Treasury Regulation §1.761. Should there be any requirement that each patty hereby affected give further evidence of this 

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

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

58 inconsistent with the election made hereby. I f any present or future income tax laws of the state or slates in which the Contract 

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

60 1, Subtitle "A," of the Code, under which an election similar to that provided by Section 761 of tlie Code is permitted, each party 

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

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

63 computation of partnership taxable income. 

64 ARTICLE X. 

65 CLAIMS AND LAWSUITS 

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

67 | does not exceed Fifty Thousand Dollars IS 50,000.00 )and if the payment is in complete settlement 

68 of Such claim or suit. If the amount required for settlement exceeds the above amount, the parties hereto shall assume and take over 

69 the further handling of the claim or suit, unless such authority is delegated to Operator. All costs and expenses of handling settling, 

70 or otherwise discharging such claim or suit shall be a the joint expense of ihe parties participating in the operation from which the 

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

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

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

74 

- 15 -



A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1989 

i 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 
14 
15 
16 
17 
IS 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 

40 | 
41 1 

42 ' 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
G3 
64 
65 
66 
67 
68 1 

69 
70 
71 
72 
73 1 

74 

ARTICLE X I . 

FORCE MAJEURE 

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

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

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

party giving the notice, so far us tiicy arc affected by die force majeure, shall be suspended during, but no longer lhan, the 

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

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

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

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

claiming suspension. 

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

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

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

be entirely within thediscretion orthe party concerned. 

ARTICLE XI I . 

NOTICES 

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

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

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

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

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

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

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

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

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

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

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

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

shall have the right to change its address el 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 orally or by telephone when a party attempts to deliver a notice required 

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

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

ARTICLE X I I I . 

TERM OF AGREEMENT 

This agreement shall remain in full force and effect as lo the Oil and Gas Leases and/or Oil and Gas Interests subject 

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

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

0 Onlion 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 ofthe Contract Area, whether by production, extension, renewal or otherwise provided, however, that 
produciion solely attributable to Tends outside the Contract Area shall not perpetuate this agreement/ 

Ho—3f-itwthfl. event tho well described in Article. Vl.i 

eP^is-agreementr-reai Its - i n-lhe- Comptetion-ol 

quantiIiesr-lhis-agreemenl-shall continue-in—force-so-long as any-such well is capaM 

additiona 

additicwlHwtooV-one or more of Ihe—parties—hereto 

Mt-an 

-of- production, and for 

-engaged-

he BXpH 

drillinfc—Reworkine, Deepening,- Sidetracking; 

Plugging— Baa ki—testing-or-a Itempting—to 

conti nuo—in—force—until -such—operatic 

she!t-eonlinue-in-fotae-as-provided herein 

and-if-prod1 

drilled—liereunden-results- in a dry hole,—end-no—othef—well—i 

Contract—Ana;—this—agreement—shall—terminate—unless—dnll i 

completing, Plugs'ne-Beok orRewoikinB-oi»ialiens-efe-eomrne: 

•hereunder, this agreement shati 

Its therefrom,- this-agreement 

ieoision-by all partie 

lucl of any 
data of abandonment-o^-said-wcll.—^Abandonment" fof-suoh purposes shall-mean 

not—te—conduct—any—further-operations on iho well or (ii)—the -elap 

operations-en-the-wellrwhichever first ooeursr 

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

remedy Ihere for which has accrued or attached prior to the date of such termination. 

Upon termination of Uiis agreement and the satisfaction of all obligations hereunder, in the event a memorandum of this 

Operating Agreement has been filed of record, Operalor is authorized 10 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 to Operator's interest, upon 

request of Operator, if Operator has satisfied all its financial obligations. 

ARTICLE XIV. 

COMPLIANCE WITH LAWS AND REGULATIONS 

A. Laws, Regulation! and Orders: 

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

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

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

B. Governing Law: Refer lo Article XVI., R. Choice of Law. 

This—agreement—a nil—oil—mat ler§—pwtemiflg—liweto,—including-but—not—Ilmiled-to matters or—performance;- non-

peFfoFma nccr-br-cach,—remedicir-proecd uresj-ri g h tsr-dutiwi-and—inlerpfctatHHi—or—consume lion, shall—be-governed -and 

detomuned-by-thc-Iaw of Ihe stale-in-which-the-Contract-Area-Is-localed,- If-Hie-Contracl Area is-in two or-more-states, 

I he-la w- of-lhe-*la le-uf - she ll-govcrn. 
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C. Regulatory Agencies: 
1 Nothing herein contained shall grant, or he construed to grant, Operator the right or authority to waive or release any 

2 rights, privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or 
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1 orders promulgated under such laws in reference ro oil, gas and mineral operations, including the location, operation, or 

2 production of wells, on tracts offsetting or adjacent to the Contract Area. 

3 With respect to the operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, 

4 injuries, claims and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation 

5 or application of rules, rulings, regulations or orders of the .Department of Energy or Federal Energy Regulatory Commission 

6 or predecessor or successor agencies to the extent such interpretation or application was made in good faith and does not 

7 constitute gross negligence. Each Non-Operator further agrees to reimburse Operator for such Non-Operator's share of 

B production or any refund, fine, levy or other governmental sanction that Operator may be required to pay as a result of such 

9 an incorrect interpretation or application, together with interest and penalties thereon owing by Operator as a result of such 

10 incorrect interpretation or application. 

11 ARTICLE XV. 

12 MISCELLANEOUS 

13 A. Execution: 

14 This agreement shall 6c binding upon each JVon-Opcrator when this agreement or a counterpart thereof has been 

15 executed by such Non-Operator and Operator notwithstanding that this agreement is not then or thereafter executed by all of 

16 the parties to which it is tendered or which are listed on Exhibit "A" as owning an interest in tlie Contract Area or which 

17 own, in fact, an interest in the Contract Area. Operator may, however, by written notice to all Non-Operators who have 

IS become bound by Ihis agreement as. aforesaid, given at any time prior to the actual spud dale of the Initial Well but in no 

19 event later than five days prior to the date specified in Article VI.A, for commencement of the Initial Well, terminate this 

20 agreement i f Operator in its sole discretion detennines that there is insufficient participation to justify commencement of 

21 drilling operations. In ihe event of such a termination by Operator, all further obligations of the parties hereunder shall cease 

22 as of such termination, In the event any Non-Operator has advanced or prepaid any share of drilling or other costs 

23 hereunder, all sums so advanced shall be returned lo such Non-Operator widiout interest. In the event Operator proceeds 

24 with drilling operations for Ihe Initial Well without the execution hereof by all persons listed on Exhibit "A" as having a 

25 current working interest in such well, Operator shall indemnify Non-Operators witii respect to all costs incurred for the 

26 Initial Well which would have been charged lo such person under this agreement i f such person had executed the same and 

27 Operator shall receive all revenues which would have been received by such person under this agreement if such person had 

28 executed the same. 

29 B. Successors and Assigns! 

30 This agreement shall be binding upon and shall inure lo the benefit of the patties hereto and their respective heirs, 

31 devisees, legal representatives, successors and assigns, and the terms hereof shall he deemed to run with Ihe Leases or 

32 Interests included wilhin the Contract Area. 

33 C. Counterparts! 

34 Tills instrument may be executed in any number of counterparts, each of which shall be considered an original for all 

35 purposes, 

36 D. Severability: 

37 For the purposes of assuming or rejecting ihis agreement as an executory contract pursuant to federal bankruptcy laws, 

38 ihis agreement shall not be severable, 6u( rather must be assumed or rejected in its entirety, and the failure of any party to 

39 litis agreement to comply with all of its financial obligations provided herein shall be a material default. 

40 ARTICLE XVI. 

41 OTHER PROVISIONS 

a 3 | Refer to pages 17A through I7C for ARTICLE XVI. , OTHER PROVISIONS. 
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ARTICLE XVI. 
OTHER PROVISIONS 

Attached to and made part of that certain Operating Agreement dated 
October 3,2012, between COG Operating L L C , as Operator, and 

McCombs Energy. L L C , et al. as Non-Operator(s) 

A. Conflicts. In the event of a conflict between any provision of this Article XVI and other provisions of this 
agreement, this Article XVI shall control and prevail. 

B. Priority of Proposals and Operations. When the participating parties cannot agree on the sequence of 
further operations in any well operated under this agreement as a result of conflicting or competing proposals made 
in accordance with Article VI, the proposals shall be considered and the prevailing proposal determined in the 
following priority: 

I s ' additional logging, coring or testing; 

2"d completion attempt at the objective Zone; 

3 j d plugging back and completion attempts at shallower depths, in order from the deepest to 
the shallowest depths; 

4"1 deepenings, in order from the shallowest to the deepest depths; 

5"1 sidetracking; and/or 

6"1 plugging and abandonment. 

If at any time when proposals of any ofthe above operations are being considered, the hole or equipment is 
in such a condition that Operator recommends not to conduct one or more particular operations because they might 
put the hole, equipment and/or objective formation in jeopardy or result in the loss of either of them, such proposals 
shall be eliminated from the above order of priority. With regard to proposals for additional logging, coring or 
testing, if any, but not all, of Ihe parties entided to make elections to the proposals elect to pay the costs thereof, they 
may do so, and the only penalty to any party that elects not to pay such costs is that it shall not be entitled to the 
corresponding logs, cores or results of tests or any analyses of them without the consent of all parties who 
participated in the additional logging, coring or testing. 

C. Commencement of Operations. For the purposes of Articles VI.B.l and VI.B.2, Operator may commence 
activities preliminary to actual drilling operations including, without limitation, building location, roads and pits, 
delivering materials and equipment to the well site, rigging up a drilling rig, and/or actual drilling operations, at any 
time either before or after giving the notice of proposed operations required by said Articles. Notwithstanding the 
foregoing, the parties receiving notice of proposed operations pursuant to Articles VI.B.l and VI.B.2'shall have tbe 
full time allowed in which to make their election(s) and shall be subject to the non-consent provisions thereof to the 
same extent and in the same manner as provided in Article VI.B without reference to the time that such activities 
were commenced relative to giving notice. 

D. Operator's Authority to Perform Certain Ministerial Acts. Non-Operators hereby irrevocably authorize 
Operator (including any successor Operator validly, serving hereunder) to take the following actions under or in 
connection with this agreement, for and on behalf and in the name of Non-Operators, all without necessity of further 
action or consent by Non-Operators: 

(1) execute, deliver, and record in all appropriate public records any memoranda of this 
agreement (including'any amendments or supplements hereto), any financing statements, 
and any and all'other instruments and documents necessary or desirable to evidence, 
perfect, and enforce the terms of this agreement, including, without limitation, the liens 
and security interests established under Article VTI.B hereof; 

(2) execute and deliver appropriate modifications or updates to Exhibit "A" to this agreement 
to reflect subsequently-occurring events such as subsequent acquisitions of leases or 
changes in the interests of the parties. 

The foregoing special powers shall survive any disability on the part of Ihe applicable granting Non-
Operator. The grant and existence of such powers shall nol alter, diminish, or affect any obligations of Non-
Operators under this agreement. The exercise or non-exercise of such powers shall be in the sole discretion of 
Operator, whose decisions with respect to exercise or non-exercise shall be non-actionable and shall be final, 
binding, and conclusive as to all parties: 

E. Amendment of Operating* Agreement. Except as provided, in Article XVI.D, this agreement may be 
amended only by a written document that is specific in stating that it is an amendatory document to this, agreement 
and is executed by authorized representatives of each party hereto. All replacement pages to this'agreement which 
result from actions authorized under. Article XVI.D, or an amendment as provided herein, will be clearly marked as 
replacement pages and set forth the date of such amendment or replacement. 

F. Advance Payments. Notwithstanding the provisions of Article VH.C of this agreement, Operator may, at its 
sole election, advance bill each Non-Operator who. elects to participate in any approved operation hereunder, one 
hundred percent (]00%) of Non-Operator's proportionate share of the costs attributable to the entire operation; 
provided, however, that any such advance billing fool) Vertical Wells shall be limited to the costs of dialing, 
Deepening or Sidetracking and testing of such wells to their authorized depth, and ii) Horizontal Wells may include all 
necessary expenditures for the drilling, Deepening or Sidetracking, testing, Completing and equipping of such wells, 
including necessary tankage and/or surface facilities. Non-Operators who have elected to participate in any such 
operations shall remit to Operator, within thirty (30) days of receipt nf invoice for advance billing as provided above. 
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A R T I C L E X V I . , continued 

one hundred percent (100%) of the amount so invoiced. If Operator does not receive payment vvitiiin the prescribed 
period of time, Operator may then, without prejudice to other existing remedies, at its sole option, deem such non­
payment to constitute an election by said Non-Operator not to participate in the proposed operation, io become a Non-
Consenting Party, and to be subject to the provision of Article VLB of this agreement in the same manner, to the same 
extent, and with the same force as if said Non-Operator had initially elected to be a Non-Consenting Party to such 
operation. 

G. Separate Measurement Facilities. If any party hereto creates the necessity of separate measurement 
facilities by reason of assignments or other mortgages or conveyances vvithin the Contract Area, such party shall 
alone bear Ihe entire costs of purchasing, installing, and operating such separate measurement facility, which facility 
may be constructed and operated by Operator, at Operator's election, for the account of said party and shall be 
subject to all other provisions of this Operating Agreement including, without limitation, those provisions relating to 
advances for costs and offsets for unpaid expenses. 

H. Bankruptcy. If, following the granting of relief under the Bankruptcy Code to any party hereto as debtor 
thereunder, this agreement should be held to be an executory contract within the meaning of 11 U.S.C. Section 365, 
then the Operator or, if the Operator is the debtor in bankruptcy, the other parties, shall be entitled to a determination 
by the debtor or any trustee of the debtor within thirty (30) days from the date an order for relief is entered under the 
Bankruptcy Code, as to the rejection or assumption of this agreement. In the event of an assumption. Operator or 
ihe other parties shall be entitled to adequate assurances as to future performance of debtor's obligations hereunder 
and the protection ofthe interests of all other parties. 

I . Security. The lien and.security interest granted by each Non-Operator to Operator, and by Operator to the 
Non-Operators, under Article VTI.B shall extend not only to such party's oil and gas rights in the Contract Area 
(which for greater certainty shall include all of each party's leasehold interest and leasehold estate in the Contract 
Area), the oil and/or gas when extracted, and equipment (as mentioned in said Article), but also to all accounts, 
contract rights, inventory, and general intangibles constituting a part of, relating to, or arising out of said oil and gas 
rights, extracted ail and gas, and said equipment or which are otherwise owned or held by any such party in tbe 
Contract Area. Further, the lien and security interest of each of said parties shall extend to all proceeds and products 
of all ofthe property and collateral described in this paragraph and in Article VI1.B as being subject to said lien and 
security interest. 

J. E-mail as Form of Notice. E-mail shall be an acceptable means of conferring notice under Article XTi of 
ibis agreement and shall be effective upon receipt by the recipient in the case of an originating notice or upon 
transmission of the e-mail in the case of a responsive notice, provided in each instance that the e-mail transmission 
is addressed to the parties at the e-mail addresses set forth on attached-Exhibit "A" and creates a record that may be 
retained, retrieved, and reviewed by the recipient and may be directly reproduced in paper form by the recipient 
through an auto ma led process. 

K. Interpretation. This agreement shall never be construed for or against any party on the basis of which party 
drafted this agreement or any particular provision herein, or which party supplied the form of Operating Agreement. 
Each party agrees that this agreement has been purposefully drawn and correctly reflects its understanding of the 
transaction that it contemplates. 

L. Covenants Running with Land/ Effect of Transfer. The terms, covenants, and conditions of this 
agreement shall be covenants running with the lands covered hereby and leasehold estates therein and with each 
transfer or assignment of said lands or leasehold estates. Any assignment, conveyance or other transfer of an Oil 
and Gas Lease or Oil and Gas Interest that is subject to this agreement shall relieve the transferor from liability for 
the cost and expense of operations attributable to the transferred interest which are conducted after the effective date 
thereof; provided that, the transferor shall remain liable for and shall cause to be paid its proportionate part of the 
cost and expense of all operations for which it was obligated lo pay and were commenced prior to the actual transfer, 
except costs and expenses arising out of or directly related to a specific operation in which the transferor elected (or 
was deemed to have elected) not to participate pursuant to Article VI. From and after the effective dated of the said 
assignment, conveyance or other transfer, the transferee shall be deemed to be a party to this agreement, subject to 
the performance of all obligations attributable to the transferred interest for all periods from and after the effective 
date of transfer. The assumption of liability by a transferee, pursuant to the foregoing, shall operate to terminate 
prospective liability of the transferring party for all periods subsequent to the later of the actual date of transfer or 
the effective date of transfer, bul shall in no event limit, diminish, or affect the direct and continuing liability of the 
transferring party under this agreement and applicable law for all periods prior to such date. 

