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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between Regeneration Energy Corp.

. hereinafier designated and

referred 0 as “Operator™, and the signatory party or parties other than Operator, sometimes hereinalter referred to individually herein

as “Non-Operator™, and collectively as “Non-Operators™.

WITNESSETI:

WHEREAS, the parlies 1o this agreement are owners of oil and gas lcases and/or oil and gas interests in the Yand identilied in

Exhibit A", and (he parties hereto have reached an agreement 1o explore and develop these leases andfor oil and gas interests for the

production of oil and gas 1o the extent and as hereinafter provided,

NOW, THEREFORE, il is agreed as follows:

ARTICLE 1,
DEFINITIONS

As used in this agreement, the following words and tenns shall have the meanings here ascribed 1o them:
A. The temn “oil and gus™ sha!l mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons

and other marketable substances produced therewith, unless an intent to limit the inclusiveness ol this term is spectficatly stated.

B. The terms “oil and gas lease™. “lease™ and “leasehold” shall mean the oil and gas leases covering tracts of land

tying withia the Conuuct Area which are owned by the paities to this agrecment.

C. The term “oil and gas interests™ shall mean unlcased fee and mineral interests in tracts of land lying within the

Contract Area which are owned by partics to this agreement,

D. The tenm “Contract Area™ shall mean alb of the lands, oil and gas leaschold interests and oil and gas interests intended 10 be

developed and operated for oil and gas puposes under this agreement. Such fands, oif and gas leaschold interests and off and gas interests
are described in Exhibit A"

E. The term “dalking unit” shall mean the area lixed for the drilling of one well by order or qule of any state or

federal body having authority. If a diilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-

ed by the pattern of drilling in the Contract Area or as ixed by express agreement of the Drilling Parties.

F. The tenm “drillsite™ shall mean the ail and gas Tease or interest on which a proposed well is 10 be locaked.
G. The terms “Dnlling Party™ and “Consenting Party™ shall mean a panty who agrees to join in and pay its share of the cost of

any operation conducted under the provisions of this agreement.

H. The terms “Non-Drlling Party™ and “Non-Consenting Party™ shall mean a party who clects not to  panicipate

in a proposed operation.

Uniess the comtext olherwise clearly indicates, words used in the singular include the plural, the plural includes the

singular, and the neuter gender includes the masculine and the feminine.

ORRE®E&N

ARTICLE 1L
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereol:
A. Exhibit A", shall include the following information:
(1) Mentification of lands subject to this agreement,
{2) Restrictions, if any, as to depths, formations, or substances,
(3) Percentages or fractional interests of panics to this agreement,
(4} Oil and gas leases and/or oil and gas interests subject to this agreement,
(5} Addresses of partics for notice purposes.
B, Exhibit *B”, Form of Lease.
C. Exhibit “C™, Accounting Procedure.
D. Exhibit “D", [nsurance,
E. Exhibil “E”, Gas Balancing Agreement.
F. Exhibit “F", Non-Discrimination and Certification of Non-Scgregated Facilities,
G. Exhibit “G™, Tax Pantnership.

It any provision of any exbibit, except Exhibits "E™ and “G", is incensistent with any provision contained in the body

of this agreement, the provisions in the body of this agreement shall prevail.
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ARTICLE 111,
INTERESTS OF PARTIES

A.  Qil and Gas Interests:

If uny parly owns an oil and gas interest in the Contrct Arca, that interest shall be treated for all purposes of this agrecment
and during the term hereol as if it were covered by the form of oil'and gas lease atached hereto as Exhibit *B™, and the owner thercof

shall be deemed to own both the royalty interest reserved in such lease and the interest of the fessee thereunder,
B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be bome and
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the panics as thetr interests are scl
forth in Exhibit "A™. In the same manney, the parties shall also own all production of oil and gas from the Contract Area subject to the

payment of rayalties to the exteny of as shown of record which shall be borne as hercinafter set forth.

Regardless of which panty has contributed the kase(s) and/or oil and gas intcresi{s) lercto on which royalty is due and
payible, cach panty entitled to receive a share of production of oil and gos from the Contract Area shall bear and shall pay or deliver, or
cause to be paid or delivered, 10 the extent of its interest in such production, the royalty amount stipulated herginabove and shall hold the
other partics free from any liability therefor. No party shall ever be respensible, however, on a price basis higher than the price reecived
by such party, to any other party’s lessor or royalty owner, and il any such other party’s lessor or royalty owner should demand and
feccive settlement on a higher price basis, the party contributing the alfected lease shall bear the additional royalty burden attributable 10

such higher price.
Nothing contained in this Anicie 111.B, shalt be deemed an assignment or eross-assignment of interests covered hereby.
C.  Excess Royaltics, Overriding Royalties and Other Paymeuts:

Unless changed by other provisions, if the interest o any panty in any lease covered hercby is subject to any royalty,
overriding royalty, production payment or other burdea on production in cxcess of the amount stipulated in Anticle 11.B., such party so
burdencd shall assume and alone bear all such excess obligations and shall indemnify and hold the other panics hereto harmless from any

and all claims and demands for payment asserted by owners of such excess burden.
D.  Subsequently Created Interests:

If any party should hercafler ercale an overriding royally, production payment or other burden payable out of production
AUtributable 1o its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit “A”, or
was not disclosed in writing to all other parties priot to the execution of this agreement by all partics, or is not a jointly acknowledged and
aceepted obligation of all parties (any such inlerest being hercinafter refered to as “subsequently created interest” irrespective of the
tithing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafier referred

o as “burdened panty™), ind:

1. Il ithe burdened party is required under this agreement to assign or relinguish to any other party, or partics, all or a portion
of its working interest andfor the production attributable thereto, said other party, or paties, shall receive said assignment and’or
production free and clear of said subsequently created interest and the burdencd party shall indemnify and save said other party,
or partics, harmless {rom any and all claims and demands for payment asserted by owners of the subsequently created interest;

and,

2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Anticle VILB. shall be
enforceable against the subsegquently created interest in the same manner as they are enforceable against the working interest of
the burdenced party.

ARTICLE IV,
TITLES

A,  Title Examination:

Title examination shall be made on the drllsite ol any proposed well prior to commencement of drilling operations or, il
the Drilling Parties so request, title examination shall be made on the teases and/or oil and gas interests included, or planned 1o be includ-
ed, in the drilling unit around such well, The opinion will include the ownership of the working interest, minerals, royally, overriding
royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases and/or oil and
gas interests to the drillsite, or to be included in such drilling unit, shall fumish o Operator all abstracts (including federal lease statug
reports), title opinions, title papers and curative material in its posscssion free of charge. Al such information not in the possession ol or
made available 1o Operator by the parties, but necessary for the examination of the titke, shall be obtained by Operator. Operator shall
cause title to be examined by attomneys on its staff or by outside attomeys. Copies of all title opinions shall be fumished 10 cach pany
hgreto. The cost incurred by Operator in this title program shall be bome as follows:

3 Option No. b: Costs incured by Operator in procuring abstructs and title examination {including preliminary, supplemental,
shut-in gas royalty opinions and division order tide opiniens) shall be a part of the administrative overhead as provided in Exhibit “C™,

and shalf not be a direct charge, whether perfonmed by Operator's stalt attomeys or by cutside attorneys.
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ARTICLE IV
continucd

& Option No. 2:  Costs incurred by Operator in procuring abstracts amd fees paid outside atomeys for title examination
(including preliminary, supplemental, shut-in 2as royally opinions and division order title opinions) shall be horne by the Drilling Parties
in the propottion that the interest of each Drilling Party bears to the total interest of all Drilling Partics as such interests appear in Ex-
hibit A", Operator shall make no charge for services rendered by its staft automeys or other personnel in the performance of the above

tfunctions.

Each panty shall be responsible for securing curative matter and pooling amendments or agreements required in connection
with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording ol pooling
designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders,

This shall not prevent any party frem appearing on its own behall at any such hearing.

No well shal! be drilled on the Contraet Area until alter (1) the title 1o the drillsite or drilling unit has been examined as above
provided, and {(2) the title has been approved by the examining attomey or title has been accepted by all of the parties who are (o par-

ticipate in the drilling of the welt.
B. Lossof Title:

1. Failure of Tith: Should any oil and gas interest or lease, or imerest (herein, be lost through failure of title, which loss results in a
reduction of interest from that shown on Exhibit “A”, the panty contributing the alfected lease or interest shall have ninety (90) days
from linal determination of title {ailure to acquire a new lease or other instrument curing the entirety of the titde fadure, which acquisi-
tion: will not be subject 10 Articke VILLB., and failing 1o do so, this agreement, nevertheless, shall continue in foree as 1@ all remaining oil
andd pras leases and interests: and.

{a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the eatire foss and it shall not be
entitled to recover {rom Operator or the other panties any development or operating costs which it may have theretolore paid or incurred,
but there shall be no additional tability on its part to the other patties hereto by reason of such title failure;

(b) There shall be no retroactive adjustment of expenses incwted or revenues received from the operation of the interest which has
been fost, but the interests of the pantics shall be revised on an acrenge basis, as of the time it is determined finally that tinle Gilure has oc-
curred, so that the interest of the party whose lease or interest is affected by the title failure will therealter be reduced in the Contract
Area by the amount of the interest lost;

(e} IF the proportionate interest of the other partics hereto in any producing well theretofore drilled on the Contract Arca is
increased by reason of the title failure, the party whose titie has failed shall receive the proceeds attributable to the increasc in sueh in-
terest (less costs and burdens arributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such
well;
(¢} Should any person not a panty 10 this agreement, who is determined to be the owner of any interest in the title which has
fuiled, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the panty or parties
who bore the costs which are so relunded:

(e) Any lability to account 1o a third party for pror production of oil and gas which arises by reason of title failure shall be
borae by the party or partics whose title failed in the same proportions in which they shared in such prior production; and,

{f) No charge shall be made 1o the jeint account lor legal expenses, fees or salaries, in conncction with the delense of the interest
claimed by any party bereto, it being the intemtion of the partics hereto that cach shall defend title to its interest and bear alt expenses in

connection therewith.

2. Loss by Non-Paymemt or Eponeous Payment of Amount Due; I, through mistake or oversight, any rental, shut-in well

payment, mimmum moyalty or royalty payment, is not paid or is ermoncously paid, and as a result a lease or interest thercin terminates,
there shall be no monetary liability against the party who failed 10 make such payment. Unless the paty who failed 10 make the required
payment secures a new lease covering the same interest within ninety (90) days [rom the discovery of the faiture to make proper payment,
which acquisition will not be subject 10 Atticle VIILB., the interests of the partics shall be revised on an acreage basis, elfective as of the
date of termination of the lease involved, and the party who failed to make proper payment will no longer be eredited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who [hiled to make the
required payment shall not have been fully reimbursed, at the time of the loss, from the procecds of the sale of oil and gas attributable to
the lost mterest, calculated on an acreage basis, for the development and operuting costs therctofore paid on account of such interest, it
shall be reimbursed for unrecovered actual costs therctofore paid by it (but not for its share of the cost of any dry hole previously drilled
or wells previously abandoned) from so much of the following as is necessary to elfect reimbursement:

(a) Proceeds of oil and gas, less operating expenses, theretofare accrued to the eredit of the lost interest, on an acreage basis,
up to the amount ol unrecovered costs;

(b} Proceeds, less operating expenses, thereafier accrued attributable 1o the lost interest on an acreage basis, of that portion of
oit and gas thereafter produced and marketed (excluding production from any wells theveafter drilled) which, in the absence of such lease
termination, would be attributable 1o the lost interest on an acreage basis, up to the amount of unrecovered costs, the progecds of said
portion of the oil and gas to be contributed by the other parties in proportion to their respective interest; and,

{c) Any monics, up to the amount of unrecovered costs, that may be paid by any pany who is, or becomes, the owner of the interest

lost, for the privilege of participating, in the Contract Area or becoming a panty to this agreement.

3. Other Logses:  All losses incurred, other than those st forth in Articles [V.B.1. and IV.B.2. above, shall be joint losscs
and shall be borne by all parties i proportion to their interests. There shall be no readjustiment of interests in the remaining portion of
the Contract Area,
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ARTICLE V.
QOPERATOR
A.  Designation and Respounsibilities of Operator:
Regeneration Energy Corp. shall be the

Operator of the Contruct Are, and shall conduet and direct and have full control of all operations on the Contract Area as permitied and
required by, and within the limits of this agreement. )t shall conduct all such operations in a good and workmanlike manner. but it shatl
have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross

negligence or willlul misconduct.
B. Resignation or Remaval of Operator and Selection of Successor:

{. Resignation or Removal of Operator:  Operator may resign at any time by giving written notice thereol 1o Nen-Operators.
1I' Operator tenminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as
Operator, Operator shalk be deemed to have resigried without any action by Non-Operators, except the selection of a successor. Operator
may be removed it it fails or refuses to camy out its duties heréunder, or becames insolvent, bankrupt or is placed in receivership, by the
affirmative vote of two (2) or more Non-Operators owning 2 majority interest based on ownership as shown on Exhibit “A™ remaining
after excluding the voting interest of Operator, Such resigration or removal shall not become effective umit 7:00 o'clock A.M. on the
fist day of the calendar month foliowing the expiration of ninety (90) days afier the giving of notice of resignation by Operator or action
by the Non-Operators to remove Operator, unless a successor Operator has been selecled and assumes the duties of Operator at an earlier
date. Operator, afier effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-

porate rame or structure of Operator or transfer of Operator’s interest to any single subsidiary, parent or successor corporation shalf not

be the basis for removal of Operator.

