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Ra!e P Miller
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From: Levine, Jason <JLevine@chevron.com>
Sent: Monday, October 28, 2013 2:36 PM
To: rmiller@pvtn.net; jack@allarcompany.com
Subject: Attached - JOA and Exhibits for Well Proposal in Section 17, T24S, R34E, Lea County,

) NM

Attachments: Chevron JOA Section 17.pdf; Exhibit A to JOA.docx; COPAS Exhibit to JOA docx; Exhibit E

to JOA.docx; Exhibit I to JOA.docx; ArtXVI FINAL docx; EXHIBIT H. Alternative Dispute
Resolution (2011).docx

Importance: High

Gentlemen:
| hope you are doing well.

Please find attached Chevron's proposed JOA and attendant Exhibits for its well proposal in Section 17, T24S, R34E, Lea
County, New Mexico,

Attached are:

JOA

Exhibit “A"

Exhibit “C"

Exhibit “E”

Exhibit “|”

Article XVI. Other Provisions.
Exhibit “H*

Noohwn =

Feel free to call if you have any questions.

Sincerely,

Jason A. Levine
Land Representative
jlevine@chevron.com

Delaware Basin - New Mexico

Chevron North America Exploration and Proeduction Company
1400 Smith St.

Houston, TX 77002

713-372-5313

Schedule A

Oil Conservation Division

Case No. :
Exhibit Na‘ﬁ@ﬁ
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OFERATING AGREEMENT
THIS AGREEMENT. entered inte by and between ___Chevion MidConlingnt, LP.
hereinafter designated and teferred to as "Opersior,” and the signalory paty or peries other than Opertor. sometimes
hercinafter refermed 50 individually as "Nen-Operator,” and collectively as "Non-Operators.”
WITNESSETH:
WHEREAS. the parties 1o this agreement are owners of (il and Gas Leases andfor Oil and Gas Interests in the Jand
identified in Exhibit "A" and the parties hereto have reached an agreement to explore and develop these Leases andfor Qil

and Gas Interests for the production of Qit and Gas to the exteat and as hereinafter provided,

NOW, THEREFORE. it is agreed as follows:

ARTICLE L
DEFINITIONS

As used in this agreement, the following words and 1emms shall have the meaninys here ascribed to them:

A, The lerm "AFE” shall mean an Authority for Expendilure prepared by a party to this agrecment for the purpose of
estimating the costs to be incurred in conducting an operation hereunder.

B. The term "Completion" or "Complete” shall mean a sinple operation intended 1o complete & well as a producer of Oil
and Gas in one or more Zones, incleding, bul oot limited to, the setiing of production casing, perforating, well stimulation
and production testing conducted in such operation.

C. The term "Contract Area® shall mean all of the lands, Oil and Gas Leases and/or Qi) and Gas Interests intended to be
developed and operated for Oil and Gas purposcs under this aprecoear,  Such lands, Oil and Gas Leases and Oil and Gas
Interests are described in Exhibit “A.* '

D. The tern "Deepen” shall mean a single operation whercby a well is drilled to an objeciive Zone below the deepest
Zone in which ihe well was previcusly drilled, or below the Deepest Zone proposcd in the associated AFE. whichever is the

N (PAN

E. The terms "Drilling Party® and "Consenting Party” shall mean a party who agrees to join in and pay iis share of the
cost of any operation conducted under the provisions of this agreement.

F. The term “Drilling Unit" shall mean the area fixed for the drilling of one well by order or rule of any state or federal
bady having authority. If a Drilling Unit is not fixed by any such mule or order, a Drilling Unit shall be the drilling unit as
zstablished by 1he paitern of drilling in the Contract Area unless fixed by express agreement of the Drilling Parties.

G. The 1em "Drillsite” shall mean the (il and Gas Lease or Qil and Gas [nterest on which a proposed well is 1o be
localed.

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

. The term "Non-Consent Well™ shall mean a well in which less than all partics have conducted an operation as
provided ir: Article VL.B.2.

1. The terms "Non-Drlling Party” and "Non-Consenting Party” shall mean a panty who elects not 10 panicipaie in &
proposed operation.

K. The term "0il and Gas” shall mean oil. gas. casinghead gas. gas condensate, and/or all other liquid or gasecus
hydrocarbons and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this temm is
specifically stated.

L. The term "Oil and Gas Interests” or "lnterests” shall mean unleased fee and minerml interests in Oil and Gas in tracts
of land lying within the Conrract Area which are owned by paies 1o this agreement.

M. The terms "Oil and Gas Leasc," "Leasc™ and "Leaschold” shall mean the oil and gas leases o interests therein
covenag tracts of land lying within the Contract Area which are owned by the parties to this agreement,

N. The tenn "Plug Back" shall menn a single operaton whereby a deeper Zone 18 sbandoned in order to atempt &
Completion in a shallower Zone.

0. The term "Recompletion” or "Recomplete” shall mean an operation whereby a Completion in one Zone is abandoned
in order to attempt a Complelion in a different Zone within the existing wellbore.

P. The term "Rework” shall mean en operation conducted in the wellbore of a well after 3 is Completed to secure.
restore, or improve production in a Zone¢ which s currently open t© production in the wellbore.  Such operations inciude, but
are not limited 10, well stimulation operations but exclede any routine repair or maintenance work or drilling, Sidetracking.
Deepening. Completing. Recompleting. or Plugging Back of a well.

Q. The term “Sidemrack” shall mean the directional control and intentional deviation of a well from vertical so as to
change the bottom hole location urless done to straighten the hole or dnll around junk in the hole lo overcome other
mechanical difficulties.

R The term "Zene" shall mean a stratum of carth containing or thought (o contain @ commen accumulation of Gil and
Gias separately producible from any other common sccumulation of Ol and Gas.

Unless the context etherwise clearly indicates, words used in the singular include the plural, the word “persen” includes
natural and artificial persons, the plural includes the singular. and any gender includes the masculine, feminine. and nculer.

ARTICLE 1L
EXHIBITS
The following exhibits, as indicated below and attached hereto. are incorporaled in and made a part hercol:
A. Exhibit "A."” shall include the following informaiion:
(1) Description of lands subject to this agreement.
(2) Restrictions. if any, as 1o depths, formatioas. or substances.

(3) Pacties to agreement with addresses and telephoas numbers for rotics purposes.
(4) Pex or fractional § of parties to this agreement,
(5) Oil and Gas Leases and/or (8l and Gas [nterests subject to this agreement.
(6) Burdens on production.
B. Exhibit "B." Form of Lease.
€. Exhibit "C." Accounting Procedure.
| ——P—Firibi2B inyurane:

E. Exhibit "E." Gas Balancing Agreement.

[ Formatted: Strikethrough
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1L Exhibit 137, Alemative Dispute tesobulion,
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ARTICLE I[I.
INTERESTS OF PARTIES

A. Oiland Gos Interests:

If any panty owns an Oil and Ges Interest in the Coniract Area. thal [nterest shall be weated for all purposes of this
agreement and during the term hereol as if it were covered .by the form of Oil and Gas Lease attached herete as Exhibil “B."
and the owner thereof shall be deemed to own both royalty inlerest in such lease and (he interest of the lessee thereunder.

B. Inicrests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilitics incurred in operations under this sgreement shall be bome
and paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their
interesis are set forth in Exhibit "A." In thc same manner. the partics shall also own all production of Oil and Gas from the
Contract Area subject. however. 1o the payment of royalties and other burdens on production as described hereafier.

Regardless of which party has conmbuted any Wl and Gas Lease or Oil and Gas Interest on which royaliy or other
burdens may be payable and except as otherwise expressly provided in this agreement, each party shall pay or deliver, or

cause o be paid or delivered. all b"{‘.i,ff‘é;"“ ils share of the production from the Contract Arca up to. but not in excess of. Forma I: Tab stops: 0.5, Left + 2.347, }

25" snﬁ sﬁa , indemnify, defend and hald the other parties free fram any liability therefor. q Centerad

Lxcept as otherwise expressly provided in this agreement, if any pafly has comwibuled hereto any Lease or Interest which is . - -
. g . L Formatted: Tab stops: 1.5", Decimal aligned ]
burdencd with any royalty. overniding royalty. production payment or other burden on production in excess of the

stipulated abeve, such party so burdened shall essume and alone bear all such excess cbligziions and shall indemnify, defend
and hold the olher parties hereto harmless Fom any and al) claims atnbulable 0 such excess burden.  However, so lonp as
the Drilling Unit for the productive Zone(s) is identical with the Contract Area. each party shall pay or deliver, or csuse o
be poid or delivered, all burdens on production from the Contract Asen due under the terms of the Oil and Gas Lease(s)
which such parly has contributed to this agreement, and shall indemnify, defend and hold the other parties fce from any
liability therefor,

No panty shall ever be respensible, on a price basis higher than the price received by such party, to any ciher party's
lessor or royalty owner. and if such other pamy's lessor or royalty owner should demand and receive setlement on a higher
price basis, the party contributing the affected Lease shall bear the additional royalty burden attributable 1o such higher price.

Nothing contained in this Article 1[LB. shall be deemed an assignment Of Cross-assignment of inlerests covered hereby,
and in the event two or more parties contribute o this agreemeni jointly cwned Leases, the parties’ undivided interests in
said Leascholds shall be deemed sep leaschotd 3 for the pury of this ag
C. Subsequently Created Interests:

If any party has contributed hereto a Eease or Inierest that is burdened with an assignment of production given as security
for the payment of money. or if, afer the daie of this agreement, any party creates an ovemiding royalty, production
payment, nei profils interest. assipnment of production or other burden payable out of production agributable to its working
interest hereunder, such burden shall be deemed a “Subsequemly Created Imerest”  Funher, if any pary has contributed
hereto o Lease or Interest burdened with an overnding rtoyalty, production payment, net profits interesis, or other burden

payable out of production created prior to the date of this ayreemenl. and such burden is not shown on Exhibit "A." such
burden also shall be deemed a Subsequently Created Interesi to the extent such burden ceuses the burdens on such pary's
Lcase or Interest 1o exceed the amount stipulated in Anticle 111.B. above.

The party whose interest is ‘burdened with the Subsequently Created lnwerest {the "Burdenzd Pary”) shall assume and
alonc bear. pay and discharge the Subscquently Created Interest and shall indemnify. defend and hold harmiless the other
parties from and against any liabitity therefor.  Furher, if the Burdened Pamy fails 10 pay, when dug, iis share of expenses
charpeable hereunder. ail provisions of Anicle VILB. shall be enforceable apainst the Subsequently Created Interest in the
satng manedr as they are enforceable apainst the working imcerest of the Burdensd Pamy, [If the Burdened Pany is required
under this agreement lo assign or relinquish 10 any cther parly. or parties, all or a portien of its working interest andfor the
production atwributable thereto, ssid other party, or paries, shall receive said assignment and/or production free and clear of
said Subscquently Created Intercst. and the Burdemed Pany shall indemnify. defend and hold harmless said other party. or
panies. from any and all ctaims and demands for payment asserted by owners of the Subsequently Created Inierest.

ARTICLE V.
TITLES
A. Title Examination:

Tiilc exammabion shall be maac on i'ﬁ Dni 5|Ic oi o ! Al i > Formatted: Tab stops: 0.5%, Left + 2.6,

Centered
Formatted: Strikethrough
Formatted: Strikethrough

DnIImL Unit, or maximum anticipated Drilling Unit, of the well, The opinion will include the owncrshlp of the working
interest, minerals, royalty, overriding royaity and produclion paymenis under the applicable Leases. Each party contributing
Leascs andior Oil and Gas Inlerests 10 be included in 1he Drllsite or Drilling Unit, if appropoate, shall fumish 1o Operator
all abstracts (including federal lcase stalus reports), lille copinions, title papers and curalive malerial in ils possession fiee of
charge.  All such information nol in the possession of or made available to Operalor by the panigs. bul necessary for the
examination of the title, shall be cbtained by Operator. Operalor shall cause title to be examined by attorneys on its stafl or
by outside atlomeys. Copies of all title opinicns shall be fumished 1o each Drilling Pany, Costs incurred by Operator in
procuring  abstracls, fees paid outside attorneys for title examination (including preliminary. supplemental, shur-in toyalty
cpinions and division order title opinions) and other direct charmges as provided in Exhibit "C" shall be bome by the Drilling
Partics in the proportion that the intercst of cach Drilling Party bears 1o the total interest of all Dﬁlling_ﬂ[:m as sucr'v\[Formatted: Tab stops: 0.57, Left + 582", ]
IETests appear @ EXMBL A Upcraior skall mahe N0 CHAtpe 10T SErvices rcnmminmys—oriﬂhcr +_personnel Right
in the performance of the above functions.

Each party shall be responsible for securing curative matter and pocling amendments or agreements required in
connection with Leases or Qil and Gas Inierests contributed by such party. Operator shall be responsible for the preparation
and recerding of pooling designations or declarations and commurilization apreemenss as wel! as the conduct of hearngs

A A

hefore govemmenial agencies for the securing of spacing or pooling orders or any other orders necessary or appropriate to
the conduct of operations hereunder.  This shzll not prevent any party from appearing on its own behalf ar such hearings.
Costs incurred by Operator, including fees paid 1o outside atiormeys, which are associated with hearings before governmental
agencies, and which costs gre aecessary and proper for the acrivilies contemplated under this agreement, shall be direct
charges to the joinl account and shall nol be covered by the administrative overhead charpes as provided in Exhibit "C.”

.2
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Operator shall make no charge for services rendered by ils swff attomeys or other personnel in the performance of the above

; i iHine-Uinited ; ‘\[ Formatted: Tab stops: 0.25% Left + 0.5
been examined as above provided, and (2) the title has been approved by the examining atiorney or title has been accepted by Left + 0.69", Left + 122", Left

all of the Drilling Parties in such well. Formatted: Strikethrough
B. Loss or Failure of Tlile: Formatted: Strikethrough
1. Failure of Tilg: Should any Ol and Gas Imerest or Oif and Gas Lease be lost through failure of title, which results in a

teduction of interest from that shown on Exhibit "A.” the party credited with contibuting the affected lLecase or Lnterest
{including. il applicable. a successor in interest to such party) shali have ninety (90) days from final determination of title
failure 10 acquire o new lease or other instrument cunng the entirery of the title failure, which acquisition will not be subject
to Article VIILE. and failing to do so, this agreement, nevenhcless. shall conlinue in force as 10 all remaining Oil and Gas
Leases and Interests: and.