M. Indemnity. In the performance of duties on the Contract Area, the Operator shall act as a reasonable 
prudent Operator in a good and workmanlike manner with due diligence and dispatch in accordance with good 
oilfield practice and in accordance with applicable law and regulation; P R O V I D E D , H O W E V E R , 
EXCEPT FOR OPERATOR'S INTEREST IN THE CONTRACT AREA, NON-
OPERATORS SHALL INDEMNIFY, DEFEND AND HOLD HARMLESS OPERATOR 
FOR, FROM, AND AGAINST ANYAND A L L CLAIMS, DAMAGES, AND LIABILITY 
OF EVERY KIND AND CHARACTER (INCLUDING A L L COSTS AND EXPENSES, 
INCLUDING BUT NOT LIMITED TO ATTORNEYS FEES), RESULTING FROM, 
ARISING OUT OF, OR INCIDENTAL TO OPERATOR'S PERFORMANCE OF 
DUTIES ON THE CONTRACT AREA EVEN IF SUCH LIABILITIES ARISE FROM OR 
ARE ATTRIBUTED TO OPERATOR'S NEGLIGENCE. THE ONLY LIABILITIES TO 
WHICH THIS INDEMNITY OBLIGATION DOES NOT APPLY ARE THOSE 
RESULTING FROM OPERATOR'S GROSS NEGLIGENCE AND INTENTIONAL 
TORTS FOR WHICH OPERATOR SHALL BE SOLELY RESPONSD3LE. 
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ARTICLE XVI., continued 

N. Well Access. In connection with the drilling of any wells under this agreement, each Non-Operator, its 
employees and representatives, shall have the right at all reasonable times, at its own risk and expense, to full and 
complete access to the derrick floor, weii location and Contract Area; PROVIDED THAT: E A C H NON-
O P E R A T O R S H A L L INDEMNIFY, D E F E N D AND H O L D O P E R A T O R H A R M L E S S 
F R O M AND AGAINST ANY AND A L L L O S S O R D A M A G E O F ANY N A T U R E OR 
KIND W H A T S O E V E R IN ANY W A Y R E S U L T I N G F R O M NON-OPERATOR'S 
E N T R Y UPON, P R E S E N C E ON O R ACTIVITrJES O F ITS R E S P E C T I V E E M P L O Y E E S 
AND R E P R E S E N T A T I V E S W H I L E ON T H E C O N T R A C T A R E A , I N C L U D I N G , 
W I T H O U T L I M I T I N G T H E G E N E R A L I T Y O F T H E F O R E G O I N G , B O D I L Y INJURY 
O R D E A T H A T A N Y T I M E R E S U L T I N G T H E R E F R O M AND D A M A G E T O 
P R O P E R T Y SUSTAINED B Y T H E NON-OPERATOR AND ITS R E S P E C T I V E 
E M P L O Y E E S AND R E P R E S E N T A T I V E S , E V E N W S U C H LOSS O R D A M A G E 
R E S U L T S F R O M O P E R A T O R ' S N E G L I G E N C E . 

O. Relationship of Parties. Except as it relates to handling of funds as specified in Article V.D.4, the parties 
shall not be considered fiduciaries or to have established a confidential relationship but rather the parties shall be 
free to act on an arms-length basis in accordance with their own respective self-interests. 

P. Foreclosure of Operator's Lien. In the event that the Contract Area is located in the State of Texas and 
Operator elects to foreclose its lien and security interest against the interest of any Non-Operator as provided for in 
this agreement, such may be foreclosed non-judicially in the manner provided for hy the then current form of Deed 
of Trust promulgated by the State Bar of Texas, in accordance with the terms and provisions thereof, and in 
accordance with the terms and provisions of the laws of the State of Texas pertaining to non-judicial foreclosure 
sales, including, but not limited to, laws pertaining to giving of notice of such sale. For such purposes, each Non-
Operator hereby appoints Operator, and each of its officers, as a trustee to carry out the trust imposed by such 
current Deed of Trust form, and agrees that a substitute trustee may be appointed in the manner provided for in such 
current Deed of Trust form. Operator shall be deemed to be the secured party and beneficiary under the terms and 
provisions of such then current Deed of Trust form, and tbe defaulting Non-Operator shall be deemed to be the 
grantor thereof, with the lien granted thereby covering and pertaining to all of the interest ofthe Non-Operator in the 
Contract Area. 

Q. Severability. In the event any provision contained herein should be deemed inconsistent with or contrary to 
any Federal, State, or Municipal law, rule or regulation, said provision shall be deemed to be modified to the extent 
required to comply with said law, rule or regulation-and as so modified said provision in this Agreement shall 
continue in full force and effect without affecting the enforceability of the remaining provisions, duties, and 
liabilities set forth herein. 

R. Choice of Law. This Agreement shall be governed by and construed in accordance with the laws of the 
State of New Mexico. Any laws ofthe State of New Mexico which would apply the law of another state or country 
are waived and shall not apply to the enforcement and/or construction of this Agreement. The venue for any 
proceeding concerning this Agreement or any performance hereunder shall be in a court of competent jurisdiction in 
Lea County, New Mexico. 

END OK ARTICLE XVI., OTHER PROVISIONS 
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IN WITNESS \VI!IZRl£0!-\ ihis a-ieem be dleuinx- ;t> oi'tlk- dav ul' Ocicli t ' i -

2012 

COGO,KTut i . . « L L C , who has prepared and eireidalud |r;rm I'm1 eM.riilioii. rc|ircsciils aad 

[lint lhi_' 1'nrni was primed iViiin ami. with thy c.NcqHiwi's) listed fcekw, is idealiea! '.inhe A A l ' l , I-nrm o \ ()- i 9"1.1 M<..del l-'orm 

OJIL-I;tliny. Agreement, as published id computerized loriii hy l-onns O:i-A-Di^!c. 1NHJ. î .o ehatiL'es. aueraijouv or 

modilieaiions. oilier lhan liiosc made by si:'ila'lhriHi^li nttd'or iiisLTlion and iiiai aie elea.'ly ie:-iv.!:iwibie a.-.-e-hany.es-m 

Arlick'S ••• „ _ _ „ _ _ j ) i ( X k . [ W ( , n i;,;;,^. k , [|1L- | - , i , - m . 

ATTEST OK WITNTSS: OPES'ATOK 

COG O p f n i i i i i ' - i .LC 

ISv 

.Mi !>. Ahlt.s 

Type or prim name 

Title Viet? fJi-L-,itlgi'.l ftfLiif.rl 

Dale 

Ta-; ID -ir S.S. No. 

MON-:" ) i ' : :kATOi ; ; : 

By 

Ty|>u nr nriiil name 

Ti'.lc 

l.Xitc 

Tax 10 or S.S. No 

Nonex Oirpornt i t i : ! 

Gv 

Type nr priai name 

Title; 

Dale 

Tiix ID ot S.S. No 

Kt'nt "railnefitHi L L C 

Ry 

Tvpe ur prim name 

Title 

Dale 

Tax ID or S.S. No. 
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M;irfi:irct K. iiunkei-, ':'r!i:;!p'.> ol" s!ti* r.kir;;;i!'e! I.' 

liuiikn-Trust it/l/n r!:i;i r! N^rmiiei' 5. ZWZ 

Type or print mum* 

T!:le 

D;itc 

T ; i \ (!) fM'S.S. N.-i. 

CiOU-iini:;!. L L C 

l iv 

S y jn ' or p r i i i l i::ui)i.' 

T i l l ? 

D;ile 

T : ; \ l l ) nrS.S. No. 

Ng~io;i L L C 

f iv 

TVIJL' or ;>;inT ;v.\mv 

Title 

On i t 

l i v lil ' iCIl (_•. Nl'lM'i 

Type t i " print w i i i i 1 : 

T i l ic 

T:;.Y i l t cr No. 

l.;ii';*y iNewell 

Tyiie or ;:ritil i'..m:-j 

Tide 

!J:i1c 

T : i \ H i in- S.S. No. 
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I . i i i ' c y N L ' W I ' I . ! * i i l i v i ' l i : : i l l y i n i i l 

3 ol'CTay Newell _______ 
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Ti l ! . : 

l> j iu-

Ta.\ II") ' i i ' S.S. No. 

'vuiiu-lii I . . Ho'vi'l 
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Dale 
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lie 

I V|JL' 1)1' | l l i l l i HHIHC 
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T;i.\ ID or S.S. No. 

SIi^rRvc, I . i ' 
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TiCc 

f lu f f 

T;i\ !!> or :i.S. No. 

Hv 

Type or ;iriu( u-mic 

Title 

Ilmi: 

T:i\ I i ; or S.S. No. 
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Cnrul Limi.st' ..'tihri'iii!) R ; 'o r : i l i i e Trt isl (20IM). C:::-*i! 

Lotiisr .IdliiiMm. Tnis:t".' 

3v 
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Ihiie 
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' [ ' i lk ' 

'!V.\ ID or S.S. No. 

I'rospt'cior L L C 

17 By 

IS 

I') 

211 

21 

T Y ] ) ' : or [ j r i tu naiiic 

Ti l le 

I) ute 

Taj . I i ) or S.S. No. 

I^ 'ate of Willi;:;!-. C. -loflirs 

'i'y[)i; or iiriii; v..iw 

Ti i le _ 

Ta\ H i or S.S. No. 

L M a l e - i f James S. Slmii ! _ 

l ie 

.12 ' i yjie or ]>rii)l liiiiui.* 

.13 

Title 

Duie 

Taj . 11) or S.S. No, 
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Svl ' i i lU Properties. L L C 

liv 

H I ype IIJ* ])rin; mime 

Title 

Dale 

T i n ID or !i.S. i'.o. 
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Tyrn> oi- pi int tmiivj 
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t):ile 
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i I ACKN'J'ALS'TJC'M!;;';'!':; 

- Note: The followm:; forms of aekmiwleikuvien' :ire the short forms : i p | i r i h y ihe Uniterm Law on IVntari 

3 The validity and effect of ihe^e forms in tiny stale will depend upon ihe si::te.ie.; of ihut sti'lc. 

•I 

5 Individual acknowledgment: 

ii State of | 

7 )ss. 

M County of 1 

') 'I his instrument was acknowledged before mc on 

111 . bv 

11 

12 (Seal if any) 

13 

M 

15 

Ifi Acknowledgment in representative capacity: 

17 Stale of ) 

IS ) » . 

I1) County nl' I 

20 This instntmeiil was acknowledged before me on 

2 I by 

Ti!k:(.itul Hank) 

My eoininissiim e.vpiio:.: 

23 (.Seal, i f any; 

21 Title (;'iid R::ni:l. 

25 My coin mission expires; 
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Exhibit " A " 
Attached to and made a pari of that certain Operating Agreement dated 

October 3, 2012 between COG Operating LLC, as Operator, and 
McConibs Energy. LLC, et al, as Non-Opcrator(s) 

1. DESCRIPTION OF LANDS SUBJECT TO THIS AGREEMENT: 

T-I9-S. R-32-E. NMPM. Lea County, New Mexico: 
Section 3: N2 

2. RESTRICTIONS, IF ANY, AS TO DEPTHS, FORMATIONS OR SUBSTANCES: 

From 5,000' subsurface down to 13,107' subsurface 

3. PERCENTAGES OR FRACTIONAL INTERESTS AND ADDRESSES OF 
PARTIES TO THIS AGREEMENT: 

Initial Well: Warhawk 3 Fed Com //111 
Proration Unit: (160 acres) 
N/2N/2 ol'Section 3: T19S-R32E 

Working Interest Owners 

Working Interest 
in Initial Well 
lief ore Pavont 

Working Interest 
in Initial Well 
After Pnvout 

Working Interest 
in All Snhsetiiient Wells 

COG Operating LLC 58.666667% 
600 W. Illinois Avenue 
Midland, Texas 79701 
Alln: Caleb Hopson 
Phone-. (432) 686-3049 
Fax: (432)221-0856 
Email: ehopsoii@concho.coin 

McCombs Energy, LLC 9.375000% 
5599 San Felipe, Suite 1200 
Houston, Texas 77056-2794 
Attn: Ricky Haikin 
Phone: (713) 621-0033 
Email: rhaikiii@nicconibsciiei-gy.com 

Nortex Corporation 4.000000% 
1415 Louisiana. Suite 3100 
Houslon, Texas 77002 
Ann: Land Manager 
Phone(713) 658-1 142 
Fax:(713) 65S-0739 

Kent Production LLC 1.000000% 
1415 Louisiana, Suite 1300 
Houslon, Texas 77002 

Margaret K. Hunker, Trustee of 
the Margaret K. Hunker Trust ti/t/a 
tinted November 5. 2002 0.312500% 
741S Spring Village Dr. #110 
Springfield, Virginia 22150 
Attn: Kay Tsui 

Centennial, LLC 0.468750% 
P.O. Box 1837 
Roswell, New Mexico SS202-1S37 
Attn: Don Fctlric 
Phone: (575) 622-2700 
Email: tlinfcdric@redric.com 

Norton LLC 0.468750% 
60 Beach Avenue 
South Dartmouth, Massachusetts 02748 

61.010416% 

7.031250% 

4.000000% 

1.000000% 

0.312500% 

0.468750%, 

0.468750%, 

61.010416% 

7.031250% 

4.000000% 

1.000000% 

0.312500% 

0.463750%, 

0.468750%. 



Exhibit " A " , continued 

Workint; Interest Owners 

Working Interest 
in Initial Wcii 
Before Pavoul 

Working Interest 
in Initial Well 
After Pavoiil 

Working inlerc.st 
in All Snhsentient Wells 

Helen G. Newell 
P.O. Box 5SS 
Bedford, Texas 76107 

0.1687501 0.168750% 0.16S750% 

Larry Newell 
P.O. Box5SS 
Bedford, Texas 76107 

0.018750%, 0.018750%, 0.01S750% 

Larry Newell, Individually and 
as Executor of the Estate of Clay Newell 
P.O. Box 588 
Bedford, Texas 76107 

0.187500% 0.187500%, 0.187500% 

Kenneth L. Hewitt 
127 Peachlree Street 
14,h Floor Candler Building 
Atlanta, Georgia 30303 

S & C Construction, Inc. 
P.O. Box 1509 
Whitefish, Montana 50937 
Attn: Carolyn Cosby 
Phone: (406) S62-2690 

SliccrFivc, LP 
812 Eagle Pointc 
Montgomery, Texas 77316 
Attn: Jeff Sherrick, 
Phone: (713)569-4713 
Email: Jeffsherrick54@gmaiI.eom 

lieatl ei Stevens, Inc. 
P.O. Box 151 S 
Roswell, New Mexico SS202-1518 
Ann; Land Manager 
Phone: (575) 622-3770 
Fax: (575) 622-3770 

Carol Louise Johnson Revocable Trust 
(2004), Carol Louise Johnson, Trustee 
1617 Valdcz, N.E. 
Albuquerque, New Mexico S7112 

Mail l in L. Roberts Revocable Trust. 
Dated August 9, 2011, Marl lia L. Roberts, 
Trustee 
3101 Castlcrock Road, Villa SS 
Oklahoma City, Oklahoma 73120-1861 

1.250000% 

2.734375% 

2.734375% 

0.390625% 

0.125000% 

0.250000% 

.250000% 

2.734375%) 

2.734375% 

0.390625'; 

0.125000% 

0.250000% 

1.250000% 

2.734375% 

2.734375% 

0.390625% 

0.125000% 

0.250000% 

Prospector LLC 
P.O. Box 429 
Roswell, New Mexico 8S202 

0.250000% 0.250000% 0.250000% 

Estate of William C. Johns, ft I.I). 
1019 Douglas Avenue 
Las Vegas, NM S7701 
Attn: Lawrence C. Johns 

Estate of"James S. Sliortle, M.D. 
717 Encino Place NE, Suite 35 
Albuquerque, New Mexico 87012 

SchuUz Properties, LLC 
100 N. Pennsylvania 
Roswell. New Mexico 88203 

0.1S7500% 

.0.187500% 

3.151650% 

0.1S7500% 

0.187500% 

3.151650% 

Pittic 2 o f 3 

0.187500% 

0.1S7500%, 

3.151650% 

Revised 6/6/13 



Exhibit "A", continued 

Workhi" Interest Owners 

Working Interest 
in Initial Well 
Heforc Pavmit 

Working Interest 
in Initial Well 
After Payout 

Working Interest 
in All Subsequent Wells 

Endurance Resources LLC 
203 W. Wall Si. 
Midland, TX 79707 

14.072309% 14.072309% 14.072309% 

1 WORKING INTEREST OWNERS/PERCENTAGES ARE SUBJECT TO CHANGE UPON RECEIVING FINAL TITLE. 

4. OIL AND GAS LEASES SUBJECT TO THIS OPERATING AGREEMENT: 

Serial No.: 
Lessor: 
Lessee: 
Dated: 
Lands Covered: 

NMNM 112932 
United States of America 
COG Operating LLC 
1/1/2005 
T-19-S. R-32-E 
Section 3: N2NE, SENE 
Lett County, New Mexico 

Serial No.: 
Lessor: 
Lessee: 
Dated: 
Lands Covered: 

Serial No.: 
Lessor: 
Lessee: 
Dated: 
Lands Covered: 

NMNM 104070 
United Slates of America 
W.N. Price 
3/1/195! 
T-19-S, R-32-E 
Section 3: NW 
Lea County, New Mexico 

NMLC067982-B 
United States of America 
Merit Energy Partners 
11/1/1951 
T-19-S. R-32-E 
Section 3 
* Insofar as said lease covers the SWNE 
Lea County, New Mexico 

5. BURDENS ON PRODUCTION: 

Section 3: T-IV-S, R-32-E. NMPM, Lea County, New Mexico: 
'"Insofar as said lands cover the N2 

United States of America: 
Royalty Rate: 
12.50% 

END OF EXHIBIT "A" 
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EXHIBIT "C" 
Attached to and made a part of that certain Operating Agreement dated 

October 3, 2012, between C O G Operating L L C , as Operator, and 
McConibs Energy, L L C , et al, as Non-Operator(s) 

ACCOUNTING PROCEDURE 

JOINT OPERATIONS 

1. GENERAL PHOVISIONS 

1. Definitions 

"Joint Property" shall mean ihe real and personal property subject lo the agreement to which Ihis Accounting Procedure 

is attached, 

"Joint Operations" shall mean all opeiations necessary or proper for Ihe development, operation, protection and 

mainlenancc otitic Joint Properly. 

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

Opcralions and which aic to be shared by ihe Parties. 

"Operator" shall mean die parly designated io conduct the Joint Operations, 

"Non-Operators" shall mean ihe Panics lo Ihis agreement oilier lhan ihe Operator, 

"Parties" shall mean Operator and Non-Operators. 

"I'iist 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 Employed" shall mean those employees having special and specific engineering, geological or olhcr 

professional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and 

problems for the benefit of ihe Joint i'roperty. 

"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 Ihe Joint Property. 

"Controllable Material" shall mean Material which al ihe lime is so classified in Ihe Material Classification Manual as 

most recently recommended by the Council or Petroleum Accountants Societies. 