2. Selection _of Successor Operator:  Upon the resignation or removal of Operator, a successor Operator shall be selected by

the parties, The suceessor Operator shall be selected from the paities owning an interest in the Contract Area at the time such successor
Operator is selected. The successor Operater shail be selected by the affumative vole of two (2) or more partics owning a majorily interest
based on ownership as shown on Exhibit “A™; provided, however, il an Operator which has been removed fails 1o vote or votes only 1o
succeed itself, the successor Operator shall be selected by the alfinnative vote of two (2) or more parties owning a majority interest based
on ownership as shown on Exhibit “A™ remaining after excluding the voting interest of the Operator that was removed.

C. Employees:

The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the
compensation for services performed shall be determined by Operator, and all such employees shall be the employees of Operator.

D.  Drilling Contracts:

Al wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the aren. If it sp
desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
rates in the area and (he rate of such charges shall he agreed upon by the panties in writing before drilling operations are commenced, and
such work shall be perfonmed by Operator under the same terms and conditions as are customary and usual in the area in comracts of in-
dependent contractors who are doing work of a similar nature.

ARTICLE V1.
DRILLING AND DEVELOPMENT

A.  Initial Well:

On or before the 30th day of September Joeary 2013 Operator shall commence the drilling of a well for
oil amd gas at the following Jocation: Madem 17 H
: s MR B
ection 17 T-245 R-34E

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

Test the Bone Spring Formation

unless granite or other practically impenetrable substance or condition in the hole, which renders funher drilling 1mproctical, is en-

countered at a fesser depth, or unless all parties agree to complete or abandon the well at a lesser depth.

Operator shall make reasonable tests of all formations encountered during diilling which give indication of containing oil and
gas in quantities sulficient to test, unless this agreement shali be fimited in its appiication to a specific formation or fornations, in which
event Operator shall be required 10 test only the formation or formations to which this agreement may apply,
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ARTICLE VI
continued

I, in Operator’s judgment, the well will not produce oil or gas in paying guantitics, and it wishes to plug and abandon (he

well as a dry hole, the provisions ol Article V1LE.L. shall thereafier apply.

B. Subsequent Operations:

|. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided
for in Arlicle VEA., or to rework, deepen or plug back a dry hole drilled at the joint expense of all partics ot a well joimly owned by all
the parties and not then producing in paying quantitics, the pany desiring to drill, rework, deepen or plug back such a well shali give the
other parties written notice of the proposed operation, specilying the werk 1o be performed, the location, proposed depth, objective forma.
tion and the estimated cost of the operation. The parties receiving such a notice shall have thinty (30) days afier receipt of the notice
within which to notify the party wishing to do the work whether they clect to paticipate in the cost of the proposed aperation. Woa drill-
ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be
Yimited 10 Torty-cight {48) hours, exclusive of Saturday, Sunday, and legal holidays, Failure of a purty receiving such notice to reply within
the peried above fixed shall constitute an clection by that parly not to padicipate in the cost of the proposed operation. Any notice or

response given by telephone shall be promptly confirmed in writing.

il all parties clect 10 participate in such a proposed opention, Operator shall, within nincty (90) days alter expiration of the notice
period ol thiiy (30) days (or as promptly as possible after the expiration of the forty-cight (48} hour period when a drilling rig s on loca-
tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other partics,
for o paiod of up 1o thiny (30} additional days if. in the sole opinion of Operator, such additional time is reasonably necessary to abtain
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
amination or curative matter required for title approval or acceptance. Notwithstanding the foree majeure provisions of Article X1 if the
aciwal operation has not been commenced within the time provided (including any extension thereol as speeifically penmitied herein) and
il any pany hereto still desires 10 conduct said operation, written notice proposing same must be resubmitled 1o the other parties in accor-

dance with the provisions hereof as il no prier proposal had been made.

2. Dpemtions by Less than_All Parties: [ any parly receiving such notice as provided in Anticle VLB.L. or VILD.l. (Option

No. 2} eleets not 1o participate in the proposed operation, then, in order 1o be entitled to the benefits of this Anicle, the pany or partics
giving the notice and such other partics as shall elect to participate in the operation shadl, within ninety (90} days afier the expiration ol
the notice period of thinty {30} days (or as promptly as possible alter the expiration of the forty-eight (48) hour peried when a drlling rig is
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shatl perlomm ail
work for the account of the Consenting Partics; provided, however, it no drilling vig or other equipment is on location, and il Operator is
a Non-Consenting, Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
tion {or the account of the Consenting Parties, or (b) designate onc (1) of the Consenting Parties as Operator to perferm such work. Con-
senting Parties, when conducting operations on the Contract Area pursuant to this Article VLB.2., shall comply with all terms and con-

ditions of this agreement.

If less than all parties approve any proposed operation, the proposing parnty, immediately after the expiration of the applicable
notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as
to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-cight (48) hours
{exclusive of Salurdiy, Sunday and legal holidays) after reeeipt of such notice, shall advise the propesing party of its desire to {a) limit par-
ticipation o such party’s interest as shown on Exhibil “A™ or (b) cany its proportionale pant of Non-Consenting Parties” interests, and
failure to advise the proposing party shall be deemed an election under {a). In the event a dilling rig is on location, the time permitted for
such a response shall not cxceed a 1ol of forty-cight (48) hours {inclusive of Saturday, Sunday and lepa) holidays). The proposing party,
atits election, may withdraw such proposal il there is insulTicient participation and shall promptly notify all parics of such decision.

The entire cost and risk of conducting such operations shall be borne by the Consenting Partics in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Panties shall kecp the leasehold estates involved in such
operations fiee and clear of affl Tiens and encumbrances of every kind created by or arising fiom the operntions of the Consenting Partics.
If such an operation tesults in a dry hole, the Consenting Panties shall plug and abandon the well and restore the surface location at their
sole cost, risk and expense. I any well drilled, reworked, decpened or plugged back under the provisions of this Article results in o pro-

ducer of il andfor gas in paying quantities, the Consenting Pantics shall complete and eguip the well 1o produce ai their sole cosi and risk,
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ARTICLE VI
continued

and the well shall then be wmed over to Operator and shall be operated by it at the expense and lor the account of the Consenting Par-
ties. Upon commencement of operations for the dnlling, reworking, deepening or plugging back of any such well by Consenting Pantics
in accordance with the provisiens of this Anicle, each Non-Consenting Party shall be deemed to have relinquishied to Consenting Parties,
and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting
Party's interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, ar
market value thereof il such share is not sold, {afier deducting production taxes, excise laxes, royally, overriding royalty and other in-
terests not excepted by Article 1D, payable out of or measured by the production from such well aceruing with respect 1o such interest

until it reverts) shall equal the total of the following:

{a) 100% ol cach such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond the wellhead
connections (including, but not limited to, stock tanks, separators, treaters, pumping cquipment and piping), plus 100% ol each such
Nan-Consenting Paity’s share ol the cost of eperation of the well commencing with {irst production and conlinuing until cach such Non-
Consenting Panty’s relinquished interest shall revert to it under other provisions of this Article, it being agreed (hat each Non-
Consenting Party’s share of such costs and equipment will be that interest which would have been chargeable to such Non-Conscating

Pasty had it participated in the well from the beginning of the operations; and

th) 400 %% of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing,
alter deducting any cash contributions received under Article VIILC., and 400 % ol that pertion of the cost of newly acquired equip-
ment in the well {10 and including the wellhead connecticns), which would have been chargeable to such Non-Consenting Panty il it had
panicipated therein.
See first paragraph of Page 6a

An clection not to participate in the drilling or the deepening of a well shall be deemed an election not 1o participate in any re-
working or plugging back operation proposed in such a well, or portion thercof, to which the initial Non-Censent election applied that is
conducted al any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment account. Any such
reworking or plugging back operation conducted during the recoupment period shall be deemed pant of the cost of operation of said well
and there shall be added 10 the sums to be recouped by the Consenting Parties one hundred percent (10084} of that portion of the costs of
the reworking or plugging back operation which wouid have been chargeable to such Non-Consenting Party had it participated therein.
such a reworking or plugging back operation is proposed during such recoupment peried, the provisions ol this Article V1B, shall be ap-

plicable as between said Consenting Panties in said well.

See second paragraph of Page 6a

During the period of tme Consenting Parties are entitled to receive Non-Consenting Party’s share of production, or the
proceeds therefrom, Consenting Partics shall be responsible for the payment of all producsion, severance, excise, gathering and other
taxes, and ali rayaity, ovemiding royalty and other burdens applicable 1o Non-Consenting Party's share of production not excepted hy Ar-
ticle HL.D.

In the ¢case of any reworking, plugging back or deeper drilling operation, the Consenting Patics shall be pemmitted 1o use, free
of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upoa
abandonment of a well after such reworking, plugging back or deeper drilling, the Conseating Parties shall account for all such equip-

ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage,

Within sixty (60} days afler the completion of any operation under this Article, the party conducting the eperations for the
Consenting Parties shall Turnish cach Non-Consenting Panty with an inventory of the cquipment in and connected 10 the well, and an
itemized statement of the cost of dritiing, decpening, plugging back, testing, completing, and equipping the well for production; or, at its
option, the operating party, in higu of an itemized stulement of such costs ol operation, may submit a detailed statement of monthly bill-
ings. Euch month therealter, during the time the Consenting Parties are being reimbursed as provided above, the pany conducting the
apecations o the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
curred in the operation of the well, together with a statement of the guantity ol oil and gas produced from it and the amount of procecds
realized from the sale of the well's working interest production during the preceding month. In detennining the quantity of oil and gas
preduced during any month, Consenting Parlies shall wse industry accepted methods such as, but not limited Lo, metering or periodic
well tests. Any amount realized {rom the sale or other disposition of equipment newly acquired in connection with any such operation
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unreturned costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert w it as

above provided; and (f there is a credit balance, it shall be paid 1o such Non-Consenting Pany.

See third paragraph of Page 6a
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ARTICLE VI
continued

Notwithstanding any language under Article VI.B. to the contrary, in any well in which a compietion attempt
may be made at more than one depth, each party who participated in the initial operations hereto shall have the right to
make a separate election as to each interval in which a completion is proposed. Should a party hereto elect not to
participate in a completion attempt as to any one interval, then those parties who elect to participate in the completion
attempt as to that interval, shall, in the proportions they have elected to bear, share all costs, risks and expenses of
such completion attempt. Any recoupment of said expenses shall be made solely from the production attributable to
that interval.

Gas production atiributable to any Non-Consenting Party's relinquished interest upon such Party election
shall be sold to its purchaser, if available, under the terms of its existing gas sale contract. Such Non-Consenting Party
shall direct its purchaser to remit the proceeds receivable from such sale direct to the Consenting Parties until the
amounts provided for in this Article are recovered from the Non-Consenting Parties until the amounts provided for in
this Articte are recovered from the Non-Consenting Party’s relinquished interest. If such Non-Consenting Party has not
contracted for sale of its gas at the time such gas is available for delivery, or has not made the election as provided
above, the Consenting Parties shall own and be entitled to receive and sell such Non-Consenting Party's share of gas
as hereinabove provided during the recoupment period.

Notwithstanding any provisions to the contrary in this or any other agreement, a Non-Censenting Party, upon
notice in the writing to Operator, and/or any panty carrying all or part of the non-consenting interest shall have the right
at all times and from time to time within two (2) years of the date it received notice that payout has occurred, to audit
Operator's andfor carrying party’s accounts and records relating to or conpected with its operations on the Contract
Area or on land pooled therewith, regardless of when such operations were conducted.

- 6a -
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ARTICLE Vi
continued

If and when the Consenting Pastics recover [rom a Non-Consenting Party™s relinquished interest the amounts provided for above,
the refinguished interests of such Non-Consenting Pany shall auwtomatically reven to it, and, trom and afier such reversion. such Non-
Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production
therefrom as such Non-Consenting Parly would have beer entitled to had it panticipated in the drilling, reworking, deepening or plugging
back of said well, Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part ol the further costs of

the operation of said well in accordance with the terms of this agreemem and the Accounting Procedure auached hereto.

Notwithstanding the provisions of this Anicle VLB.2., it is agreed that without the mutual consem ol all panies, no wells shall
be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is preducing, unless such

well gonlprms to the then-existing well spacing pattern for such source ol supply.

The provisions of 1his Anicle shal} have no application whatsoever 10 the drilling of the initial well deseribed in Anicle VLA
exeept {a) as to Article VILD.1. {Option No. 2}, il selected, or (b) as to the reworking, deepening and plugging back of such initial well
after if has been drilled to the depth specified in Article VLA il it shall thereafier prove to be a dry hole or, i initially completed for pro-

duction, ceases 1o produce in paying quantitics.