{a) The panty crediled with contributing the Oil and Gas Lease or Interest affected by the title failure (including. i
applicable, o successor in interest to such party) shall bear ulone Ihe enlire Joss and it shall not be eniitled to recover from
Operator or the other partics any development or operaling costs which it may have previously paid or incurred. but there
shall be no additional liability on i1s part to the other parties hereto by reason of such title failure:

{b) There shall be no retroactive adjustment of ¢xpenses incurred or revenues received from the operalion of the
Lease or Interest which has failed. but Ihe inlerests of the parties contained on Exhibit "A“ shall be revised on sn acreage
basis, as of the thne it is delermined finally that Litle failurc has occurred, so that the interest of the party whese lease or
Interest is affected by the title failure will thereafier be reduced in the Contract Area by the amount of the Lease or Interest failed;

(c} If the proportionale intcrest of Ihe other partics hereto in any producing well previously drilled on the Contract
Arca is increased by reason of the title faiture, the party who borc the cosls incurred in connection with such well auributable
10 the Lease or Lnicrest which has failed shall regeive the proceeds aitributable 1o the increase in such interest (Jess costs and
burdens auributable thereto} until it has been reimbursed for unrecovered costs paid by it in connection with such well
attributabiz to such failed Lease or Interest;

(d) Should any person not a party 1o this agreement, who is dclermined to be the owner of any Lease or [nierest
which has fiiled. pay in any manner any part of the cosl of operation, development, or equipment, such amount shall be paid
10 the party or parties who bore the cosis which are so refunded:

{£) Any liability 16 accoun! to a person not a party to this agreement for prior production of Oil and Gas which anses
by reason of fitle failure shall be bome sevemlly by cach party {including a predecessor to @ cument pany) wha received
production for which such accounting is sequired based on the amount of such production reccived. and each such pany shall
severally indemnify, defend and hotd harmless ail alher parties hereto for any such liability 10 account

{f) No charge shall be made (o the joint account for legal expenses, fees or salaries in connection with the defense of
the Lease or Interest claimed 10 have filed. but if the parly contributing such Lease or Inierest hereto elects to defend ils tille
it shall bear all expenses in connection therewith; and

(g) If any party is given credit on Exhibit "A™ 1o a Lease or Interest which is lunited solely to ownership of an

interest in the wellbare of any well or wells and (he production thercfrom, such part
I X AT
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2. Loss by Non-Pavmens ox Emoneous Payment of Amount Dus: If. through mistake or oversight, any renel, shut-in well
payment. minimum royally or royalty payment, or other payment necessary 1o maintain all or a portion of an Oil and Gas
Lease or interest is not paid or is erroneously paid. and as a result a Lease or Interest 1ermingtes, there shalt be no monetary
liability against the party who failed to make such payment. Unless the party who failed to make (he required payment
secures a new Lease or Infercst covering the same interest wilhin ninety (90) days from the discovery of the failurc to make

proper payment, which acquisition will not be subject to Article VIILB.. the inieresis of the panies reflected on Exhibit "A”
shall be revised on an acreape basis, effective es of the date of termination of the Lease or Interest involved., and the pary
who failed to make proper payment will no bonger be credited with an interest in the Contract Area on account of ownership
of the Lease or Interest which has tenminated.  If the party whe failed 1o make the required payment shall oor have been fully
reimbursed, at the time of the loss, from the proceeds of the sale of Oil and Ges atiributable to the losi Leasc or [nterest,
caleulated on an ecreape besis. for the development and opcrating costs previously paid on account of such Lease or [nterest.
it shall be reimbursed for unrccovered actual costs previously paid by it (bul not for its share of the cost of any dry bole
previously drilled or wells previously abandoned) from so much of the following as is necessary to effzet reimbursement:

{a) Proceeds of Oil and Gas produced prior 10 termination of the Lease or Interest. less operaling cxpenses and lease

burdens charpeable hereunder to the persom who failed to make paymenl previously accrued to the ¢redit of the lost Lease or
Interest. on an acreage basis. up 10 he amount of unrecovered costs;

(b) Proceeds of Oil and Gas. less operating expenses and lease burdens chargeable hereunder to the person who failed
to make payment. up to ihe amount of unrecovered cosis altributable to that portion of Oil and Gas thercafter produced and
marketed (excluding production from any wells thereafter drilled} which, in the absence of such Leasc or Ingerest termination,
would be awributable to the lost Lease or Inicrest on an acreage basis and which as a result of such Lease or Interest
tenmination is crediled to other parties, the proceeds of said pertion of the Oil and Gas 10 be contributed by the olher partics
in proportion to their respective inierests reflected on Exhibit "A™; and,

{c} Any monies, up to the amount of unrccovered costs, that may be paid by any party who is, or becomes. the owner
of the Lease or Lnterest lost, for the privilege of participating in the Contract Area or becoming a party 1o this agreement.

3. Qiher Losscs: Alb losses of Leases or Interests committed to this agrecment, other than those sct forth in Anticles
IV.B.1. and 1V.B.2. above, shall be joint losses and shall be bome by all parties in proportion to their interests shown on
Exhibit "A.“ This shall include but no1 be limited 1o the loss of any Lease or Interest through failure to develep or because
express or implied covenants have not been performed {other then performance which requires only the payment of moncy),
and the loss of any Lease by expiration at the end of its primary term if it is not renewed or extended. There shall be no
readjustment of interests in the remaining portion of the Coniracl Area on account of any joint loss.

4. Curing Title: In the event of a Failure of Title under Asmicle 1V.B.1. or 1 loss of title under Anticle [V.B.2. above, any
Lease or Interest zcquired by any party hereto {other than the party whose interest has failed or was lost) during the ninety
(90) day period provided by Aricle [V.B.1. and Article 1V.B.2. above covering all or a portion of the interest that has failed
or was lost shall be offered at cost 1o the party whose interest has failed or was lost. and Ihe provisions of Anicle VI8,

shall not apply 10 such acquisition.

S3-
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ARTICLE V.
CPERATOR
A. Designation and Responsibilities of Operator:

Chevron MidContinenl, 1P shall be the Operator of the Contract Area, and shall conduct
and direct and have full conool of all operations on the Contracl Arca as permitted and required by. and within the limits of
Ihis apreemert.  In ds performance of services hercunder for the Non-Operators. Operator shall be an independent conmactor
not subject to the conwol or direction of the Non-Operators except a5 w0 the Iype of operation 10 be undenahen in accordance
with Ihe clection procedurcs contained in this agreement.  Operator shall not be deemed, or hold iiself out as. the agent of he
Non-Operators with autherity o bind them to any obligation or liability assumed or iocurred by Opcralor as to any thicd
party.  Operater shall conduel its activilies under this apreemenl as a reascnable prudent operator. in 2 good and workmanlike
manzer. with due diligence and dispatch, in accordance with pood oilfield praclice, and in compliance with applicable law and
regulation, but in no cvemt shall it have any lability as Operator 1o the other parties for losses sustained or linbililics incurred

except such as may result from gross negligence or willful misconduct.
B. Reslgnation or Removal of Operator and Selection of Successors

1. Resignation or Removal of Operator: Operator may resign at any time by piving written notice thereef to Non-Operators.
If Operator tenninates s Jegal exisience, no longer owns an interest hereunder i the Contract Arca. or is no longer ¢apable of
serving 2s Operator, Operator shal) be deemed 1o have resipned withcut any action by Mon-Operators, except the selection of a
successor.  Operator may be removed only for pood cause by the affimnative vote of Non-Operators owning a majority interest
based on ownership as shown on Exhibit "A" remaining after excluding the voling interest af Operator; such vote shall not be
deemed effective until 2 written notice has been delivered w0 the Operator by a Non-Operator detailing the alleged default and
Operator has failed 1o cure the default within thiny (30) deys from s receipt of the aotice or. il the default concemns an
operation then being conducted. within forty-eight (48} hours of its receipt of the notice. Fer purposes hereof, “good cause” shalt
mean not only gross negligence or willful misconduct but also the material breach of or inability © meet the siandards of
operation contained in Article ¥.A. or material failure or inability w perform its obligations under this agrecment

Subject to Article VILD.L., such resignation or remaval shall not become effective until 7:00 o'clock AM, oa the first
day of Ihe calendar month following the cxpiration of ninety {90) days after the giving of notice of resignation by Operator
or action by the Non-Operators to remove Operztor, unless @ successor Operator has been selected and assumes the dulies of
Operator at an carlicr date. Operator. after effective date of resignation or removal, shall be bound by the terms hereof as a
Non-Operator. A change of a corperate name or structure of Operator or transfer of Operator's interest to any single
subsidiary. parent or suceessar corporation shall not be the basis for removal of Operator.

2. Sclecrion of Successor Onerator Upon the resignation or removal of Operator under any provision of this agreement, a
successor Operator shall be selecied by the parties.  The successor Operator shall be selected from the parties owning an
intesest in the Comitract Asea al the time such successor Operator is selected,  The successor Operator shall be selecied by the
aflinnative vote ol pwe—{2}—or—more panlics owning a majority intcrest based on ownership es shown on Exhibit "A"™;
provided, however, if an Qperator which has been removed or is decmed to have resigned fails to vole or votes only to
succeed itsell, the successor Operator sha!l be sclected by the aflimmative vole of the party or parlics owring & majonily
interest based on ownership as shown on Exhibit "A" remaining afler excluding the voting interest of the Operator that was
remeved or resigned. The farmer Operator shall promply deliver to the successor Operator all records and data relating to
the operations conducted by the former Operator to the extent such records and data are not already in the possession of the
successor operator,  Any cost of obmising or copying the former Operator’s records and data shall be charged 1o the joint
accounl.

3, Effect of Bankrupicy; 1f Operator becomes insolvent, bankrupt or is placed in receivership, it shall be deemed to have
resigned without any action by Non-Operators. except the selection of a successor.  [f a petition for reficl under the federal
bankrupicy laws is filed by or ageinst Operator, and the removal of OQperaior is prevented by the federal bankmupicy court, all
Nen-Operators and Operator shall comprise an interim cperating commitice to serve until Operator has elected 10 reject or
assume this agreement pursuant to the Banlaqupicy Code. and an election 10 rgject this agreement by Operator as a debior in
possession, or by a tusiee in bankruptcy, shall be deemed a resignation as Operator wilhout any action by Non-Cperators.
except the sclection of a successor.  During the period of tmc the operating commitlee controls operations, all actions shall
require the approval of two {2) or more parties owning a imgjority interest based on cwnership as shown on Exhibil "A." In
Ihe event there are only two (1) parties to this agreement, during (he period of time (he operaling coinmitice controls
operations. a third party accepteble to Operalor. Non-Cperalor znd the federal bankruptcy court shall be selected as a
member of the operating commitice, and all acfions shall require the approval of two (2} members of the cperating
commitiee without regard for their interest in the Contract Area based on Exbibit "A."

C. Employees and Contractors:

The numixr of employees or contraciors used by Operator in conducting operations hereunder. their selection, and the
hours of labor and 1he compensation for services performed shall be determined by Operator. and all such employees or
contractors shall be the employees or contraciors of Operator,

D. Rights and Duties of Qperaior:

1. Competitive Rates and Use of Affiliates; All wells drilled on the Coniract Area shell be drilied on a compeiitive
contract basis 2t the usual rates prevailing in the area. I it so desires. Operator may employ its own tools and gquipment in
the drilling of wells, but its charges therefor shall not exceed the prevailing rates in the area and the rate of such charges
shall be agreed wpon by the partics in writing before drilling opgrations are commenced, and such work shall be performed by
Operator under the same terms ond conditions as arc cuslomary and uswal in the area in contracts of independeni contractors
who are doing work of a similar nature.  All work performed or matsrnls supplied by affiliates or related parties of Operator
shall be performed or supplicd al competilive rales, pursuant to writlen agreement, and in accordance with customs and
standards prevailing in the industry.

3, Discharpe of Joinl Account Oblipations: Except as herein otherwise specifically provided. Operator shall promptly pay
and discharge expenses incurred in the development and operation of the Conmect Area pursuamt to this agreement and shall
charge each of the pamics hereto wilh their respective proportionate shares upon the expense basis provided in Exhibin "C."
Operator shall kecp an accuraic record of the joint account hercunder, showing expenses incurred and charges and credits
made and received.

3. Protection from Liens: Operalos shall pay, or cause to be paid. as and when they become duc znd payable, a1l accounts
of conractors and supplicrs and wapes and salaries for services rendered or performed, and for materials supplied on, 10 or in
respect of the Contrzct Area or any operations for the joint account thereof, and shall keep the Contract Area free from
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licns and cncumbrances resulling therefrom except for those¢ resulting from a bona Nde dispute as 10 scrvices rendered or
materials supplied.

4, Custody of Funds: Operator shall hold for the account of the Non-Operators any funds of the Non-Operators advanced
or peid w0 the Operator, ¢ither for the conduct of operations hereundst or as a tesull of the sale of produciion from the
Contract Arca, and such funds shall remain the funds of the Non-Operators on whose account they are advanced or paid until
used for their intended purpose or otherwise delivered 10 Lhe Non-Operators or applied toward the payment of debls as
provided in Asticle VILB. Nothing in this paragraph shall be constued to cstablish & fiduciary relationship hetween Operator
and Non-Operators for zny purpose other than to account for Non-Operator funds as herein specifically provided. Nathing in
this paragraph shall require ithe maintenance by Opemtor of separate accounts for the funds of Non-Operators urless the
partics otherwise specifically apree,

5. Access to Contract Area aod Records: Operator shall, except as otherwise provided hercin, permilt each Non-Operaior
or its duly authorized representative. at the Non-Operators solt risk and cosl, full and free access at all reasonable times 10
all operations of every kind and character being conducted for the joint account cn the Contract Area and 10 the recerds of
operalions conducted therton of production therelfrom., including Operator's books and records relating thereto.  Such aceess
rights shall nol be exercised in & manner interfering with Operator's conduct of an operation hereunder and shall not obligate
Operator to fumish any geologic or ypeophysical data of en interpretive namre unless the cost of preparation of such
interpretive dats was charged to e joinl account.  Operalor will fumish o each Noa-Operator upon request copies of any
and all reports end information obtained by Operator in connection with production and related items. including. without
limitation. meter and <hart reports, production purchaser slalements, run tickets and monthly gauge repons, but excluding
purchase contracts and pricing information 1o the cxient nol applicable te¢ the production of the Non-Operator seeking the
informgtion,  Any audit of Operator's records relating to amounts expended and the appropriateness of such expenditures
shall be conducted in accordance with the audit protocol specilied in Exhibit "C."

6. Filing and Fumnishinp Governmental Reports: Operator will file, and upon written request promptly fumish copies to
each requesting Non-Operator not in default of its payment obligations. all operational nofices. reports or  applications
required 10 be filked by local. State, Federal or lndian agencies or authorilies having jurisdicrion over operations hereunder,
Each Non-Operator shall provide to Operator cn & timely basis all information nccessary to Operalor 1o make such filings.

7. Ddlling and Testing Qperations: The following provisions sha!l apply to each well drilled hereunder, including but pot
limited 10 the Initial Well:

(.u) Operator will dvise Nond [h ¢ on_which the well is_spudded, or the dare on which [Formatted: Strikethrough

drilling operations are commenced.

ToY Upcrator will send 10 2 ‘Nrnn-iipemors such reports. test resulis and notices regarding the progress of operations on the well :\[Fnrmatted: Tab stops: 0.5", Left + 1.65",
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35 The Non-Upérafors shalt reasonably request. Cincluding, buf nol Tinited fe. daily drilling reports, completion reponts, and well logs.

{c) Operalor shall adequately 1est a1l Zones encounzered which may teasenably be expecled to be capable of producing Centered
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Oil ané Gas in paying quanlitics as a result of examination of the elecimic Log or any other logs or cores or lests conducted
hereunder.

8. Cost Bstimates: Upon request of any Consenting Party, Operator shall fumish estimates of cumgnt and cumulative costs
incumed for the joint sccount at reasonable intcrvals during the conduct of any operation pursuant lo this agreement
Operator shall not be held liable for errors in such estimates so Jong as the estimates are made in good faith.

9. [psurance: Ar all times while operations are conducted hereunder, Operator shalt comply with the workers
compensation law of the state where the operations sre being conducted: provided, however, that Optrator may be a sf-

insurer for liability under said compensation laws in which event lh: only charge that shall be madc ta he joinl account shall
be as provided in Exhibit "C." e he—bren afthe Be hep
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or for the Contract Area to comply with the workers compensation law of the state where the operations are being conducted

and to maintain such other insurance as Operator may require.
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ARTICLE VL.
DRILLING AND DEVELOPMENT
A, lndtlal Well;
On or before the __5 day of ﬁﬂ: { 25.;; ber 214, Operator shall commence the drilling of the [nitial

Well at the following location: E2E2 Suy

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

the Bone Spring formaticn.