2. Statement and Killing 

Operator shall hill Non-Operators on or before ihe last day of each month for their proportionate share of ihe Joint 

Account for the preceding month. Such bills will be accompanied by statements which identify Ihe authority for 

expenditure, lease or facility, and ail charges and credits summarized by appropriate classifications of investment and 

expense except that items of Controllable Malerial and unusual charges and credits shall be separately identified and 

fully described in detail, 

3. Advances anil l a m e n t * by Nan-Operators 

A. Unless otherwise provided for in ihe agreement, iheOpcraloi may require the Non-Opcralors to advance their 

share of est iinated cash outlay for the succeeding month's operation within fificcn (15) days allcr receipt ofihe 

billing or by ihe first day of the month for which the advance is required, whichever is laler. Opciaior shall adjust 

each monthly hilling to rcflcci advances received from the Non-O]>cralors. 

B, L'ach Non-Opcralor shall pay its proportion of all bills wilhin fifteen ( I i ) days alter receipt. If payment is not made 

wilhin such lime, the unpaid balance shall beai inlciesl monthly at ihe prime rale in tlfecl al Bank of America 

l>aH;», Texas on the first day of the month in which delinquency occurs plus !% or Ihe 

maximum contract rale permitted by ihe applicable usury laws in ihe stale in which ihe Joinl Properly is located, 

whichever is the lesser, plus aitomcy's fees, court cosls, and other costs in connection wilh Ihe collection of unpaid 

amounts. 

4. Adjustments 

Payment of any such bills shall not prejudice ihe righi of any Non-Operator lo protest or question ihe correctness thereof; 

provided, however, all bills and statements rendered lo Non-Operators by Opcratot during any calendar year shall 

conclusively be presumed to be true and correct after twenty-lour (24) months following the end of any such calendar 

year, unless wilhin ihe said twenty-four (-4) month period a Non-Opcralor takes w ritten exception thereto and makes 

claim on Operator for adjustment. No adjustment favorable lo Operator shall be made unless it is made wilhin the same 

prescribed period. The provisions of ihis paragraph shall nol prevcnl adjustments resulting from a physical inventory of 

Controllable Material as provided for in Section V, 

COPYRIGHT © 1985 by the Council of Petroleum Accountants Societies. 

- 1 -



5. Audit! 

A. A Non-Operator, upon notice in writing to Operator and all oilier Non-Opera tors, shall have the riglil to audit 

Operator's accounts and records relating to the Joint Account for any calendar year within Ihe iwenty-liiur 

(24] month period following Ihe end or such calendar year; provided, however, ihe making of an audit shall not 

extend the time for the taking of written exception lo and Ihe adjust men Is of aeeounls as provided for in 

Paragraph 4 of this Section I. Where there are two or more Non-Opcralors, the Non-Operaiois shall make 

every reasonable effort to conducl a joinl audit in a manner which will result in a minimum of inconvenience 

lo the Operator. Operator shall bear no portion ofthe Non-Operators'audit cost incurred under this 

paragraph unless agreed to by ihe Operator. The audits shall not be conducted more than once each year 

without prior approval of Operator, except upon the resignation or removal of ihe Operator, and shall be made 

al ihe expense of those Non-Operators approving such audil. 

B. The Operator shall reply in writing to an audil report wilhin ISO days aflcr receipt of such report. 

6. Approval lly Non-Operators 

Where an approval or other agreement ofthe 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 notify all Non-Operators ofthe Operator's proposal, and the 

agreement or approval ofa majority in interest ofthe Non-Operalors shall be controlling on all Non-Operators. 

I I . DIRECT CHARGES 

Operator shall charge the Joint Account wilh [he following items: 

I . Ecological and Environ mental 

Costs incurred Tor the benefit ofthe Joint Properly as a resull of governmental or regulatory requirements lo satisfy 

environmental considerations applicable to Ihe Joint Operations. Such costs may include surveys ofan ecological or 

archaeological nature and pollution control procedures as required by applicable laws and regulations. 

I . Rentals and Royalties 

Lease rentals and royalties paid by Operator for ihe Joinl Opcralions. 

i. Labor 

A, (I) Salaries and wages of Operator's licld employees directly employed on the Joinl Properly in the conducl of 

Joint Opcralions. 

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

(3) Salaries and wages of Technical Employees directly employed on the Joint Property iTsuch charges arc 

excluded from ihe overhead rales. 

(4) Salaries and wages of Technical Employees eilher temporarily or permanently assigned lo and directly 

employed in ihe operation or the Joinl Properly if such charges are excluded from the overhead rales. 

H. Operator's cosi of holiday, vacation, sickness and disability benefits and other customary allowances paid to 

employees whose salaries and wages arc chargeable io Ihe Joint Account under Paragraph 3A of ihis Section 11. 

Such costs under ihis Paragraph 3B may be charged on a "when and as paid basis" or by "percentage assessment" 

on Ihe amount of salaries and wages chargeable lolhc Joint Account under Paragraph 3 A of this Section II. If 

percentage assessment is used, ihe rale shall be based on the Operator's cosl experience. 

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

applicable lo Operator's costs chargeable lo ihe Joint Account under Paragraphs 3A and 3B of this Section 11. 

I). Personal Expenses ol those employees whose salaries and wages are chargeable lo ihe Joinl Accouni under 

Paragraphs 3A and 313 of ihis Section 11. 

4. Employee Benefits 

Opetaloi's current cosls or established plans Tor employees'group life insurance, hospitalization, pension, retirement. 

Slock purchase, thrift, bonus, and other benefit plans ofa like nature, applicable to Operator's labor cosl chargeable lo Ihe 

Joint Account under Paragraphs 3A and 3H of ihis Section II shall be Operator's actual cost nol to exceed the percent 

most recently recommended by the Council of Petroleum Accountants Societies. 
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Material 

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

Material shall be purchased for or transferred lo Ihe Joint Property as may be required for immediate use and is 

reasonably practical and consistent with efficient and economical operations. The accumulation of surplus slocks shall be 

avoided. 

Trail-; port a lion 

Transportation ofemployees and Material necessary for the Joinl Opcralions but subject lo the following limitations: 

A. IT Material is moved to the Joint Property from the Operator's warehouse or olher properties, no charge shall be 

made lo Ihe Joint Account for a distance greater than ihe dislancc from the nearest reliable supply store where like 

material is normally available or railway receiving poinl nearest the Joinl Property unless agreed to by the Parlies. 

B. If surplus Material is moved to Operator's warehouse or olher storage point, no charge shall be made lo Ihe Joint 

Account for a distance greater than the distance to ihe ncarcsl reliable supply slore where like material is normally 

available, or railway receiving poinl nearest the Joinl Property unless agreed to by ihe Parlies. No charge shall be 

made to ihe Joint Accounl for moving Material lo olher properties belonging to Operator, unless agreed lo by the 

Parties. 

C. In ihe application of subparagraphs A and B above, the option Io equalize or charge actual trucking cosl is 

available when Ihe actual charge is J4QQ or less excluding accessorial charges. The S400 w ill be adjuslcd to the 

amount most recently recommended by Ihe Council of Petroleum Accountants Societies. 

Services 

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

10 of Section II and Paragraph i, i i , and iii, of Section III. The cosl of professional consultant services and eonlracl 

services of technical personnel directly engaged on the Joinl Property if such charges arc excluded from the overhead 

rates, The cost of professional consultant services or contract services of technical personnel not directly engaged on ihe 

Joinl Properly shall not be chaigcd lo Ihe Joinl Accounl unless previously agreed to by the Parties. 

Equipment and Facilities Furnished By Operator 

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

wilh costs of ownership and operalion. Such rates shall include costs of maintenance, repairs, other operating 

expense, insurance, laxes, depreciation, and inlercsl on gross investment less accumulated depreciation nol lo 

exceed len percent f 10 0 %1 per annum. Such rales shall nol exceed average commercial 

rales currently prevailing in Ihe immediate area of ihe Joinl Properly. 

B. In lieu of charges in Paragraph 8A above, Operator may elect lo use average commercial rates prevailing in ihe 

immediate area ofthe Joint I'lopcrly less 20%. For automotive equipment, Operator may elect to use rates 

published by Ihe Petroleum Motor Transport Association, 

Damages and Losses to Joint Property 

All costs or expenses necessary for ihe repair or replacement of Joinl Property made necessary because of damages or 

losses incurred by lire. Hood, storm, thcll, accident, or olher cause, cxccpl Ihose resulting from Operalor's gross 

negligence or willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as 

soon as praclicable after a reporl thereof has been received by Operator, 

Legal Expense 

Expense or handling, investigating and settling liligalion or claims, discharging of liens, payment of judgments and 

amounts paid for settlement of claims incurred in or resulting from operations under ihe agreement or necessary to 

protccl or recover Ihe Joint Properly, exccpl thai no charge for services of Operator's legal staff or fees or expense of 

outside attorneys shall be made unless previously agreed lo by Ihe Panics. All Olher legal expense is considered lo be 

covered by ihe overhead provisions of Section 111 unless otherwise agreed to by ihe Parties, except as provided in Section 

I , Paragraph 3. 

Tavcs 

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

or Ihe production ihererrom, and which taxes have been paid by ihe Operator for ihe benclil of the Parties. If ihe ad 

valorem laxes arc based in whole or in part upon separate valuations of each party's working inlercsl, then 

notwithstanding anything lo ihe contrary herein, charges lo the Joint Accounl shall be made and paid by the Parties 

hereto in accordance wilh ihe tax value generated by each pany's working interest. 



n. I nm ran ci? 

Ncl premiums paid for insurance required lobe carried for Ihe Joint Operations for ihe protection ofthe Parlies. In the 

event Joint Operations arc conducted in a slate in which Operator may act as self-insurer for Worker's Compensation 

and/or Employers Liability under ihe respective stale's laws, Operator may, al its election, include ihe risk under its self-

insurance program and in thai evcni. Operator shall include a charge at Operator's cosl not lo exceed manual rales. 

13. Abandonment and lice lam at ion 

Cosls incurred for abandonment of the Joinl Property, including cosls required by governmental or oilier icgulatory 

authority, 

14. Communications 

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

microwave facilities directly serving the Joint Property. In the evenl communication facililies/systcms serving Ihe Joint 

Properly arc Operalor owned, charges lo the Joint Accounl shall be made as provided in Paragraph S of this Section II. 

15. Other Expenditures 

Any olher expenditure not covered or deall with in the foregoing provisions of this Section 11, or in Seclion 111 and which 

is of direct benefit lo ihe Joint Property and is incurred by ihe Operator in the necessary and proper conducl or ihe Joinl 

Opcralions. 

111. OVERHEAR 

I . Ovi-rIliad - Drilling and Producing Operations 

i . As compensation Tor administrative, supervision, office services and warehousing cosls, Operator shall charge 

diillingand producing operations on cilher: 

( X ) Fixed Kale Hasis, Paragraph IA, or 

( ) Percentage Hasis, Paragraph 113 

Unless otherwise agreed to by Ihe Parlies, such charge shall be in lieu ofcosls and expenses of all offices and 

salaries or wages plus applicable burdens and expenses of all personnel, cxcepl those directly chargeable under 

Paragraph 3A, Section II. The cosl and expense of services from outside sources in connection wilh matters or 

laxalion, traffic, accounting or mailers before or involving governmental agencies shall be considered as included in 

the overhead rates provided Tor in Ihe above seleclcd Paragraph ol'lhis Seclion III unless such cosl and expense arc 

agreed lo by the Parties as a direct charge to the Joint Account. 

ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cosl of professional consultant 

services and contract services of technical personnel directly employed on ihe Joinl Properly: 

( ) shall be covered by the o\ erhead rates, or 

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

iii. The salaries, wages and Personal Expenses of Technical Employees and/or cosls of professional consullanl services 

and contract services of technical personnel either temporarily or permanently assigned to and directly employed in 

ihe operalion of ihe Joint Properly: 

( X ) shall be covered by the overhead rales, or 

( ) shall nol be covered by the overhead rates. 

A. Overhead - Fixed Rate Basis 

(1) Operator shall charge the Joinl Accounl at ihe following rales per well per month: 

Drilling Well Rate 6.S0O.O0 

(Prorated for less than a full month) 

Producing Well Rate S 650 00 

(2) Application ofOverhcad - Fi.xed Rate Basis shall be as follows; 

(a) Drilling Well Rate 

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

the drilling rig, completion rig, or olher units used in completion of ihe well is released, whichever 
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is later, except that no charge shall be made during suspension of drilling or completion operations 

lbi fifteen (15) or more consecutive calendar days. 

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

consecutive work days or more shall be made at the drilling well rate. Such charges shall be 

applied for the period from dale workover operations, with rig or other units used in workover, 

commence through dale of rigor other unil release, except that no charge shall be made during 

suspension of opcralions for fifteen (15) or more consecutive calendar days. 

(h) Producing Well Rales 

(1) An active well cither produced or injected inlo for any portion of ihe monlh shall be considered as 

a one-well charge lor the entire monlh. 

(2) liach active completion in a multi-completed well in which produciion is nol commingled down 

hole shall be considered as a one-well charge providing each completion is considered a separate 

w ell by the governing regulatory authority. 

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

proJuctf'on shall be considered as a ouc-ivdl charge providing ibe gas wel) is directly connected to 

a permanent sales out lei. 

(J) A one-well charge shall be made for the month in which plugging and abandonment operations 

arc completed on any well. This one-well charge shall be made whether or nol the well has 

produced cxcqit when drilling well rale applies. 

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

allowable, iransferrcd allowable, etc.) shall not qualify for an overhead charge. 

(3) The well rates shall be adjusted as ofthe first day of April each year following the effective datcoflhc 

agreement lo which ihis Accounting Procedure is attached. The adjustment shall be computed by multiplying 

the rate currently in use by ihe percentage increase or decrease recommended hv COPAS each year. 
itHhe-awragw-wneUy Burnings uf Cwd« 

Pel roleuinand-Gas-PwdmitioM'Wofkufs foMho lasi culendat-ycan:ompared4o ilie calendar year preceding-as 

slM>w v̂hy-tl»HfHie>i -ofa s-era gq-wecMyHaH4Mngs-tJCfwloP«»<louroanii Gas Product ion-Woikers as-published 

by Ilia Urnled-Slales-OeyaHtrtCTl-oHjlKtfrlsureau-of Labor Statistic-voHh**^ivalenl Canadian-index as 

jH&lH4te<i-by-&alts4k.f^fla(l^^ adjusted rales shall be the rates currently in use, plus or 

minus the computed adjust men t. 

B, Overhead - Percentage Basis 

(1) —Operator-slial k'harga-lhe-Joini -Aooounl aHho-fol low ingnalesi 

(a }—Dowlopmenl 

— -fareenl ( • •—.M)ofine^ost-oAl<iv^pinem-afcii»J<^ 

provided-under4iafagfaph40-t*£$^lwn l l andall salvagB-c-redife 

(4>)—Opera ling 

—Peic-cnl-1 Ti) of-llweosl-oft'pcEttling din-Joint Property-e-selusive tJaww-previdcd 

u ntler-PacagmphtiJ. and 4-9-rfSec lion-1 Ira 11- sd Iwa gB-cmtiH«rlh«-''alua ̂ nja^ed-wbstanees-purAased 

fiH-secitnilary-1ecoycry-and-alMaxes-and-ossesMiteins »>hichai<-leviL^j,,assesstfd-and-jiaid-a('on-thu 

min era! in I eitxH-in aod-loI huJoml-PiooeHy? 

(2) —ApplicalitBuiFOwi hewl—I 'wen laga • Rasifi-sliati.lHHis lb 11 ow s • 

A«-l(i»-|itu-|ittMi-ofHk'WiHiiinHigtliarges-<>na [wrcenlagB-fasis-uiidi.'r-l'-aiagia)'h4H-i>f this Section lit; 

dawlopmoiH-fihalWncludaall cosls- in-comR^ltoti-witli-dfilliiigrimWIliiis^eeiw 

^>eral«>HMm-any-i^lUvull54nvolvififHhe-use<tfHh^ 

i(Hehvidofl4heJoiiit-Pf«)>uHy;.alsorfr«]iminar^ 0 

nxpt'iidilurus-iiwurroiJ-in-aband»ning-wlicn-lhe-wel 14 s-nw complete! -us-a-pmdiicuirsml-origiHal-CKisl of 

conslwtlmn <n-htslaUMiiorvt4 î-wdTi5Sol-'| lh»ai.|>ansio>i ol:li\eifassettrtr^-Bn)Milhtji-)Ho)Wl-tJoBiJy 

d isi cm i hJe-as-a litted-asseV axcepl-Majtir-Const mclton-as-defii ied-iii -I'aragfajili-3-of-4liis-Sec-i i on-111 t-A 1 ktlhur 

c«sts-irhal I4iu-c imshlei ed-as-0|>oi W i ngr 

Overhead • Major Construction 

To compensate Operator lor overhead costs ineuned in Ihe construction and installation of fixed assets, the expansion of 

fixed assets, and any other project clearly discern ible as a fixed asset required for llic development and operation ofthe 

Joint Property, Operator shaft el'lher nogou'arc a rate prior (o iTk beginning ai'Vansfriicr«m, orsiuiVcVtargciVrcAr/Wf 



Accounl foi overhead based on Ihe following rales for any Major Conslruclion projecl in excess o f t 25.000.00 

A. S % of first S 100,000 or tolal cosl if less, plus 

B. 3 % ofcosls in excess ofSlGO.OOO but less lhan S 1,000,000, plus 

C. 2 % of costs in excess of S1,000,000. 

Tolal cosl shall mean ihe gross cost of any one projecl. For the purpose of ihis paragraph, ihe component parts ofa single 

project shall nol be ircalcd separately and ihe cosl of drilling and workover wells and artificial I i XI equipment shall be 

excluded. 

3. Catastrophe ()\ crhead 

To compensate Operator for overhead cosls incurred in the event of expend ilures resulting from a single occurrence due 

io oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed lo by Ihe 1'anics, which are 

necessary lo restore ihe Joint Property lo ihe equivalent condition I hot existed prior lo the event causing ihe 

expenditures. Operator shall cither negotiate a rate prior to charging Ihe Joinl Accounl or shall charge Ihe Joint Accounl 

for overhead based on the following rales; 

A. 5 % of total costs through S 100,000; plus 

B. 3 % of total cosls in excess of S 100,000 but less than SI ,000,000; plus 

C. 2 % ortotal costs in excess ofS 1,000,000, 

Expenditures subject io Ihe overheads above will not be reduced by insurance recoveries, and no other overhead 

provisions of this Section 111 shall apply. 