3. Stnd-By Time: When a well which has been drilled or deepened has reached its authorized depth and alt tests have been
completed, and the results thereof fumisticd to the partics, stand-by costs incurred pending response ta 4 party's notice proposiag 2
rewarking, decpening, plugging back or completing operation in such a well shalt be charged and borne as part of the drilling or deepen-
ing vperation just completed. Stand-by costs subsequent 1o all parties responding, or expiration of the response time penmitted, whichever
first ocewrs, and prior 1o agreement as 1o the participating interests of all Consenting Parties pursuant te the terms ol the second gram-
matical pasagraph of Article VI.B.2., shall be charged to and bome as part of the proposed operation, but if the proposal is subseguently
withdmwn because of insulficient panticipation, such stand-by costs shall be allocated between the Censenting Parties in the proportion
cach Consenting Party’s interest as shown on Exhibit “A™ bears to the total interest as shown en Exhibit “A™ of all Consenting Pasr-

lies.

4, Sidetrncking: Except as hercinafier provided, those provisions of (his agreement applicable 10 a “decpening™ opemtion shall
also be applicable to any proposal to directionally control and imentionally deviate a well from vertical so as to change the hattom hole
location (herein call “sidetracking™), unless done 1o straighten the hole or to drill around junk in the hole or because ol other
mechanical difticultics. Any pany having the right to participate in a proposed sidetracking operation that does not vwn an interesi in (he
alfecred well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its propertionate share (equal

10 its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:

(a) Il the proposal is for sidetrucking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in

the initial drilling of the well down to the depth at which the sidetracking operaticn ts inttiated.

{b) Il the proposal is for sidetracking a well which has previously preduced, reimbursement shall be on the basis of the well's
salvable materials and equipment down to the depth at which the sidetracking operation is initimted, detenmined in accordance with the

provisions of Exhibit “C™, less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

In the event that notice tor a sidetracking operation is given while the drifling g te be utilized is on location, the wosponse periad
shall be Timited o lorty-cight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and
receive up Lo eight (8) additional days alter expiration ol the forty-eight (48) howrs within which to respond by paying for all stand-by time
incurred during such extended sesponse period. I more than one party cleets to take such additional time to respond to the notice, stand
by tosts shall be allocated between the parties taking additional time te respond on a day-to-day basis in the proportion each clecting par-

ty's interest as shown on Exhibit “A™ bears to the (olal interest as shown on Exhibit “A™ of all the electing partics. In ail other in-

stanges the response period 0 a preposal for sidetracking shall be limited to thirly (30) days.

C.  TAKING PRODUCTION IN KIND:
have the right to . - . . . :
Each party shall / 1ake an kind or separately dispose of its proportionate share of all oi! and gas produced [tom the Contract Area,
exclusive of production which may be used in development axl producing operations and in preparing and treaving oil and gas for
marketing purposes and production unavoidably tost. Any extra expenditere incurred in the taking in kind or scparte disposition by any

panty of its propottionate share of the production shall be bome by such party. Any panty taking its share of production in kind shall be
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ARTICLE VI
continucd

required 1o pay for only its proportionate share of such pait ol Operator’s swriice faciiitics which it uses.

Each party shall execute such division orders and contimets as may he necessary for the sale ol its interest in praduction from
the Commct Arca, and. except as provided in Anicle VILB., shall be entitled to receive payment direetly from the purchaser thereol for

its share of all production.

bn the gvent any party shall fail to make the arrangements necessary 1o take in kind or separately dispose of its proportionate share of
the uil produced from the Contract Area, Operator shall have the right, subject to the revacation at will by the party awning it, but not
the obligation, to purchase such oil or sell it 1o others at any time and from time (o time, for the account of the nan-taking panty at the
best price obtainable in the arca for such production. Any such purchase or sale by Operator shall be E;ubjcct always 1o the right of the
owner of the production to exercise al any time its right o take in kind, or separately dispose of, its share of all oil nat previously
delivered 16 a purchaser. Any purchase or sale by Operator of any other party's share of oif shall be only for such reasonable periods of
time as are consistent with the minimum needs of the isdusuy under the particular circumstances, but in no event for a period in excess

of one (1) year.

In the cvent une or more parties’ sepamte disposition of its share of the gas causes split-stream deliveries o separate pipelines axfor
deliveries which on a day-to~day basis for any reason are not exactly equil W a party’s respective proportionate share of (otal gas sales Lo
be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing
agreement between the parties hereto, whether such an agreement is attached as Exhibit *E”, or is a separate agreement.

**See Below
D.  Access to Contract Area and Information:

Each party shall have access to the Contract Area at all reasonable times, at its sole cost and sk 1o inspect or observe operations,
and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator’s books
ard records relating thereto. Operator, upon request, shall turmish cach of the other parties with copies of all forms or reports filed with
governmental agencies, daily drilling reports, well logs. 1ank tables, daily gauge and run tickets and repons of stock on hard at the first of
cach month, and shall make available samples of any cores or cuttings taken from any well drilled on the Comtract Arca, The cost of
gathering and fumishing information to Non-Operator, other than that specified above, shall be charged 10 the Non-Operator that re-

quests the Infermation.
E.  Abandonment of Wells:

I. Abandonment of Dry_Holes:  Except lor any well drilled or deepened pursuant to Article VEB.2., any well which has been

deilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugped and abandoned
without the consent of all parties. Should Operator, after diligent cllort, be unable to contact any party, or should any party fail 1o reply
within forty-cight (48) hours (exclusive of Satrday, Sunday and legal holidays) after receipt of notice of the praposal 1o plug and abardon
such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugped and abandoned in
accordance with applicable regulations and at the cost, risk and expense of the partics who panticipated in the cost of drilling or deepening
such well. Any party whe objects to plugging and abandening such well shall have the right to take over the well and conduct further
aperations in search of eil andfor gas subject o the provisiens of Aticle VLB,

2. Abandonment of Weils that have Produced: Except for any well in which a Non-Consent operation has been conducted

hereunder for which the Consenting Parties have not been [ully reimbursed as hevein provided, any well which has been completed as a
producer shall net be plugged and abzndoned without the consent ol all parties. I afl panties censent to such abandonment, the well shati
be plugged and abandoned in accardance with applicable regulations and at the cost, risk and expense of all the panies hercto, 1€, within
thirty (30) days afler receipt of notice ol the proposed abandonment ol any well, all parties do not agree to the abandonment of such well,
those wishing to continue its operation from the interval(s) ol the lommation(s) then open to production shall tender to cach of the other
paitics s proportionale share of the value of the well's salvable material and equipment, determined in accordance with the provisions of
Exhibit “C™, less the estimated cost of salvaging and the cstimated cost of plugging and abandoning. Each abandoning party shall assign
the non-abandoning parties, without warranty, express or implicd, as to title or as 10 quantily, or fitness for vse of the equipment and
material, al] of its interest in the well and related equipment, togethier with its interest in the feaschold estate as to, but only as 1o, the in-
terval or intervals ol the [ormation or formations then open to production. If the interest of the abandoning party is or includes an oil and
gas interest, such party shall execute and deliver (o the non-ubandoning party or parties an oil and gas lease, limited to the interval or in-
wrvaks of the formation or formations then open te production, for a tenn of one (1) year and so long thereafter as oil andfor gas is pro-
duced from the interval or intervals of the formation or {ommations covered thereby, such kase to be on the form attached as Exhibit

**Notwithstanding any provision to the contrary to this or any other agreement each party shall have the right at all
times and from time to time, upon written notice, to audit all of taking party andfor operator’'s records and accounts
related to or in connection with production or allocation of production from the contract area. Auditing of settlement
records shall also be applicable if taking party and/or operator distributes proceeds to the auditing party.
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ARTICLE V!
continuedl

“B™. The assigmments or eases so limited shall encompass the “drilling wnit” upon which the well is located. The payments by, and the
assipmmnents or leases to, the assignees shall be in a matio based upon the elationship of their respective purcentage of patticipation in the
Contmct Area to the aggregate of the percentages of panicipation in the Contract Area of all assignees. There shall be no readjusiment of

interests in the remaining portion of the Contract Area.

Thercafter, abandoning parties shall have no [wther respensibility, liability, or interest in the operation of er production (rom
the well in the interval or intervals thea apen other than the royalties retaxined in any lease made under the terms of this Aiticle. Upon re-
quest, Operator shall continue to operale the assigned well for the account of the non-abandoning parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arisc as the result of the separate ownership ol the assigned
well, Upon propesed abandonmem of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option 10
repurchase its prior interest in the well (using the same valuation foemula) and participate in further aperations therein subject 1o the pro-

visions hereol!

3. Abandgnment_of Non-Consent Operations:  The provisions of Asicle VLE.]. or VI.E.2 above shall be applicable as between

Consenting Partics in the cvent of the proposed abandonment of any well exeepted lrom said Anticles; provided, however, no’well shali be

permanently plugged and abandoned unless and until all parties haviag the right to conduct further eperations (herein have been notificd
of the proposed abandonment and afforded the opportunity 1o elect to take over the well in accordance with the provisions of this Anticle
V1E

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A.  Liability of Partics:

The liability of the parties shall be several, not joint or collective, Gach party shall be responsible only for its ebligatioas, and
shail be fiable only for its proportionate share of the costs of developing and operating the Conteact Arca. Accordingly, the liens grinted
amuong the parties in Article VILB. are given 10 secure only the debts of cach severally. [t is not the intention of the partics to create, nor

shall this agreement be construed as creating, a mining or other partnership or association, or to render the pacties liable as partners.
B. Licns and Payment Defauldts:

Each Non-Opemator grants to Operator o lien upon its oit and gas rights in the Contruct Arca, and a security interest in its share
of vil and/or gas when extracted and its interest in all equipment, 1o secure payment of its share of expense, together with interest thereon
at the rate provided in Exhibit "C". To he extent that Operator has a security interest under the Uniform Commercial Code of the
slate, Operator shall be entitled to exercise the rights and remedics ot a secured party under the Code. The bringing ol a suit and the ob-
taitting of judgment by Operntor [or the secured indebtedness shall not be decimed an election of remedics or otherwise altect the lien
rights or security interest as securily for the payment thereof, In addition, upen default by any Non-Operator in the payment of its share
of expease, Operator shall kave (he right, without prejudice to other rights or remedies, to colleet from the purchaser the procecds from
the sale of such Non-Operater's share of oil and/or gas until the amount owed by such Non-Operator, plus inlerest, has been paid. Each
purchaser shall be catitled 1o rely upon Operator’s writlen statemnent concemning the amount of any default. Operator grants a like lien
angd security interest to the Non-Operatons 1o secure payment of Operator’s proportionate share of expense.

If any party fails or is unable o pay its share of expense within sixty (60) days afier rendition of a siatement therelor by
Operator, the non-delaulting partics, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of cach such party buears Lo the interest of all such partics., Each party so paying its share of the unpaid amcunt shall, to obtain

reimbursement thereof, be subrogated 10 the security rights described in the foregoing paragraph.
C.  Payments and Accounting:

Except ag herein otherwise specilically provided, Operator shall promptly pay and discharge expenses incurred in the development
and operation of the Contract Area pursuant 1o this agreement and shall charge cach of the partics hercto with their respective propor-
tionate shares upon the expense basis provided in Exhibit “C™. Operator shall keep an accurate record of the jeint account hereunder,

showing expenscs incured and charges and credits made and received,

Operator, at its clection, shall bave the right from time 1o time to demand and receive from the other parties payment in advance
ol their respective shares ol the estimated amount of the expense o be incurred in operations hereunder during the next succeeding
month, which right may be excreised only by submission 1o each such party of an itemized statement of such estimated expense, together
with an inveice for its share thereofl Each such statement and invoice lor the payment in advance ol estimated expense shalf be submitted
an or before the 20th day of the next preeeding month. Tach party shall pay to Operator its proportionate share of such estimate within
fifteen {15} days alter such estimate and invoice is reccived. [Fany party lails 1o pay its share ol said estimate within said time, the amount
due shall bear interest as provided in Exhibit *C™ until paid. Proper adjustment shall be made monthly between advances and actuad ex-

pense 1o the end thay cach party shall bear and pay its propostionate share of actual expenses incured, and no more.
D.  Limiiation of Expenditurcs:

1. Dnll or Dgepen:  Without the consent of all parties, no well shall be drilled or deepened, except any wel drilled or deepencd
pursuant 1o the provisions of Anticle V1,B.2. of this agreement, Congent to the drilling ar deepening shall incluge:

-9.
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ARTICLE VII
continued

O Option No. L; All necessary expenditures for the drilling or deepening, testing, completing and equipping of the well, including

necessary tankage andfor surface facilities.