The diilling of the Inftial Well and the panicipation therein by all partics is obligatory. subject 1o Anicle VLC.1. as 10 participation
in Completion operations and Article VI.F. as ta termination of operations and Article X[ as to occurrence of force majeure.
B. Subsequent Operations:

|. Pmoposed Operations: !f any parly hereto should desire to dsill any well on the Coniract Area other than the Initial Well, or
il any parly should desire to Rework, Sidetrack, Decpen, Recomplete or Plup Back & dry hole or a well no lenger capable of
producing n paying quantities in which such party has not otherwise relinquished its interest in the proposed objective Zone under
this apreement, the party desiring o drill. Rework. Sidetrack. Deepen. Recomplete or Pluy Back such a well shall give wntien
notice of the proposed operation (o the panies who have not atherwise relinquished their imterest in such objective Zone
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under this agreement and o all other partics in the case of a proposal for Sidetracking or Deepening, specifying he wark e be
performed, the lpcaon, proposed depth, objective Zone and the estimated cost of the operation.  The partics 1o whom such a
nolice is delivered shall have thirty (30} days after receipt of the nolice within which te notify the party propesing to do the work
whether they elect to panicipate in the cost of the proposed operation, If a drilling rig is on location, netice of & proposal (o
Rework. Sidetrack, Recomplete, Plug Back or Deepen may be given by telephone and the response period shall be limiled w0 forty-
cight (48) hours, exclusive of Sawrday, Sunday and legal holidays. Failure of a party to whom such aotice is delivered to reply
within the period above fixed shall constiluie an election by that party not o participate in the cost of the proposed operation.
Any propesal by a party o conduct an operation conflicting with the operation initially proposed shall be delivered to all parties
within Ihe¢ time and in the manner provided in Article V1B.6,

Il all parties to whom such notice is delivered elect 1o participats in such a proposed operation, the parties shall be
contractually committed to perticipate therein provided such operations ere commnenced within the time period hereafter set
forth. and Operator shall. ne later than nincty {9¢) days after expiration of the notice period of thity (30) days (or as
promptly o5 praciicable afler ihe expiration of the fory-¢ight (48) hour period when a drlling «ig 3 on localion, 45 1he case
may be). actually commence the proposed operation and thereafier complete it with duc diligence at the risk and expense of
the panies patticipaiing therein; provided, however, said commencement date may be extended wpon written notice of same
by Operator 10 the other parties, for & period of up to thiny (30) addivonal days if. in the sole oginion of Operator, such
additional time is rcasonably neccssary lo oblain permits from governmental authoritics, surface rights (including righis-of-
way) or sppropricie drilling equipment, or o complete title examination or curative matier required for (itle approval or
acceplance.  If the actual operation has not been commenced wilhin the time provided (inchuding eny extension thercof as
specifically permitied herein or in the force majeure provisions of Article X[} and if any party hereto siill desices 1o conduct
said operation, written nolice propasing same must be resubmitied to the other parties in accordance herewith as il no prier
propasa) had been made.  Those pamies thar did not panicipate in the drilling of a well for which a proposal 10 Deepen or
Sidetrack is made hereunder shall, if such parties desire 1o perticipate in he proposed Decpening or Sidetracking operation,
reimburse the Drilling Partics in accordance with Aricle YLB4. in the cvenl of a Degpening operation snd in ascoriange
with Anticle V1,B.5, in the event of a Sidciracking operation.

2. Operations by Less Thaa All Parties:

(a) Determingtion of Paaicipation, If any pany 10 whom such nolice is delivered as provided in Article VLB.1. or
VIC.l. (Option No. 2) elects not to participate in the proposcd operation, then. in omder to be entilled to the benefits of this
Anicte, the party or panies pgiving the nosice and such other parties as shall elect to panicipate in thc opcration shall. no
tater than ninety (90} days afier the expiration of the nolice period of thinty (30) days (or as prompdy as practicable afier the
expiration of the forty-eight {48) hour period when a drilling rig is on localion. as the case may be) actuzlly commence Lhe
proposed operation and complete it with due diligence. Operator shall perforn all work for the account of the Consenting
Parties; provided, however, if no drilling rig or other equipmenl is on location. and if Operator is & Non-Consenting Party,
the Consenting Parics shall cither: () request Operator to perform the work required by such propesed opemation for the
account of the Consenting Parties, or (i) designate one of Ihe Consenting Partics as Operator (o perform such work.  The
rights and duties granied to and imposed upor the Operator under this agreement are pranted to and imposed upon the party
desipnated as Operator for an operation in which the original Operator is a Non-Consenting Partty. Consenting Partics, when
conducting operalions on the Conwacl Area pursuant lo this Adicle V1.B.2.. shall comply with all ®rms and conditions of this

agresment,

If less than ?l!‘qlaﬂics ]np r‘ov‘e‘ gqu pro g:t]sct‘lp‘ Efntinn, the prum?ing“??g);. inﬂncdialcly afler the cxpiration of thes

shall “adwvise 4 arhes  of (_ihe tol mlerest o ¢ parlies approving such operation and its
recommendalion as 10 whether the Consenting Parties should procecd wilh the operation as preposed.  Each Consenting Party.
wilhin forty-cight {43} hours (exclusive of Saturday. Sunday, and legal holidays) afler delivery of such notice, shall advise the
proposing party of its desire to (i} limil panicipation to such pary’s interest as shown on Exhibit "A" or {ii) camy only its
proporticnate part (delermined by dividing such pany's interest in the Conmact Area by the interests of all Consenling Pantics in
the Contract Area) of Non-Consenting Partics' interests, or (i} carry its proportionate part (determined as provided in (ii]) of
Non-Consenting  Parties' interests together wilk all or a porfion of its proporionate part of any Non-Conseming Parties’
interests that ony Consenting Party did not elect © take, Any interest of Non-Consenting Parties that is nol camicd by a
Consenting Party shall be deemed to be carried by the party proposing the opesation if such party does not withdraw s
proposal.  Fodlure to advise the proposing pamy within the time required shall be deemed an clection under (i). In the cvent &
drilling rig is on location, notice may be given by telephone. and the lime permitied for such 2 response shall not exceed a
total of forty-eight {48) hours (exclusive of Sawrday, Sunday and lepal halidays). The proposing party. a1 its tlection. may
withdraw such proposzl if there is less than 100% paricipution and shell notify cll parties of such decision within ten (10}
days. or within twenty-four (24) heurs if a driling rig is on location, following expiration of the applicable response period.
If 100% subscriplion te the proposed operslion is oblaincd. the proposing patty shall prompiy nerfy the Consenting Parties
of their proportionate interests in the operation and the party serving as Operator shall commence such operation within the
period provided in Article VILB.1.. subjeci to the seme exiension right as provided therein.

(b} Relinquishment of Inlerest for Non-Padicipation, The entize cost and risk of conduciing such operations shall be
bome by the Consenting Parties in the proportions they have elected to bear same under the terms of the preceding
paragraph, Consenting Parties shall keep the leaschold estates involved in such operations frec and clear of all licns and
encumnbrances of every hind created by or arising from lhe operations of the Consening Parties. 1f such an operatien resulis
in a dry hole. then subject o Articles VIB6, and VEE3., the Consenting Partics shall plug and abendon the well and restore
the surface localion at their sole cost, misk and expense; provided, however. that those Non-Consenting Partics Ihat
participated in the drilling. Decpening or Sidetracking of the well shall remain linble for. and shall pay. their preportionate
shares of the cost of plugging and abandoning the well and restoricg the surface location insofar only as those cosis were not
increased by the subsequent operati of the C ing Parties. 1f any well drtled. Reworked. Sidetracked, Deepened,
Recompleted or Plugged Back under the provisions of this Amicle results in 2 well capable of producing Qil and/or Gas in
paying quaniities, the Consenling Parlics shall Complete and cquip the well w0 produce ar their sale cost and risk, and the
well shall then be tumed over o Operator {if the Operator did not conduct the operation} and shall be operated by it at the
expense and for the account of the Consenting Parties. Upon commencement of operations for the drilling, Reworking,
Sidetracking, Recompleting. Deepening or Plupging Back of any such well by Consenting Pamies in accordance with the
provisions of this Anicle, each Non-Consenting Party shall be decmed to have relinquished to Consenting Parties, and ke
Consenting  Parties shall own and be entiled o rteceive, in proportion to their respective interests. all of such Non-
Conseming Pary's interest in the well and share of production therefrom or. it the case of a Reworking, Sidetracking.
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Deepening, Recompleting or Plugging Back, or & Completion pursuamt to Artick VLC1. Option No. 2. all of such Nen-
Consenting  Pany's interest in the production obtained from the cperation in which 1he Non-Conseniling Pary did not elect
to paricipate.  Such relinquishinent shall be effective until the proceeds of the sale of such share. calculated at the well, or
markel valuc thereof if such sharc is not sold {afler deducling applicable ad valorem, production, severarce, and cxcise taxes,
royalty, overriding royalty and other interests not excepted by Article 1LC. payable out of or measured by the producticn
from such well aceruing with respect to such interest until it reverts), shall equal the total of the following:

4] N % of each such Non-Consenting Party's share of the cost of ary newly ecquired surface equipment
beyond the wellhead connections {including but not limited 10 stock tanks, separalors, (realers. pumping coquipment and
piping}, plus 100% of each such Non-Consenting Party’s share of the cost of opemiion of the well commencing with first
production and continuing until each such Non-Consenting Party's rclinquished interest shall revert to it under other
provisions of this Article. it being agreed that cach Non-Conseating Party's sharc of such cosis and equipment will be that
nterest which would have been chargeable to such Non-Censenting Parmty had it participeted in the well from the beginning
of the operations: and

(i) _300 % of {a) (hat ponion of the cosis and expenses of drlling, Reworking, Sidetracking, Deepening,
Plugging Back. testing. Completing, and Recompleting, after deducting any cash contributions received under Article VIILC.
and of (b) that ponion of the cost of newly acquired equipment in 1he well {10 and including the wellhead c¢onnections),
which would have been chargeable to such Non-Consentinyg Party ifit had participaled therein,

Notwithstzading anything to the contrary in this Asticle VL.B.. if the well does not reach the deepest objective Zone
described in the notice proposing the well for reasoms other than the encouatenng of grnite or practically impenctrable
substance or other condition in the hole rendering further operations impracticable. Opcrator shall give notice thereof to cach
Nen-Consenting  Party who submitted or voted for an aliemnative proposal under Armicle VIBG. to gdll the well 10 a
shailower Zonc than the deepest objective Zone proposed in the notice under which the well was drilled. and each such Non-
Consenting Parry shall have the option to panicipate in the inital proposed Compleiion of the well by paying ils share of the
cost of drilling thc well to ils actual depth. calculated in the manoer provided in Anicle VIB4. {a). Il any such Nen-
Consentling Party does not elect o panticipale s the fist Completion proposed for such well, the relinquishment provisions
ol this Article VL.B.2. {b) shall apply to such party's interest.

(c) Reworking, Recompleting or Plugging Back, An ciection not to participate in the drilling. Sidetracking or
Deepening of & well shall be deemed an ¢lection nol 1o pamicipate in any Reworking or Plupging Back operation proposed in
such a well. or portion thereof, to which the initial non-conscnt cleclion applicd that is conducted &t any time prior to full
recovery by the Consenting Panies of ihe Non-Consenting Pary's recoupment amount,  Similacly, an election not 10
participate in the Completing or Recompleting of 2 well shall be deemed an cleclion not o participate in any Reworking
operation proposed in such a well, or portion thercof, 10 which the initis] nor-consent election epplied the is conducted at
any time prior o fult recovery by the Consenting Parties of the Non-Consenting Patty's recoupment amount.  Any such
Reworking, Recompleting or Plugging Back operation conducted during the recoupment period sball be deemed pan of the
cost of operation of said well and there shall be added o the sums 1o be recouped by the Ce ing Panties 00 Seof
that portion of the cosis of lhe Reworking, Recompleting or Plugging Back operation which would have been chargeable 10
such Non-Consenting Pary had it participated therein.  If such a2 Reworking, Recompleting or Plugging Back operation is
proposed during such recoupment period, the provisions of this Article V1,8. shall be applicable as between said Censenting

Partics in said well.

(d) Recoupment Matiers, During the pericd of time Consenting Pastics are entitled to teccive Non-Conseating Party's
share of production, or the proceeds therefrom, Consenting Parties shall be respansible far the payment of all ad valorem.
production. severance. excisc. pathering and other laxes. ané all royalty. ovemding royalty and other buzdens applicable 10
Non-Consenting Party's share of production not excepted by Amticle [11.C.

In the casc of any Reworking, Sidemacking, Plugging Back. Recompleting or Deepeming operation, the Consenting
Parties shall be permitted o use, free of cost, all casing. tbing and other equipment in the well. but the owncrship of all
such equipment shall remain unchanged; and upon abandoament of a well afier such Reworking. Sidetracking, Plugging Back,
Recompleting or Deepening, the Consenting Parties shall accours for al! such equipment to the owners thereof, wilth cach
party recciviny its proportionate part in kind or in valuc. less cost of salvage.

Within ninety (90) days after \he completion of any operztion under this Article, the party conducting the operations
for the Consenling Parties shall fumish cach Non-Consenting Party with an inventory of the ¢quipment in and connected to
the well, and an itemized statement of the cost of duilling. Sidetracking, Deepening, Plugging Back. testing. Compleling.
Recompleting., and equipping the well for production; o, at its option, the operating party, in liew of an itemized stalement
of suck costs of operation. may submit & detailed statement of monthly billings. Each month thereafter. during the lime the
Consenting  Parties arc being reimbursed as provided sbove, the party conducling the operations for the Consenting Paries
shall fumish the Non-Consenting Parties with an ilemized statement of all costs and liabilities incurred in the operstion of
the well. together with a statement of the quantity of (il and Gas produced from il and the amount of proceeds realized from
the sale of the well's working inerest production during the preceding month.  [n detenmining the quantity of (il and Gas
produced during any moath, Conscating Parties shall use industry accepted methods such as but not limited to metering or
periodic well fests.  Any amount realized Fomn the sale or other disposition of equipmenl newly acquired in conrection with
any such operaion which would have been owned by a Non-Censenting Party had it paricipated therein shall be credited
apainst the total unretumed costs of the work done and of the equipment purchased in delermining when the interest of such
Non-Censenting  Party shall revert to it as above provided: and if there is 8 ¢redit balance, it shall be paid to such Non-
Consenting Party.

If and when the Consenting Parties recover from a Non-Consenting Pany's retinquished interest the amounts provided
for above, the telinquished interests of sech Non-Consenting Party shall automatically revert to it as of 7:00 a.m. on the day
foliowing the day on which such recoupment occurs, and, from and after such reversion. such Mon-Consenting Party shalt
own [he same interest in such well, the materisd and equipment in or pertaining thercle. and the production therefrom as
such Nom-Consenting Party would have been entifled 1o had it panicipeied in (he drilling, Sidetracking, Reworking,
Deepening, Recompleting or Plugging Back of said well. Thereafter. such Non-Consenting Party shall be charged with and
shall pay iis proportionate part of ihe further costs of the operation of said well in accordance with the terms of this
agreement and Exhibit "C" atiached hereto.

3, Stand-By Costs; When 1 well which has been driiled or Decpened has reached ils authorized depth and all tests have
been completed and the rtesults thereef fumished to the parties. or when operations on the well have been olherwise
terminated pursuani o Anicle VLF., stand-by cosis incurred pending response o a party's notice proposing a Reworking.
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Sidetracking. Deepening. Recompleting. Plugging Back or Completing operation in such a well (including the period required
under Anicle VLB, to resolve competing proposals) shall be charged and bome as part of the dulling or Decpening
aperalion just completed.  Siand-by cosis subsequent 1o ali parics responding. or expiration of Lhc response time penmitted.
whichever first occurs, and prior to agreement as to the participating interests of all Consenling Parties pursuant to Ihe lerms
of the second grammatical paragraph of Aricle V1B.1 {a). shall be charged to and bome as pan of the proposed operation,
but if (he proposal is subsequently withdrawn because of insufficient paricipation. such stand-by costs shall be allocated
between the Consenting Perties in the propertion each Consenting Party's inferest as shown on Exhibit "A" bears to the 1ol
interest as shown on Exhibit "A" of all Consenting Parties.

In the event ihat notice for a Sidetracking operation is given while the drilling rig to be wiilized is on location, any pany
may request and teceive up to five (5) additional days afler expizalion of the forty-cight hous response period specified in
Article VLB.1. within which to respond by paying for all stand-by costs and olher costs incurred during such extended
response period: Otperator may rtequire Such panly 10 pay the estimated stand-by pme in advance as a condiGion to extending
the response period. If more than one party elecls to 1ake such addifional fime to respond to the notice, siandby casis shall be
allocated between the parties taking additiong] lime (0 respond on a day-to-day basis in the proporiion cack electing pariy's
interest as shown on Exhibit "A" bears to the total interest as shown on Exhibit "A* of all the electing parties.