4. Amendment of Hates 

The overhead rates provided for in ihis Seclion Ml may be amended from time lo lime only by mutual agrccmeni 

between ihe Parlies herelo if, in praciice, Ihe rales arc found to be insufficient or excessive. 

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AM) DISPOSITION'S 

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material 

movements affecting ihe Joinl Property. Operator shall provide all Material for use on the Joinl Property; however, al 

Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or 

surplus Material, such disposal being made either through sale lo Operator or Non-Operator, division in kind, or sale lo 

outsiders. Operator may purchase, but shall be under no obligation lo purchase, inlercsl of Non-Operators in surplus condition 

A or B Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed lo by ihe Parties. 

1. Purchases 

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

Material found lo be defective or relumed lo vendor Tor any other reasons, credit shall be passed to Ihe Joint Account 

when adjustment has been received by the Operator, 

2. Transfers and Dispositions 

Material furnished lo Ihe Joinl Property and Material transferred from ihe Joinl Property or disposed of by the Operator, 

unless otherwise agreed to by the Parties, shall be priced on ihe following basis exclusive ofeash discounts: 

A. Neiv Material (Condition A) 

New Material including tubular goods, shall be priced al Ihe New Price in effect on dale of movement. 

(4-)—Tubular Goods-Other-man-Lina Pipe 

(a) •• TuWar-goodvstfed-3-3tit-incites-OO-anaMargeri ewasp*-4inonparshall-be-piked-a f-EaslenHrsill 

publisli^aifloa<i43aae-pFke6-olfe4ivo-as-)>f daloof mavcinem-plus-wanspoHalion cosl'Usiag4hn £0,1100 

pttu ml tFarittad weight basis to ihu lailway-toceivin g-p< ttnt-HCa r«SHliu4oinl-Piop«ily- for-ss4iitlt 

publkhed-ra ika ws-fof 4ubu hr- goods- ux ish414h ft S0-,000 pou ntl-fa il rato-is- m'lolfeieoVtl^QTOOfl-powd 

ttf-Wiffltfi pound-rail rale may bit-used.- FTCighI tliare«.-fot-lubingwill Iwaulc-ulaled-ffom-irfHaiftrOhio 

aiid-casiHg4H«n-¥*ting*Hwn rQtwf* 

fbj—l^gfmles-whklHire^iecial lu one-mill oiily.-pl-wjes-alittlHie-eoiiipuled anhennitl baso-of-that mill-plus 

kanspoFt at ieft-cost-from-ttial- mi 11404 r^iatiway-R'ceiving point-Ma rusl 4be-Joim4'«^ieny-as-pio'f Med 

above-m4^!agraprHirA41)(a>rl |jus4eimmlMhe-W>0« 

I MHUid-Oil-F4ekM la u lers-Assotia I ion 4nlerM al e-l ii iiik-rale-shul l-beosod. 



(w}—Spec ia l*nd -fmish t ubu I ar-gttods-sla I l-bê wk-ed-iH-i Un- luw^puMriieJwiHjt'-Ww: k-pi ker-noib-.-l Jousiortr 

^MiSriilu^iansiitmatiwtTXMrusKHj-Q^ laulers-Ass«ciali<>nimerslale-M,W>G-t>ound truck-rate, 

lo-die r-ai Iway-teecivtftfriiaiBi -noareswl wJoin l-i U opei lys 

(4)—Maeai«Hi4!ibirtg4>i:je-l«ss-l)ia n 4-3/X- inch-OB)-sha I l-bs (irked-a Hbe-I<iwesl f f Nished-ttuh>f-s1(H:l<-fitiee5 

fo^nhc-su jifit iei-jiluMrans|ioi(HI ion-cosl s,-osi ng4he-Oi4-Rald-l )aalers-Assoc-ia lion- inlersla 1*4 ruc-k-fa I e 

] wi-weighl -oU ubi ng-l rans ferretl r ioih» f ai Isvay-rweivirH^poiiH-iiearcst-l h»J<HHH-Ff«perty, 

|2J—liine-P-ipu 

(a) —Uite-pi|>tt< i no «ment s-(e>icepl w a 1-1 i ne l>-OtJa ml-largut wiuV 

nuMo-shsl1-be-pficed u inlet-provisions oflubular-goods pricing in Pan 

f ie ight-c harges shall-bmsa leaialed-ftont- t ̂ oiain,-Olt io. 

(b) —4rin«4!ipttHTHtyetiHm)s-te'icepi-«î a 2-1.inch OD) anoMatger-wiili walls^J-irtcli and over) less than-30,0<)(1 

ItoonaVsliiilJ-tw-pf-imdal liasHmi ntill (HiWishwl-wthwl4w^H<a»-eirwH>ean ordale-oEshipmem; 

lilusJO-jiervenlrp!os-lranspofiaiion cosls-based-on-freigliHalosas^^iiwdi-ui«tef-pfov4sions or labular 

gwKls-priafH^B4^ragra|iltA.-( 1 )(3r-a»fHw Lorain* 

OWOT 

inanufaeHHO al curreraWiuv t̂blislied-pric-es-plus-1 ransportalion-cost-io ihe-failwa v-receiving-poml 

(4)—Line-pi) wr4nBhni ktg-fd bfioaied-line-pi p©rd rivi^pe^mt^<>miwHHM4i^Hi-aftf^4iilMjd piice-lisis shall 

l»-l«ic«i-al-o,uolud-pfioos plus-fr^ighWtH he ra ilway-tcWvine^poinl-nearesMhe-Jwnl-pH'Deily imH 

prici^gieod-io-by-lhe-JiaFl iev= 

ti)—Odier-Mtticriiil-slial Hus-pricoil«Hl w-cu rTerH-Hiew-pFic^n-efTwl-al-date^-itiovuinent^ iable 

supply^lore^iuaiesHlie-Joi nl-PropertyrOf-poi n< of-manu raeturerplus-t ransponatien-coMs-,- i f-applic-abier<o4ie 

ra i Iwuy-fec«iving-f>rHnl-neai*sHhc-4f^ 

(-4—Unused imw Material, eMjapt-lubulaf-goods, lnovud•ff̂ ^^ l̂•̂ ^^e-)oin^P^ope l̂y-̂ ^^all-̂ ^e•pfî ^a -̂̂ llo<u^^«^^^ 

new-prieer+n-el t-omlala-oAnownwiHras-1isled by a to!iable supply-3lot»nuaiosl the Joinl Properly, or 

point-ofmamiraiilUFerp'ustiansporlalion-coslMf-applieabkrltHIte-failwuy-rwwving poinl nearest iheJoim 

1'ropenyi-Onusul naw-wbolarswiil-ho-pfk-ed as provided-ahove-in-Paragraph 2iA.(f)-and-(3)i 

I i . Good Used Maicrial (Condilion U) 

Considered io be inaicilal in sound and serviceable condilion and suilable for reuse wilhoul reconditioning, however, 
ihe cost of any reconditioning shall be absorbed by the transferring property. 

1. Condilion F3 Material moved lo the Joint Property at seventy-five pcrccnl (75%) OF New Price. 

2, Condilion H Material moved from the Joint Property: 

(i) At seventy-five percent (75%) or New Price if Material was originally for Ihe Joint Accounl as New Material; 
"r 

(ii) Al sixty-five percent (65%) of New Price il Maicrial was originally for the Joint Accounl as good used Material 
ai seventy-live percent (75%) of new Price 

(4-)—Nlaleiiaknovud-lo-lhe-Joi mjlrojief i y 

At-sevenly-ftve-pew-enl (75%) of tmnenl-now price! asdetenrtinetUiy-Paragraph-A, 

(3!—Matei iaUised-on -am l-Hwved-l rom-i IteJotm- P+«peN y 

(a) — A l suvonly five puroenl (75%) of cuffent-new pricft-as-tielermined-hy Paragraph-Arif-Maletial-was 

orig i na lly- diafgad-kMlw-Joi nt-Accounl-as-new-Malerial-or 

(b) —At*ii.ty-ltve-percenl-(64*iJ-of-cuFTent new^ricft-asttelennined-by-Paragfapb-AriPMalefial-v^ 

uriginally-c har god lol lie-Jo* m -Ac count a* used -Malarial 

(3>—Materia) not-used-orwnd iniiv^^rom-ihe-JoHii-Pfoperly 

Al-sevonl y-five- peKen4?W»)of-*uRert wow- iirico-as-deieBninerf-by-P-aiagFaph-A: 

- rhec-osl-of-recond it H MI ingr' t̂ mSvtJ'd IHieabsm bed-by-ll HM runsfert i ng-prope rly, 

C. Olher Used Material (Conditions C, D and F.) 
1. Condilion C Material is maicrial which is nol in sound and serviceable condition and nol suilable for its 

original I'unclion until ullcr reconditioning and shall be priced at fifty percent (50%) of current new price 
as determined by Paragraph A. The cost ul'reconditioning shall be charged lo ihe receiving properly, provided 
Condition C value plus cosl ot reconditioning does nol exceed Condilion l i value. 

2. Condition D Material shall he priced at a value comincnsuralc wilh iis use oral prevailing prices 
3. Condition IL Material shall be priced at salvage value 



(4-)—Cendiwon-G 

MaleriaVss4iteh-t5-nel-in-souno^nd-sef*««ableH:ondilknv-ana^nol-suliable fo< ils original fiuictieimnlil 

Paragraph A. The cos»-of-reeondilkmiB;^halt-bo^iHge4-lo-th»(c^ pro^My, provided Condilion 

G-va luo-plus-cosl of reconditioning does itot-OMioi.'d-Ci'ndH kit it-valao: 

(3)—Condilion-P 

Mater-iak-ewWing junk, no lunger-suit 4br-somool her-purpose 

aterial 

(a)—ftisingr-tutttng, or-dritt-pip6-u5edas-linepipes.hi 

prked-aHtsed-line-pipe-pt ices? 

jrade A and - B-seamkss- hue-pipe 

as4ine-pipe-sball be 

(b) —Caving, lubing or-drill-pipe used as liigher pressure servioe-lines-lhan slan 

power-oiMines, shall be pr4ced-uftder-flonnal pricing procedures for casing.-t 

UpseHubular-gooris-shalloe-prieed on a non upsel basis; 

(3-)—Cond il i«o-E 

Junk-shalI be priced at pravailing-prices.- Operalof-inay-dis 

- Obsolete Material 

Malerial-whieh-isserweaMe-and-usah4e-for-4ls-original function but coniiiiioti-afwi/oi-' 

tfiofettiesi-Suclvprice^rioold-resull-in the Joint-Accouot-bcing chafgud-wilh-lh 

P-Fiemg-C-ontlitiens 

414—Uoading-of-unloading costs may-be-e-harged-lo-lhe-Joinl-Acwiunl ul the rate of twonly-iis^-cems-(J5*) 

per-humlred weigltt-on-aH-Kibolar-goods- movement in lieu oraciual loading-or-unloading cosls 

sustained al the slocking poi nti-The abovo-rale-shalPbe-auju sled-as of ihe lirsl day ofAptil-eadvyea r 

Sec4ien-11 Irl^afagraplv-UA+lMiacIvyeah-lhc-rale-calculalerishidl he rounded-lo4he-Beaie5l cent and 

sliaH4je I ha rate in alTact until ihe ft rsl-day of A pti l-Fte.\t-yea r-r^uch tale shall be pubhsliod each-yeaf 

(3)—MateEial-in 

prtEP-ufnew Material: 

sls-sltall bo charged al applicablo-percenlage-of th&c-un 

Premium Prices 

Whenever Material is nol readily obtainable at published or listed prices because or national emergencies, strikes or olher 

unusual causes over which the Operator has no control, the Operator may charge ihe Joint Account for the required 

Materia! al the Operator's actual cosl incurred in providing such Material, in making il suitable for use, and in moving it 

lo the Joint Property; provided nolice in writing is furnished 10 Non-Operators oflhc proposed charge prior 10 billing 

Non-OpcraloiS for such Maicrial. Each Non-Operator shall have ihe right, by so electing and notifying Operator within 

ten days after receiving notice from Operator, 10 furnish in kind all or part of his share of such Maicrial suitable for use 

and acceptable 10 Operator. 

Warrant)' of Material Furnished By Operator 

Operator does not warrant Ihe Material famished. In case of defective Material, credit shall not be passed 10 Ihe Joint 

Account until adjustment has been received by Operator from the manufacturers or their agents. 

V. INVENTORIES 

The Opcralor shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice anil Representation 

Al reasonable intervals, inventories shall be taken by Operator of ihe Joinl Accounl Controllable Material. Written nolice 

of intention to lake inventory shall be given by Operator at least Ihirly (30) days before any inventory is to begin so lhal" 

Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented al an 

inventory shall bind Non-Opcralors lo accepl the inventory taken by Operator. 

2. Reconciliation anil Adjustment of Inventories-



Adjustments lo Ihe Joinl Accounl resulting from ihe reconciliation of a physical inventory shall be made within si.x 

months following Ihe taking of ihe inventory. Inventory adjusiments shall be made by Operator lo ihe Joint Accounl for 

overages and shortages, but. Operator shall be held accountable only for shortages due io lack or reasonable diligence. 

3. Special Inventories 

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

Property. It shall be the duly of the party selling to notify all other Panics as quickly as possible after Ihe transfer of 

interest takes place. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases 

involving a change of Operator, all Parties shall be governed by such inventory. 

-I . Eipcnsc of Conducting Inventories 

A. The expense or conducting periodic inventories shall not be charged to the Joinl Account unless agreed lo by the 

Parlies. 

B. The expense of conducting special inventories shall be charged to ihe Panics requesting such inventories, except 

inventories required due I o change of Operator shall be charged to the Joinl Account. 

VI . MISCELLANEOUS PROVISIONS 

The following, notwithstanding an; thing herein tu the contrary, shall lie made 3 part or and included in these Accounting Procedures. 

1. In the event Non-Op cm tor is required under any applicable provision of the Operating Agreement or under Article 1(3) of 
Ihe Accounting Procedure, to advance or prepay fundi for operations tu which it has consented, any discount offered by 
Vendors selling lo the Joinl Account and actually received by Operator during and applicable lo such prepay situation shall 
be credited prorata by Operator to Non-Operator. 

2. Any volume discounts or special rebates w hich are credited to the Operator by vendors selling tu the Joint Account shall he 
a credit (u the Joint Accounl when received by Ihe Opcratur. 

3. In Ihe event Opcratur plans tu use his own equipment fur any operations hereunder, or (he equipment of any subsidiary, 
parent company or sister company, Operator agrees that Ihe charge lo Ihe Joint Accounl Tor the use or such equipment 
shall be equal to the competitive market price for the ute of similar equipment 

4. In the event Operator plans to purchase goods and/or services for the Joint Account from his own subsidiaries, parent 
company or sister company, such goods and services shall be compctilively priced. 

5. Within one hundred rwemy (120) days after close or operations on any well drilled hereunder, any unused nr salvaged 
tubulars shall be credited to the Joint Account, offered proportionately lo the Non-Operators "in-kind" nr sold la a third 
parly with a credit being reflected on the Joint Account. 

(j. Operator agrees to acquire any tubular goods obtained for the Joint Account at competitive market price. I I Operator 
w ished to use tubular goods from its own inventory. o r the Inventory of any subsidiary, parent cumpany nr sister company, 
such tuliulars shall lie charged tu the Joint Account at prices w hich are equal to or loner than competitive market price. In 
na event shall Operator charge Ihe Joint Account Tar material transfers from its own inventory at mill price w hen mill price 
is in excess of competitive market price. 

7. The following shall lie added to Ihe existing provisions of Article 1.5 of the Accounting Procedure: 

"Operator shall have ninety (1U) days from receipt or Ihe audil report to resolve all exceptions listed therein. If said 
exceptions arc not resolved within the specified time period, int ere! t shall begin accruing at ihe rate prescribed in 
Paragraph 3 above on ail amounts finally credited tu (lie Juint Account as a result of the audit". 
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EXHIBIT "D 

Attached to and made part of that certain Operating Agreement dated 
October 3, 2012, between COG Operating L L C , as Operator, and 

McCombs Energy, L L C , et al, as Non-Operator(s) 

INSURANCE REQUIREMENTS 

Operator shall carry for the benefit and expense of the joint account, 

insurance to cover operations pursuant to the terms of this Agreement. 

(A) WORKERS COMPENSATION INSURANCE as required by the 

laws of the state in which operations will be conducted and 

EMPLOYER'S LIABILITY INSURANCE with a limit of not less 

than 51,000,000. 

(B) GENERAL LIABILITY INSURANCE with limits of $1,000,000 for 

each occurrence, bodily injury or property damage, which includes 

seepage and pollution coverage, a general aggregate limit of 

$2,000,000; plus excess general liability coverage of $5,000,000 per 

occurrence and not less than $2,000,000 aggregate. 

(C) AUTOMOBILE LIABILITY INSURANCE (including all owned 

and non-owned automobiles) with a combined single limit of not less 

than $1,000,000 combined single limit for bodily injury or property 

damage. 

For more particular details as to the above coverages, deductibles and 

specific exclusions, please refer to insurance certificates or notify our office about 

specific information requests. 

No other insurance will be purchased for the joint account without the 

consent of the panties hereto. Any party, individually, may procure and maintain at 

its own cost and expense, such other insurance as it deems proper to protect itself 

against claims and such shall inure to the benefit of such party. 
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1 NOTE: Instructions ] \n Use of Gas Balancing 

2 Agreement MUST hi' reviewed be fine liiiuli/iii« 

3 this document. 