@  Option No. 2: All necessary expenditures for the drilling or decpening and testing of the well. When such well has reached its
authorized depth, and all tests have been completed, and the results thereof furnished to the partics, Operator shall give immediate notice
to the Non-Operators who have the right to panicipate in the completion costs. The partics receiving such notice shall have forty-cight
{483 hours (exclusive of Sawrday, Sunday and tegal holidays) in which to eleet 1o participate in the seiting of casing and the completion al-
tempt. Such election, when made, shall include consent to all necessary cxpenditures for the conapleting and equipping of such well, in-
cluding necessary tankage andfor surlace facilities. Failure of any party receiving such notice to reply within the period above fixed shall
canstitute an election by that pady not 1o participate in the cost of the compiction attempt. I one or more, but fess than ail of the partics,
eleet 1o set pipe and 1o attempt a completion, the provisions of Article V1.B.2. heveol (the phrase “reworking, deepening or plugging
back™ as contained in Article V1I.B.2. shall be deemed (o include “completing”™) shall apply 1o the operations thereafier conducted by Jess

than all panies.

2. Rewark or Plug_Back; Without the consent of all partics, no well shall be reworked or plugged back except a well reworked or
plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the reworking or plugging back ol @ welt shall
include all necessary expenditures in conducting such operntions and completing and equipping of said well, including nccessary tankage

and/or surface facilities.

3. Qiher Opertions:  Without the consent ol aff parties, Operator shall not undenake any single project reasonably estimated
to require 2n expenditure in exeess ol twenty-five thousand Dollurs ($ 25,000.00 3

exeepl in ¢onnection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back ol which has been
previously authorized by or pursuant 1o this agreement; provided, however, that, in case of explosion, [lire, {lood or other sudden
emergency, whether of the same or different nawre, Operatar may ake such steps and incur such expenses as in its opinion are required
to deal with the emergency 1o safeguard life and property but Operator, as promptly as possible, shall repmt the emergency 10 the other
parties. I Operator prepares an authority for expenditure (AFE) for its own use, Operator shall fumish any Non-Operator se requesting

an information copy thereol for sny single project costing in excess of fifteen thousand
Dollars ($, 15,000.00 ) but less than the amount {irst set Torth above in this paragraph.

E.  Rentafs, Shut-in Well Payments and Minimum Royaities:

Rentals, shut-in well payments and minimum royalties which may be required under the wrms ol any fease shall he paid by the
party or partics whe subjected such lease 1o this agreement at its or their expense. In the event two or more parties own and have con-
tribuled interests in the same kease to this agreement, such parties may designate one ol such parties to make said payments for and on
behalf of all such parties. Any party may request, and shall be entitled to reeeive, proper evidence of all such payments, In the event ol
failure 10 make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
ment is required to continue the lease in foree, any loss which results from such non-payment shall be bome in accordance with the pro-
visions of Anticle IV.B.2,

Operator shall notily Non-Operator of the anticipated completion of a shut-in gas well, or the shulting in or retur 1o production
of a producing gas well, al least (Tve {5) days (exeluding Saturday, Sunday and legal holidays). or at the carlicst opporlunily peomitted by
circumstanees, prior to lakiﬁg such action, but assumes no liability for failure 10 do so. [n the event of failure by Operator to so notily
Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure 10 make timely payments of any shut-in well payment
shall be borne jointly by the pantics hereto under the pravisions of Article 1V.B,3.

F. Taxes:

Beginming with the first calendar year afier the clfective date hereof, Openittor shall render for ad valorem taxation all property
subject to this agreement which by law shoutd be rendered for such laxes, and it shall pay all such taxes assessed thereon before they
become delinguent. Prior ta the readition date, each Noa-Opertor shall furnish Operator infonmation as to burdens {(to include, but not
be limiled 1o, royaltics, overmiding royalties and production payments) on leases and oil and gas irterests contributed by such Non-
Operator. If the assessed valuation of any leaschold estate is reduced by reason ol its being subject 1o outstanding excess royaltics, over-
riding royalties or production payments, the reduction in ad valorem taxes resulting thereftom shall inure to the benefit of the owner or
owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners 50 as o relleet the benelit of such reduc-
tion. IF the ad valorem taxes are based in whole or in part upen scparaie valuations of each party’s working interest, then netwilhstanding
anyihing 10 the contiary herein, charges to the joint account shall be made and paid by the parties herclo in accordance with the tax
value generated by each party's working interest, Operator shall bill the other parties [or their proportionate shares of all 1ax payments in
the mamer provided in Exhihit “C".

Il Operater considers any tax assessment improper, Openror may, al its discrction, prowest within the time and masner
prescribed by law, and prosecute the protest to a final detenmination, unless all parties agree W abandon the protest prier o {inal deter-
mination. During the pendency of administritive or judicial proceedings, Operator may elect 10 pay, under protest, all such saxes and any
interest and penalty. When any such protested assessment shall have been (inally determined, Qperator shall pay the tax for the joint ac-
count, together with any interest and penalty accrued, and the tetal cost shall then be assessed against the partics, and by paid by them, as
provided in Exhibit "C™.

Each party shall pay or canse to be paid all production, severance, excise, gathering and other taxes imposed upon or with respect
to the praduction ar handling ol such party’s share of oil and/or gas produced under the terms ol this agreement.

-10-
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ARTICLE VIi
continued

G.  Insurance:

At all times while operations are conducted hereunder, Operator shall comply with the workmen’s compensation law of
the state where (he operations are being conducted; provided, however, that Operator may be a sell-insurer for liabitity under said com-
pensation laws i which cvent the only charge that shail be made to the joint account shall be as provided in Exhibit “C". Opertor shall
also cany or provide insurance for the benefit ol the joint account of the partics as outlined in Exhibit D", attached 10 and made a part
hereof, Operator shall require all contractors engaged in work on or for the Contract Area (o comply with the workmen's compensation

law of the state where the operations are being conducted and 10 maintain such other insurance as Operator may require,

In the event automobile public lability insurance is specilied in said Exhibit “D”, or subscquently receives the approval ef the

patics, no direet charge shall be made by Operator for premiums paid for such insurance for Operater’s awtomotive equipment.

ARTICLE VI
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

Ao Surrcnder of Leases:

The Seases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whaole

orin part unless all parties consent thereto.

However, should any pany desire 1o swirender its interest in any lease or in any portion thereof, and the other partics do not
agree or consenl thereto, the pany desiring o swirender shall assign, without express or implied warmanty of title, all of iis imerest in
such lease, or portion thereof, and any well, material and equipment which may be located thercon znd any rights in production
thereafier secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
terest, the assigning party shall exceute and deliver to the party or partics not consenting to such surrender an 0l and pas lease covering
such oil and pas interest for a term of one (1) year and so long thereafter as ofl and/or gas is produced from the land covered thereby, such
lease 10 be on the form attached hereto as Exhibit *B™. Upon such assignment or lease, the assigning party shall be relieved from all
obligations thereafier accruing, but not therctofore acenued, with respeet to the interest assigned or leased and the operation of any well
altributable thereto, and the assigning party shall have no lurther interest in the assigned or leased premises and is equipment and pro-
duction other than the royaltics retained in any lease made wnder the tenns of this Article. The party assignee or lessee shall pay to the
putty assignor or lessor the reasonable sadvage value of the latter's interest in any wells and equipment attributable to the assigned or leas-
ud acreage. The value of all material shall be determined in accordance with tie provigions of Exhibit “C”, less the estimated cost of
salvaging and the estimated cest of plugging and abandoning, It the assignment or lease is in favar of more than one party, (he interest

shall be shared by such partics in the proportions that the interest of cach bears to the total interest of ali such partics,

Any assignment, lease or surrender made under this provision shall net reduce or change the assignor’s, lessor’s or surrendering
party’s interest as it was immediaely before the assignment, lease or surrender in the balance of the Contract Area; and the acreage
assigned, leased or surrendered, and subsequent aperations thercon, shalb not thereafier be subject to the terms and provisions of this

agreement.
B,  Renewal or Extension of Leases:

I any parly sccures a renewal of any oil and gas lease subject to shis agreement, all other partics shall be netified promptly, and
shall have the right for a period of thirty (30) days (ollowing receipt of such notice in which 1o elecs to pasticipate in the ownership of the
renewal lease, insolar as such lease aftects lands within the Contract Arca, by paying to the party who acquired it their several proper pro-
portionate shares of the acquisition cost allocated to that pait of such lease within the Contract Arca, which shall be in proportion 1o the

interests held at that time by the partics in the Contract Arca,

It some, but fess than all, of the parties elect to participate in the purchase of a renewal lease, it shall be owned by the partics
who elect to participate therein, in a ratio based upon the relatonship of their respective percentage of purticipation in the Contraet Arca
Lo the aggregite of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease,
Any renewal lease in which less thaa all parties elect to participate shall not be subject 1o 1his agreement.

. . X . . without warranty . .

Each party who padticipates in the purchase of a renewal Jease shall be given an assignment / of its proportionale interest rein
by the acquiring purty.

The provisions of this Article shall apply 1o renewal leases whether they ave for the entire interest covered by the expiring lease
or cover only a portion of its area or an intercst therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or
contmacted for within six {(6) months after the expiration of the existing lease shall be subject to (his provision; but any lease taken or con-
taeted for moere than six (6} months afier the expiration of an existing tease shall not be deemned a reaewal lease and shall not be subject 10

e provisions of this agreement.

The provisions in this Article shall also be applicable to extensions of oil and gas leases.
C.  Acreage or Cash Coatributions:

While this agreement is in (owce, i any paty commets for o contribution ol cash towards the difiing of o well or any other
operution on the Contmet Area, such contribution shall be paid to the party who conducted the drilling or other operation and shall be

applied by it against the cost of such diilling or other opermtion. 1 the contribution be in the form of acreage, the panty to whom the con-

teibution is made shall prompily 1ender an assignment ol the acreage, without warranty of title, to the Drilling Partics in the propertions

-9l -
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ARTICLE VIII
continued

said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, 1o the extent possible, be
govemed by provisions identical to this agreement. Each party shall promptly notily all other parties of any acreage or cash contribulions
it may obtain in support of any well or any other operation on the Contract Arca. The above provisions shall also be applicable to op-

tional rights to eam acreage outside the Contract Area which are in support ol a well drilled inside the Contract Arcir.

I any pary contrzets for any consideration relating o disposition of such party’s share of substances produced hereunder, such

consideration shall not be decmed a contribution as comemplated in this Article VIILC.
D.  Maintenance of Uniform Interests:

For the puipose of maintaining uniformity of ownership in the oil and gas leaschold interests covered by this agreement, no
party shall sell, encumber, tansfer or make other disposition of its interest in the leases embraced within the Contmet Area and in wells,

eguipment and production unless such disposition covers either:
. the entire interest of the pasty in all leases and equipment and production; or
2. an cgua) undivided interest in all leases and equipment and production in the Contruct Area.

Every such sale, encumbrance, transfer or other disposition mide by any pirty shall be made expressly subjueet to this agreememn

and shall he made without prejudice to the right of the other parties.

IF, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at ils discretion, may
reguire such co-owners (o appoint a single trustee or agent with full authorily to receive notices, approve expendilures, receive billings lor
and approve and pay such party’s share of the joint expenses, and 1o deal generally with, and with power 1o bind, the co-owners of such
party’s imterest within the scope of the operations embraced in this agreement; kowever, all such co-owners shall have the right to eater
inte and execute all conteaets or agreements for the disposition of their respective shares of the oil and gas produced from the Conteact

Area and they shall have the right 1© receive, separately, payment of the sale proceeds thereof.
E.  Wuiver of Rights 1o Partition:

It permiticd by the faws of the state or states in which the property covered hereby is focated, cach party hereto owning an
undivided interest in the Contmmel Area waives any and all dghts it may have 10 pantition and have set aside 1o it in severalty its undivided

interest therein.
F.  Preferential Right te Purchase:

Should any panty desire to sell all or any part of its interests under this agreement, or its rights and interests in the Contract
Area, it shall promplly give written notice o the other parties, with {ull information conceming its preposed sale, which shall include the
name and address of the prospective purchaser (who must be ready, willing and able w purchase}, the purchase price, and wll other tenms
of the offer, The other parties shall then have an optional prior right, For a period of wen (10} days aller reccipt of the nolice, to purchase
on the same tenms and conditions the intercst which the other paty propoeses 1o scll; and, il this optional right is exercised, the purchas-
ing partics shall share the purchased interest in the preportions that the interest of each bears to the 1ol interest of all purchasing par-
tics. However, there shall be no preferential Aght to purchase in these cases where any pany wishes o mortgage i1s interests, or o
dispose ol its interests by merger, reorganization, consolidation, or sale of all or substantially all of ils assets o a subsidiary or parent com-

pany or o a subsidiary of a parent company, or to any company in which any one party owns a majority of the steck.