4. Decpening: I dess than all partics clect to participate in a drilling. Sidetracking. or Decpening operation proposed
pursuant to Article VLB.1., the interest refinquished by the Non-Consemting Parties o the Consenting Parties under Amicle
V0LB.2. shall relate only and be limiled 10 the lesser of (i) the torel depth actally drlled or (i) Ihe objective depth or Zone
of which the parties were given notice under Anicle VLB.I. ("Initial Objective”). Such well shall not be Derpened beyend the
[nitial Objective without first complying with this Asticle to afford the Non-Consenting Panies the opporunity Lo paricipale
in the Deepening operation.

In the event any Consenting Party desires to drill or Deepen a Non-Consent Well to a depth below the Initial Objective,
such party shall give nolice thereof complying wilh the requirements of Article VIB.L.. 0 all panies (inctuding Non-
Conseating Parties). Thereupon, Articles VI.B.I. and 2. shall apply and ali panies receiving such notice shall have the right to
participate or nol participate #n the Deepening of such well pursuant lo said Articles V1.B.1. and 2. I a Decpening operation
is approved pursuant to such provisions, and if any Non-Consenting Pacty elects to participate in the Deepening operation,
such Non-Consenting party shall pay or make reimbursement (as the case may be) of the followinyg costs and cxpenses.

{a) If the proposal to Deepen is made prior 10 the Completion of such well as a well capable of preducing in paying
quantities, such MNon-Consenting Party shall pay {or reimburse Consenting Parties for. as the casc may be) that share of costs
and expenses incurred in connection with the drlling of said well from the surface to the [nitial Objective which Non-
Consealing  Party would have paid had such Non-Consenting Party agreed 10 panicipate iherein, plus the Non-Consenting
Party's share of the cost of Decpeniny and of panicipating in any further operations on the well in accordance with the other
provisions of this Agreement: provided. however, all costs for resting and Completion or augmpted Completion of the weil
incurred by Consenting Partics prior to the point of ac¢tual operations 1o Deepen beyond the Initial Qbjective shall be for the
sole account of Consenting Parties.

(b) if the proposal is made for a Non-Consent Well that has been previously Compleled as a well capable of producing
in paying quantitics, bul is no longer capable of producing in peying gquaniities. such Non-Conscriting Party shali pay (or
reimburse  Consenting  Parties for, as the case may be} its proponionate share of all cosis of drlling, Completing, and
equipping said welk from the surface to the Initial Objective. calculated tn the manner provided in paragraph (a) above. less
those cosis recouped by the Consenting Panies from the szle of produciion from the well. The Non-Consenting Party shal)
also pay its propertionalc share of all costs of re-entering said well.  The Non-Consenting Pariics' proportionate part {based
on the percentage of such well Non-Consenting Party would have owned had it previocusly participated in such Non-Consent
Well) of the cosis of salvable materials and cquipment remaining in e hole and salvable surface equipment used in
connection with such well shall be detennined in nccordance with Exhibit "C." If the Consenting Partics have recouped the
cost of drlling. Completing. and equipping the well at the time such Deepening operalion is conducted, then a Non-
Consenting Party may participaie in the Deepening of the well with ne paymenmt for costs incurred prior to re-entering the
well for Detpening

The forcgoing shall not imply a right of any Consenting Party to proposc any Deepening for  Non-Consent Well prior
o the drilling of such well to its Inifiai Objecive without the consent of the other Consenting Parties as provided in Adicle
Vi.F.

5, Sidewacking: Any party having he right 10 participeie in a proposed Sidetracking operation thar does not owo an
interest in the affecled wellbore at the time of the nolice shall. upon clecting to paricipate, fender to the wellborc owners its
proportionate share {equal 10 ils interest in the Sidetracking operation} of the value of that pertion of the existing wellbore
1o be utilized as follows:

(n) If the proposal is for Sidetracking am existing dry hole, reimbursement shall be on the basis of Ike actual costs
incutred in the initia drilling of the well down 1o the depth a1 which the Sidetracking operation is initiated.

{b) If the proposal is for Sidetracking a well which has previously preduced, reimbursement shzll be on the basis of
such parly's proportionate share of drilfing and cquipping costs Jncurred in the iniial delling of the well down to the depth
at which the Sidetracking operation is conducted, calculated in the manner described in Anicle V1.B.4(b) above. Such party's
proportionate share of the cost of Ihe weil's salvable materials and equipment down to the depth at which the Sidetracking
operation is initiated shall be determined in accordance with the provisions of Exhibit "C."

6. Qrder of Preference of Operations, Except as otherwise specifically provided in this agreement, if any party desires to
propase the conduct of an operation that conflicts with a proposal that has been made by a porty under this Arnticle VI such
party shall have fifleen (15) days from deiivery of the initial proposal. in the case of a proposal w drill 8 well or o perform
an operation en a well where no drilling rig is on location. or twenty-four (24) hours. exclusive of Saturday, Sunday and lega!
nolidays, from delivery of the initial proposal. if a drilling rig is on location for Lhe well on which such operation is to be
conducted, to deliver to all paries entitled 1o participate in the proposed operalion such party's sliermative proposal. such
aliernate proposal to conlain the same information required % be included in the initial groposal, Each pany receiving such
proposals shall elect by delivery of ootice to Operator within five (5) days afier cxpiration of the propesat peried. or wilhin
twenty-four (24) hours {exclusive of Sawrday, Sunday and legal holidays) if a drlling rig is on location for the well that is the
subject of the proposels, to pericipate in one of the competing proposals. Any party not clecting wilhin the time required
shall be deemed nrot (0 have voled, The proposal receiving the vole of parties owming the largest aggregaie percentage
inlerest of the parties woting shall have priority over all other compeling proposals; in the case of a tie vote, Ihe
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initial propesal shall prevail. Opergtor shall deliver notice of suwch result o all parties entitled to patticipate in the operation
within five (5) days after expiration of the election period (or within twenty-four (24} hours, exclusive of Sawrday, Sunday
and lcgal holidays. if a dnlling rig is on location). Each pariy shall then have two (2) days (or wenly-four (24) hours if a rig
is on location) from receipt of such notice 1o elect by delivery of notice 1o Operalor to participaie in such operation or to

[ N

relinquish interest in the affected well pursuant to the provisions of Aricle VI.B.2.; failure by a party 1o deliver notice within
such period shall be deemed an election pot to participate in the prevailing proposzl.

7. Conformity 19 Spacine Pallern. Notwithsianding the provisions of this Anicle VLB.2.. it is agreed that no wells shall be
proposed to be dnlled 10 or Compleled in or produced {rom a Zone from which a welt localed elsewhere on the Contract
Ares is producing, unless such well conforms to the then-exisling well spacing patiers: for such Zone.

3. Payiny Wells, No party shall conduct any Reworking, Deepening, Plugging Back, Completion, Recompletion, or
Sidetracking operation under this agreement with respect to any well then capable of producing in paying quentities except

Z 8 v w oo

12 with the consent of all parties that have not relinquished interesis in the well at the time of such operation.

13 C. Completion of Wells; Reworking and Plupping Back:

14 1. Completion: Without the consent of 21l parties. no well shall be drilled. Deepened or Sidetracked, except any well
15  dnlled, Decpened or Sidemncked pursuant o the provisions of Amicle VLB.2, of this agreement. Consent to the drilling,
16 Decpening or Sidetracking shall include:

17 B  QOnplion No ): Al pecessary expenditures for the drlling, Deepening or Sidemracking, festing, Completing and
18 equipping of the well, ingluding necessary tankage and/or surface facilities,

19 O QOntion No 2: All neccssary expenditures for the driliing, Deepening or Sidetracking and tesling of the well When
ki) such well has reached its nuthorized depth, and all Jogs, cores and other tests have been completed, and the results
u thercof fumished to the parties, Opcrator shall give immediate notice to the Non-Opermtors having the right 1o
a2 participate in 2 Completion anempt whether or not Opemior recommends attempting to Complete the well,
23 1ogether with Operator's AFE for Completion ¢osts if not provicusly provided.  The parties receiving such netice
24 shall have fory-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) in which 1o elect by delivery of
25 notice to Operator lo participate in a recommmended Completion attempt or to make a Completion proposal with an
26 accompanying AFE. Operalor shall deliver any such Completion proposal, or any Completicn proposal conflicting
27 wilh Qperator’s proposal. 10 Ihe other partics entitked to panicipate in such Cempletion in accordance with the
28 procedures specified in Arlicle VL.B.6. Election to participate in a Completion attempt shall include consent 1o all
29 necessary expenditures for the Completing and equipping of such well, including necessary tankage and/or surface
30 facilities but excluding any stimulation operation not ined on the Completion AFE  Failure of any pany
3t receiving such notice 30 reply within the period above fixed shall constitute an election by thar party pot to
3z participate in the cost of the Completion atlempt: provided. that Articlke VLB.6. shall conwrol in the case of
3 conflicting Complction proposals. [f one or more, bui less than all of the parties, elect to altempt a Completion. the
34 provision of Aricle V1B.2, hereof {the phrasc “Reworking, Sideteacking, Deepening, Regompleling or Plugging
35 Dack” as contained in Article VLB, shall be decmed to include "Completing”) shall apply 1o the operations
36 thereafter conducted by less than all parties; provided, however, that Adicle VLB.2. shall apply scparatcly to cach
37 scparate Completion or Recompletion atiempt undertaken hereunder. 8nd an clection 10 become a2 Non-Consenting
18 Party as to one Completion or Recomplerion attempt shall nol prevent a party from becominy a Consemting Party
19 in subsequent Completion or Recompletion altempls regardless whether the Consenting Partics as to  earlier
40 Completions or Recompletion have tecouped their costs purswant W Anigle V1I.B.2. provided further, that any
41 recoupment of costs by o Consenting Party shall be made solely from the production aitributable to the Zone in
42 which the Cempletion aliemp: is made, Eleclion by a previous Non-Consenting party to parlicipaic in @ subsequent
43 Completion or Recompietion attempt shall require such pany to pay ils proportionate share of the cost of salvable
44 materials and equipment insialled in the well pursuant to the previous Complclion or Recompiction atiempl
45 insofar and only insofar as such malerials and equipment benefil the Zone in which such pany panicipates in a
46 Completion attempi.

47 2, Rewoerk, Recomplete or Plug Back: No well shali be Rewarked. Recompleted or Plugped Back except a well Reworked.

48 Recompleted, or Plupped Back pursuant to the provisions of Article V0LB.2. of this apreement. Consent 1o the Reworking,
49  Recompleting or Plugging Back of a well shall include all necessary capendilures in conducting such operations and
50  Completing and cquipping of said wel. including necessary lankage and/or surface facilities.

5t D. Other Operations:

§2 Operator shzll not underizke any single project reasonably estimated (o reguire an expenditure in excess of

5 ) i jon with th

53t - ne hu |A B nd. . l?u]lars (3. lOGFl(O } txcept in conpeclion \\1} 1 “\“{;rmatted: Tab stops: 1.5", Centered _}
54 drilling. Sidewracking., Reworking, Decpening, Compleling, Recompleting or Plugging Back of a well (hat has becn previously

55 authorized by or pursuant to this agreement; provided, however. hat, in case of explosion. fire. Nood or other sudden
56  emergency, whether of the same o different nature, Operator may take such steps and incur such cxpenses as in its opinion
57  ere required to deal with the emergency to safegoard life and property but Operator, a8 promptly as possible, shall report the
§8  cmergency to the other paries, [f Operator prepares an AFE for its own use. Operator shall furnish any Non-Opemator so

59 1 reguesting an information copy thereof for any single project costing in excess of __ong hundrgd thousand Dollars
60 1 (5100480 ). Any pasly who has not relinquished its inicrest in & well shall have the right to propose that

61  Operator perform repair work or undenake the insiallation of ertificial 1ifl equipment or ancillary production facilities such as
62 sall water disposal wells or to conduct eddilional work with respect to a well drilled hereunder or other similar project (bul
63 not including the installation of gathering lines or other transporiation or marketing facilities, the installation of which shall
64 be governed by scparate agrecemicnt between Ihe parties) reasonably estimated to require an expendilure in cxcess of the
65 amount first set forth above in this Aricle VI.D. (except in connection with an operation required 10 be proposed under
66  Aricles VLB,1. or VL.C.1. Option Na. 2, which shail be govemned exclusively be those Anticles). Operator shafl deliver such
67  proposal 1o all parties entitled 10 pamicipate therein. If wilhin thity (30) days thereof Operator secures the writien consent
63 | cof any party or pariics cwning et least 50 % of ihe interests of the pamies entitled to participate in such operation.
69  each party having the right to participate in such project shall be bound by the terms of such proposal and shall be obligated
70 to pay ils proportionaie share of the ¢osis of the proposed project as if it had consenled to such projecl pursuant to the terms
71 of the proposal,

72 E. Abwadoament of Yells:

13 |.  Abandopment of Dry Holes: Except for any well drilled or Deepened purswant to Aricle VI.B.2.. any welt which has
74 been drilled or Deepened under the terms of this agreement and is proposed 1o be completed as a dry hole shall not be
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plugged and abandoned wilhout the consent of all parties.  Should Operator, after diligem effort, be unable 1o contact any
party, or should any party fail lo reply within forty-eight (4%) hours {exclusive of Saturday. Sunday and legal holidays) afier
delivery of notice of the proposzl o plug ind abendon such welt, such party shall be deemed to have conscoled to the
proposed abandonment  All such wells shall be plugped and abandooed in accordance with applicable regulations and at the
<osl. risk and expense of the parties who participated in the cost of énlling or Deepening such well,  Any pany who objeets to
plugging and abandoming such well by notice delivered to Operator within forty-eight (48} hours (exclusive of Saturday.
Sunday and legal holidays) after delivery of netice of the proposed plugging shall take over the well as of the end of such
forty-eight {48) hour notice period and conduct further operations in search of Oil and/or Gas subject to the provisions of
Anicle VLB, failure of such party te provide proof reasonably salisfactory 1o Operator of its ficancial capability 10 conduct
such operations or (o take over the well within such period or thereafier 10 conduct eperations on such well or plup and
abandon such well shall entitle Operator 10 reain or take possession of the well and plug and abandon the well. The party
taking over the well shall indemnily Operater (iff Operator is 2n abandoming perty) and he other abandoning panies against
liability for any further opemtions conducied on such well excepi for the costs of plugging and abandoning the well and
resloring the surface. for which the abandaning perties shall remaio proportionately liable.

2, Abandonment of Weils Thygt Have Produced: Except for any well in which a Non-Consent operalion has been
conducted hercunder for which the Comsenting Parties have not been fully reimbursed as herein provided, any well which has
been completed as a producer shall not be plupged and abandoned without the consent of ail partics. If all partics consent to
such sbandonment. the well shall be plugged and abandoned i accordance with zpplicable regulations and at the cost, sisk
and expense of all the parties hereto.  Failure of a party (o reply within sixty {60} days of delivery of notice of proposed
abandenmemt shall be deemed an election to consent to the proposal. If within sixty (60) days after delivery of notice of the
proposed abundonment of any well, all parties do not agree 1o the abandopment of such well, these wishing 10 coniinue its
operalion from the Zone then open to production shall be obligated 1o ke over the well as of the cxpiration of the
applicable notice period and shall indemnify Operator (if Operator is an abaundoning pany) and the olher abandoning partics
against biabiliy for any further operalions on the well conducted by such parties. Failure of such peny or panies 10 provide
proofl reasonably satisfactory 10 Operator of their financizl capability to conduct such operalions or 1o lake over the well
within the required period or thereafler 1o conduct operations on such well shall entitle operztor to rewin or take possession
of such well and plug and abandon he well.