•1 
5 

6 

7 EX1JU1IT " I ! " 

K CAS BALANCING AGREEMENT ("AGREEMENT") 

') ATI 'ALTIED'IO AND MADE I 'AHTOETIIAT CERTAIN 

!(| OPERATING AGREEMENT I1ATKI) Octuhcr.L 201-

11 BY AND BETWEEN COG Opi-i atin;; LLC . r\s Upr-ratm 

U A M ) Mc('midis V.nciuv. LLC, ci al. ("Ol*I;RATING AGREEMENT") 

1.1 »HELATING T U THE N/2 of .SVfiioji M Tl l)S-iU2E AULA. 

l-j Lea COUNTY/rARlSII. .STATE 01-' New Mexico . 

If. !. I iEHNITIONS 

17 The Ixilhiu'ittg ifcliiiflfini?. .sli.ili .'ipfiiy lo litis AiriiviitctM: 

Ifi 1.01 "Arm's Length Agi cement" shall mean any gas sales ntirectiictil w iih an una ft ilia led puiehi'scr or any gas sales 

I1) agreement wilh an a'lilialcii purchaser where llic sales pticc ;niil Jcllvciy coiulilinns under such ngiccmcul arc 

20 representative of prices and delivery conditions e\islim; undci oilier similar agreements hi the area beiwcen 

21 una If ilia (oil panics al llie same (line liir natural gas of comparable i|ii;i(ily unit Humility. 

22 1.D2 "Uakmeiiiri Area" shall mean (select 'inc): 

23 • each well sullied In llic Operating Aj'tvcmeni ilia* jwMticcs Ga-. nr i:. allocated a :.h;uv of Gas pnnluciinn. If a 

24 single well is completed in two nr mure pioiluciui*. intervals, each pioducing interval l-om which llic Gas 

25 pmduclioti is nol coin mingled in the wcllboic sicifl lie cousiilcicil a Ncpm.Ue '.veil. 

2() Q—all uf-lhiNicivugeaiiil dept h> subject liHheOpciaiing--Agrconiciii; 

27 • 

2,S _ _ _ _ 

2'/ 

30 , „ 

31 1.03 " fu l l Share of Current Pwdueliou" shall mean Ihe Perccntui-c Interest of each Party in llic Ga< ;tctu:illy pmduccd 

32 from llie Balancing Area during each miPiilli, 

33 10-1 "Gas" shall mean all In illivai lions produced uc pupiiucihle from the lialnitcitl;! Area, wliclhlT frciiti a well classified 

34 as an nil well nr ;jns well hy llie regulatory agency having juriidicltim in .-uch mailers. uliiUi nit or may lie made 

35 availnhlc for sale nr separate disposition l>y the Parlies, excluding oil. ci'tKlcti..:ite and olher liquids ivcovcrod hy 

36 Held equipment opcinlcil fur llie joint accounl. "Gas1' docs no1, include gas used in jtiim operations, such as fur fuel, 

37 recycling oi reinject ion. or which is vented or lost prior Id its sale orilcliveiy from the 1 Inland iii'. Area. 

3S I "5 "Mitl:cup G;is" shall menu any Gas taken hy an Underpin.luccd I'aily Itnm ihe Balancing Area in excels of ils Pull 

,V) Share of Cut rent Product inn. whether pursuant to Seclion 3.3 or Sect inn 4.1 hereof. 

•10 I.Od "Mel" shall mean one thousand cuhic feci. A cubic lout ul' Gas shall mean the volume of fits contained in one euhie 

41 fool of .space ;tl :t siand.ud pressure liase and til n Mandnid icnipcniltuc liase. 

42 t.07 "MMlitu" skill mean one milliiui Uritish Thermal Unils. A British Thermal Unii shall mean the quantity nf heat 

43 required In mist* one pound tivuiiiiupnis of pun.* waler I'liiin 5S.5 degices Faliieuhcil in 5'Jj itctnves Pahretiheil al a 

44 cunsuiiil ptessiue of l-i.7,3 jiintiiiis pciMjiiiuv itieh iilisiilute. 

45 1.1W "OpCTTiUu" :1I;I]| mean llie indivuliial in culilx tlesiyn;itcd umlcr ihe leniis of ihe (Jpciatinp Agiceiuctii or. in llie 

4d event I hi* AgivcmeiU is nut employeil in eiitiueeliori wilh an upeiTiiin;.'. agreement, llic individiril or entity 

47 iles I gna led as ihe upeialororiht- uell(sl loealeil in the r'alanciiij; Atea. 

4.S l.'W "Ovciiuoiitieu] I'aily" .sli.tJI mean :my Paily Ikivinu taken ;i rrciler iiu;irilj)y of (Ta.s Jirmi llie U:ibm-jj)^ AIV;I iJian 

•if the I'oic em age inleresl of such I'aily in tile eiiniul.itive quaintly of all Gas pioiluee.l I'tum the Balancing Aie.t, 

5(1 I.HI "Oveipitiihictiiiii" shall mean the eumuliuive quiitm'ty of i i ; ^ lal.en l y a i'aily in e\ee?s nf iis IVrcetilage Intevc-t in 

5 I ihe cumulative quaitlily ul'all (i;is pioduced liom ihe lialuneing Aie.-i. 

52 I . I I "I'aily" -shalJ mean thnsc individwils >» iiniiies Mjiijivt M liii.s Aperjucui. ;nnJ ilieir ie\|vcijve Jiviu. .siwces.sin.s, 

53 tinnsletevs and asiigns. 

54 1.12 "IVicentat/e hueirst" shall mean tlie peieenta^e nr ileciiual iniiiesl of each Party in tlie Gas pindueivl liom the 

55 Ha lane int; Are;t piusuani lo lite (Ipeialiug A^icenicnl eiiveriii;1. the liiiianeinii Aiea, 

5/' 1.13 "Ki.yiily" slml! i^.-aii payments "» i>iii,hn:tiiiii ,if O.r, fivm i!,v llnLr.ciiti- AKVI to civ/Ms of tnyahk:;. ovctiii'.iny 

57 luytillies. pin.luctitui payments or similar iiuctcsts. 

5S 1.1-1 "UiuleipniJiicfil I'aily" shall mean any P.nty linviitu taken a le..sei qiiantily of G.is iii'iu tlie U.iiaticiu;: Aiea limn 

51) ihe IViLeniace Inteiesi OI'MICII I'aily in Ihe cuniiiiaiive i|ii.unity of all Gits piiniueeil litim ihe H.il;iiieiny Area. 

Ml 1.15 "f/iiileqifiji'iietirur" ^Itafl titeari (Iti* (lelliftcitey Ire'tuivti (In* ctftritilativi' qiiattliij' of (7as raken by a f'nrtv im 

l i \ Peieeulage liueiest in llic cumulative quiiiuily oi';ill Gas puiiluceii limn [he Balaneinf, Atea, 

W -ITIfi-Q (Opliii!itil)-"VVitilei-Peii[Hr*sludl-tneau.|lKtuKinlhtSlol' , m - —ini'iio 

(ti eakiHliii-yeai-iuid tlie-ni(iiuli(>)ol'- ••• • —in-ilie •aiceivilipg cul-;iid:ii-yi'iii> 

M 2. BALANCING Al i i 'A 

ft5 2,1 If this Ayrccmt'iil covers nunc than one Balancing Aiea, \i shall he applied as if each l'id;uiciug Arc: were covcied 

ftd liv ,si'|i;irate IILII iilculital :ii:iet'tneiu.i, All litilaiicln1.; Iicivundci shall 1«; mi tin; dasis nf (las taken Horn llie Uiihinciiig Ao'a 

1,1 me.iMircil in (Allcvnalive 1) H Mel's oi-(Altn*iinlixi'-:) • -MMIil i i : ; . 

dK 2.2 In ihe eveni that till or pail of ihe Gas tldiveiahle Inuii ;t llala:iciiij; Aiea is nr lit'tiinie*. Mil'ject io one oi imut 

(•') nNi.timiun laivl'ul piiees, any G;is not suhjcel lo price cunliols shall he ctmsiileici! as prniineeil lit>tn a sinitL' llaUnv.'iii;; Aiea 

71) am! Gas subject In each nia\iinimi lawful price calegoiy ,h:i|| he considered pioiluced IVom a separate llakuicin^ Area. 

71 3. RIGHT Ol- PARTIES TO TAKE GAS 

72 3.1 l-iich Pail)' desiring lo lake Gas will notify the ("Ipeiatoi, oi eaiiso tile Opciator lo he notified, nf ;he \olunn*:; 

73 nomiiialed, the iiiimc nf tin: [nmsportiiifj pipeline and the pipelitie eoitttaei niniilift' ( if availnhle) ami iue;ir taniion lelaiing 

74 to such ileliverv. sulllcienlly in iid\-!iiiee fur the Opcraitu, aeliui: w iilt reasonable diligence. In meel nil nouiinaiion and other 
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j but iii no cvciil will advance notice of I m than tliirlv (.1(1) days lie deemed sufficient lor Qpcrnlnr tomeet sucli requirements. 

| requirements., / Operator is an I lion/.cd tu deliver llie volumes so nominated and continued III confirmation is required) lo the 

3 transporting pipeline in accordance with the terms of this Agreement. 

3 3.2. Each Parly shall make a reasonable, good faith effort to lake its Full Shaie of Current Production each month, lo the 

4 extent that such production is required to maintain leases in effect, lo prated the producing capacity of a well or reservoir, lo 

5 preserve correlative rights, or lo maintain oil production. 

o 3.3 When a Pany fails for any reason lo lake ils Full Share nf Current Production (as such Share may be reduced by llie 

7 right tif the olher Parties lo make up for Underproduction as provided herein), the other Parties shall he entitled lo lake any 

K Gas which such Party fails 'In lake. To the extent practicable, such Gas shall he made available initially in each Underproduced 

9 Parly in lire proportion that its Percentage Inlercsl in the Balancing Area beats lo Ihe lolal Percentage Interests of all 

10 Undeiptoduced Parties desiring lo lake such Gas. If all such Gas is not taken hy the Undeiruoduecd Parties, the portion not 

I I taken shall then be made available to Ihe olher Parties in Ihe proportion that their respective Peiecntnge Inletcsls in ihe 

12 Balancing Area bear lo the total Percentage Interests of such Parties. 

13 3,4 All Gas taken by a Party in accordance with the provisions tiT this Agreement, regardless of whether such Party is 

14 underproduced or overproduced, shall be regaided as Gas taken for ils uwn account with lille (herein being in such taking 

15 Party. 

10 3.5 Notwithstanding the provisions nf Section 3.3 hereof, no OvciTirodiiccd i'aily sliall be entitled in any month lo take any 

17 Gas in excess of three hundred pcrcotil (300%) of ils Percentage Interest of the Balancing Area's [hen-current Maximum 

IX Monthly Availability; provided, however, thai this limitation shall not apply to Ihe extent that it would preclude production 

19 thai is icquiicd lo maintain leases in effect, lo proteel the producing, capacity oT a well or reservoir, lo preserve correlative 

20 rights, or lo maintain oil pinduclion. "Maximum Monthly Availability" shall mean the maximum aveinge monthly inlc of 

21 ptoduclion at which Gas can be delivered from ihe Balancing Aiea, as determined by the Operator, considering the maximum 

22 efficient well rate for each well within ihe Balancing Area, the maximum allowable!s) set by llie appropriate regulatory agency, 

23 mode of operation, production facility capabilities and pipeline pressures, 

24 3.0 In Ihe event thai a Party fails to make arrangements in lake ils Full Share of Current Production required to be 

25 produced to maintain leases in effect, to proteel the producing capacity of a well or reservoir, lo preserve correlative rights, or 

26 to mainiain oil produciion. ihe Operator may sell any part of such Party's Full Share of Current Production that such Party fails 

27 to lake for Ihe account of such Party and render in such Party, on a current hasis, the full proceeds of the sale, less any 

23 reasonable—uiaikeiingi cumptession, treating, gathering or Huns port a lion cosls incurred directly in conneclion with the sale of 

2V such Full Shave of Current Production. In making ihe sate contemplated herein, the Operator shall bo obligated only to obtain 

30 such price and conditions for Ihe sale as ate reasonable under the circumstances and shall not be obligated to share any of ils 

3 maikcls. Any—such—salts— by— Operator—under—llie—lerms—hereof—shall—be— only— for—such—rcti scuta We—periods—ol—time- as are core.ii.kiit 

3; with—da.—minimum—needs—of—the—industry—under— tins— particular—uucumsinnoes;—but—in—no—event—for—H—peri od—in—exoess—of-—owe 

33 year- Notwithstanding the provisions of Article 3.4 hereon Gas sold by Operator fur a Parly under the provisions hereof sliall 

34 he deemed to be Gas taken for the account ol'stich Party. 

35 4. IN-KIND BALANCING 

3(| 4.1 Effective the first day olany calendar tiuinlh following al least ' J j i r t i I 30 ) days' prior 

37 written notice to ihe Operator, any Underproduced Party may begin taking, in addition to its Full Share ol Current 

3K PiodLidiim and any Makeup Gas taken pursuant to Section 3.3 of ihis Agteemeiil, a share of current production determined 

3'f by multiplying twenty-five percent I 25 %) of ihe Full Shares of Current Produciion of all Overproduced Parties by 

40 a fraction, Ihe numerator of which is Ihe Peiccntnge Juiciest of such Underproduced Pany and the denominator of which 

41 is Ihe total of the Percentage Interests of all Underproduced Parties desiring lo lake Makeup Gas. In no event will an 

42 Overproduced Party be required lo provide more than Hvontv-livc percent I 25 %)ofi ls Full Share of Current 

43 Production for Makeup Gas. Tie Opeiulor will promptly notify all Overproduced Parties of the election of an Under])induced 

44, 

4 

Al 

A 

A 

A 

51 

5 

5 

5 

5 

55 

56 

57 

5S 

S-i 
60 

dav ol (lie month in which Ihey last tuol; makeup jjns. I his seilmn does not apply la permanent overproduction situations, ricasc see seem 
regarding situations where nil Overproduced Tal ly has pruduced all ol ils share of the iiiliuiatcly recoverable reserves in llic Balancing Area. 

4,3—•—(Oplionnl Sensunnl—Liniitntiuii—on—Makeup Option—1)—Nol wfihsl milling—Hie—rnrtv-isifms—of-—Sec-lion—1.1, -the 

average— monthly— n moi i n t—of—Ma ken p—Ga s—taken—by—a n—U nd erp rod i toed—Pa rt y—d u ri ng— (1 n.—Wi n lev—P-e rind—-fin rsuan t—lo—Sec4 i on—A T+ 

slia] I no l—exceed 11 ie n vein go mouth ly—— amount o f — Milken p Ga s 1 a hei l by suol i Und erprod need P-n rty d u ring iho 

( )-inon I hs-i m in ed i a I c I y-p i coed i 11 g-i I te-Wi n l cr-Pe ri odr 

4J—•—(Oplionnl.—-—Season ill—Limitation—on—Makeup——Op lion—2)—Notwithstanding—(hi.—previsioHS-—of—Sechon—hh—no 

O verp i oil need - Pa ny-w i 11 b CH vq u i i ei 1 -lo p rov i t len n ci re t ha 11— -nc HJ en I I %' <>F 11 s—; Pit 11 Sha re 

o f-Cii ITU n I-PH od i ic I io n- for-M a ken pGa s- d u r i 11 g-t I IU-W i 11 ter-P eri oil: 

4.3 [3 (Oplional) Notwithstanding any other provision of this Agreement, at such lime and for so long as Operator, or 

(insofar as concerns production by the Operator) any Underproduced Party, determines in good faith that an Overproduced 

Party lias produced all of ils share of the ultimately recoverable reserves in the Balancing Area, such Overpioduced Pany may 

be required to make available for Makeup Gas, upon the demand of Ihe Operator or any Underproduced Pally, up to 

one hundred percent ( Kill %) of such Overproduced Party's Full Share of Current Production, 

5. STATEMENT OE CAS BALANCES 
5.1 The Operator will maintain appropriate accounting un a monthly and cumulative basis of die volumes ^ - ^ f ^ g m ' 1 ' 1 1 c a c h 

Pany is entitled lo receive and ihe volumes nf Gas actually laken or sold fur each Party's account. Within / foi^lve—fl-54 days 

after the monlh of produciion, llic Operator will furnish a statement for such month showing (1) each Party's Full Share of 

Current Produciion, (2) the lotal volume of Gas actually taken or sold for each Party's account. (3) the difference between 

the volume laken by each Party and Lhal Party's Full Share of Current Produciion, (4) the Overproduction or 

Underproduction of each Party, and (5) olher dam as recommended by ihe provisions of (he Council of Petroleum 

Accountants Societies Bulletin No.24, as amended or supplemented hereafter. Each Party taking Gas will promptly provide lo 

the Operator any data required by the Operator for preparation ofthe statements required hereunder. 

5.2 If any Party fails lo provide the dala required hciein for four (4) consecutive produciion months, the Operator, or 

where the Operator has failed to provide dala, another Party, may audit Ihe produciion and Gas sales and transportation 

volumes of the non-reporting Party lo provide the required data. Such audil shall be conducted only after reasonable notice and 

during normal business hours in the office o f ' the Party whose records arc being audited. All costs associated with such audil 

will be charged to Ihe accounl ofthe Party failing lo provide the requited data. 

(•, PAYMENTS ON I'ltODUCTION , . 