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended (o create, and shall not be construed 1o ereate, a relationship of partnesship or an association
for prolit betwuen or ameng the parties hereto. Notwithstanding any provisten herein that the rights and liabilities hereunder are sevenl
and not joim or collective, or that this agreement and operations hereunder shall not constitute a partnershap, if, for federal income tax
pumoses, this agreement and the operations hereunder are regarded as a partnership, vach party hereby affected elects to be excluded
fram the application of all of the provisions of Subchapter K", Chapier 1, Subtitle A", of the [ntemal Revenue Code of 954, as per-
mitted and awthorized by Scction 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed 10 ex-
ceute on behalf of each party hereby aflected such evidence of this election as may be required by the Sceretary of the Treasury of the
United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, il of the returns, statements,
and the duta required by Federmal Regulations 1.761. Should there be any requirement that cach pary hereby affected give further
evidence ol this clection, cach such party shall exccute such documents and fumish such other evidence as may be required by the
Federad Internal Revenue Service or as may be necessary to evidence this clection. No such party shall give any notices or take any other
action inconsistent with the election made hercby, 1 any present or future income tax laws al’ the state or states in which the Conuact
Area is located or any future income tax laws of the United States contain provisions similar te those in Subchapter “K”, Chapter 1,
Subtitle “A”, of the Interna! Revenue Cede of 1954, under which an election similar o thal provided by Scction 761 ol the Code is per-
mitted, each pany hercby alTeeted shill make such election as may be permiitted or required by such laws, In making the foregoing elec-
ton, cach such party states that the income detived by such party lrom operations hereunder can be adeguately determined withow the
computation of partnership taxable income.
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ARTICLE X.
CLAIMS AND LAWSUITS

Operater may setlle any single uninsured third party damage claim or suit arising from operations hereunder i the expuenditure
does not exeeed fifteen thousand Dolfars

%3 15,000.00 ) and if the payment is in complete settlement of such claim or suit. If the amount requived for settlement ex-

ceeds the zbove amuunt, the pattics hereto shall assume and lake over the further handling of the claim or suit, unless such authority is
delegated to Operutor. All costs and expenses of handling, sewling, or otherwise discharging such ¢laim or suit shall be a1 the joint cx-
pense of the panties participating in the operation {rom which the claim or suit arises. 10 a claim is made against any party or il any paity is
sued on account of any matter adsing Irom operations hercunder over which such individual has no contre! because of the rights given
Operator by this agreement, such party shall immediately notify atl other parties, and the claim or suit shall be treated as any other claim

or suit involving opaerations hereunder.

ARTICLE X1.
FORCE MAJEURE

If any panty is rendered unable, wholly or in pan, by force majeurs to camry out its obligations under this agreement, other than
the obligaion 1o make moncy payments, that party shall give 10 8l other patics prompt written nolice of the force majeuse with
reasonably full particulars concerning it thereupon, the obligations of the party piving the notice, so fur as they are affected by the force
majeure, shall be suspending during, but no fenger than, the continuance of the force majeure. The affected panty shalf use ali reasonable

diligenee 10 remove the faree majeure situation as guickly as practicable.

The requirement that any force majeure shall be remedied with all reasenable dispatch shall not require the setthement ol strikes,
lockauts, or other labor dilTiculty by the party involved, contrary to its wishes; how all such difTicultics shall be handled shall be entircly
within the diseretion of the party concemed.

The term “lorce wajewre™, as here employed, shall mean an act of God, stiike, Tockowut, or other industrial disturbance, act of
the public enemy, war, blockade, public rot, lightning, fire, stonm, {lood, explosion, governmental action, govermimenta! delay, restrint
or inaction, unavailability ol equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is

ot reasonably within the control of the party claiming suspension.

ARTICLE X1
NOTICES

All notices authorized or required between the partics and required by any of the provisions of this agreement, unless otherwise
specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or tefecopier and addressed 1o
the partics to whem the notice is given at the addresses listed on Exlibit “A”, The odginating notice given under any provision hereof
shall be deemed given only when received by the pany 10 whom such netice 13 directed, and the time for such pany to give any notice in
response therete shall run from the date the onginating netice is received. The sceond or any responsive natice shall be deemed given
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or semt by wlex or ickecopier. Eack party

shall have the nght 10 change its address at any time, and from time Lo time, by giving wrilten notice thergof 1o ali other partics.

ARTICLE XII1.
TERM OF AGREEMENT

This agreement shall remain in {ull ferce and efleet as to the oil and gas Teases and/or oil and gas interests subjeet hereto for the
period of time selected below:, provided, however, no party hereto shall ever be consuued as having any right, (itle or interest in or 1o any
fease or oil and gas interest contribuled by any olher party beyond the term of 1his agrecment.

0 Option No. 1; So long as any of the ol and pas leases subjeet o this agreement remain or are conlineed in force as o any part

of the Contmet Area, whether by production, extension, rencwal, or otherwise.

B Option_No. 2: In the event the well described in Article VLA, or any subscquent well drilled under any provision ol this
agreement, resulls in production of oil and/or gas in paying quantities, this agreement shall continue in lerce so long as any such well or
wells produce, or are capable of production, and for an additional period of 180 days from cessation ol a1l production; provided,

however, if, prior (o the expiration of such additional period, one or more of the panties hereto are engaged in drilling, reworking, deepen-
ing, plugging back, testing or attempling to complete a wetl or wells Tereunder, this ageeement shall continue in farce until such opera-
tions have been completed and il production results therefrom, this agreement shall continue in force as provided herein, In the event the
well described in Article VLA, or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, or capable
of producing oil and/or gas frem the Contract Area, this agreement shall weminate unless deilling, deepening, plugging back or rework-

ing operations are commenced within 180 days from the dite of abandonment of said well.

It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability which has
acerued or atached prior to the date of such termination.

- 13-



oo b

[ 25 T T T (- T T N R 1}
o -

=l

30

32
33
34
35
36
37
38
39
40
41
42
43
34
45
46
47
4%
49
50
51
52
53
54
55
36
57
58
59
60
61
62
63
04
65
66
67
08
64
¢

A.A.P.L.FORM 610 - MODEL FORM OPERATING AGREEMENT -71982

ARTICLE X1V,
COMPLIANCE WITH LAWS AND REGULATIONS

A.  Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the Contract Area is Tocated, to the valid rules,
regulations, and orders of any duly constiluted regulatory body of said state; and 1o all other applicable federal, state, and local laws, ar-

dinances, rules, regulations, and orders.
B. Governing Law:
This agreement and all matters pertaining hercto, including, but not limited to, matters of performance, non-perlommance. breach,

retnedies, procedures, rights, dutics, and interpretation or consuuction, shall be governed and dewermined by the law of the state in which

the Contract Aren is lecated. ICthe Contract Arca s i3 two oF more states, the law of the state of New Mexico

shall govern.
C.  Regulmery Agencies:

Nothing herein contained shall grant, or be construcd 1o grant, Operator the right or autherity to waive or releage any rights,
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated
under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on wacts offset-

ting or adjacent to the Contract Arca.

With respect 10 aperations hereunder, Non-Operatoss agree o release Operator from any and all losses, damages, infuries, claims
and causes of action arising out of, incident to or resulting directly or indirectly from Operator’s interpretation or application of miles,
rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-
plication was made in good faith. Each Non-Operator further ageees to reimburse Operator for any amounts applicable to such Non-
Operator’s share of production that Operator may be required 10 refund, rebate or pay as a result of such an incormeet interpretation or

application, together with interest and penaltics theveon owing by Operitor as a result of such incorrect interpretation or application,

Non-Operators authorize Opemor to prepave and submit such documents as may be required 10 be submitted to the purchascr
of any crude oil sold hereunder or to any other person or entity pursuant 1a the requirements of the “Crude O Windlall Prolit Tax Act
of 19807, as same may be amended from time to time (“Acc™), and any valid regulations or tules whicli may be issued by the Troasury
Department from time to tinke pursuant to said Act. Each party hereto agrees to furnish any and all centifications or other information
which is required 1o be furnished by said Act in a timely manner and in sufficient detail to penmit compliance with said Act.

ARTICLE XV.
OTIER PROVISIONS

A.  Priority of Qperations

Notwithstanding anything herein to the contrary, it is agreed that when a well drilled under the terms of this
Agreement shall have been drilled to the objective formation or depth and the parties paricipating in the well
cannot mutuaily agree upon the sequence and timing of further operations regarding said weli, the proposals shall
be considered in the following order:

1. A proposal to atternpt to complete the well at either the objective depth or objective formation, including
the testing and logging of such wel! at such depth;

2. A proposal to plug back and attempt to complete said well above the objective formation (if there is mare
than one proposal to plug back, the proposals will be considered in ascending order);

3. Aproposal to deepen said well in order to attempt a completion below the objective formation (if there is
more than one proposal to deepen, the proposals shall be considered in descending order);

4. A proposal to sidetrack the well; and

5 A proposal to plug and abandon the well.

B. Notwithstanding any other provisions herein, if during the term of this agreement, a well is required to be drilled,
deepened, reworked , plugged back, sidetracked, or re-completed, or any other operation that may be required in
order to (1) continue a lease or leases in force and effect, or (2) maintain a unitized area or any portion thereof in
force and effect, or (3) earn or preserve an interest in and to oil andfor gas and other minerals, which may be
owned by a third party of which, failing in such operation, may revert to a third party, or, (4} comply with an order
issued by a regulatory body having jurisdiction in the premises, failing in which certain rights would terminate, the
following shall apply. Should less than all of the parties hereto elect to participate and pay their proportionate
part of the costs to be incurred in such operation, those parties desiring to participate shall have the right to do so
at their sole cost, risk and expense. Promptly following the conclusion of such operation, each of those parties
not participating agree to execute and deliver an appropriate assignment to the total interest of each non-
participating party in and to the lease, leases, or rights which would have terminated or which otherwise may have
been preserved by virtue of such operation, and in and to the lease, leases or rights within the balance of the
drilling unit upon which the well was drilled, excepting, however, wells therefore completed and capable of
producing in paying guantities. Such assignment shall be delivered to the participating parties in the proportion
that they bore the expense attributable to the non-participating parties’ interest. For the purpose of defining a
required operation under this provision, such operation will be deem required if proposed within six (6) months
prior to the date such rights would terminate {including a Pugh Clause or Continuous Development Clause) or any
extension thereof.

C. Multiple Proposals

Without the agreement of all the parties it is specifically provided that no notice or combination of notices by any
party or parties shall be permitted under Article VI hereof which proposes the drilling of more than ane well,
Further, the provisions of Article VI, insofar as same pertains to notification by a party of its desire to drill & well,
shall be suspended for so long as (1} a prior notice has been given which is still in force and effect and the period
of time during which the weil regarding same may be commenced has not expired, or (2} a well is then being
drilled hereunder. This paragraph shall not apply under those circumstances where the well to which notice is
directed is a well which is required under the terms of a lease or contract or one required to maintain a lease or
porticn thereof in force.

-14-
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ARTICLE XVI,
MISCELLANEOUS
This agreemem shall be binding upon and shall inure to the benelt of the parties hereto and o their respective heirs, devisees,
legal representatives, successors and assigns.
This instrument may be exeeuted in any number of counterpants, cach of which shall be considered an original for all pumposes.
IN WITNESS WHEREQF, this ngreement shall be effective as of 10 day of July L (yeary _ 2012
OPERATOR

REGENERATION ENERGY CORP.

Reae 000

By: Raye Miller
itle: President
NON-OPERATORS
THE ALLAR COMPANY CHEVRON USAINC.
By: " By:
Title: Title:

-15-



EXHIBIT “A”
Attached to a made a part of that certain Joint Operating Agreement dated

July 10, 2012, by and between Regeneration Energy Corp., as Operator, and The Allar
Company, et al, as Non-Operators.

. CONTRACT AREA/DEPTH RESTRICTIONS:

Township 24 South, Range 34 East, N.M.P.M.
Section 17: ALL

Township 25 South, Range 34 East, N.M.P.M.
Section 11: §/2

Section 12: ALL

Section 13: NE/4, E/2NW/4

II. NAME, WORKING INTEREST PERCENTAGES, AND ADDRESSES OF THE
PARTIES FOR NOTICE PURPOSES:

Working
Interest
Regeneration Energy Corp. 125
P.0. Box 210
Artesia, NM 88211-0210
The Allar Company 125
PO Box 1567
Graham, TX 76450
Chevron USA Inc. 75

PO Box 2100
Houston, TX 77252-2100

ll. OIL AND GAS LEASES SUBJECT TO THE AGREEMENT:

Federal Lease Number; NM 113418

Lease Date: March 1, 2005

Lessor: United States of America
Lessee: The Allar Company
Federal Lease Number: NM 113419

Lease Date: March 1, 2005

Lessor: United States of America

Lessee: The Allar Company



THERE IS NO EXHIBIT “B” TO THIS DOCUMENT
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EXHIBIT “C”

! Attaclied to and made a part of __ that certain Operating Agrecment dated July 10,2012 by and betwgen Regeneration
Encrey Comp., as Operator, and The Allar Company, ctal, as Non-Operators

12

3

]

5

i}

; ACCOUNTING PROCEDURE

. JOINT OPERATIONS

:; 1. GENERAL PROVISIONS

13

14 1. Definitions

15

16 “Joint Praperty” shall mean the real and personal property subject to the agrecinent to which this Accounting Procedure is attached.

17 “Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and maintenance of the
13 Joint Propeny.

19 “foint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint Operations and which
a0 are to be shared by the Parties.
2 “Operator” shall mean the party designated to conduct the Joint Operations.
79 "Non-Operators” shall mean the Parties to this agreement other than the Operator.
-—_,; "Parties” shall mean Operator and Non-Operators,
2 "First Level Supervisors” shall mean thase employees whose primary function in Joint Operations is the direct supervision ol other
a5 employees and/or contract labor directly employed on the Joint Property in a field operating capacity.
2% *Technical Employees” shall mean those employees having special and speeific engineering, geological or other professional skills,
a7 and whose primary function in Jaint Operations is the handling of specific operating conditions and problems for the benefit of the
24 Juint Property.
29 "Persanal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator's employcees,

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

31 "Controllable Material® shall mean Maicrial which at the time is so classified in the Material Clossitication Manval as most
12 recently recommended by the Council or Petroleum Accounltants Societies.