Parties taking over a weil as provided herein shall lender to each of the other parties its proportionate share of 1he value of

. in dance with the provisi of Exhibit "C," less the estimated cost

the well's salvable maicrial and cquip
of salvaging end the estimated cost of plugging and abandoning and restoring the surface: provided, however, that in the event
the cstimated plugging and abandoning and surface restoration cosis and the estimated cost of salvaging arc higher than Lhe
value of the well's salvable material and cquipment, cach of the abandoning panies shall tender o the parties conlinuing
operations their proportionate shares of the estimated excess cost.  Each abandoning party shall assign 0 the non-sbandoning
parties, withoul warranty, express or implied, as to tille or as to guaniity. or fitness for use of the equipment and material, all
of its interest in the wellbore of the well and related equipment. together with ils inferest in the Leasehold insofar and only
insofar as such Leasehold covers the right lo abtain production from that welibore in the Zone then open 1o production. IF the
interest of the abandoning pany is or includes and Qil and Gas Intetest. such party shall ¢xecute and deliver o the non-
abandoning party or pasties an oil and gas lease, limited o the wellbore end the Zonc then open to production. for 4 lenm of
one (1) year end so lony (hereafler es Oil and/or Gas is produced from the Zone covered thereby. such lease ta be on the form
attached as Exhibit "B." The assignments or keases so limited shall encompass the Drilling Unit upon which the well is located.
The paymenis by, and (he assignments or leases to. the assignees shall be in a ratio bused wpon the relationship of their
respective percentage of pasticipation in the Contract Area io the aggregate of the percentages of panicipation in the Contract
Area of all assignees. There shall be no readjustment of interests in the remaining ponions of the Contract Area.

Thercafier. abandoning parties shall have no further responsibility, liability. or interest in the operation of or production
from the wetl in the Zone then open other than the royaliies rewained in any tease made under the terms of this Aricle. Upon
request. Operalor shall continue 1o operate the assigned well for Ihe account of the non-abandoning parties at the rates and
charges conlemplated by this agrcement. plus eny additional cost and charges which may arise as the result of the scparate
ownership of the assigned well,  Upon proposed aband t of the producing Zone assigned or leased, the assignor or lessor
shall then have Ihe option to repurchase its prior interest in the well {using the same valualion formuta) and padicipate in
further operations therein subject (o the provisions hereof.

3. Abandonment of Nop-Consent Operations: The provisions of Anicle VLEl. or VLE2. above shall be applicable as
between Consenting Parties in the event of the proposed abandomment of any well excepled from said Anicles; provided,
however, no well shall be permanently plugged and abandoned unless and until all partics having the right 1o conducl further
operations herein have been notified of the proposcd sbandonment and afforded the opporiunity 1o elect to take over the well
in accordance wilh the provisions of this Asticle VLE. and provided further, that Non-Censenting Partics who own an interest
in a portion of the well shall pay their proportionate shars of abandonment and surface restoration cost for such well as
provided in Article VLB.2.(b).

F. Termlnation of Operations:

Upon the commencement of an cperwtion for the drilling, Reworking, Sidetracking, Plugging Back, Dcepening, testing.
Completion or plugging of & well, including but not limited to the Initial Well, such operatien shall nor be tenminated without
consent of partics bearing _____ 30 % of the costs of such operation; provided, however, that in the event granile ot other
practically impenemrable subsunce or condition in the hele is encountcred which renders furher opemtions impractical,
Operstpr may discontinue operations and give notice of such condition in the manner provided in Anicle VIB.1, snd the
provisions of Anticle V1.B. or VILE. shall thereafter apply to such aperation. as appropriate.

G. Taking Production in Kind:
B Optipn Ng, 1; Gas Balanclng Agreement Attuched
Each pany shall take in kind or separately dispose of ils proportionate share of all Oil and Gas produced from the
Contract Arca, exclusive of production which may be used in development and producing operations and in preparieg and
weating il and Ges for marketing purposes end production uaavoidably lost. Any exwra expendimure incurred in the tking
in kind or separate disposition by any parly of its proportionate share of the production shall be bome by such party. Any
pany taking its share of production in kind shall be required to pay for only its proporiionate share of such pan of

Operator's surface facilitics which jL uses.
Fach party shall exccuic such division orders and conmacts os may be necessary for the sale of its intcrest in
production from the Contract Arca. and. cxcept as provided in Asnicle VILB., shall be eniitled 1o receive payment
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directly [rom the purchaser thereof for its share af ali production.

If any party fails 10 make 1he arrangemems necessary o fake in kind or separately dispose of its proportionate
shase of the Oil produced from the Contract Area, Operstor shall have the right, subject lo the revocation at will by
the patty owning it, but noi the obligation, to purchase such Oil or sell it o others at any time and from lime to
time, for the accouni of the non-laking party. Any such purchase or sale by Operator may be reominated by
Operator upon 2t least ten (10) days written notice 10 the owner of said production and shall be subject always to
the right of the owner of the production upon ar least ten {30) days writen notice 1o Operator 10 exercise al any
time ils right to take in kind, or scpamtcly dispose of, its share of all Qil not previously delivered to a purchaser.
Any purchase or sale by Operator of any other pany's share of Oil shall be only for such rcasonable periods cf time
as are consisteni wilh the minimum needs of the industry under the particular circumsionces. but in no event for &
period in excess of one {1) year.

Any such sale by Operator shall be in a manoer commercially reascnable under the circumstances but Operator
shall have no duty to share any existing market or to obtain a price equal to that received under any existing
market.  The sale or delivery by Operttor of 8 non-izgking pany's share of Oib wnder the weoms of any existing
coniract of Operator shall not give the non-taking party any inerest in or make the non-taking party a party lo said
coniract.  No purchase shall be made by Operator without first piving the pon-taking pany 21 least ren {19) days
written notice of such intended purchase and the price 1o be paid or the pricing basis 10 be used.

All parties shall give limely writlen notice 1o Operator of their Geas markeling amangewents for the following
menth, excluding price. and shall notify Gperator immediately in the event of a change in such arrangements.
Operator shall mainmin records of all marketing arangements, end of volumes actually sold or trensporied, which
records shall be made available to Non-Operaters upon reasonable request

In the event one or more panies’ separate disposition of is share of the Gas causes split-stream deliveries to scparate
pipclines and/or deliverics which on a day-to-day basis for any rcason are not execily equal 10 8 parly’s respective propention-
ate share of 1otal Gas sales 10 be allocated so it, the balancing or accounting between the parties shall be in accordance with
any (as balancing agreement between the partics herelo, whether such an agreement is aviached as Exhibit "E" or i3 a
separaie apreement,  Operntor shall give notice 10 all parties of the first sales of Gas from any well under Lhis agreement.
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ARTICLE VII,
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

‘The liability of the parties shall be several. nol joint or collective. Each party shall be responsible cnly for iis abligations.
and shall be liable only for ils proportionate share of the cosis of developing and cperating the Contract Area.  Accordingly, the
liens graoted among the petlies in Arlicle VILB. are given to sccure only the debts of each severully. and no party shall have
any liakility o third panies hereunder 1o satisfy the default of eny other party in the payment of any expense or obligalion
hercunder. [t 5 not the ingention of the panies 1o create, nor shall this agreement be construed as creating, 2 miging or other
parinership, joint wventure. sgency rclationship or associstion, or 1o render the parties liable as parners. co-vealurcrs, or
principals. In their relations wilh cach other under this agreement. the panies shall not be considered fiduciaries or 1o have
established a confidential relationship but rather shall be free to act on an amm's-length basis in accordance with their own
respeclive sclf-interest. subject. however, 10 the obligation of ihe parties to act in good faith in their dealings with each ciher

with respect ta activities hereunder,
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B. Liens and Security Interests:

Each panty prants to the other parties hersto a lien upon any interest it now owns or heraller acquires in Qil and Gas
Leases and (hl and Gas Interests in the Contact Area, and a security interest andfor purchase moeney security interest in any
interest il now owns or hereafter acquires in the personal property and fixtures on or used or obtained for use in conneciion
therewith, to secure performance of all of its obligetions under this ag including but not limited 1o payment of expense,
inlerest and fees, the proper disbursement of all monies paid h der, the assiy or relinquishment of iaterest in Oil
and Gas Leases as tequired hercunder. and the proper perfomnance of operations hereunder.  Sweh lign and securily interest
granted by each purty hereto shall include such pany's leaschold interests, workinp interesis, operating rights, and royalty and

overriding royalty interests in the Contract Area now owned or hereafler acquired and in lands pooled or unitized thercwith or
otherwise becoming subject to this agreement. the Oil and Gas when extracted thercfrom and cquiproent s$ituated thereon or
used or obtained for use in connection therewith {including, without limitation, zll wells, tools, and tubular goods), and accounts
(including. without limitalion. accounts arsing from gas imbalances or from the sale of OQil andfor Gas at the wellhead),
contract rights, inventory and peneral intangibles relating thereto or arsing therefrom, and all proceeds and products of the
foregoing.

To pedect the lien and security agreement provided herein. cach party hereto shall exccute and acknowledge the recording
supplernent and/or any financing statement prepared and submined by any party herelo in conjunciion herewith or at any time
fellowing execution hereof. and Operator is authorized to file this agreement or the recording supplement ¢xécured herewith as
a lien or momgape in the applicable real estate records and as a financing siatement with the proper officer under the Uniform
Commercial Code in the stale in which the Contract Arca is silvaled and such other slates as Operator shall deem appropriate
o perfect the securly inlerest granted hereunder.  Any party may 0le this agreemert the recording supplement executed
herewith, or such other documents as it deems necessary as a lien or mortgage in Lhe applicable real estale rccords and/or a
financing stalement with the proper officer under the Unifert Commercial Code,

Cach party represents and warmants 10 the other parties hercto that the lien and sccurily interest granted by such party to
the other parties shall be & first and prior lien, and each party hereby agrees o maintain the priorry of said lien and security
interest against all persons acquiring an interesl in Oil and Gas Leases and Interests covered by this agreement by, through or
under such party. All parties acquiring an interest in Oi! and Gas Leases and Oil and Ges [nterests covered by this agreement.
whether by nssigminent, merger, morigage, operation of law, or otherwise, shall be deemed w0 have taken subject
e lhe lien and sccurity interest granled by this Article VILB. as te all obligations attributable to such interes) hereunder
wheiher or not such ebligations arise before or aler such inlerest is acquired.

To the extent that panies have & security inicrest under the Uniform Commerciat Code of the stale in which the
Contract Area is situaled. they shall be ealitled o cxercise the nights and remedies of & secured party under the Code.
The bringing of a suil and the obtaining of judgment by a pany for the secured indebledness shall not be deemed an
election of remedies or otherwise affcct the lien rights or sccurity interesl as secunity for the payment thercof In
additon, upon defaul; by any pany in the paymem of its share of expenses, interests or fees. or upon thc improper usc
of funds by the Opemtor, the other parties shall have the nght. without prejudice to other rights or remedies, 10 collect
from the purchaser the proceeds [omi (he sale of such defaulting pany's share of Qil and Gas until the amount owed by
such pany, plus intgrest as provided in "Exhibit C” has been received, and shall have the right 1o offsel the zmount
owed against the proceeds from the sale of such defaulting pany's share of OQil and Gas. All purchasers of produclion
may rely on & notification of default from the non-defaulting party or partics siating the amounl du¢ 25 & result of the
defaull. and all partics waive any recourse available apainst purchasers for releasing production proceeds as provided in
this paragraph,

If any party fails 10 pay its share of cost within one hundred wwenty (120) days after rendition of a statement thercfor by
Operator, the non-defautting parties, including Operator, shall upon request by Operator. pay the uepaid amount in the
proportion that the interest of each such party bears to the interest of all such panies. The amount paid by each parly so
paying its share of the unpaid amount shall be sccured by the liens and security rights deseribed in Anicle VILB., end each
paying pamy may independently pursue any remedy available hereunder or otherwise.

If any patty does not perform all of i obligstions hereunder, and the failure to perform subjects such parly to foreclosure
of execution procesdings pursuant to she provisions of this agreement. (o (he extenl altowed by poverning law, the defauling
party waives any pvailable right of redemption from and after the date of judgment any required valuation or appraisement
of the mortpaged or sccurcd properly prior 10 sale, any available right to siay execulion or 0 Tequire a marshaling of asscis
aod any required bond in the event a receiver is appointed. [In addition. to the cxient permitted by applicable law. each party
hereby grnts to the other parlics a power of sale as to any propeny that is subject to the lien and security sights pranted
hercunder, such power 10 be ¢uercised in the manner provided by applicable law or otherwise in a commercially reasonable
manner and upon reasonable notice.

Each party agrees that the other parties shall be eniitled to utilize the provisions of Oit and Gas licn law or other lien
law of any siate in which the Contract Area is situaled 1o enforce Lhe obligalions of each party hereunder.  Withour limiting
the pencrality of the foregoing, 10 the extent permitted by epplicable law. Non-Operators agree that Operator may invoke or
utilize the mechanics' or matcrialmen’s licn law of the stale in which the Contract Area is situated in arder to sccurc the
payment 1w Opermtor of any sum due hereunder for services performed or  materials  supplied by Opemator.
C. Advances;

Operater. at ils election. shall have the nght from time to time (o demand and receive from one or more of the other
parties payment in advance of their respeclive sharcs of the cstimaicd emount of the expense 1o be incumed in operziions
hercunder during the next succeeding month, which right may be excrcised only by submission to each such pary of an
itemized stal t of such i d expense, together with an invoice for its share thereof Each such statement and invaice
for the payment in advance of estimated expense shall bc submilted on or before the 20th day of the next preceding month.
Each party shall pay 1o Operator its proportionale share of such estimate within fifieen (I15) days after such estimale and
invoice is received. If any party fails to pay ils share of said cstimate within said time. the amount due shall bear interest as
provided in Exhibit "C" until paid. Proper adjusinent shall be made monthly between advances and actual expense w0 the ead
that each party shall bear and pay its proportionate share of actual expenses incurred, and no more.

D. Defaults and Remedies:
If eny party fails to discharge any finzacial obligation wndes this agreement, including without limitalion the fzilure to

make any advance under the preceding Asicle VIL.C. or any olher provision of this agrecment, within the period required for
such payment hercunder. then in sddition to the remedies provided in Anicle VILB. or elsewhere in this agrecment. the
remedies specified below shall be applicable. For purposes of this Anicle VILD., all notices and elections shall be delivercd
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cnly by Operator, except that Operater shall deliver 2ny such nolice and election requested by a non-defaulting Non-Operator,
and when Operator is tbe party in default, the aspplicable notices and c¢lections can be delivered by any Non-Operater,
Election of any one or more of the foilowing remnedies shall not preclude the subsequent use of any other remedy specified
below or otherwise avaifable 10 a non-defaulting party.

1. Suspension of Righls: Any party may deliver to the party in default 2 Notice of Defaull, which shall specify the default,
specify the action to be taken to cure the defauli, and specify that failure 10 take such action will result in the exercise of one
or more of the remedies provided in this Anicle. I the default is not cured within thirty {30} days of the delivery of such
Notice of Defoull. all of the righis of the defauliing party granted by this agreement may wpon notice be suspended until the
default is cured, without prejudice o the right of the non-defaulling patty or panies 1o contivuc 10 enforce the obligations of
the defaulting party previously accrued or thereafter accruing under this apscement. I Operator is the party in default, the
Nor-Operztors shall have in addition the rght, by vote of Non-Operators owning a majority in interest in 1he Contract Area
afier excluding the voling interest of Opcrator, o0 appoint & new Operator cffective immediaicly.  The nghs of a defaulting
party that may be suspended hereunder at the clection of the non-defauling parties shall include, withour limilation, the right
to receive information as to any operation conducted hercunder during the period of such defaull. the rght 1o elecl 0
participale in an operziion proposed under Anicle VED. of this agreement, the right o panicipate in an operation being
conducted under this agreemenl even if the parly has previously clecied to pariicipate in such operation, and the right 1o
receive proceeds of production from aoy well subject 10 1his agresment,

2. Suil for Damages: Nen-defzulting parties or Operator for the berefit of non-defaulling panies may sue {al joinl
account cxpensc} 1o collecl the amounts in default. plus interest accruing on the amounts recovered from the date of defaull
uetil the date of collection at the rale speeified in Exhibic “C" atiached hereto. Nothing hercin shall prevent any pamy from
suing any defaulling patty 1o colleet conscquentia? damages aceraing to such party as a result oF the defaull

3. Deemed. Non-Consent: The non-defaulting party may deliver a written Notice of Non-Consent Election 10 the
defaulting party at amy time afier the cxpiration of the thiny-day cure period following delivery of the Notice of Defsull, in
which evenl if the billing is for the dnlling a new well or the Plogping Back. Sidetmcking, Reworking or Decpering of a
well which is to be or has been plupged as a dry hole. or for the Completion or Recompletion of any well, the defaulting
party will be conclusively deemned 10 have elecied not 10 panticipate in the operation and 10 be a Non-Consenting Party with
respect Lherete under Article VEB. or VILC. as the case may be. 1o the cxlent of the costs unpaid by such party.
notwithstending any election tp participate theretofore made, If elecrion is made 10 proceed under this provision, then the
non-defzulting partics may not clecl to sue for the unpaid amount pursuant 1o Article VI1.D.2.