(s. I Each Party taking Gas shall pay or cause to be paid all production and severance laxes due on all volumes or Ga? ^ 

- 2 - " 
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actually laken by such Party. 

j (t-2—•—(AlleHittln e—1——EirtillemeLrts)—Each—liafty—shall—pay—or—cause—tu—be—paid—all—Royally—due—with—respect—lo—Royalty 
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owners—lo—whom—il—is—Accountable—as—if— Mich—Pany—were—taking—ils—F-uM—Sharo—Gtnrcin—PioduetiwH—and—only—its— Full—Slhiie—of 

Gunen hP-unluc- iit> ih 

6i4-S—(Ojil ionnl For—use—only—wilh—Seclion—6.1 Alleriinliv*—I Entitlement)—U|xm—wtillen—i^quost—of— a—I'aily 

lali i ng—less—I nan—ils— Full—Slut ro—i d—Gun e i H—P wduetioi i—-i n—it —g i veil —mo i H Ii—(^Gn nwni—U n 11 orpi i id uc ci - ) .—H n y—Pai ly—f a k i n g —m o I o—than 

i is—F-u II—Sha re—o r—Gurre-nl—P i oU uc I ion —in—911 oil—mo in )v—£'Gu mm I—Ovci |ii od UQOI^)—w i l l — pa y— lo— suuh—&HTOII I—U i HIOI JI rod ue-ei—an 

amount —oaoli—mon I ll—equal—lo— i ho— Royn il y— pa cen tagc—of—1 he—prnc cods —leeei v od—hy—t h e— Ci i n en t—O verpi iKJueer— (or—t ha I—portion —«(' 

ihe—Gu ire nl—Unil e ipi oduect^—Fu 11—S ha ro—n t—Gu n c nl—P««1 net ion—Iii ken—by—111 L—Gu n en I — O v e rp i oduce r — pi iivid ml;—hi> wever;—that 

si icJi—pay men i—wi 11—not—exceed—I ll e—itoya 11 y—percent: ige—i ha t—is—c om n urn— to—a 11—Royal ly— bu i dens— i n—l he—Ba I anoi ng—Aiea i — Payment s 

maile—pursuant—11>—ihi s—Seel ion—Orirl—w i 11— bo— deoi nod—pay mont s—lo—I lie—U nderp roduectl—Pa rty\—R oyid i y—1> w net* —for—pu FT* >sos— « f 

11 S(felH?n-?7-5; 

11 G.2 13 (Alternative 2 - Sales) Each Party shall pay nr cause to be paid Royally due wilh respect lo Royally owners, io 

12 whom il is accountable based on die volume of Gas actually laken for ils accounl. 

13 0.3 In the evcnl that any governmental authority requires dial Royally payments be made on any oilier basis lhan that 

14 piuvided for in ihis Sixiion 6, each Pany agrees to nuke such Royally paynicttts .icconJingly. ci'iniircneiitg on ihe effective dale 

15 required by such governmental authority, and the method piovided foi herein shall be thereby superseded. 

16 7. CASH SETI'LEMENTS 

17 7.1 Upon llic earlier of the plugging and abandon men I of llie last pioduciug interval in ihe Balancing Area, ihe termination 

lit of the Operating Agreement or any pooling or unit agreement covering the 11alancing Area, or al anv lime no Gas is laken 
(hiriv-siv (36) 

1'| Irani the Balancing Area lor a period nl / iwvfvo—(+2-} consecutive months, any Pany may give written notice calling for cash 

20 settlement of llie Gas production imbalances among the Parties, Such notice shall be given to all Parties in ihe Balancing Area. 

21 7.2 Wilhin sixty (60) days after the nolice calling for cash settlement under Section 7.1. the Operator will distribute lo each 

22 Pany a Final Gas Settlement Statement detailing the quantity of OverproiluClinii owed hy each Overproduced Party to each 

23 Underproduced Party and—identifying—Iho—month—in—which—such—Overproduction—is—at I ri billed, pursuant lo die methodology 

24 set out in Scciion 7,4. 

7?3—Q—(A 11 cm n I ive— I 1) i i ec I—Pa rl y-1 o-!'-« rty—S rltleiiieul) —W i 111 i i I—s i xly—(oOf —da y s—a ftei—i ecoi pt—of—I he— I 'ilia 1—Gad—Sell kmen t 

Si II 1 emeu I -.—each —Q verprod uc-cd—Pail y—w i 11 —pity— lo—each—U udei p rod uc ed—Pa rty—enl ii led —lo—set 11 omen I—11 io—appropriate—cash 

sot i lemon I;—aceom pai litxl— by—a ppmpriai o—ac eo mil in g—d eini I : — A l — I ho—1 i me—t>P—pa y inc i ih— i h e— O vorpt inJueed—Pa n y—w i 11—noli fy—11 w 

Gpeialcwo f- (he- Gas-in ihalauco-sei t lod4>y-i 1 ic-Oveiprttd need 42a rt y-s-pa y mentr 

7.3 12 (Altrrnalisc 2 - Sclllcmeiil Through Operator) Wilhin sixty (60) days after receipt of the Final Gas Settlement 

30 Statement, each Overproduced Party will send ils cash settlement, accompanied by appropriate accounling detail, to the 

31 Operator. The Operator will distribute the monies so received, along with any settlement owed by ihe Operator as an 

32 Overproduced Party, lo each Undeipioduced Party lo whom sell lenient is due within ninety (9U) days after issuance of ihe 

33 Final Gas Settlement Statement. In (he evcnl that any Overproduced Party fails lo pay any settlement due hereunder, ihe 

34 Opciator may unit over responsibility for the collection of such settlement In the Party to whom ii is owed, and the Operator 

35 w ill have no further responsibility with regard in such settlement. 

31 

3 

3 

3 

4 

4 

4 

4. 

4. 

4 
4<] 

5r3rl-B—(Oplionnl tor— use— only— with—eiection—W.—Alternative—I Settlement—Through—Opernlor)—Any— Pany—shall— have 

iho—right—wi—any—time—upon—thirty— (-30)—days'—prior—written—nolico—to—all—other—Parties—lo—demand—that—any—settlement*—due—such 

Pany—for—-Ovc ipi odu c t io I i—be—pa id —d i reel ly—to— such—Pa ny— by—ihe—-O v erprod need—Pa n y-,— ra I her—I ha n—bei ng—paid—111 rough—iho 

Qpemtofe—I n—11 io—eve in—I h al—a 11—O verp rod need—Party— pays—11 io—O pent lo F— n I ly— s ti ins—due-—to—a n—Uml erpt tKlueed—Piirt y—at—any—time 

a ftei—thiil y—(3JJ)—'lay*—lb Mowing—ll ic—rece i p I—of— I he—nol ice—p rov i dod—for—1 ic re in,—i ho—O voiprodu Mil—Pa n y—wi 11—con I ii me—to—l>e—liable 

lo-w icli4Jndoipjiiduecil-l)arty-fi>r-aiiy-sui)i s-so-pii iik-ontil-paynieni-ls-iicliijHy- rcc oivcd4)y-ihe-UndcqniKluc cd-P-a rtyr 

7.-1 D—(Alternative—I Historical—Sales—Basis)—Tlw—imumni—of—the—cash—scuk'iiiem—will—be—based—on—live—moeeeds 

r w c i v o d — — t he—O verp luduoeJ—Pany— 11 inter—a tw-A mi's— L-en gi h—Ag reou ic ni—for— I lie—Ga s—<n U'n—fi i nn—I im o—lo—tim o—by—I fie 

Overpn td u e ed—Pa 11 y— in—ac os s—of—11 io— O v eipi od uc oil—Pa rl y^s—Pii 11—Sha i u—i>f— Gtm e n I — I ' lodtml i on:—A ny—M a kou p—Gas—la kon—by—11 H* 

Undcqn od u ced—Pa n y—pi ioi—lo—ii io nol a ly— set t le m cn t —lici oun dor—w i 11—bo—a pp I ied—lo—offset—O voip ri nluc t io n—ah mnotogiffid 1 y— i n —t ho 

iHder-of-nceniak 

47 7.4 El (Alternative 2 • ft last licrciil Sales D.-urs) The .iiniiiuil of llic cavli S(-ttlc;nc;il ivilJ be based »ri the pioeecds 

AS received by ihe Ovciprodnccd Party under an Ami's Length Agreement lor llic volume of Gas ihal constituted Overproduction 

4') by the Overproduced Party from ihe Balancing Area, For the purpose of implementing ihe cash sett lenient provision nf the 

50 Section 7, an Overproduced Pany will not he considered lo have produced any of an Underproduced Party's share of Gas until 

51 the Overproduced Party lias produced cumulatively all of ils Percentage Interest share of the Gas ultimately produced from the 

52 Balancing Area, 

53 7.5 The values used for calculating the cash settlement under Secliun 7.4 w ill include all ptocecds received for the sale of llic 

54 Gas by the Overpioduccd Party calculated at ihe Balancing Area, alter deducting any produciion or severance tnscs paid and any 

55 Royalty actual ly paid hy iho Overproduced Party lo an Underproduced Party's Royally owneils), lo llie extent said payments 

56 amounted In a discharge of said Underproduced Party's Royally obligation, as well as any reasonable marketing, comprcssinn, 

57 treating, gathering or transportation costs inc mini direelly in connection wilh the sale of the Overproduction, 

58 7,5.1 0 (Oplionnl - For Valuation Umlcr Percentage of Proceed* Contracts} For Ovei production sold under a gas 

59 purchase contract providing for payment based on a percentage uf the proceeds obtained by the purchaser upon resale of 

60 residue gas and liquid hydrocarbons extracted ai a gas processing plain, the values used for calculating cash settlement will 

61 include proceeds received by the Overpioduccd Party for bnih ihe liquid hydrocarbons and the residue gas attributable lo the 

62 Overproduction. 

<>3 7TS,J-Q—(Optiunal V'nl nation—fur—Prucesseil—Gns Opiion—I)—For—Overproduction—processed—TOF—llic—accounl—of—ihe 

6' Qwrprodueed—Party—at—a—gas—processing—plant—for— tho—oMmction—of— liquid— hydiocuihons.—tin.—full—quantity—(if—Iho— Oveipmdiioiion 

6; will—bo—valued—for—pu i ibises—of—cusli—settlement—at—tho— prices—received—by— iho—Overproduced—I'tuiy— for— tho—sale—of—the—residue—gas 

(it iillribiHiiblo—io—tin—OveipioJuelion—without—regard—lo—proceeds—allrihulttblu—lo—liquid—hydrncuihons—which—may—have—been 

01 oslr.ictod4ioni4hoOvoiinoductioii: 

OK 7,5.2 0 (Optional - Valuation lor I'rocovu'd Gas - Option 2) For Overproduction processed for the account of the 

09 Overproduced Party al a gas processing plant for the extraction of liquid hydrocarbons, the values used for calculating cash 

70 settlement will include the proceeds received by ihe Overproduced Party for the sale of ihe liquid hydrocaibons extracted from 

71 the Overproduction, less the actual reasonable costs inclined by the Overproduced Party lo process the Overproduction and lo 

72 transport, fractionate and handle ihe liquid hydrocaibons extracted thcrcl'mm prior in sale. 

73 7.6 To the extern the Overpioduccd Party did not sell all Overproduction under an Ann's Length Agreement, the cash 

74 settlement will he based on the weighted average price received hy the Ovcipinduced Party for any gas sold from the 

- 4 -
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1 Balancing Area under Ann's Length Agreements during Ihe months to which such Overproduction is attributed, in the evcnl 

2 that no sales under Ann's Length Agreements were made during any such month, the cash settlement lor such month w i l l be 

3 based on Ihe spot sales prices published fur the applicable geographic aiea during such month in a mutually acceptable pricing 

4 bulletin. 

3 7.7 Inteivsl compounded at the rale o l twelve percent 1 12 % ) per annum or the maximum lawful 

6 rate o f inlercsl applicable to the Balancing Area, whichever is less, w i l l accrue for all amounts due under Section 7.1 beginning 

7 ihe firsl day fo l lowing the date payment is due pursuant lo Seclion 7.3. Such interest shall be home by the Operator in any 

8 Overproduced Pany in the pi upon ion that their respective delays beyond Ihe deadlines set nut in Sections 7.2 and 7.3 

9 contributed to llie accnial o f the inlcicst. 

1(1 7.S In lieu o f the cash settlement required by Seclion 7.3. an Overproduced Party may deliver lo the Underproduced Party 

11 an offer to settle its Overproduction in-kind and at such rates, quantities, limes and sources as may be agreed upon by the 

12 Underproduced Party. I f the Parties arc unable to agree upon the manner in which such in-kind settlement gns w i l l be 

13 furnished wi th in sixty (60) days after the Oveiproduced Party's o i ler lo setlle in kind, which period may be extended by 

14 agreement o f said Parties, the Oveiproduced Party shall make a cash settlement as provided in Seclion 7.3. f l i c making o f an 

15 in-kind settlement oBcr under this Seclion 7,8 w i l l nol delay the accrual o f interest on the cash settlement should the Panics 

16 fail to reach agreement on an in-kind settlement. 

17 7.V 0 (Opt iona l - For ba lanc ing Areas Sul i jeci lo Federal Price Regulat ion) That portion o f any monies collected by an 

IK Overproduced Party for Overproduction which is subject tu refund by orders o f the Fedeial Energy Hcgulalory Commission or 

19 oil ier governmental authority may he withheld hy ihe Overpioduccd Party until such prices are folly approved by such 

2(1 governmental authority, unless the Underproduced Party furnishes a corporate undertaking, acceptable lo the Oveiproduced 

21 Party, agreeing lo hold the Overpi odu ceil Party harmless from financial loss due to refund orders by such governmental 

22 authority. 

7 - K i - O — ( O p t i o n a l In le r in i—Gash —It t i lnnc i im)—v\ t—any— t ime—dur ing—(he—term—of—ih is—Agreemonk—anj—Gwip iwd iuwd—Pany 

u i a y — j i ^ i l ^ M d o — d i « i e t i i m . — m a k e — o s h — ^ 

imbalance^— prov ided—thai— Mich—sell lenient s— mus t—be—made—wi th—n i l— Underproduced—Parties—proportionately—based—on—tin.—relative 

2(\ imbalances—of— the—Undei produced— Pa rtiesr—ami—provided—I urthei—tl ial—Mich—sell lements—may—not—be—ma de— more—o lien —t ban—once 

eve ry—twen ty - tou r—(24)—months .—Such—set t l emen ts—wi l l—be—ca lcu la ted—in—the—*ame—maimer -—prov ided—above—for—f ina l—cash 

21 sett lement*—The—Overproduced—Party—wil l—provide—Opcratur— a—derailed—accounting—of—any— such—cash—sell lenient—wilhin—thir ty - (-30) 

day4-arieF-fhe-seiilcmenl-i^m;ider 

30 K. T E S T I N G 

31 Notwithstanding any provision n f ihis Agreement In the contrary, any Pany shall have the l ight, from t ime lo t ime, to 

32 produce and lake up lo one hundred peiceul (100%) o f a well's entire Gas stream lo meet the reasonable deliverabil i ly tcsl(s) 

33 required by such Party's Gas purchaser, and die righl to take any Makeup Gas sk i l l be subordinate to the right o f any Party to 

34 conduct such, tests; provided, however, that such lests sliall be conducted in accordance with prudent operating practices only 

33 after t h i r t y ( 3JJ ) days'pr inr written nolice to the Operator and sliall last no longer lhan 

3d scv rn lv - lwo I 72 ) hours. 

37 '>- O P E R A T I N G COSTS 

3g Nothing in Ibis Agreement sliall change or affect any Party's obligation to pay its proportionate share o f al l cosls and 

3') liabilities incurred in operations mi or in conneclion with Ihe Balancing Aiea, as ils share thereof is set forth in l l ie Operating 

40 Agreement, irrespective nf whether any Party is al any l ime sell ing and using Gas or whether such sales or use are in 

41 proportion lo ils Percentage lii leiesl in the Balancing Area, 

42 10. L I Q U I D S 

43 The Parties shall share proportionately in and own all l iquid l iydincaibnns recovered wi th Gas by Held equipment operated 

4-1 fo i - ihe ju in i account in accordance wi th their Percentage Interests in the Balancing Area. 

45 I I - A U D I T R I G H T S 

46 Notwithstanding any provision in this Agreement nr any olher agreement between Ihe Parties hcielo. and further 

47 notwithstanding any lemii i ia l ion nr canccllalion of this Agreement, for a period o f two (2) years ft urn the end o f the calendar 

4S year in which any information lo be furnished under Seclion 5 or 7 heicof is supplied, any Party shall have the right lo audit 

4') ihe recotds o f any olher Party regarding quantity. including bi l l nol l imited lo information regaiding Blu-conlent. 

50 Any Underproduced Party shall have ihe righl foi a period o f two (2) years from the end o f the calendar year in winch any 

51 cash settlement is received pursuaiii to Section 7 to audil die records o r any Ovcipioduecd Party as to all mailers concerning 

52 values, including hut nol l imited to information regarding prices and disposition o f Gas from ihe Balancing Area, Any such 

53 audil shall be conducted al the expense o f the Party oi Parties desiring such audil , and shall be conducted, after reasonable 

54 notice, d in ing normal business hours in the of l ice o f the Party whose rvcotds tire being audited. Each Party hereto agrees lo 

55 maintain icvords as to the volumes and prices o r Gas sold each month and ihe volumes o f Gas used in ils own operations. 

56 along with the Royalty paid on any such Gas used by a Party in ils own operation*. The audil tights provided foi in ihis 

57 Seclion 11 shall be in addition lo those provided foi in Section 5.2 of ihis Agreement. 

5S 12- M I S C E L L A N E O U S 

5 n 12.1 As between Ihe Parties, in the evcnl o f any cnnl l ic i between the provisions o f this Agreement and the provisions o f 

(,0 any gas sales contract, or in the event o f any conl l ict between ihe provisions o f litis Agreement and the provisions o f the 

61 Operating Agreement, the provisions o f ihis Agreement shall govern. 

62 12.2 Each Patty agrees lo defend, indemnify and hold harmless till other Parties from and nuamsl any and all l iabi l i ty for 

63 any claims, which may be asserted by any Ihitd party which now or hereafter stand., in a contractual relationship with such 

64 indemnify ing Party and which arise out o f the operation o f ihis Agreement nr any activities o f such indemnifying Party under 

65 the provisions of this Agreement, and dues furthei agree lo save the other Parties harmless from all judgments or damages 

66 sustained and costs incut red in connection therewith, 

67 12.3 Except us otherwise piovided in this Agreement, Opciatoi is authorized to administer the provisions of ihis 

68 Agreement, but sliall have no l iabil i ty m the other Parlies for losses sustained or l iabil i ty incuired which arise out o f or in 

(,<) conneclion with Ihe performance o f Operator's duties hereunder, except such as may result from Operator's gross negligence or 

70 wi l l fu l misconduct. Opcmlnr shall nol be liable in any Underproduced Party for the failure o f tiny Overpioduccd Party, (other 

71 than Operator) to pay any amounts owed puixuant lo the terms hereof. 