33

14 2. Statement and Billings

35

16 Operalar shail bill Non-Operators on or before the last day of each month for their proportionate share of the Joint Account lor the
17 preceding month. Such bills will be zecompanied by stalements which identily the authority for expenditure, lease or facility, und all
38 charges and credits summarized by appropriate classifications of investment and expense except that items ol Controllable Material
39 and unusual charges and credits shall be separately identified and fully described in detail,

40

41 3. Advances and Payments by Non-Operators

42

a3 Al Unless otherwise provided for in the agrecment, the Operator may require the Nan-Operators 10 advange their share of estimaled
a4 cash vutlay lor the succeeding month's operation within fifteen (15) days alter receipt of the billing or by the [irst day of the month
45 for which the advance is required, whichever is later. Qperator shall adjust cach monathly billing 10 reflect advances received [rom
a6 the Non-Operators.

47

48 B. Cach Non-Operator shali pay ts proportion of all bills within fifteen (15} days after receipt. 1t payment is not made within such time,
40 the unpaid balance shall bear interest monthly a1 the prime rate in eflect at Chase Manhatian Bank an the {irst day of the manth
50 in which delinquency occurs plus 1% or the maximum contract rate penniticd by the applicable usury laws in the state in which
50 the Jeinl Properly is located, whichever is the lesser, plus attomney's fees, court costs, and other costs in connection with the
52 collection of unpaid amounts.

53

54 4, Adjustments

55

56 Payment of any such bills shall not prejudice the right of any Nen-Operalor to protest or question the correciness thereol, provided,
57 however, all bills and statements rendered 10 Non-Operators by Operalor during any calendar year shall conclusively be presumed 10
5% be true and correct alter twenty-four (24) months following the end of any such calendar year, unless within the said wwenty-four (24)
59 month period a Non-Operator takes wrilten exception thereto and makes claim on Operator for adjustment. No adjusument favorable
60 o Operator shall be made unless it is made within the same preseribed period. The provisions of this paragraph shall not prevent
6l adjusiments resulting from a physical inventery of Controllable Material as provided for in Section V.

62

63

64

65

66 COPYRIGHT © 1985, 2004 by the Council of Petroleum Accountants Societies.
67
68
69
0
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Audits

A. A Non-Operaior, upon notice in writing to Operater and all other Non-Operators, shall have the right 1o audit Operator's accounts
and records relaling 1o the Joint Account for any calendar year within the twenty-four (24) month period [ollowing the end of
such calendar year; provided, however, the making ol an audil shall nor exiend the time for the laking ol writlen exception 1o and
the adjustments of accounts as provided lor in Paragraph 4 of this Scction 1. Where there are two or morc Nen-Operators, the
Non-Operators shall make every reasonable efforl to conduct a joint audit in a manner which will resull in a minimum of
inconvenicnee 1o the Operator, Operator shall bear no portion of the Non-Opernlors' audit cost incurred under this paragraph
unless agreed to by the Operator. The audits shall not be conducted more than once cach year without prior approval of
Operator, except upon the resigaation or removal of the Operator, and shall be made at the expense of those Non-Operators

approving such audit.
3. The Operator shall reply in writing 1o an audil report within 180 days aticr receipt ol such report.
Approval By Non-Opcrators
Where an approval or eother agreement of \he Patties or Non-Operators is expressly required under other sections of this
Accounting Procedure and if the agreement to which this Accounting Procedure is attached comains no contrary provisions in regard

therete, Operator shall netify all Non-Operators of the Operator’s proposal, and the agreement or appraval of a majority in interest of the

Non-Operators shall be centrolling on all Nen-Operators.

It DIRECT CHARGES

Operator shali charge the foint Acgount wilh the {ollowing items:

Ecolepical and Environmental

Costs incurred tor the benelit of the Joint Properlty as a result of govermmental or regulutory requirements 1o salisly
environmental considerations applicable 10 the foint Opermions. Such cests may include surveys of an ccological or archacological
nature and pollution conirol procedures as required by applicable laws and regulutions.

Rentals and Rovalties

Lease rentals and royalties paid by Operator lor the Joint Gperations.

Labor

Ao (1) Saluries and wages ol Operator's field employees dircetly employed on the Joint Property in the conduct of Teint Operations,

(2} Salaries of First level Supecvisors in the field.

{3)  Salaries and wages ol Technical Employees directly employed on the Joint Property if such charges are excluded rom

the overhead rales.

{4)  Salarics and wages of Technical Employess cither temporarily or permanenlly assigned to and directly employed in (he

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

3. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid W employees whose
salaries and wages are chargeable to the Joimt Accoum under Paragraph 3A of this Section 1L Such costs under this Paragraph 313
may be charged on a "when and as peid basis" or by "percentage assessmemt” on the amount ol salaries and wages chargeable (0
the Joinl Account under Paragraph 3A of this Section |l N percentage assessment is used, the rate shall be based on the Operator's

cDsi experience.

C. Expenditures or contritentions  made  pursuant o assessments  imposed by goverminental  awthority  which are  applicable 10

Operator’s cosis chargeable to the Joint Account ender Paragraphs 3A and 3B of this Section I

3. Personal Expenses of those employees whose salaries and wages are chargeable 10 the Joint Accounl under Paragraphs 3A and 313

ol this Section [I.
Employee Benelits

Operator's current costs or csiablished plans for employees' group life insurance, hospialization, pension, retirement, stock puschase,
thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable 1o the Joint Aceount under Paragraphs
3A and 3B of this Section il shall be Operalor's actual cost not to exceed the percent most recently recommended by the Council of

Petroleum Accountants Sacictics.
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Material

Maierial purchased or furnished by Operator for use on the Joint Property as provided under Section 1V, Only such Material shall
be purchased for or translerred to the Joint Property as may be required lor immediate use and is rcasonably practical and consislem

with efficient and economical operations. The accumulation of surplus stocks shall be avoided.
Transpeortation
Transportation ol employees and Material necessary for the Joint Operations but subject to the following limitations:

A, If Material is moved to the Joint Propenty [rom the Operater's warchouse or other properties, no charge shall be made to the
Joint Aceount for a distance grealer than the distance from the ncarest reliable supply store where like material is normally availzble

or railway receiving point ncarest the Joint Property unless agreed 1o by the Parties.

B. If surplus Material is moved to Operator's warehouse or other storage peint, no charge shall be mode 10 the Joint Account for a
distance greater than the distance to the ncarest reliable supply store where like material is normatly available, or railway
receiving puoiml ncarest the Joint Propenty unless agreed to by the Parties. No charge shall be made 1o the Joint Account for

moeving Material to ather propertics belonging to Operator, unless agreed to by the Parties.

C. Ia the application of subparagraphs A and 13 above, the option to equalize or charge actual trucking cost is available when the
aclual charge is $400 or less excluding aceessoriul charges. The 8400 will be adjusted to the amount most recently recommended by

the Council of Petrolecum Accountants Soctelics.
Services

The cost of contract scrvices, equipment and ulilities provided by oulside sources, except services excluded by Paragraph 10 of Scciion 1
and Paragraph i, ii, and iit, of Section [l “The cost of professional consultant scrvices and contract services of technical personnel
direcily engaged on the Join Propeny il such charges are excluded from the overhead rates. The cost of professional consultant services
or contract services of lechnical personnel not directly engaged on the Jaint Propeny shall not be charged to the Joint Account

unless previously agreed Lo by the Partics.
Equipment and Facilities Furnished By Operutor
Al Operator shall charge the Joint Account lor use of Operator owned equipment and facilitics at rales commensurate with costs

of owncrship and operation, Such retes shall include costs of mainienance, repairs, other operating expense, insurance, taxes,

depreciation, and interest on gross investment less accumulated depreciation not 1o exceed twelvy percent (12 %)

per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate arca ol the Joint Property.

B. In licu of charges in Paragruph 8A above, Qperator may elect Lo use average commereisl rates prevailing in the immediate area ol
the Joint Property less 20%.  For automotive equipment, Operator may eleet to use rawes published by the Petroleum Motor

Transpornt Associalion,
Damages and Losses to Joint Property

All costs or expenses necessary [or the repair or replacement of Jaint Property made necessary because ol damages or losses incurred by
lice, flood, storm, theft, accident, or other cause, cxcept those resulting from Operator’s gross negligence or willful misconduct.
Operator shall furnish Ner-Operatos wriller police of damages or losses incurred as soon as praclicable aller a repant thereo! has

been received by Operator.
Legal Expense

Expense ol handling, investigating and sctiling litigation or claims, discharging of licns, payment of judgments and amounts paid
for scilement of claims incurred in or reswlting from operations under the agreement or necessary 1o protect or recover the Joinl
Praperty, cxcept that no charge lor services of Operator's legal stall or fees or expense ol outside attorneys shall be made unless
previously agreed to by the Parties. All other legal expense is considered 1o be cavered by the overhead provisions of Section 111

unless otherwise agreed (o by the Partics, excepl as provided in Section 1, Paragraph 3.
Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereel, or the
preduction therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad valorem taxes are based
in whele or in pant upon separale valuations of each party's working interest, then notwithstanding anything to the contrary hercin,
charges o the Joint Account shall be made and paid by the Parties hereto in accordance with the tax value gencrated by each party's

warking intergst.
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| 12. Insurince
2
k) Net premiums paid for insurance required 1o be carried for the Joint Operations for the protection of the Parties. In the event loint
4 Operations are conducted in a state in which Operator may aet as sell~insurer for Worker's Compensation and/or Employers Linbility
3 under the respective stale's laws, Operator may, at its election, include the risk under its sell- insurance program and in that cvent,
& Operatar shall include a charge a1 Operator's cost pot to excecd manual rates.
7
3 13, Abandunment and Reclamation
9
10 Costs incurred for abandonment of the Joint Propeny, including cosis required by governmental or other regulatery auhority.
I
12 14 Communications
13
14 Cost of acquiring, lcosing, insialling, epecraling, repairing and mointaining communication systems, including mdio and microwave
15 facilities directly serving the Joint Property. Ia lhe event communication [acilities/systems serving the Joint Property are Operator
16 owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section 11.
17
18 L5, Other Lxpenditures
19
20 Any other expendilure not covered or deall with in the toregoing provisions of this Section 11, or in Section I and which is of direct
2 beactit w the Joint Property and is incurred by the Opertor in the necessary and proper conduct of 1he Joint Operasions.
2z
23
24 HI. OVERIIEAD
25
a4 1. Overhead - Drilling and Producing Operations
37
el i, As compensation lor administrative, supervision, office services and warchousing costs, Operator shall charge drilling and
19 producing operations on cither:
30
31 (sce below) { X ) Fixed Rate Basis, Paragraph EA, or
32 ( } Percentage 13asis, Paragraph 13
33
kB Unless otherwise agreed to by the Parties, such charge shall be in licu ol costs and expenses of all offices and salaries or wages
35 plus appticable burdens and expenses of all personnel, except those directly chargeatle under Parsgraph 3A, Section Il The cost
36 and expense ol serviees from outside sources in conneetion with matters of taxation, (raflic, accounting or mallers beflore or
37 involving governmental agencies shall be considered as included in the everhead rates provided lor in the above selected Paragraph
33 ol this Scetion [1] unless such cost and expense ore agreed to by the Parties s a direct charge la the Joint Account.
39
40 iil.  The salaries, wages and Personal Expenses of Technica! Employees andfor the cost of prolussional consullant services and
41 contract services of technical personnel directly employed on the Joint Property:
42
43 ( ) shall be covered by the overhead rates, or
44 { X }shall net be covered by the overhead rates.
B
46 i, The salaries, wages and Personal Lxpenses of Technical Employecs and/or costs of professional consuliant services and
47 contract services of technical personnel either temporarily or permanently assigned to and dircetly employed in the operation of
33 the Joint Property:
449
50 {sce helow) ( X ) shall be covered by the overbead rates, or
5l { ) shall not be covered by the everhead rates,
52
33 A Overhead - Fixed Rate Basis
54
53 (1) Operator shall charge the Joint Account at the fellowing rates per well per month:
56
57 Drilling Well Rate § 6500.00
58 {Prorated for less than a [ull month)
59
60 (see helow) Producing Well Rute § 650,00
6l
62 (2} Application ol Overhead - Fixed Rate Basis shall be as [ollows:
63
64 (a)  Drilling Well Rate
65
66 (1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the dale the drilling
67 rig, cempletion rig, or other units used in completion of the well is released, whichever is later, except that no
68 Noic; Personnel charged 1o the Joint Property means people who are physically on the premises of the Joint Property and chrci'orc people wha are not
60 physically on the Joil Property will not be charged 10 the Joint Property.
70

e
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1 charge shall be made during suspension of drilling or completion operations for fiflcen {15) or morc
2 consecutive calendar days.