Until the delivery of such Notice of Non-Consent Election to the defauliing pany, such pany shell have the right to cure
its default by paying ils unpaid share of costs plus interest at the mate set forth in Exhibit "C." provided. however, such
payment skall not prejudice the rights of the non-defaulling parties to pursue remedies for damages incurred by the nen-
defaulting partics as a resull of the defauit  Any interest relinquished pursuant to this Article VILD.3. shall be offered to the
non-defaulting parties in proportion 1o their interests, and the non-defaulling parties electing to participaie in the ownership
of such interest shall be required to contribule their shares of the defaultcd amount upon their election 1¢ participale thercin,

4. Advance Payment; If a default is wot cured within thirty (30} days of the delivery of a Nolice of Defaull, Operalor, or
Non-Operators  if Operator 15 the  defaulting  pany, may thereafler  require  advance  paymem  from  the  defaulting
party of such defaulting party's anlicipated share of any item of expense for which Operator, or Non-Operators, as the case may
be, would be entitled to reimbursement under any provision of this agreement, whether or nat such expense was the subject of
the previous defaull.  Such right includes. but is not limited (e, the right 10 reguire advance payment for the estimaled costs of
dlling a well or Completion of a well as lo which an election Lo padicipate in dlling or Complction has been made.  [f the
defaulling party fails 1o pay the required advance payment. the non-defaulting panies may pursug any of the remedies provided
in the Article VIL.D. or any other default remedy provided elsewhere in this agreement. Any excess of funds advanced remaining
when Ihe operation is completed and all costs have been patd shal! be prompily télumed 10 the advancing pary,

5. Costs and_ Attomeys' Fees: [n the event any party is required to bring lepgal proceedings o enforce any financial
obligation of a parly hercunder, the prevailing parly in such action shall be entitled to recover all court costs, costs of
collection, and a reasonable attorney's fee, which the lien provided for hercin shall also secure.

E. Rentals, Shut-in Well Payments and Minimum Royaltics:

Rentals, shut-in well payments and minitmum royalties which may be required under the terms of any lease shall be paid
by the party or parties who subjected such lease to this agresment at its or their expense, [n the event two or more parties
own znd have contributed interests in the same lease to this apreement, such partics may designate onc of such panics to
make said payments for and on behalf of ail such parties, Any party may request, and shall be entitled to receive, proper
evidence of all such payments. In the event of failure to make proper payment of &ny rental, shul-in well payment or
minimum royalty through misiake or oversight where such payment is required to conlinue the lease in force, any loss which
resulis from such non-payment shall be bome in accordance with the provisions of Arsicle TV.B.2,

Operasor shall notify Non-Operators of the anticipated completion of a shutin well, or the shutting in or rctum to
production of a producing well. at least five {5) days (excluding Saturday, Sunday. snd legal holidays) prior to taking such
action. or gt the earliest oppertunity permitted by circumsiances. bul assuincs no lisbility for Rilure 10 do so, In the event of
failure by Opemtor to so notify Non-Operators, the loss of any lease contributed hereto by Non-Operators for failure to make
limely payments of any shul-in well payment shall be bome jointly by the parties hereto under the provisions of Aricle
IV.B3.

F. Taxes:

Beginning with the first calendar year after the effective date hereof. Operator shall render for ad valocem taxalion ell
property subject o this agreement which by law should be rendered for such taxes, and it shall pay all such taxes asscssed
thereon before they become delinquent.  Prior to the rendition date, each Non-Operator shall fumish Operator information as
to burdens (to include. but not be limited fo. royallics, overniding royallies and produciion payments) on Leases and Oil and
Gas Interests contributed by suck Non-Operator. [ the assessed valuation of any Lease is reduced by reason of its being
subject 10 ocusstanding cxcess royalies, ovemiding royltics of production payments, the reduction in ad wvalorem flaxes
resulting therefrom shall inure to the benefit of the owner or owners of such lease. and Operator shall adjusi the charge 10
such owner or owners so as to reflect the benefit of such reduction. If the ad valorem taxes arc bascd in whole or in pant
upon scparate valualions of each pany's working interest. then notwithstanding anything to the contrary hercin, chamges 10
the joint accounn shall be made and paid by the parties hercio in accordance with the tax valuc gencrated by cach pany's
working interest.  Operator shall hill the other parties for their proportionate shares of all tax payments in the manner
provided in Exhibit "C."
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If Optrator considers any lax assessmend improper. Operator may, ai s discretion, protest within the time and manner
prescribed by law, and prosecute the protest 0 a final determination, unless all pamies agres 10 abandon the protest prior 10 final
determination, During the pendency of adminisirative or judictal preceedings. Operator may clect o pay. under protest. all such taxes
and any intercst and penalty. When any such protested assessment shall have been finally detenmined, Operator shal) pay the tax for
the joint account, together with any interest and penalty accrued, and the 1ol cost shall then be assessed against the partics, and be
paid by them, as provided in Exhibis "C.”

Each panty skal) pay or causc to be paid all production. severance, excise. gathering and other taxes imposed upon or with respect
to the production or handling of such party's share of 0il and Gas produced under the terms of this agreemens.

ARTICLE VLIL
ACQUISITION, MAINTENANCE OR TRANSFER QF INTEREST
A. Surrender of Leases:

The Leases covered by this agreement, insofar as they embrace acrsage in the Contract Area, shall net be surrendered in whole
or ir: part unless all partics consenl thereto.

However, should any party desire 1o surrender its intesest in any Lease or in any portion thereof, such party shall give writlen
notice of the proposed susrender to all parties, and the parties o whom such notice is defivered shall have thiny {30) days afler
delivery of the notice within which 10 notfy the pary proposing the surrender whelher they clect to consent therelo.  TFailure of &
party 1o whom such nolice is delivered 1o reply wilhin said 30-day period shall constitute a consent 10 the surrender of the Leases
described in the notice. I all parties do nol agree or consent thereto, the party desiring 1o surrender shall assign, without express or
implied wamranty of title, all of its interest in such lease, or portion thersof, and any well, material and cquipment which may be
lecated thereon and any rights in production thercalter secured. to the parties not consenting to such sumender. IF the inlerest of the
assigning parly is or includes an Oil and Gas lnterest. Lhe assigning party shall exccute and deliver o the party or panies not
consenting to such surmender an oil and gas lease covesing such Qil and Gas Ioterest for a temm of onc (1) year and so long
thereafier es Oil andior Gas is produced from the land covered therchy. such lease to be on the form attached herclo as Exhibit "B."
Upon such assignment or lease, the assipning pany shall be relieved from all obligations thercafter accruing. bul not therclefore
accrued, with respeet to the interest assigned or leased and the operation of any well aftributable thereio, and the assigning parnty
shall have no further inierest in the assigned o leased premises and 31s equipment and production other than the toyallics retained
in any Jeasc made under the terms of this Article. The parly assignee or lessee shall pay 1o lhe party assignor or lessor the
reasonable salvage value of the laner’s interest in any well's salvable materials and cquipment sitributable 1o the assigned or leascd
acreage. The value of all salvable materials and equipment shall be determined in accordance with the provisions of Exhibit "C." less
the estimaled cost of salvaging and the cstmated ¢ost of plugping and ebandoning and restoring the surface.  If such value is less
than such costs, then the party assignor or lessor shalk pay to the pany assignee or lessee the amount of such defich. IF the
assignment or lease i in favor of more than one party. the interest shall be shared by such partics in the proportions that the
interest of each bears to the total inlerest of ald such pacties. If the interest of the parties 10 wham the assignment is to be made
varies according to depth, then the interest assiyned shall similarly refiect such variances.

Any assignment, lease or surender made under this provision shall not reduce or charge the assignors. lessor's or sumendering
party's inlerest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area: snd the acreage
assigned, leased or surrendered, and subsequent operalions thereom, shall not thergafter be subject 10 the 1erms and provisions of this
agreement but shall be deemed subject to an Operating Agrecment in the form of this agreement.

B. Renewal or Extension of Lesses:

If any party secures a reacwal or replacement of 2n Oil and Gas Lease or Interest subject to this 2greement, then all other parties
shall be notified promptly upen such acquisition or, in the case of a replacement Lease taken before expiration of an existing Lease,
prompily upor expiration of the existing Lease. The parties notified shall bave thie right for a period of thirty (30) days following
delivery of such notice in which to elect to participate in the ownership of the renewal or replacement Lease, insofar as such Lease
affects lands within the Coniract Area, by paying to the party who acquired it their proportionate shares of Ihe acquisition cosl
altocated to thal pert of such Lease within the Contract Area. which shall be in proportion to the interest held ar that ime by the
parties in the Contravt Arca. Each party who panicipates In the purchase of a renewal or replacement Lease shall be given an
assigninent of its proportionate inlerest therein by the acquiring party.

If some, but less than all, of the partics eleci o participate in lhe purchase of a renewal or replacement Lease, it shall be awned
by (he parties who clect to patticipate therein, in a ratio based upon lhe relationship of their respeclive percentage of participation in
the Contract Area to lhe agyregate of the percentages of participation in the Conmact Area of ell parties paricipating in the
purchase of such rencwal or replaccment Lease. The acquisition of a renewal or replacement Lease by any or all of the parties herete
shall net cause a readjustment of the interests of the perties stated in Exhibit "A" but any renewal or reptacement Lease in which
Tess than all parties elect 1o participate shali not be subject to this agreement but shall be deemed subject to a scparatc Operating
Agreement in the form of his agreement.

If the interests of the partics in the Coniract Area vary according o depih, then their right 10 panicipate proporionately in
renewa? or replacement Leases and their right Lo receive an assignment of interest shall also reflect such depth variances.

The previsicns of this Article shall apply 1o renewal or replacement Leases whether they are for the entire interest covesed by
the expiring Lease or cover only & portion of ils area or &n inlcrest theretn.  Any tencwal or replacement Leasc laken before the
expiration of its predecessor Lease. or taken or contrzcled for or becoming effective within six (6) months after the expiratior of the
existing Lease, shall be subject 1o 1his provision so long as this agreement is in effect at the time of such acquisilion or al the time
the renewal or replacement Lease becomes effective; but any Lease maken or contracted for more than six {6} months afler the
expiration of an exisiing Lease shall not be deemed a renewal or teplacement Lease and shall not be subjeci 16 the provisions of this

agreement.
The provisions in this Anticle shall also be applicable (o extensions of Oil and Gas Leases.
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D. Asslgnment; Maintenance of Unifornt [interest:

For the purpose
Interests, wells, equi
dispesition of s inlt

of maintaining uniformity of ownership in the Contract Area in the Oil and Gas Leases, Oil and Gas
ipment and preduction covered by this apgreement no pariy shall scll. encumber, tansfer or make other
crest in the Oil and Gas Leases and Qi and Gas [nterests embraced within the Conmact Area or in wells,

cquipment and production undess such disposition covers cither:

1. the entire interest of the party in all Oit and Gas Leases. Oil and Gas Interesis. wells. equipment and production; or

2. an cgqual un

ulpmcnl and pmduc on m the Cnmmct Area.

divided percent of the party’s preseni interest in all Oil and Gas Leases, Oil and Gas [Interests, wells,

mrrmrmmulmnmwmmmnmnmmmu
[creshl such sum (o (he jon|

mmuﬁmmm
[A] Frnumuu_lmmmmm

€r diSpesiion made

and shall be made without prejudice to the tight of the other partics, and any lansforee of an ewnership intercst in any Oil and
Gas Lease or Inlerest shall be deemed a party to this agreement as to the interest conveyed from and after the effective date of
the transfer of ownership: provided, however, that the other panies shall not be required to recopnize any such sale,

encumbrance. transfer or other disposition for any purpose hereunder until thiry {30) days alter they have received a copy of the
instrument of transfer or other satisfactory svidence thereof in writing from Lhe transferor or hransieree. No assignment or olher

disposition of inieres:

1 by a parly shall relieve such pany of obligations previously incurred by such party hersunder with respect

to the inlerest lransferred, including without limitation the obligation of a party 10 pay all costs attributable o an operation

condueted hereunder

in which such party has agreed [0 panticipate prior 10 making such assigninent, and the lien and security

interest granted by Anticle V11.B. shall continue 1o burden the interest transferred 1o secure payment of any such obligations.

Il at any time

the interest of any party is divided among and owned by four or more co-owners, Operator, at ils disceetion,

may require such co-owners to appoint a single usiee or agent with full authority to receive notices, approve expenditures,

receive billings for and approve and pay such party's share of the joint expenses, and to deal generally wilh, and wilth power lo

bind, the co-owners

of such pzry's interest within the scops of the pperations embraced in this agreement; however, all such co-

owners shall have the right to enter into and execute all contracts or agreements for the disposition of their respective shares of
the Oil end Gas produc:d from the Cnntm:l Area and lhey shall have Lh: nLhi 10 receive, separately, payrncnr of the sale

E. Waiver of Rights ta Partition:
[f penmitied by the laws of the siate or states in which the propenty covered hercby is located. cach panty hercto owning en

undivided inserest in

the Contract Area wzives any and afl rights it may have 1w partition and have set aside 1o it in severalty its

undivided interest therein,
F. Preferential Right to Purchase:

8 (Optional; Check

if applicable.)

or At
SHGUId any party ocsire (0 seld Zall or any pan of ils interests under this agrecment. or ils rights and inleress in the Cnn:mcl‘_\'[
Ares, it shall promptly give written notice to the other parties. with full informarion ¢onceming i1s propoesed disposition, which

Formatted: Tab stops: 0.5% Left + [.74%,
Left

shall include the name and address of the prospective transferee (who must be ready. willing and sble 10 purchase), the purchase

price, a legal description sufficient 1o identify the property, and all other terms of the offer. The other parties shall then have an

optional prior right.

for a period of ten {10) days after the nolice is delivered. to purchase for the siated consideration on the

same tems and conditions the interest which the other party proposes 1o sell: and, if this optional right is exercised, the

purchasing partics shall share lhe purchased interest in the proportions thal the interest of cach bears to the total interest of all

purchasing parties.

However, there shall be no prefereatial rght 10 purchase in (hose ¢ascs where any party wishes to monage

ils intcrests, or 1o transfer fitle 1o its interesis to its mortgagee in licu of or pursuant to foreclosure of & mortgage of its interests.

or 10 dispose of ils i
to any pary, or by

cor?pany in whlch uch pany owns a majolruy ofrhe swck
Bl

meresls by merger, reorpanizalion. consolidation, or by sale of all or substaniially all of its Oil and Gas assets
transfer of its inlerests to a subsidiary or parent cumpany orlo a sub5|d|ary of a parent company, or to any

ARTICLE IX.