72 12,-1 This Agreement shall remain in full ftnee and effect Ibi as long as the Operating Agreement shall remain in force and 

73 effect as lo Ihe Balancing Aiea, and thereafter unt i l the Gas accounts between Ihe Parties are settled in lu l l , and shall inure in 

74 the benefit o f and be binding upon Ihe Parties hereto, and their respective heirs, successor, legal representatives^ 
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1 ami assigns, i f any. The Parties hereto agree to give notice of the existence of this Agreement to tiny successor in interest of 

2 any such Party anil tn provide that any such successor shall be buund by this Agreement, and shit II further make any transfer of 

j any interest subject lo iho Operating Agreement, or any part thereof, also subject to the terms of ihis Agreement. 

4 12.5 Unless ihe context clearly indicates otherwise, words used in the singular include Ihe plural, the plural includes the 

5 singular, and ihe neuter gender includes the masculine and ihe fern in inc. 

d 12,(i In Ihe event thai any "Optional" provision of this Agreement is not adopted hy ihe Panics io this Agreement by a 

7 typed, printed or handwritten indication, such provision shall nol fonn a part uf ibis Agreement, and no inference shall be 

fi made concerning the intent of the Panics in such event. In die even: Hint any "Alternative" provision uf ihis Agreement is not 

y so adopted by the Parties, Alternative I in each such instance shall be deemed in have lieen adopted by ihe Parlies as a result 

10 of any such omission. In those cases where ii is indicated ihai an Optional ptovision may be used only i f a specific Alternative 

11 is selected: (i) an election to include said Optional provision sliall nol he elfcciive unless ihe Alternative in question is selected; 

12 and (ii) ihe election lo include said Optional provision musi be cvprcssly indicated hereon, it being understood llial ihe 

IJ selection of an Alternative cillici e.vpressly or by default as provided herein skill not. in am) of ilsclf. coiislilnlc an election lo 

14 include an associated Optional piovisiou. 

15 12.7 This Agreement shall bind the Parlies in accordance wilh the provisions hereof, and nothing herein shall be construed 

Id or interpreted as creating any rights in any person or entity not a signatory hereto, oi as being a stipulation in favor of any 

17 sticd person in entity. 

IS I2.S If contemporaneously wild this Agreement becoming effective, or thereafter, any Party requests that any olher Pany 

19 execute an appropriate memorandum or notice of this Agreement in otder to give lliird parties nolice or record of same and 

20 submits same lor execution in recordable fonn, such memorandum or nolice shall be duly executed by the Party lo which such 

21 request is made and delivered promptly thereafter lo the Party making the request. Upon receipt, llic Party making llie request 

22 shall cause the memorandum or notice io be duly recorded in the appropriate real property or olher records affecting the 

23 Balancing Area. 

24 12.') In Ihe event Iniernal Revenue Service regulations require a uuilbroi method of computing taxable income by all 

2.1 Parties, each Party agrees to compute and report income tu the Internal Revenue Service (sclcrt one) O—ns—fl—Mich—Party—worn 

2( taking—its—Full—Share—of—Gurrent—Production—during—eac-h—relevant—lav—period—in—accordance'—wilh—such—regu lol ioitss—insofar—ns—same 

21 relate—lo—entitlement—method—tux—compulations:—or—• based on the quantity of Oas taken for ils accounl in accordance wilh 

25 such regulations, insofar as same relate lo sales method tax computations. 

20 13. ASSIGNMENT AND l i I GUT'S UPON ASSIGNMENT 

3D 13.1 Subject to the provisions of Sections 13.2 (if elected) and 13.3 heieof. and notwithstanding anything in this Agreement 

31 or in ihe Operating Agreement to ihe contrary, if any Pany assigns (including any sale, exchange or other transfct) any of ils 

32 woiking interest in the Balancing Area when such Pany is an Underproduced or Overproduced Party, the assignment or other 

33 acl of transfer shall, insofar as the Panics herein are concerned, include al! interest of the assigning or iransfening Party in the 

34 Gas, all riglils to receive or obligations to provide nr lake Makeup Gas and all rights to receive ur obligations lo make any 

35 monetary payment which may ultimately be due hereunder, as applicable. Operator and each of the olhci Parties hereto sliall 

3d thereafter licul ihe assignment accoidingly, and Ihe assigning or ir.msfening Puny shall look solely lo its assignee or other 

37 transferee for any interest in the Gas or monetary payment that such Party may have oi to which il may be entitled, and shall 

3N eause ils assignee ur uiher iiansfciee to assume its obligations hereunder. 

30 13,2 S3 (Opliiin.il - Cash Settlement Upon Assignment) Notwithstanding anything in this Agreement (including but not 

40 limited to the provisions of Seclion 13.1 hereof) or in llie Operating Agreement lo Ihe contrary, and subject to the provisions 

41 of Section 13.3 hereof, in the event an Overproduced Party intends to sell, assign, exchange or otherwise transfer any of ils 

42 inlercsl in a Balancing Area, such Overproduced Party shall notify in writing the other winking interest owncis who arc 

43 Parties hereto in such Balancing Area of such fact al leasl Ujirjv ( 311 ) days prior in closing ihe 

44 transaction. Thereafter. any Underproduced Party may demand from such Overproduced Party in writing, within 

4.1 I ' l l ecu ( 15 ) days after receipt olThe Overproduced Parly's nolice, a cash settlement uf its 

46 Underproduction fiom the Balancing Area, The Operator sliall be notified of any such demand and of any cash sell lenient 

47 pursuant lo this Section 13. and the Oveiproduction and Underproduction of each Party sliall he adjusted accoidingly. Any cash 

4K settlement pursuant in this .Section 13 shall be paid hy the Overproduced Party on or before llie eailier in occur (i) of sixty (60) 

4') days after leceipt of ihe Underproduced Party's demand or (ii) at the closing of die transaction in which the Overproduced 

50 Pany sells, assigns, exchanges or otherwise transfers its interest in a Balancing Aiea on Ihe same basis as otherwise set forth in 

51 Sections 7.3 through 7.6 hereof, and shall hear interest al the rale set forth in Section 7.7 hereof, beginning sixly (60) days 

52 nller ihe Over;uminted Party's side. assi;;nr);e;ii. e.ickiujic or ir-insler of ils interest in ihi' Balancing Aiea for any amounts JJOJ 

53 paid, Provided, however, if any Underproduced Party does not .-o demand such cash settlement of its Underproduction from the 

54 Balancing Area, such Underproduced Party shall look exclusively io the assignee or other successor in interest of the 

55 Overpioduccd Party giving notice hereunder for llie satisfaction of such Underproduced Party's Underproduction in accoi dance 

56 wilh llie piovisiuns nf.SeeiiiM! 13.1 heiitif. 

57 13.3 'Ihe provisions of this Seclion 13 shall not be applicable in Ihe event any Party mortgages its interest or disposes of its 

5S interest hy merger, reorganization, consolidation or sale of substantially all of its assets lo a subsidiary or parent cumpany, ur to 

5" any company in which any paiem ur subsidiary of such Party owns a majority ofthe stock of such company. 

60 14. OTHER I'HOVISIOSS 

61 

62 

63 

64 

65 

66 

67 

08 

6') 

70 

71 

72 

73 

74 
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EXHIBIT " F " 

Attached to and made part of that certain Operating Agreement dated 
October 3, 2012, between COG Operating LLC, as Operator, and 

McCombs Energy, LLC, etal, as Non-Operator(s) 

NONDISCRIMINATION AND CERTIFICATION OF NONSEGREGATED FACILITIES 

A. Equal Opportunity Clause (41 CFR 60-1.4) (Applicable pnly to contracts or purchase orders for more 
than $10,000.) 

During the performance of this contract, the Operator agrees as follows: 

(1) The Operator will not discriminate against any employee or applicant for employment because of 
race, color, religion, sex, or national origin. The Operator will take affirmative action to ensure that 
applicants are employed, and that employees are treated during employment, without regard to their 
race, color, religion, sex, or national origin. Such action shall include, but not be limited to the 
following: Employment, upgrading, demotion, or transfer, recruitment or recruitment advertising, layoff 
or terminations, including apprenticeship. The Operator agrees to post in conspicuous places, 
available to employees and applicants for employment, notices to be provided by the contracting 
officer setting forth the provisions of this nondiscrimination clause. 

(2) The Operator will, in all solicitations or advertisements for employees placed by or on behalf of the 
Operator, state that all qualified applicants will receive consideration for employment without regard to 
race, color, religion, sex, or national origin. 

(3) The Operator will send to each labor union or representative of workers with which it has a 
collective bargaining agreement or other contract or understanding, a notice to be provided by the 
agency contracting officer, advising the labor union or workers' representative of the Operator's 
commitments under section 202 of Executive Order 11246 of September 24, 1965, and shall post 
copies of the notice in conspicuous places available to employees and applicants for employment. 

(4) The Operator will comply with all provisions of Executive Order 11246 of September 24,1965, and 
of the rules, regulations, and relevant orders of the Secretary of Labor. 

(5) The Operator will furnish all information and reports required by Executive Order 11246 of 
September 24,1965, and by the rules, regulations, and orders of the Secretary of Labor, or pursuant 
thereto, and will permit access to its books, records, and accounts by the contracting agency and the 
Secretary of Labor for purposes of investigation to ascertain compliance with such rules, regulations, 
and orders. 

(6) In the event of the Operator's noncompliance with the nondiscrimination clauses of this contract or 
with any of such rules, regulations, or orders, this contract may be canceled, terminated, or 
suspended in whole or in part and the Operator may be declared ineligible for further Government 
contracts in accordance with procedures authorized in Executive Order 11246 of September 24, 
1965, and such other sanctions may be imposed and remedies invoked as provided in Executive 
Order 11246 of September 24,1965, or by rule, regulation, or order of the Secretary of Labor, or as 
otherwise provided by law. 

(7) The Operator will include the provisions of paragraph (1) through (7) in every subcontract or 
purchase order unless exempted by rules, regulations, or orders of the Secretary of Labor issued 
pursuant to section 204 of the Executive Order 11246 of September 24, 1965, so that such provisions 
will be binding upon each subcontractor or vendor. The Operator will take such action with respect to 
any subcontract or purchase order as the contracting agency may direct as a means of enforcing 
such provisions including sanctions for noncompliance: Provided, however, that in the event the 
Operator becomes involved in, or is threatened with, litigation with a subcontractor or vendor as a 
result of such direction by the contracting agency, the Operator may request the United States to 
enter into such (itigation to protect the interests of the United States. 

B. Certification of Nonseqreqated Facilities (41 CFR 60-1.8.) (Applicable only to contracts or purchase 
orders which are not exempt from the provisions of the Equal Opportunity Clause set out above.) 

The Operator certifies thai it does not, and will not, maintain or provide for its employees any 
segregated facilities at any of its establishments, and that it does not, and will not, permit its 
employees to perform their services at any location, under its control, where segregated facilities are 
maintained. The Operator agrees that a breach of this certification is a violation of the Equal 
Opportunity Clause in this contract or purchase order. As used in this certification, the term 
"segregated facilities" means any waiting rooms, work areas, rest rooms and wash rooms, 
restaurants and other eating areas, time clocks, locker rooms and other storage or dressing areas, 
parking lots, drinking fountains, recreation or entertainment areas, transportation, and housing 
facilities provided for employees which are segregated by explicit directive or are in fact segregated 
on the basis of race, creed, color, or national origin, because of habit, local custom, or otherwise. 
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The Operator further agrees that (except where it has obtained identical certifications from proposed 
subcontractors for specific time periods) it will obtain identical certifications from proposed 
subcontractors prior to the award of subcontracts exceeding $10,000 which are not exempt from the 
provisions of the Equal Opportunity Clause; that it will retain such certifications in its files; and that it 
will forward the following notice to such proposed subcontractors. 

NOTICE TO PROSPECTIVE SUBCONTRACTORS OF REQUIREMENT FOR CERTIFICATIONS OF 
NONSEGREGATED FACILITIES. A Certificate of Nonsegregated Facilities must be submitted prior 
to the award of a subcontract exceeding $10,000 which is not exempt from the provisions of the Equal 
Opportunity Clause. The certification may be submitted either for each subcontract or for all 
subcontracts during a period (i.e., quarterly, semiannually, or annually). 

C. Affirmative Action Compliance Program (41 CFR 60-1.40.) (Applicable only if (a) the Operator has 50 
or more employees and (b)'the contract or purchase order is for $50,000 or more.) 

The Operator shall develop a written affirmative action program for each of its establishments, and 
within 120 days from the effectiveness of this contract or purchase order, shall maintain a copy of 
separate programs for each establishment, including evaluations of utilization of minority group 
personnel and the job classification tables, at each local office responsible for the personnel matters 
of such establishment, 

D. Employer Information Report (41 CFR 60-1.7.) (Applicable only if (a) the Operator has 50 or more 
employees, and (b) the Operator is not exempt (pursuant to section 60-1.5 of Title 41 of the Code of 
Federal Regulations) from the requirement for filing Employer Information Report EEO-1, and (c) the 
contract or purchase order is for $50,000 or more.) 

The Operator agrees to file with the appropriate Federal agency annually, on or before the 31st day of 
March, complete and accurate reports on Standard Form 100 (EEO-1) promulgated jointly by the 
Office of Federal Contract Compliance, the Equal Employment Opportunity Commission and Plans for 
Progress or such form as may hereafter be promulgated in its place. 

E. Affirmative Action for Disabled Veterans and Veterans of the Vietnam Era (41 CFR 60-250.) 
(Applicable only to contracts or purchase orders for $10,000 or more.) 

The affirmative action clause prescribed in section 60-250.4 of Title 41 of the Code of Federal 
Regulations is incorporated herein by reference (as permitted by section 60-250.22 of said 
Regulations) as if set out in full at this point. If the Operator (a) has 50 or more employees and (b) 
this contract or purchase order is for $50,000 or more, then within 120 days from the effectiveness of 
this contract or purchase order, the Operator shall prepare and maintain an affirmative action program 
at each establishment which shall set forth the Operator's policies, practices and procedures in 
accordance with section 60-250.6 of said Regulations. 

F. Affirmative Action for Handicapped Workers (41 CFR 60-741.4.) (Applicable only to contracts or 
purchase orders for $2,500 or more.) 

The Affirmative Action Clause prescribed in section 60-741.4 of Title 41 of the Code of Federal 
Regulations is incorporated herein by reference (as permitted by section 60-741.22 of said 
Regulations) as if set out in full at this point. If the Operator (a) has 50 or more employees and (b) 
this contract or purchase order is for $50,000 or more, then, within 120 days of the effectiveness of 
this contract or purchase order, the Operator shall prepare and maintain an affirmative action program 
at each establishment, which program shall set forth the Operator's policies, practices and 
procedures in accordance with section 60-741.6 of said Regulations. 

G. Utilization of Minority Business Enterprises (Federal Procurement Regulations 1-1.13.) (Applicable to 
contracts or purchase orders which may exceed $10,000.) 

(1) It is the policy of the Government that minority business enterprises shall have the maximum 
practicable opportunity to participate in the performance of Government contracts. 

(2) The Operator agrees to use his best efforts to carry out this policy in the award of his subcontracts 
to the fullest extent consistent with the efficient performance of this contract. As used in this contract, 
the term "minority business enterprise" means a business, at least 50 percent of which is owned by 
minority group members or, in case of publicly owned businesses, at least 51 percent of the stock of 
which is owned by minority group members. For the purposes of this definition, minority group 
members are Negroes, Spanish-speaking American persons, American-Orientals, American-Indians, 
American-Eskimos, and American Aleuts. Contractors may rely on written representations by 
subcontractors regarding their status as minority business enterprises in lieu of an independent 
investigation. 

End of Exhibit "F 
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EXHIBIT "H 

Attached to and made a part of that certain Operating Agreement 
dated effective October 3, 2012, by and between COG OPERATING LLC, as Operator, 

and McCombs Energy, LLC, et al, as Non-Operator(s), 
covering acreage in Lea County, New Mexico 

MODEL FORM RECORDING SUPPLEMENT TO 
OPERATING AGREEMENT AND FINANCING STATEMENT 

THIS AGREEMENT. entered inlii by and between COO Operating LLC . hereinafter referred lo ns "Operator," and llie signatory party or 
parties oilier lhan Opcmtoi, hcreiunlicr referred lo individually as "Non-Opera tor," and collectively as "Non-Operatois." 

WHEREAS, the panics to litis agreement are owners of Oil and Gas Leases and/or Oil and Gas Interests in the land identified in Exhibit "A" 
(said land, Leases and Interests being hereinafter called the "Contract Area"), and in any instance in which the Leases or Interests ofa parly are 
not of reeoid, the rccoiil uwtiei and the patty hereto llinl owns the interest oi rights ilierein are reflected on Exhibit "A"; 

WHEREAS, Ihe parties hereto have executed an Operating Agreement dated October 3. 2012 (herein Ihe "Operating Agreement"), covering the 
Contract Aiea for ihe purpose nf exploring and developing such lands, Leases and Interests for Oil and Gas; and 

WHEREAS, ihe panics herein have executed litis agreement for the purpose of imparting notice to all persons of the rights and obligations ofthe 
panics under the Operating Agreement and Tor the funhei purpose of perfecting those rights capable of perfection, 

NOW, Tl IER13l:ORE, in consideration of die mutual rights and obligations ofthe parlies hereto, ii is agreed as follows: 

1. This agreement supplements ihe Operating Agreement, which Agreement in ils entirety is incorporated herein by reference, and all lenns 
used heicin shall have ihe meaning ascribed lo them in the Operating Agreement. 

2. The parties do hereby agree that: 

A, The Oil and Gas Leases and/or Oil and Gas Interests of the panics comprising the Contract Area shall be subject In and burdened wilh 
ihe lenns and provisions of this agreement and the Operating Agreement, and the panics do heieby commit such Leases and Interests lo 
ihe performance thereof. 