3

4 (?)  Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive work days
5 or more shall be made @ the drilling well rate. Such charges shall be applicd for the period from date
] workover operations, wilh rig or other unils used in workover, commence through date of rig or other unit
7 release. exeept that no charge shall be made during suspension of opcrations for fitieen (13) or more
3 consecutive calendar days.

Q

10 (b)) Producing Well Rates

11

12 {1} An active well cither produced or injecied inio for any portion of the month shalt be considered as a one-well
13 charge tor the entire month.

1+

15 () Lach active completion in a multi-completed well in which production is not commingled down hole shall
16 be considered as a one-well charge providing cach completien is considered o separate well by ihe
17 governing regulatory authority.

13

19 (3)  An inactive gas well shut in because of everproduction or failure of purchaser 10 take the production shall
20 be eonsidered as a one-well charge providing the gas well is direetly connected 1o a permancent sales outlet.

21

22 (41 A one-well charge shall be made for the month in which plugging and abandonment eperations are compluted on
23 any well. This one-well charge shall be made whether or nol the wel! has produced except when drilling well
24 rate applies,

25

19
&
=

All other inactive wells (including but nol limited 1o inactive wells covered by unit allowable, lcase

a7 allpwable, transferred allowable, etc.) shatl not gualify for an overhead charge.

28

29 {3)  The well rates shall be adjusted as of the first day of April each year foliowing the eftective date of the agreement 10 which
30 this Accounting Procedure is attached by the percent increase or decrease published by COPAS.

3t

32 B, Overhead - Percentage Basis

33

34 {1} Operator shall charge the Joint Account at the following rales:

35

36 (a) Development

3

38 PPercent ( %4} of the cost of development of the Jeint Propery exclusive of costs
39 provided under Paragraph 10 of Section [k and all salvage credits.

40

Ky () Operating

42

43 Pereent ( %) of the cost of operating the Joint Propenty exclusive of costs provided
34 under Paragrophs 2 and 10 of Section 11, oli sulvage credits, the value of injected substances purchosed for
45 secondary recovery and all toxes and asscssments which are levied, assessed and paid wpon the mineral interest in
46 and 1o the Joint Property.

47

48 {2)  Application of Overhead - Percentage 13asis shall be as follows:

44

50 Far the purpase of determining clarges on a percentage basis under Pacagraph 1B ol this Section 1N, develapment shall
51 include all costs in conneclion with drilling, redrilling, deepening, or any remedial operatiens on any or all wells invalving
52 the use of drilling rig and crew capable of drilling to the producing inlerval on the Joint Praperty; alse, preliminary
53 expendilures necessary in preparation lor drilling and expenditures incurted in abandoning when the well is not completed
54 as o producer, and original cost of coastruction or installation ol lixed assets, the expansion of lixed sssets and any olher
S5 project clearly discemible as a fixed asset, except Major Coenstruction as delined in Paragraph 2 ol this Section 111 All
56 other costs shall be considered os operating,.

57

38 2, Overhead - Major Construction

59

60 To compensate Operator lor averhead costs incurred in the construclion und installation of fixed assets, the expansion of fixed assels, and
ol any olher project clearly discernible as o fixed assel requited for (he development and operation of the Joint Property, Operator shall
62 cither negotiate a rate prior to the beginning of construction, ar shall charge the Joint Accoumt lor overhead based on the lollowing rates
63 tor any Major Construction projeet in excess ol § 2500000 :

64

65 Al 3 % of first $100,000 or (otal cost il less, plus

18

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

63

49 [ 2 %6 ol costy in exeess of $1,000,000.

70
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1 Teral cost shall mean the gross cost of #ny onc project. For the purpese of this paragraph, the camponent parts ot a single project shall
2 net be treated separately and the cost ol drilling and workover wells and artiticial lilt equipment shall be excluded.
3
4 kR Catastrophe Overhead
5
6 To compensate Qperator for overhead costs incurred in he event of expenditures resulting from a single occurrence due to oil spiil,
7 blowoul, explosion, lire, storm, hurricanc, or other catastrophes as agreed (o by the Partics, which are necessary 10 restore the Joint
] Properly 1o the cquivalent condition that existed prior to the cvenl causing the expendiures, Operator shall cither negotiate a rate
9 prior 1o charging the Joint Account or shall churge the Joint Account lor overhead based on the following rates:
10
1 A 5 % of1otal costs through $100,000; plus
12
13 3. k! % of total costs in excess ol $100,000 bt less than $1,000,000; plus
14
15 C. 2 2% ol (o1a] cosls in ¢xeess of $1,000,000.
16
17 Expenditures subject o the overheads above will not be reduced by insurance recoverivs, and ne ather overhead pravisions of this
18 Section §II shall apply.
19
20 4. Amendment of Rates
iy
22 The overhead rates provided for in this Seetion 11E may be amended [tom time to time enly by mutual agreement berween the Parties hereto
23 if, in practice, the rates are [ound to be insuiTicient or excessive.
24
25
26 v, PRICING OF JOINT ACCOUNT MATERIAL PURCIASES, TRANSFERS AND DISPOSITIONS
27
a8 Operator is responsible for Joint Account Material and sholl make proper and bimely charges and credils Jor all Materizl movements afJecting the
29 Joint Propeny. Operator shall provide all Material for use on the Joint Propeny; however, at Operator's option, such Maierial may be supplied
30 by the Non-Operator. Operator shall make timely disposition of idle andfor surplus Material, such disposal being made either through sale w
31 Operator or Non-Operator, division in kind, or sale to owsiders, Operator may purchase, but shall be under no obligation 1o purchase, interest
32 of Non-Operalors in surplus condition A or 13 Material. The dispesal of surplus Controllable Material not purchased by the Operator shall be agreed
13 o by the Panies.
34
33 L Purchases
36
kY] Maicrial purchased shall be charged at the price paid by Operztor afler deduction of all discounts received. In case of Material found
38 10 be defective or retumed to vendor for any olher reasons, eredit shall be passed 1o the Joint Account when adjustment has been received
19 by the Operatar.
40
41 2, Translers and Dispusitions
42
43 Material furnished to the Joint Properiy and Malerial transferred [rom the Joint Property or disposed of by the Operator, unless
44 otherwise agreed te by the Partics, shall be priced on the following basis exclusive of cash discounts:
45
46 A New Mamerial (Condition A)
47
43 (1} Tubular Goods Other than Line Pipe
4¢
50 (2)  Tubular goods, sized 2 34 inches OU and larger, except line pipe, shall be priced at Eastern mill published corload
5 base prices cifective 25 of date of movement plus trunsportation cost using the 80,000 pound carload weight basis
52 to the railway reeeiving point nearest the Joint Propenty for which published rail rates tor tubular goods exist. I the
53 80,000 pound rail rate is not offcred, the 70,000 pound or 90,000 pound rail rate may be used. Freight charges
34 for tubing will be calculated from Lorain, Ohie and casing from Youngsiown, Ohig.
35
56 (b}  For grades which are special (0 one mill only, prices shall be computed at the mill base of thac miil plus transportation
57 cost from that mill 10 the railway recciving point nearest she Joint Property as provided sbove in Paragraph 2.A.(1)(a).
58 For (ransponation cost from points other than Castern mills, the 30,000 pound Ol Field lMaulers Association imerstate
59 truck rate shall be used.
60
6l (¢} Special end finish wbular goods shall be priced at the lowest published out-gl=stock price, Lo.b. Houston, Texas,
62 plus transportation cost, using Oil Field Iaulers Association interstate 30,000 pound truck rate, 10 the railway receiving
63 point nearest the Joint Property,
64
65 (d)  Macaroni wbing (size less thon 2 3/8 inch OD) shall be priced a1 the lowest published out-ol-stock prices fob. the
66 supplier plus transportation costs, using the Oil Field lavlers Association interstate truck rale per weight of
a7 tubing translerred, to the railway receiving point nearest the Juint Property,
68
69
70
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{ (2} Line Pipe

"
3 (n) Line pipe movements (except size 24 inch OD and farger with walls % inch and over} 30,000 pounds or more
4 shall be priced under provisions of tubular goods pricing in Paragraph A.(l)}a) as provided above. Freight charges
3 shali be caleulated from Lorain, Chio.

4]

7 (b) Line Pipe movements {excepl sizc 24 inch OD ond larger with walls % inch and over) less than 30,000 pounds
3 shall be priced at Eastern mill published carload base prices elleetive as of date of shipment, plus the percent most
9 recently recommended by COPAS, plus transpertation costs based on freight rates as set [orth under provisions of

10 tubular goods pricing in Pacagraph Au{1}{a) as provided above. Freight charges shall be calculated fram Lorain, Ohio.

I
el c} Line pipe 24 inch OD and over and % inch walt and larger shall be priced Leb, the point ol manulacture m current

13 new published prices plus transportation cost 1o the railway receiving point nearest the Jeint Property.

14
15 {0y Line pipe, including fabricaled line pipe, drive pipe and  conduit ot listed on published price lists shall be priced at

16 quoted prices plus lreight to the railway reeciving point nearcest 1the Joint Propenty or at prices agreed to by the Partics.

17
13 3)  Qnher Materia! shall be priced at the current new price, in elfect at date of movement, as lisied by a teliable supply store
19 nearest (he Jeint Property, or point of manufaciure, plus transportation costs, il applicable, io the railway receiving point

G nearest the Joint Property.

21

22 () Unused new Material, except wbular goods, moved Irom the Jeint Property shall be priced at the current new price, in ellect

23 o dite of movement, as listed by a reliable supply slore nearest the Joint Property, or peint of manufaciure, plus

24 transportaticn costs, i applicable, te the milway receiving point nearest the Joint Property. Unused new tubulars will be

25 priced as provided sbove in Paragraph 2.A.{1) and (2).

25

a7 B.  Good Used Material (Condition B}

28

29 Material in sound and serviceable condition and suitable for rewse without reconditioning:

30

3 {1y Mauterial moved 10 1he Joint Property

32

33 At seventy-live percent (75%) of current new price. as determined by Parapraph A,

34

35 (21 Material used on and moved trom the Joint Property

36

37 {2) At seventy-five percenl (75%) of curreni new price, as detenmincd by Paragraph A, il Material was originally

38 charged to the Joint Account as new Material or

19

40 (b) At sixty-five percent (63%) of current new price, as determined by Paragraph A, it Material was originally charged

4t to the Joint Account as used Maierial

42

43 {3y Material not used on and moved lrom the Joint Property

14

45 At seventy-tive percent {75%) of current new price as detennined by Paragraph A.

46

47 ‘The cost of reconditioning, il any, shall be absorbed by the transferring property.

43

45 C. Other Uscd Malgrial

50

51 (1) Conditiocn C

52

33 Material which is not in sound and serviceable condition and not suitable for its original function until afier

54 reconditioning shafl be priced at {fity percent ¢(50%} of current new price as determined by Paragraph A. The cost

55 of reconditioning shall be charged to the receiving propenty, provided Condition C value plus cost ol reconditioning

56 does not exceed Conditton 3 value.

37

54 12y Condition I

59

60 Material, excluding junk, no longer suitable for its original purpose. but usable for some other purpose shall be priced

61 on a basis commensurate with its use. Operator may dispose of Condition D Material under procedures nonmally

62 used by Operator without prior approvak of Non-Operators.

63

64 (a}  Casing, 1ubing, or drill pipe used as line pipe shall be priced as Grade A and B scamless line pipe of comparnble

[iN] size and weight. Used casing, whbing or drill pipe vtilized as line pipe shalt be priced at used line pipe prices.

66

a? {b}  Cusing. wbing or drill pipe used as higher pressure service lines than standard line pipe, e.g. power oil lines, shall

63 be priced under normal pricing procedures for casing, tubing, or drill pipe. Upset whular goods shall be priced

69 an g aon upsct basis.

il
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39
40
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{3} Conditian E

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under procedures normally

uliltzed by Operator without prior approvaf of Non-Operators.
. Obsolete Material

Muteria! which is serviceable and uwsable for its original function but condition and/or value of such Material is not
equivalent 10 that which weuld jusiify a price as provided above may be specially priced as agreed to by the Partics. Such

price sheuld result in the Joint Accouni being charged with the value ol the service rendered by such Material.
Z. Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (23¢) per hundred
weight on all tebuler goads movements, in liew of actual loading or unloading costs sustained at the stocking point.
The above rate shall be adjusied as of the first day of April cach year fellowing January [, 1985 by the same
percentage increase or decrease used to adjust overhead rates in Section 16l Paragraph 1.A(3). Each year, the
rate caleulated shall be rounded 10 the nearest cenl and shall be the rate in ctlect until the first day of April next year.

Such rate shall be published cach year by the Council of Petroleum Accountants Secicties.