INTERNAL REVENUE CODE ELECTION

I, for federal income tax purposes, this zyreement and the operations hercunder are regarded as a partnership. and if the
partics have not otherwise agrced 10 form a tax partnership pumsuant to Exhibit "™ or other agreement between them, each
party thereby afected elects to be excluded from the application of all of the provisions of Subchapter "K." Chapter L. Sublitle

"A." of the Internal
the regulations prom

Revenue Code of 1986, as amended ("Codc”). #$ permiited and suthorized by Section 76! of the Code and
ulgated thereundes. Operzlor is authorized and directed 1o exccute on behalf of cach panty hereby affected

such evidence of this clection as may be required by the Secretary of the Treasury of the United Siates or the Federal [niernal
Revenue Service, including specifically, bur not by way of limitation, 2l of the retums, statements, and the data required by

Treasury Regulation

41761, Shoald there be any requirement thai cach party hereby affecred pive funher evidence of this

clection, each such party shell execute such documents and fumish such other evidence as may be required by the Federal [ntemnat
Revenue Service or a5 may be necessary (o evidence this election, No such panty shall give any notices or take any other action

inconsi wilh the

lection made hereby, If any present or future income lax laws of the stale or slaies in which the Conrract

Area is localed or ny future income tax laws of the United Siaies contain provisions similar to those in Subchapter "K." Chapter
1, Subtitle "A." of the Code, under which an ¢lection similar to that provided by Section 761 of the Code s permitted, each party

hereby affecied shall

meke such election 25 may be permitted or required by such laws. [n making the foregoing election. each

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

computation of partne

rship faxable income.

ARTICLE X.
CLAIMS AND 1.AW§IIIT,‘; .
L ultpls elanns oy syi grengs .
Uperator may setlle any siogle uninsure patly gamage clam of sull ansing mom ¢ opcr.l lons erednider if the expenditure

docs not exceed o hundred thousand
of such claim or suit.

Dotlars ($_100,000 } and if the payment is in complete settlement

Formatted: Tab stops: 0.5", Left + 441",
Centered

IF the amount required for setilemenl exceeds the above amount, the parties hereto shall assume and 1ake ever

the further handling of the claim or suil. unless such authority is delegated to Operator.  All ¢osis and cxpenses of handling senling,
or olherwise discharping such claim or suit shall be a the joint expense of the parties panticipating in the operation from which the

claim or suil arises.

If a claim is made apainst any parly or if any party is sued on accouni of any matter arising from operalions

S15.
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hereunder over which such individual has ne contrdl becauss of the dghis given Operator by this agreement, such pany shall
iminedittely notify all other partics. and the claim or suit shall be treated as any other claim or suit fnvolving operations hereunder,
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ARTICLE XI.
FORCE MAJEURE

If any pany is rendered unable, wholly or in parl. by force majeure o camry out its obligations under this agrecinent. other
than the obligation to indemnify or mahe moncy payments or fumnish security, that pary shall pive to all other panies
prompt wrilten notice of the force majeure with reasonably full particulars conceming it thereupon. lhe obligations of the
party giving the notice, 50 far as rhey are affected by the force majeure, shall be suspended during, but no longer than, the
continuance of the force majeurc. The tcrm “force majeure,” as here cmployed, shall mean an act of God. strike. lockout. or
other industrial disturbance, sl of the public enemy, war, blockade, public tot, lightening. fire. siorm. floed or other act of
nature, explosion, governmental action, govemmenial delay, reswraint or inpciion, unavailability of equipment, and any other
cause, whether of the kind specifically enumerated above or otherwise, which is not reasonably within the conmol of the party
claiming suspension.

The affected party shall use all reasonable diligence to remove the force majeure situzbion as quickly as praciicable. The
requircment that any force majeurc shall be remedicd with all reasonable dispatch shall ot require the setifement of stikes,
lockouts, or other labor difficulty by the pany involved. contrary to its wishes: how all such difficulties shall be handled shall
be entirely within the discretion of the party concemed.

ARTICLE XII.
NOTICES
All notices authorized or required between the pattics by any of the provisions of this agreement, unless olherwise

specifically provided, shall be in writing and delivered in person or by United States mail, couner service, telegmm. jelex: [Fnrma I: Strikethrough

telecopicr or any other form of lacsimile, postage or charges prepaid, and addressed to such panies at the addresses lisied on
Exhibit "A." Al telephone or omal nolices permitted by this agreement shall be confirmed immediately therealter Ly written
notice. ‘The originaling nolice given under any provision hereof shall be deemed delivered only when received by the pany to
whom such notice is direcied. and the time for such party 0 deliver any oolice in response thersto shall run from the date
the originaling notice i5 received, "Receipt” for purposes of this agreement with respect to written notice delivered hereunder
shall be actual delivery of the notice 1o the address of the pasty to be nolified specified in accordance with this agreement. or

. . . i T B 5
1o the telecopy. facsimile ptele—maeline of such pany, The second or pny r¢sponsive notice shal li wh Formatted: Strikethrough

deposited in the United States mail or a1 the office of the courier or telegraph Stn’ict.éﬂwmﬂ]\i
or facsimile. or when personally delivered to the party lo be notified. provided. thar when response is required within 34 or Formatted: Strikethrough

' ] . imi vithi 3 ) .
48 hours, such response shall be given omally or by telephone, setens tglecopy or_oiber facsimile within such pedod, Each pary [Formatted: Strikethrough

shall have the right to change its address al any lime. and from time to time, by piving wntien notice thergol to all ciher
panies. If a party is nol available 10 teceive notice orally or by telephone when a party attempts to deliver a ootice required
0 be delivered within 24 or 48 hours, the nolice may be delivered n writing by any other meihod specified herein and shall
be deemed delivered in the same menner previded above for any responsive nolice.
ARTICLE XIII,
TERM OF AGREEMENT
This agreement shall remain in full force and cffect 2s te the Qi) and Gas Leases and/or Oit and Gas Inieresis subject
keretn for the period of time selected below; provided, however, no party herelo shall ever be construed as having any night. title
or interest in or to any Lease or Oil and Gas Interest contributed by any other party beyond the term of this agreement.
Oplion No, |: So tong as any of the (il and Gas Lesses subject 10 this agreement remain or are continued in
force as 1o any part of the Contract Area. whether by prod
O Oplion Ng X In the event the well described in Article VLA, or any subsequent well drilled under any provision
of this agreemenl, results in the Completion of a well as a well capable of production of Cil andfor Gas in paying

. extension. | or otherwise.

quanlities, this agreement shall conlinue ia force so long as any such well s capable of production, and for an
additional period of ____  days thereafter; provided, however, if, prior @ he cxpimtion of such
additional peried. onc or more of the partics hercio arc engapged in drilling, Rewocking, Deepening, Sidetracking,
Plugging Back, testing or atiempting to Complete or Re-complete a well or wells hereunder, this agreement shall
conlinug in force until such operarions have been completed and if production results therefrom, this agrcement
shall conlinue in force as provided herein. In the cvent the well described in Article VLA, or any subsequent well
drilled hercunder, resulls in a dry hole, and no other well is capable of producing Oil andior Gas from the
Contract  Area, (his  agreement shall terminate  unless  drilling, Deepening,  Sidetracking, Completing.  Re-
completing. Plugging Back or Reworking operations are commenced within days from the
date of sbandonment cof said well. "Abandonment” for such purposcs shall mean cither {i) a decision by all parties
not 1o conduct any further opermiions oo the well or (i) the elzpse of 180 days from the conduct of any

operations on the well. whichever first occurs.
The termination of this agreemeny shall not relieve any parny hereio from any expense, liability or other obligation or any
remedy therefor which has accrued or atizched prior o the date of such termination.
Upon termination of this ag nt and the satisfaction of all oblipations hereunder, in the event a memorandum of this

QOperating  Agreement has been filed of record. Operalor is authorized to file of record in all necessary recording offices a
notice of termination, and each party herelo agrees Lo execule such a nolice of tenmination as to Operator's inicrest, upon
request of Operator, if Opersior has salisfied al] its financial obligations.
ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATLONS
M. Laws, Regulations and Orders:

This agrcement shall be subject 10 the appliceble laws of the stale in which the Contract Area is located, to the valid rules,
repulations. and orders of apy duly consbiuted regulatory body of said stae: and 10 all other applicable fedeml, staie,
end local laws. ordinances. rules, regulations and orders.

B. Governing Law;

This agreemenl and all malters pertaining heretd, including but nat fimited 1o maiters of performance, non-
performance, breach, remedles, procedures, righls, duties, and Interpretation or construction, shall be governed and
determined by the law of the siate in which the Contruct Area is located. If the Contract Area is [n two or more stares,
the Law of the state of ___New Plernicy shali govera.

C. Regulalory Agencles:

Nothing herein centained shal! grant, or be construed to grant, Opecrator the sight or autherity fo waive or release any

riphls. privileges, or obligations which Non-Operators may have under federal or state laws or under rules. regulalions or

-16-
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arders promulgated under such laws in reference to oil, ges and mineral operations, including the location. operation, or
production of wells, on tracts offseiting or adjacent 1o the Contract Arca.

With respect 1o the operations hercunder, Non-Operators agree to release Operator from any and all losses, damages,
injuries. claims and causes of ection ansing out of, incident 1o or resuling divectly or indirecily from Operator's inlerpretation
or application of rules, rulings, regulations or orders of the Department of Eneryy or Federm! Energy Regulatory Commission
or predecessor o successor agencies 1o the exient such inlerpretation or application was made in good faith and does not
constiuie gross negligence,  Each Non-Operaor further agrees 1o reimburse Operator for such Non-Operator’s share of
production or any refund, fine, levy or other govemmental sanclion Lhat Opemator may be required (o0 pay as a result of such
&0 incomect interprelation or application, together with intcrest and penaltics thercon owing by Operator as a result of such
incorrect interpretation or epplicstion,

ARTICLE XV.
MISCELLANEOUS
A, Extcution:

This agreement shal! be binding upon cach Non-Operalor when this apreemeni or 8 counterpart thereol has  been
executed by such Non-Opemator and Operalor nonvithstanding that this agreement is not thea or thereafler executed by all of
the panigs 1o which it is tendered or which are listed on Exhibit "A" as owning an interest in the Contract Area or which
own. in fact, an interest in the Contract Area. Operator may, however, by written notice to zll Non-Operators who have
become bound by his agreement as aforcsaid. given al aay fime prior 10 the actual spud date of the [nitial Well but in no
evert later than five days prier 1o the date specified in Anicle VLA, for commencement of the Imitial Well, terminaie this
egreement if Operator in its sole discretion determines that there is insufficient participalion to justify commencement of
drilling operaiions, In the event of such a ieymination by Operator, all further obligations of the parties hercunder shall cease
as of such termination. In the event eny Non-Opcrator has advanced or prepaid 2oy share of drilling or other costs
hereunder. all sums so advanced shall be retumed o such Non-Operator withoul inferesl [n the event Operator procecds
with drilling operations for the Initinl Well without the execution hereof by all persons listed on Exhibit "A" as having =
current working interest in such well, Operator shall indemnify Non-Operators with respect to zll costs incurred for the
Initial Well which would have been charged to such person under this agreement if such person had executed the same and
Operator shall receive oll revenues which would have been received by such person under this agreement if such pemson had
axecuted the same,

B. Successors and Assigns:

This agreement shall be binding upon and shall inure t the benefit of the panies hergto and their respechive heirs,
devisees, lcgal representatives. successors and assigns, and the terms hercol shall be deemed to run with the Leases or
Interests included within the Contract Area,

C. Counterparts:

This instrurnent may be exccuted in any number of counterpars, each of which shall be considered an original for all
PUIpOSEs.

D. Scverability:

For the purposes of assuming or rcjecting this agreement as an executory conlract pursuant to federal bankruptey laws,
this agreement shall not be severable, but rather must be assumed or rejected in its entirety, and the failure of any party to
this agreement 1o comply wilh all of its financial obligations provided herein shall be a inaterial default.

ARTICLE XV
OTIIER PROVISIONS

S17-
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IN WITNESS WHEREOF, this agreement shall be effective as of the day of

who has prepared and circulated this form for execulion, represents and warrants
that the form was printed from and, with the exception(s) listed below, is identical 1o the AAPL Form 6E0-1989 Model Form
Operating Agrecment, as published in computerized form by Forms On-A-Disk, Inc. No changes, alterations, or
modifications, other than those made by strikethrough and/or insenion and that are clearly recognizable as changes in
Articles have been nade to the form.

ATTEST OR WITNESS: OPERATOR
LChevron MidContinent. [P

By

//(Formatted: Font: Bold

Type or print name

Title ,

_—{ Formatted: Font: Bold

Date

Tax ID or 8.5. No.

NON-OPERATORS

Regeneration Eneryy Corp,

By

/—{ Formatted: Font: Bold

Type or print name

Title Attorncy-in-Fact

. Formatted: Font: Bold

Date

Tax 1D or S.8. No.

Lhe Allar Co,

/[ Formatted: Font: Bold

By

Type or print name

Title Attorn py-in-Fact

/‘{Fcrmatted: Font: Bold

Date

Tax [Dor 8.5. No.

7 Formatted: Font: Bold

By

Type or print name

Title

Date

_——{ Farmatted: Font: Bolg

Tax 1D or §.5. No.
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By

.

Type or print ngme

Tile |

Tax 11D or S.8. No.

Type or prist name

Dalg

Tax ID or 8.5. No.

Type_of prilt name

[ate

Tax 1D or 8.5, No.

{Formatted: Font: Boid

(Formatted: Font: Bold
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ACKNOWLEDGMENTS
Note: The following forms of acknowledgment are the short forms approved by the Uniform Law on Notarial Acts.

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

Individual acknowledgment:

State of —}
} ss.
County of }

This inatrunxent was acknowledged before me on

by

{Seal, if any)

Title (and Rank)

My coununission expires:

Individual acknewledument;

Staty of }

by

(Seal, if any)

Title (and Rank}

Iely eoumnission expires;

Individual acknowledpnwn;
Siate of )}

yss,

Countv of ]

This instrument was acknowledped before e on

by

(Seal, if anwv)

Tile [and Rank)

My commissipn expires;

_19-
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1 | Acknowledgment in representative capacity:

2

34

35

36

i7

State of . )
)ss.
County of _
This instrument wos acknowledped before me on

by as

of

(Seal, if any)

Title (and Rank})

My comunission expires:

Couny of )

This instrument wis acknowledeed belore me gn

by it

of

[Seal, i anv)

Title {and Raonk}

My comumission expirgs:

by as

of

{Seal, if' any),

Title {and Rank)

My coumission expires:

Acknowledgment in represenlative capagily:

County of' }

This insteygent wos geknowledved hefore e on

-9
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by as
of
(Seal, iCany)
Title tand Rank}
My conmumissipn expires:
by as
of
{8zal jCany)
Tile (and Rank)
My COMINNSSION cxpires:
State of ]
Yss
oy
This instnnnent was acknowledged befor e on
by as

of

(Seal, il any)

Title (and Rank)

My commission sanies:

-19-



EXHIBIT “A”

Attached to and made a part of that certain Joint Operating Agreement dated October 28, 2013
by and among Chevron Midcontinent, LP, as Operator, and Regeneration Energy Corp. and The
Allar Company, as Non-Operators.

L CONTRACT AREA
o All of Section 17, T24S, R34E, Lea County, New Mexico

I NAME, WORKING INTEREST PERCENTAGES, AND ADDRESSES OF
THE PARTIES FOR NOTICE PURPOSES

e Chevron Midcontinent, LP = 75% Working Interest
o 1400 Smith Street, Houston, Texas 77002

¢ The Allar Company = 12.50% Working Interest
o PO Box 1567, Graham, Texas 76450

¢ Regeneration Energy, Corp. = 12.50% Working Interest
o PO Box 210, Artesia, NM 88211-0210

IIl.  OIL AND GAS LEASE SUBJECT TO AGREEMENT

e Federal Lease Number — NM1134]8
e Lease Date — March 1, 2005

o Lessor — United States of America

¢ Lessee — The Allar Company
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COPAS 2005 Accounting Procedure
Recommended by COPAS

Exhibit “ C *
ACCOUNTING PROCEDURE
JOINT OPERATIONS

Attached to and made part of _The Joint O?craiing Agreement da!cd October 28, 2013 by and among Chevren MidContinent. LP, as Operator,
and Regeneration Energy Corp and The Allar Company. as Non-Uperafors.