Ft. The exploration and development ofthe Contract Area for Oil and Gas shall be governed by the lenirs and provisions ofthe Operating 
Agreement, as supplemented by tins agreement. 

C. All cosls and liabilities incurred in operations under ihis agreement and the Operating Agreement shall be bome and paid, and all 
equipment and intileiials acquiied in opcralions on Ihe Contract Area shall be owned, by llic panics herelo. as provided in the Qpcraling 
Agree mem. 

D. Regardless of the record lille ownership to the Oil and Gas Leases and'or Oil and Gas Interests identified on Exhibit "A," all produciion 
of Oil and Gas from die Contract Area sliall be owned by Ihe panics as provided in ihe Operating Agreement; provided nothing 
contained in ihis agreement shall be deemed an assignment or cross-assignment of interests covered hereby. 

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

F. An overriding loyally, produciion payment, net pro Ills interest or other burden payable oul of production hereafter created, assignments 
of produciion given as security for the payment of money and those overriding royalties, production payments and olher burdens 
payable oul of production heretofore created and defined as Subsequently Created Interests in the Operating Agreement shall be (i) 
bome solely by the pany whose interest is burdened therewith, (ii) subject lo suspension if a pany is required to assign or relinquish lo 
another party an inlet est which is subject lo such burden, and (iii) subject lo the lien and security interest hereinafter piovided if ihe 
party subject In such huidcn fails lo pay ils share of expenses chargeable hereunder and under the Operating Agreement, all upon the 
terms rind provisions and in the limes and manner piovided by the Operating Agreement. 

G. The Oil and Gns Leases and'or Oil and Gas Interests which are subject herelo may not be assigned or transferred e.xcepl in accordance 
wilh iliusc lenns, provisions and restrictions in the Operating Agreement regulating such transfers. 

This agreement and the Operating Agreement shall be binding upon and shall inure lo the benefit of the panics hereto, and their 
respective heirs, devisees, legal leprcseuialives, and assigns, and Ihe terms hcrvof shall be deemed lo JUJI with Ibc leases or interests 
included within llic lease Contract Area, 

H. Tlie panics shall have the right to acquire an interest in renewal, extension and replacement leases, leases proposed to be surrendered, 
wells proposed lo be abandoned, and interests to be relinquished ns n result of uon-participalion in subsequent operations, all in 
accordance with the lenns and provisions ufihe Operating Agreement. 

I. The rights mid obligations of the parties and the adjustment of interests among them in the event ofa failure or loss of title, each party's 
light to propose operations, obligations with icspecl lo participation in opcralions on the Coniraci Area and the consequences o f a 
failure lo participate in operations, the rights and obligations of the panics regarding the marketing of produciion, and the rights and 
remedies ofthe panics for failure lo comply wilh financial obligaiiuns shall be as provided in the Operating Agreement. 

i . Each party's interest under Ihis agreement and under the Operating Agreement sliall be subject to relinquishment for ils failure lo 
participate in subsequent operations and each party's share of ptoduction and cusls shall be reallocated on the basis of such 
relinquishment, all upon the lenns and provisions provided in the Operating Agreement. 

K. All other matters with icspecl lo exploration and development ofthe Contract Area and ihe ownership and transfer of the Oil and Gas 
Leases and/oi Oil and Gas Intel esl therein shall be governed by Ihe lenns and provisions nf Ihe Operating Agreement. 

3, The parties hereby grant reciprocal liens and security interests as follows; 

A, Each party grants to ihe other parties hereto a lien upon any inteiest it now owns or hereafter acquires in Oil and Gas Leases and Oil 
and Gas Interests in the Comma Area, and a security interest and/or purchase money security interest in any interest il now owns or 
hereafter uequiics in the personal property and fixtures on or used or obtained for use in connection therewith, to secure performance nf 
all of ils obligations under this agreement and the Operating Agreement including but not limited tu payment of expense, interest and 
fees, llie proper disbursement of all monies paid under this agreement ant) the Operating Agreement, the assignment or relinquishment 
of interest in Oil and Gas Leases as required under ihis agreement and ihe Operating Agreement, and the proper performance of 
opcralions under ihis agreement and ihe Operating Agreement. Such lien and security interest granted by each party hereto shall include 
such party's leasehold interests, winking interests, operating rights, and royalty and overriding royally interests in the Contract Area 
now owned or hereafter acquired and in lands ponied or unitized therewith or otherwise, becoming subject lo this agreement and the 
Operating Agreement, the Oil and Gas When extracted therefrom and equipment siluatcd thereon or used or obtained for use in 
connection therewith (including, without limitation, all wells, toots, and tubular goods], and accounts (including, without limitation. 
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accounts arising from llic sale of production al llic wellhead), contract jighls. inventory and general intangibles relating (heielo or 
arising ihcrcfrom, and all proceeds and products of tbe foiegoing. 

B. Each party rcprescnis and warrants to the olher parties hereto that the lieu and security interest granted by such party lo llie other parties 
shall be a first and prior lien, and each party hereby agrees lo maintain llie priority of said lien and security interest against all persons 
acquiring an interest in Oil and Gas Leases and Interests covered by this agreement and the Operating Agreement by, ihruugh or under 
such party. All parties acquiring an interest in Oil and Gas Leases and Oil and Gas Interests covered by ihis agreement and the 
Operating Agreement, whether by assignment, merger, mnrtgagc, operalion of law, or otherwise, shall be deemed to have taken subject 
to the lien and security interest grained by the Operating Agreement and Ihis instnunenl as to alt obligations attributable tn such inlercsl 
under this agreement and llie Operating Agreement whether or not such obligations arise before oi after such interest is acquired. 

C. To the extent dial die parties have a security inlercsl under ihe Unilbnii Commercial Code ofthe stale in which the Contract Area is 
situated, they shall be entitled to exercise llie rights and remedies ofa secured party under ihe Code. The bringing ofa suit and ihe 
obtaining of judgment by a party for the secured indebtedness shall not he deemed an election of remedies or otherwise affect the lien 
rights or security interest as security for the payment thereof. In addilion, upon default hy any party in ihe payment nf its share of 
expenses, interest ur fees, or upon the improper use of funds by ihe Operator, the other parties shall have the righl, without prejudice lo 
olher rights or remedies, lo collect from the purchaser the proceeds from the sale of such defaulting party's share of Oil and Gas until 
llie amount owed by such patty, plus interest, luis been received, and shall have ihe righl lo ofTsei ihe amount owed against the proceeds 
from the sale of such defaulting party's share ofOil and Gas. All purchasers of production may rely on a notification of default from the 
non-defaulting party or parties staling the amount due as a result of llic default, and all parties waive any recourse available against 
purchasers for releasing production proceeds as provided in ihis paragraph. 

D. IT any party fails lo pay ils share of expenses wilhin one hundred-twenty (120) days alter rendition ofa statement therefor by Operator 
the non-defaulting parties, including Operator, sliall, upon request by Operator, pay llie unpaid amount in ihe proportion dial ihe interest 
of each such pany bears lo the interest of all such parties. The amount paid by each party so paying its share ufihc unpaid amount shall 
be secured by the liens and security rights described in this paragraph 3 and in the Operating Agreement, and each paying party may 
independently pursue any remedy available under the Operating Agreement or otherwise. 

E. Ifany party does nol perform all of its obligations under this agreement or the Operating Agreement, and the failure lo perform subjects 
such pany lo Ibicclosure or execution proceedings pursuant lo the provisions of ihis agreement or the Operating Agreement, to the 
extent allowed by governing law, the defaulting party waives any available righl uf redemption from mid a Her the dale of judgment, any 
required valuation or appraisement ofthe mortgaged or secured property prior lo sale, any available right loslay execution or lo require 
a marshalling of assets and any required bond in the event a receiver is appointed. In addition, to the extent permitted by applicable law, 
each party hereby grants tu the olher parties a power or sale as lo any property that is subject lo the lieu and security rights granted 
hereunder or under the Operating Agreement, such power 10 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 inlercsl granted in ihis paragraph 3 supplements identical rights granted under the Operating Agreement. 

G. To the extent pennilled by applicable law, Non-Operators agree thai Operator may invoke or utilize the mechanics' or materialmen's 
lien law of the slate in which the Contract Area is situated in mder to secure the payment lo Operator af any sum due under tin's 
agreement and the Operating Agreement for services performed ui materials supplied by Operator, 

H. The above described security will be financed at the wellhead of the well or wells located on the Contract Area and this Rccoiding 
Supplement may be filed in the land records in the County or Parish in which Ihe Contract Area is located, and as a financing statement 
in all recording offices required under the Unilbnii Commercial Code or olher applicable state statutes to perfed the above-described 
security interest, and any party hereto may file a continual ion statement as necessary under the Uniform Commercial Code, or olher 
stale laws. 

4. This agreement shall be effective as ofthe dale of Ihe Operating Agreement as above recited. Upon lemiinalion of Ihis agreement and the 
Operating Agreement and the satisfaction of all obligations thereunder. Operator is authorized to file of record in all necessary recording 
offices a notice of lemiinalion, and each pany hereto agrees lo execute such a notice of lemiinalion as to Operator's inlercsl, upon llie 
requesl of Operator, if Operator has complied with all of its financial obligations. 

5. This agreement and the Operating Agreement shall be binding upon and shall inure lo the benefit or the parties hereto and their respective 
heirs, devisees, legal representatives, successors and assigns. No sale, encumbrance, transfer or olher disposition shall be made by any party 
oraiiy interest in Ihe Leases or Interests subject hereto except as expressly pennilled under the Operating Agreement and, if permitted, shall 
be made expressly subject lo (his agreement and die Operating Agreement and wilhout prejudice In ihe rights of the other parties. If the 
transfer is pennilled. the assignee of an ownership inlercsl in any Oil and Gas Lease shall be deemed a party lo this agreement and the 
Operating Agreement as to the interest assigned from and after the effective date ofthe transfer or ownership; provided, however, thai the 
other parties shall nol he required to recognize any such sale, encumbrance, transfer or olher disposition for any purpose hereunder until 
thirty (30) days after they have received a copy of the instnunenl of transfer or other satisfactory evidence thereof in writing from the 
transferor or transferee. No assignment oi olher disposition of interest by a party shall relieve such parly of obligations previously inclined 
by such party under this agreement or the Operating Agreement with respect lo the interest transferred, including without limitation die 
obligation of a party lo pay all costs attributable lo an operation conducted under this agreement and the Operating Agreement in which 
such party has agteed to participate prior lo making such assignment, and the lien and security interest grained by Article VII.B. of Ihe 
Operating Agreement and hereby shall continue lo burden the interest transferred to secure payment of any such obligations, 

6. In ihe event ofa coullict between the lenns and provisions of ihis agreement and the lenns and provisions or the Operating Agreement, 
then, as between the parties, the lenns and provisions ofthe Operating Agreement shall control. 

7. This agreement shall be binding upon each Non-Opcralor when ihis agreement oi a counterpart thereof has been executed by such Non-
Operator and Operator notwithstanding thai ihis agreement is nol then or thereafter executed by all of the parties lo which il is tendered or 
which are listed on Exhibit "A" as owning an interest in llie Contract Aiea or which own, in fact, an interest in Ihe Contract Area. In the 
event thai any provision herein is illegal or unenforceable, Ihe remaining provisions shall not be affected, and shall be enforced ns if the 
illegal ur unenforceable provision did not appear herein. 

V. Olher provisions. 
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C O G O I ' F . K A T I N G I. I .C w h o litis prepared and c i r c u k i i c d th is f o r m l o r execu t i on , represents mid warrants that ihe f o n n 

was p r in ted f r o m and. w i l h lire- except ion(s ) l is ted b e l o w , is i d c n l i e i l lo the A A P I . F o r m d l O K S - l ' J S " M o d e l Fo rm Reco rd ing 

Supp lemen t h i O p e r a i i n y Ag reemen t and Fiuat ic ins! S K i l c m e m . as' pub l i shed in compu te r i zed f o r m by Forms O n - A - D i s k , Inc. N o 

changes, a l tera t ions, o r m o d i f i c a t i o n s , n ihe r l l i in i iho.se made by str i kc l Ii rough ami /o r inset l i nn and t lu i i arc c lear l y recogn izab le ns 

changes in A r t i c l es . have; been made to the f o r m . 

IN WITNESS WIJEREOJ-". ih isagrermcm >h;iJJ he effective ;n o f i l i r 3»J day t>Y O C I H I V I . 2012_ 

O l ' L U A T O l t 

CO<7 O I ' E K A T I M n L L C 

A ' l T l i S T O K W I T N E S S 

ATT EST OU WITNESS 

l!y: .Mima » . Abies 

Type oj- / v im Ni' ine 
T i l le : Vice I'i csiileiit o f Land 
U.ilc: 

(.DTI W. Il l inois Avenue 

Address: Midland.Texas 7l>701 

N O N - U I 'EHATOR.S 

M c f ' o m h s En ere v. L L C 

A l T E S T O k W I T N E S S 

Hate: 

Add i ess: 

Type oi Print Name 

Ni i r l cx C o r p i i i a l i n n 

ATTESTOR WITNESS 

Ti l le 

Dale 

Address: 

By: 

Title; 
Oale: 

Addres 

Type or 1'rinl Name 

Kent 1'r i i r lur l i . in, L L C 

Type or Print Name 

Margari t V.. Hunker, 'fntstee n f tile Margaret K. Huiiket 
By: Tms i n i ' a dated i-V. ember 5, 2002 

Date: . " _ 

A T I TiST Olt WITNESS 
(, 'enleuuial. L L C 

[3v: 1 Ion ">i. ; ; ei ! r ic 

Ti t le: 

Dale: 

Type or Ctim Name 

Addiess: 
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ATTEST OH WITNESS 

By; Helen G. Newell 
Dale: 

ATTEST O i l WITNESS 

By: Larry Newell 
Dale: 

Address: 

ATTEST OR WITNESS 

ATTEST OR WITNESS 

Larry Newell, Individually and as E\eculor,of llie Estalc 
By: of Clay New ell 

Dale: 

Address: 

By: 

Tille-
Dale: 

Addicss: 

Type oi Print Name 

ATTEST OK WITNESS 

ATTEST OR WITNESS 

By: Kenneth L. U n v e i l 

Date: 

Address: 

S & C Construction, Inc. 

ATTEST OR WITNESS 

By; 

Tille: 
Date: 

Address; 

Type or Prim Name 

ShecrFivc. L l ' 

By: 

Tille: 
Date: 

Type ur Print Name 

K12 Eagle Point 
Address: Montgomery, Texas 773 l(i 

ATTEST OR WITNESS 
Read & Stevens, Inc. 

By: 

Title-
Date: 

Type or Print Nnr 

Address: 

4 
•Revised d/fi/13 



AAPL- FORM 610RS - 1989 

ATTEST OR WITNESS 

Caro l Louise Johnson Revocable T rus t (2004), Caro l 
Lou ise . ! o!i i non . Trustee 

By: Caro l Louise Joins sun 

Date; 

Addicss; 1617 Valdcr- N.I;, 
.Alhucnicrouc. New Mexico 87113 

ATTEST OH WITNESS 
M. i r l l i a L. Hol ier Is Revocable T rus t , dated August 9, 
2(111, M a n i l a L. Roberts. Trustee 

By: M a r l l i a L, Roberts 

Ti l le : Trustee 
Date: 

Type or Print Name 

3101 Castlernck Road, Vi l la 5H 

Address: Oklahoma Citv. Oklahoma 73120-1S61 

ATTEST OR WITNESS 
Prospector, L L C 

By: 

Type or Prim Name 
Ti t le : 

Dale: 

P.O. Bo.\ 42') 
Address: Roswell, New Mexico 88202 

A ITEST OR WITNESS 

Fly; l-slalc W i l l i a m C. Johns, M.D. 

Date: 

Address: 

ATTEST OR WITNESS 

By: Estate o f James S. Shor l le , M.U. 

Dale; 

Address: 

A ITEST Olt WITNESS 
Schu l t / Propert ies, L L C 

By: 

Ti l le : 

Dale; 

Address; 

Type or Print Name 

ATTEST Olt WI TNESS 
Endurance Resources L L C 

By: 

Type ur Prinl Name 
Tit le: 
Date; 

Add KM: 
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A C K N O W L E D G E F.NTS 

Noic: The following fnmis uf acknowledgment are the short tonus approved by the Uniform Law on Notarial Acts. 

The validity and effect of tliese fonns in any state wil l depend upon the statutes of thai state. 

Individual acknowledgment: 

State of ) 

)ss. 
County of ) 

This instalment was acknowledged before me on 

hy. 

(Sea!, i f any) 

Title (and Rank). 

My commission expires: 

Acknowledgment in representative capacity: 

Stale of ) 
)ss. 

Counlyof ) 

This instrument was acknowledged before mc on 

of 

.by. 

(Seal, i f any) 

Til le (and Rank). 

My commission expires:. 
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Exhibit " A " 
Attached to and made a purl of (hat curtain Model Form Recording Supplement to 

Operating Agreement ami Financing Statement dated October 3, 2022, 
between COG Operating LLC, as Opera (or, and 

McCombs Energy, LLC, ct al, as Non-Opcraior(s) 

OIL AND GAS LEASES SUBJECT TO THIS MODEL FORM RECORDING SLTiM.EMENT TO 
OPERATING AGREEMENT AND FINANCING STATEMENT: 

Serial No.: 
Lessor: 
Lessee: 
Dated: 
Lands Covered: 

NMNM 112932 
United Stales of America 
COG Operating LLC 
1/1/2005 
T-19-S, R-32-E 
Section 3: N2NE, SENE 
Lea County, New Mexico 

Serial No.: 
Lessor: 
Lessee; 
Dated: 
Lands Covered: 

NMNM 104076 
United States of America 
W.N. Price 
3/1/1951 
T-I9-S, R-32-E 
Section 3: NW 
Lea County. New Mexico 

Serial No.: NMLC 0679S2-B 
Lessor: United States of America 
Lessee: Merit Energy Partners 
Dated: 11/1/1951 
Lands Covered: T-1.9-S. R-32-E 

Section 3 
* Insofar as said lease covers (he SWNE 
Lea County, New Mexico 
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