(2)  Muterial involving erection costs shall be charged al applicable percentage ol the current knocked-down price of

new Malerial.
Preminm Prices

Whenever Material is not readily oblainable at published or listed prices because of national emergencies. strikes or other unusual
causes aver which the Operator has no contral, the Operator may charge the Joint Account for the required Material at (he Operalor's
aclual cost incurred in providing such Material, in making it suitable lor use, and in moving it to the Joint Properly; provided
nolice in writing is furnished to Non-Operaors of the proposed charge prior 10 billing Non-Operators far such Material.  Fach
Non-Operator shall have the right, by so electing and notifying Operator within ten days afier receiving notice from Operator, to furnish

in kind all or pant ol his sharc of such Material suitable {or use and acceptable to Operator.
Warranty of Material Furnished By Operator
Operatoy docs aot warrant the Moleria) Turnished.  In case of defective Material, credil shall nt be passed to the Joim Account

until adjustment has been received by Operator (rom the manulaciurers or their agents.

V. INVENTORIES

The Operator shall maintain detailed records of Contrellable Material.

Periodic Inventerics, Notice and Representation

At reasonable inlervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice ¢l imention (o
lake inventory shall be given by Operator at least thirty (30) days before any inventory is o begin so thal Nen-Operalors may be
represented when any inventory is taken, Fatlure of Non-Operators to be represented at an inventory shall bind Non-Operalors to aceept

the inventory taken by Operator.

Reconciliation and Adjustment of Inventorics

Adjustments o the Joint Account resulting from the reconcilimion of a physical inventory shall be made within six months following
the taking of the inventory. Inventory adjustments shall be made by Operalor 10 the Joinl Account lor overages and shorlages, but,
Operator shall be held accountable only for shortages due to Tack of reasonuble diligence.

Special Inventorics

Special inventorics may be taken whenever there is any sale, change of interest. or change of Operalor in the Juim Praperty. It shall be
the duty ol the party selling to notily all other Parties as quickly as pessible after the transter of interest akes place, In such cascs, both
the seller and the purchaser shall be governed by such inventory. In cascs involving a change ol Operatos, all Panies shall be governed
by such inventory.

Expense of Conducting Inveniories

A, The expense of conducting periodic inventories shull not be charged (o the Joint Account untess agreed to by the Parties.

B.  The expense of conducting special inventories shall be charged to the Parties requesting such inventories, excepr inveniorics

required due 10 change of Operator shall be charged to the Joint Account.




EXHIBIT “D”

Attached to and made a part of that certain Operating Agreement dated July 10,
2012, between Regeneration Energy Corp., as Operator, and The Allar
Company, et al, as Non-Operator.

INSURANCE

Operator shall carry insurance for the benefit of the joint account covering
Operator's operations upon the Contract Area subject to the Operating
Agreement to which this Exhibit “D" is attached as follows:

(a) Workmen’s compensation insurance in accordance with the
requirements of the laws of the State where the work is conducted and
employers liability insurance of One Million Dollars ($1,000,000.00)
bodily injury by accident and One Million Dollars ($1,000,000.00) bodily
injury by disease per employee, with a policy limit of One Million
Dollars ($1,000,000.00) for bodily injury by disease;

(b) Public liability insurance with tlimits of One Million Dollars
{$1,000,000.00) as to any one person, and One Milion Dollars
($1,000,000.00} as to any one occurrence;

{c) Automobile public liability insurance with a combined single limit of up
to One Million Doliars ($1,000,000.00) per accident;

(d) Umbrella liability insurance of Five Million Dollars ($5,000,000.00)

Each policy of insurance issued pursuant to the provisions of (a), (b), (c), or (d) of
this section shall provide by endorsement or otherwise that the provisions of the
policy are extended to cover the interest of the Non-Operator for whom the
insured is acting as Operator, agent or contractor under contract, but only with
respect to operations conducted by named insured, and shall charge the
premiums for all such insurance to the joint account.

Operator shall furnish, upon request, to Non-Operators a certificate covering
each policy of insurance issued pursuant to this section.



EXHIBIT “E”
Attached to and made part of that certain Operating Agreement
dated July 10, 2012, between Regeneration Energy Corp., as Operator,
and The Allar Company, et al, as Non-Operator.

GAS BALANCING AGREEMENT

The parties to the Operating Agreement to which this agreement is attached own the working
interest in the gas rights underlying the lands covered by such agreement (the “Contract Area”} in
accordance with the percentages of participation as set forth in Exhibit *A” to the Operating Agreement
(the “participation percentage”).

In accordance with the terms of the Operating Agreement, each party thereto has the right to take
its share of gas produced from the Contract Area and market the same. In the event any of the parties
hereto collectively owning participation percentages of less than 50% are not at any time taking or
marketing their share of gas or have contracted to sell their share of gas produced from the Contract Area
to a purchaser which does not at any time while this agreement is in effect take the full share of gas
attributable lo the interest of such parties, this agreement shall automatically become effective upon the
terms hereinafter set forth.

1. During the period or pericds when any parties hereto collectively owning participation
percentages of less than 50% have no market for their share of gas produced from any proration unit
within the Contract Area, or their purchaser does not take its full share of gas producing from such
proration unit, other parties collectively owning participation percentages of more than 50% shall be
entitled to produce each month 100% of the lesser of {a) allowable gas production assigned to such
proration unit by applicable state regulatory authority or (b) the delivery capacity of gas from such
proration unit; provided, however, no party who does not have gas in place shall be entitied to take or
deliver to a purchaser gas production in excess of 200% of the lesser of (¢} its share of the volumes of
gas capable of being delivered on a daily basis or (d} its share of allowable gas production. All parties
hereto shall share in and own the liquid hydrocarbons recovered from such gas by lease equipment in
accordance with their respective interests and subject to the Operating Agreement to which this
agreement is attached, but the party or parties taking such gas shall own all of the gas and the liquids
associated therewith which are recovered off lease delivered to its or their purchaser.

2. On a cumulative basis, each party not taking or marketing its full share of the gas
produced shall be credited with gas in place equal to its full share of the gas produced under this
Agreement, less its share of gas used in lease operations, vented or lost, and less that portion such party
took or delivered to its purchaser. The Operator will maintain a current account of the gas balance
between the parties and will furnish all parties hereto monthly statements showing the total quantity of
gas produced, the amount used in lease operations, vented or lost, the total quantity of liquid
hydrocarbons recovered therefrom, and the monthly and cumulative over and under account of each
party.

3. Each Party producing, taking or delivering gas to its purchaser shall pay severance taxes,
excise taxes, royallies, overriding royalties, production payments and other such payments and taxes on
production for which it is obligated by law or by lease or contract (including Operating Agreement), and
nothing in this Gas Balancing Agreement shall be construed as affecting such obligations. Each Party
hereto agrees to indemnify and hold harmless the other Parties hereto against all claims, losses or
liabilities arising out of its failure to fulfill such obligations.

4. After notice to the Operator, any party at any time may begin taking or delivering to its
purchaser its full share of the gas produced from a proration unit under which it has gas in place less
such party's share of gas used in operations, vented or lost. In addition to such share, each party,
including the Operator, until it has recovered its gas in place and balanced the gas account as to its
interest, shall be entitled to take or deliver to its purchaser a share of gas determined by multiplying 50%
of the interest in the current gas preduction of the party or parties without gas in place by a fraction, the
numerator of which is the interest in the proration unit of such party with gas in place and the denominator
of which is the total percentage interest in such proration unit of all parties with gas in place currently
taking or delivering to a purchaser.

5. Nothing herein shall be construed to deny any party the right, from time {o time, to
produce and take or deliver to its purchaser its full share of the allowable gas production {o meet the
deliverability tests required by its purchaser, provided that said test should be reasonable in length,
normally not to exceed 72 hours.

6. If a proration unit ceases to produce gas and/or liquid hydrocarbons in paying quantities
before the gas account is balanced, settlement will be made between the underproduced and
overproduced parties. In making such settlement, the underproduced party or parties will be paid a sum
of maney by the overproduced party or parties attributable to the overproduction which said overproduced
party received, less applicable taxes theretofore paid, at the applicable price defined below for the
delivery of a volume of gas equal to that for which settlement is made. For gas, the price of which is not
regulated by federal, state or other governmental agencies, the price basis shall be the price received for



the sale of the gas. For gas, the price of which is subject to regulation by federal, state or other
governmental autharities, the price basis shall be the rate collected, from time to time, which is not
subject to possible refund, as provided by the Federal Energy Regulatory Commission or any other
governmental autherity, pursuant to final order or settiement applicable to the gas sold from such weli,
plus any additional collected amount which is not ultimately required to be refunded by such authority,
such additional collected amount to be accounted for at such time as final determination is made with
respect hereto.

7. Notwithstanding the provisions of {6, it is expressly agreed that any underproduced party
shail have the optional right, with respect to each proration unit, to receive a cash settlement bringing
such underproduced party’s gas account into balance at any time and from time to time prior to the final
settlement, by first giving each overproduced party 90 days' written notice of demand for cash settlement.
If such option is so exercised, settlement shall be made {(as of 7:00 o'clock A.M. on the first day of the
calendar month fallowing the date of such written demands) within 90 days following the actual receipt of
such written demands hy the overproduced parties, in the same manner provided for in f[6. The option
provided for in this paragraph may be exercised, from time to time, but oniy one time in each calendar
year, with a maximum of twice during the life of the well.

8. Nothing herein shall change or affect each party's obligation to pay its proportionate
share of all costs and liabilities incurred, as it share thereof is set forth in the Operating Agreement.

9. This agreement shall constitute a separate agreement as to each proration unit approved
by the applicable reguiatory authority for a pool within the Contract Area, but such proration unit shall not
include any producing herizon which is not within the vertical limits of said pool. This agreement shall
remain in force and effect so long as the Operating Agreement to which it is attached remains in effect,
and shall inure to the benefit of and be binding upon the parties hereto, their heirs, successors, legal
representatives and assigns.



[

EXHIBIT “F”
EQUAL EMPLOYMENT OPPORTUNITY PROVISION

Attached to a made a part of that certain
Joint Operating Agreement dated July 10, 2012, by and between
Regeneration Energy Corp., as Operator, and
The Allar Company, et al, as Non-Operator.

During the performance of this contract, the Operator {(meaning and referring separately to each party
hereto) agrees as follows:

1)

2)

3)

4)

5)

6)

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 termination; rates of pay or other forms of compensation; and selection for
training including apprenticeship. The Operator agrees to post in conspicuous places, avaitable
to employees and applicants for employment, notices to be provided setting forth the provisions
of this nondiscrimination clause.

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.

The Operator will send to each labor union or representative of workers with which Operator has
a collective bargaining agreement or other contract or understanding, a notice to be provided,
advising the said labor union or works' representatives 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.

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.

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 Operator's books, records, and accounts by the
administering agency and the Secretary of Labor for purposes of investigation to ascertain
compliance with such rules, regulations, and orders.

In the event of the Operator's non-compliance with the non-discrimination clauses of this contract
or with any of the said rules, regulations, or orders, this contract may he canceled, terminated or
suspended in whole or in part and the Operator may be declared ineligible for further Government
contracts or federally assisted construction contracts in accordance with procedures authorized in
Executive Order 11246 of September 24, 1965, and such other sanctions in Executive Order
11246 of September 24, 1965, or by rules, regulations, or order of the Secretary of Labor, or as
otherwise provided by law.

The Operator will include the provisions of paragraphs (1) through (7) in every subcontract or
purchase order unless exempted by rules, regulations, or crders of the Secretary of Labor issued
pursuant to Section 204 of Executive Order 11246 of Septermber 24, 1965, so that such
provisions will be binding upon each subcentractor or vendor. The Cperator will take such action
with respect to any subcontract or purchase order as the administering agency may direct as a
means of enforcing such provisions including sanctions for non-compliance; 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 administering agency, the Operator
may request the United States to enter into such litigation to protect the interests of the United
States.

Operator acknowledges that Operator may be required to file Standard Form 100 (EEO-1) promulgated
jointly by the Office of Federal Contract Compliance, the Equal Employment Oppeortunity Commission and
Plans for Progress with the appropriate agency within 30 days of the date of contract award if such report
has not been filed for the current year and otherwise comply with or file such other compliance reports as
may be required under Executive Order 11246, as amended and Rules and Regulations adopted
thereunder.

Operator further acknowledges that Operator may be required to develop a written affirmative action
compliance program as required by the Rules and Regulations approved by the Secretary of Labor under
authority of Executive Order 11246 and supply each other party hereto with a copy of such program if so
requested.



CERTIFICATION OF NONSEGREGATED FACILITIES

By entering into this contract, the Operator certifies that Operator does not and will not maintain or
provide for Operator's employees any segregated facilities at any of Operator's establishments, and that
Operator does not and will not permit Operator's employees to perform their services at any location,
under Operator’'s 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. As used in this
certification is a violation of the Equal Opportunity clause in this contract. As used in this certification, the
term “segregated facilities” means, but is not limited to, any waiting rooms, work areas, rest rooms and
wash rooms, restaurants and other eating areas, time clocks, locker rooms and other sterage 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, color, religion, or national origin, because of habit, local custom or otherwise. Operator
further agrees that {except where Operator has obtained identical certifications from proposed contractors
and subcontractors for specific time pericds) Operator will obtain identical certifications from proposed
contractors and subcontractors prior to the award of contracts or subcontracts exceeding $10,000.00
which is not exempt from the provisions of the Equal Opportunity clause. The certification may be
submitted either for each contract and subcontract or for all contracts and subcontracts during a period
(i.e., quarterly, semiannually, or annually).