I. GENERAL PROVISIONS

IF THE PARTIES FAIL TO SELECT EITHER ONE OF COMPETING “ALTERNATIVE” PROVISIONS, OR SELECT ALL THE
COMPETING “ALTERNATIVE” PROVISIONS, ALTERNATIVE 1 IN EACH SUCH INSTANCE SHALL BE DEEMED TO HAVE
BEEN ADOPTED BY THE PARTIES AS A RESULT OF ANY SUCH OMISSION OR DUPLICATE NOTATION.

IN THE EVENT THAT ANY “OPTIONAL™ PROVISION OF THIS ACCOUNTING PROCEDURE IS NOT ADOPTED BY THE
PARTIES TO THE AGREEMENT BY A TYPED, PRINTED OR HANDWRITTEN INDICATION, SUCH PROVISION SHALL NOT
FORM A PART OF THIS ACCOUNTING PROCEDURE, AND NO INFERENCE SHALL BE MADE CONCERNING THE INTENT
OF THE PARTIES IN SUCH EVENT.

1.

DEFINITIONS
All terms used in this Accounting Procedure shall have the following meaning, unless otherwise expressly defined in the Agrecment:

“Affiliate” means for a person, another person that controls, is controlled by, or is under common control with that person. In this
definition, (a} control means the ownership by one peison, directly or indirectly, of more than fifty percent (50%) of the voting securities
of a corporation or, for other persons, the equivalent ownership interest (such as partnership interests), and (b) “person” means an
individual, corporation, partnership, trust, estate, unincorporated organization, association, or other legal entity.

“Agreement” means the operating agreement, farmout agreement, or other contract between the Parties to which this Accounting
Procedure is attached.

“Controllable Material” means Material that, at the time of acquisition or disposition by the Joint Account, as applicable, is so classified
in the Material Classification Manual most recently recommended by the Council of Petroleum Accountants Societies (COPAS).

“Equalized Freight” means the procedure of charging transportation cost 1o the Joint Account based upon the distance from the nearest
Railway Receiving Point Lo the property.

“Excleded Amount” means a specified excluded trucking amount most recently recommended by COPAS.

“Field Office” means a structure, or portion of a structure, whether a temporary or pennanent installation, the primary function of which is
to directly serve daily operation and maintenance activities of the Joint Property and which serves as a staging area for directly chargeable
field personnel.

“First Level Supervision” means those employees whose primary function in Joint Operations is the direct oversight of the Operator’s
field employees and/or contract labor directly employed On-site in a field operating capacity. First Level Supervision [unctions may
include, but are not limited to:

+ Responsibility for ficld employees and contract labor engaged in activities that can include field operations, maintenance,
construction, well remedial work, equipment movement and drilling

+ Responsibility for day-to-day direct oversight of rig operations

* Responsibility for day-to-day direct oversight of construction operations

» Coordination of job priorities and approval of work procedures

+ Responsibility for oplimal resource utilization {equipment, Materials, personnel)

» Responsibility for meeting production and field operating expense targets

+ Representation of the Parties in local matters involving community, vendors, regulatory agents and landowners, as an incidental
part of the supervisor's operating responsibilitics

*+ Responsibility for all emergency responses with field staff

+ Responsibility for implementing safety and environmental practices

» Responsibility for field adherence to company pelicy

* Responsibility for employment decisions and performance appraisals for field personnel

+ Oversight of sub-groups for field functions such as electrical, safety, environmental, telecommunications, which may have group

or team leaders.

“Joint Account” means the account showing the charges paid and credits received in the conduct of the Joint Operations that arc to be
shared by the Parties, but does not include proceeds attributable Lo hydrocarbons and by-products produced under the Agreement.

“Joint Operations” means all operations necessary or proper for the exploration, appraisal, development, production, protection,
maintenance, repair, abandonment, and restoration of the Joint Property.

COPYRIGHT © 2005 by Council of Petroleum Accountants Societies, Inc, (COPAS)
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“Joint Property” means the real and personal property subject 1o the Agreement,

2
3 “Laws™ means any laws, rules, regulations, decrees, and orders of the United States of America or any state thereof and ail other
4 governmental bodies, agencies, and other authorities having junsdiction over or affecting the provisions contained in or the transactions
5 contemplated by the Agreement or the Partics and their operations, whether such laws now exist or are hereafter amended, enacted,
6 promulgated or issued.
7
8 “Material” means personal property, equipment, supplics, or consumables acquired or held for use by the Joint Property.
9
10 “Non-Operators” means the Parties to the Agreement other than the Operator.
bl
12 “Ofshore Facilities™ means platforms, surface and subsea development and production systems, and other support systems such as oil ard
13 gas handling facilities, living quarters, oflices, shops, cranes, electrical supply equipment and systems, fuel and water storage and piping,
14 heltport, marine docking installations, communication facilities, navigation aids, and other similar facilities necessary in the conduct of
15 olTshore operations, all of which are located offshore.
14
17 “Off-site™ means any location that is not considered On-site as defined in this Accounting Procedure.
18
19 “Qn-site” means on the Joint Property when in direct conduct of Joint Operations. The term “On-site” shall also include that portion of
20 Offshore Facilities, Shore Base Facilities, fabrication yards, and staging arcas from which Joint Operations are conducted, or other
2] facilities that directly control equipment on the Joint Property, regardless of whether such facilities arc owned by the Joint Account.
22
23 “Qperator” means the Party designated pursuant to the Agreement to conduct the Joint Operations.
24
25 “Parties” means legal entitics signatory te the Agreement or their successors and assigns. Panties shall be referred 1o individually as
26 “Party.”
27
28 “Participating Interest™ means the percentage ol the costs and risks of condueting an operation under the Agreement that a Party agrees,
29 or is otherwise obligated, to pay and bear.
0
3 “Participating Party” mneans a Party that approves a proposed operation or otherwise agrees, or becomes liable, to pay and bear a share ol
32 the costs and risks of conducting an operation under the Agreement.
33
M “Personal Expenses™ means reimbursed costs for travel and temporary living expenses.
kM
36 “Railway Receiving Point™ means the railhead nearest the Joint Property for which freight rates are published, even though an actual
37 railhcad may not exist.
18
19 “Shore Base Facilities” means onshore suppon facilities that during Joint Operations provide such services 1o the Joint Propeity as a
40 regeiving and transshipment point for Materials; debarkation point for drilling and production personnel and services; communication,
41 scheduling and dispatching center; and other associated functions serving the Joint Property.
42
43 “Supply Store™ means a recognized source or common stock point for a given Material item.
44
45 “Technical Services” means services providing specific engineering, geoscience, or other professional skills, such as those performed by
46 engincers, geologists, geophysicists, and technicians, required 1o handle specific operating conditions and problems for the benefit of Joint
47 Operations; provided, however, Technical Services shall not include those funclions specifically identified as overhead under the second
48 paragraph of the introduction of Section 11l {(Overfhead). Technical Services may be provided by the Operator, Operator’s Affiliate, Non-
49 Openater, Non-Operator Affiliates, and/or third panties.
50
51 2.  STATEMENTS AND BILLINGS
52
53 The Operator shall bill Non-Operators on or before the last day ol the month for their proportionate share of the Joint Account for the
54 preceding month. Such bills shall be accompanied by statements that identify the AFE (authority for expenditure), lease or facility, and all
55 charges and credits summarized by appropriate categories of investment and expense. Controllable Material shall be separately identified
36 and fully described in detail, or at the Operator’s option, Controllable Material may be summarized by major Material classifications.
57 Intangible drilling costs, audit adjustments, and unusual charges and credits shall be separately and clearly identified.
58
59 The Operator may make available to Non-Operators any statements and bills required under Section 1.2 and/or Section L3.A (ddvances
60 and Pavments by the Parties) via email, electronic data interchange, internet websites or other equivalent electronic media in lieu of paper
61 copics, The Operator shall provide the Non-Operators instructions and any necessary information to access and receive the statements and
62 bills within the timeframes specified hetein. A statement or billing shall be deemed as delivered twenty-four (24) hours (exclusive of
63 weekends and holidays) after the Operator notifies the Non-Operator that the statement or billing is available on the website and/or sent via
&4 email or electronic data interchange transmission. Each Non-Operator individually shall elect to receive statements and billings
65 electronically, if available from the Operator, or request paper copies. Such election may be changed upon thirty (30) days prior wnitten
66 notice to the Operator.
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3. ADVANCES AND PAYMENTS BY THE PARTIES

A,

Unless otherwise provided [or in the Agreement, the Operator may require the Non-Operators to advance their share of the estimated
cash outlay for the succeeding month’s operations within fifteen (15) days after receipt of the advance request or by the first day of
the month for which the advance is required, whichever is later. The Operator shall adjust cach monthly billing to reflect advances
received from the Non-Operators Tor such month. If a refund is due, the Operator shall apply the amount to be refunded to the
subsequent month’s billing or advance, uniess the Non-Operator sends the Operator a written request lor a cash refund. The Operator
shall remit the refund to the Non-QOperator within fifteen (15) days of receipt of such written request.

Except as provided below, each Party shall pay its proportienate share of all bills in full within fifieen (15) days of receipt date. If
payment is not made within such time, the unpaid balance shall bear interest compounded monthly at the prime ratc published by the
Wall Street Journal on the first day of each month the payment is delinquent, plus three percent (3%), per annum, or the maximum
contract rate permitted by the applicable usury Laws governing the Joint Property, whichever is the lesser, plus attorney’s [ees, court
costs, and other costs in connection with the collection of wnpaid amounts. IT the Wall Sireet Journal ceases to be published or
discontinues publishing a prime rate, the unpaid balance shall bear interest compounded monthly at the prime rate published by the
Federal Reserve plus three percent (3%), per annum, Interest shall begin accruing on the first day of the month in which the payment
was due. Payment shall not be reduced or delayed as a result of inquinies or anticipated credits unless the Operator has agreed.
Notwithstanding the foregoing, the Non-Operator may reduce payment, provided it lumishes documentation and explanaticn to the
Operator at the time payment is made, to the extent such reduction is caused by:

{}) being billed at an incorrect working intercst or Participating Interest that is higher than such Non-Operator’s actual working
interest or Participating Interest, as applicable; or

(2) being billed for a project or AFE requiring approval of the Parties under the Agreement that the Non-Operator has not approved
or is not otherwise obligated to pay under the Agreement; or

(3) being billed for a propenty in which the Non-Operator no longer owns a working interest, provided the Non-Operator has
fumished the Operator a copy of the recorded assignment or letter in-liew. Notwithstanding the foregoing, the Non-Operator
shall remain responsible for paying bills atributable to the interest it sold or transferred for any bills rendered during the thirty
(30) day peried following the Operator’s receipt of such written notice; or

(4) charges outside Lthe adjustment period, as provided in Section L4 (Adjustments).

4.  ADJUSTMENTS

A

Payment of any such bills shall not prejudice the right of any Parly to protest or question the correctness thereof, however, all bills
and statements, including payout statements, rendered during any calendar year shall conclusively be presumed to be true and correct,
with respect only 1o expenditures, after twenty-four (24) monihs following the end ol any such calendar year, unless within said
period a Party takes specific detailed written exception thereto making a claim for adjustiment. The Operator shall provide a response
10 all written exceptions, whether or not contained in an audit repont, within the time periods prescribed in Section |5 {Expendinire
Audits).

All adjustments initiated by the Operator, except those described in items (1) through (4) of this Section [.4.B, are limited to the
twenty-four {24) month period following the end of the calendar year in which the original charge appeared or should have appeared
on the Operator's Joint Account statement or payout statement. Adjustments that may be made beyond the twenty-four (24) month
period are limited to adjustiments resulting from the following;

(1) a physical inventory of Conlrollable Matcrial as provided for in Section V (fnventories of Controliable Material}, or

(2) an offsetting entry (whether in whole or in part) that is the direct resuit of a specific joint interest audit exception granted by the
Opertor relating to another property, or

(3} a govemment/regulatory audit, or

(4) a working interest ownership or Participating Interest adjustment.

5. EXPENDITURE AUDITS

A

A Non-Operalor, upon written notice to the Operater and alt other Non-Operators, shafl have the right to audit the Operator’s
accounts and records retating to the Joint Account within the twenty-four (24) month period following the end of such calendar year in
which such bill was rendered; however, conducting an audit shall not extend the tine for the waking of written exception to and the
adjustment of accounts as provided for in Section 1.4 (Adjustmenis). Any Party that is subject to payout accounting under the
Agreement shall have the right to audit the accounts and records of the Party responsible for preparing the payout statements, or of
the Party fumnishing information (o the Party responsible for preparing payout statememts. Audits of payout accounts may include the
volumes of hydrocarbons produced and saved and proceeds received for such hydrocarbons as they pertain to payout accounting
required under the Agreement. Unless otherwise provided in the Agreement, audits of a payoul account shall be conducted within the
twenty-four (24) month period following the end of the calendar year in which the payout statement was rendered.

Where there are two or more Non-Operators, the Non-Opcrators shall make cvery reasonable effort to conduct a joint audit in a
manner that will result in a minimum of inconvenience to the Operator. The Operator shali bear no portion of the Non-Operators”
audit cost incurred under this paragraph uniess agreed to by the Operator. The audits shalf not be conducted more than once each year
without prior approval of the Operator, except upon the resignation or removal of (he Operator, and shall be made at the expense of

COPYRIGHT © 2005 by Council of Petroleum Accountants Societies, Inc. (COPAS)

3




6.

COPAS 2005 Accounting Procedure
Recommended by COPAS, Inc.

those Non-Operators approving such audit.

The Non-Operator leading the audit (hereinafier “lead audit company™) shall issue the audit report within ninety (90} days after
completion of the audit testing and analysis; however, the ninety (90) day time period shall not extend the twenty-four {24) month
requirement for taking specific detailed written exception as required in Scction 14.A (Adjusiments) above, All claims shall be
supported with sufficient documentation,

A timely filed written exception or audit report containing written exceptions (hereinafter “written exceptions”) shall, with respect to
the claims made therein, preclude the Operator from asserting a statute of limitations defense against such claims, and the Operator
hercby waives its right to assent any stawte of limitations defense against such claims for so long as any Non-Operator continucs to
comply with the deadlines for resolving exceptions provided in this Accounting Procedure. If the Non-Operators fail to comply with
the additional deadlines in Section 1.5.B or 1.5.C, the Operator’s waiver of its rights to assert a statute of timitations defense against
the claims brought by the Non-Operators shall lapse, and such claims shall then be subject to the applicable statute of lmitations,
provided that such waiver shall not lapse in the event that the Qperator has failed to comply with the deadlines in Section 1.5.B or
L5.C.

The Operator shall provide a written response (o all exceptions in an aedit teport within one hundred eighty (180) days after Operator
receives such report. Denied exceptions should be accompanied by a substantive response. If the Operator fails to provide substantive
Tesponse to an exception within this one hundred cighty {180) day perdod, the Operator will owe interest on that exception or portion
thereof, if ultimately granted, frem the date it received the audit report. Interest shall be calculated using the rate sct forth in Section

1.3.B (Advances and Pavments by the Parties).

The lead audit company shall reply to the Operator’s respense to an audit report within ninety (90) days of receipt, and the Gperator
shall reply to the lead audit company’s follow-up response within ninety (90} days of receipt; provided, however, each Non-Operator
shall have the right to represent itself if it disagrees with the lead audit company’s position or belicves the lead audit company is not
adequately fulfilling ils dutics. Uniess otherwise provided for in Section 1.5.E, if the Operator fails to provide substantive responsc
10 an exception within this ninety (90) day peniod, the Operator will owe interest on that exception or portion thereof, il ulitimately
granted, from the date it received the audit report. Intercst shall be calculated using the rate set forth in Section 1.3.B (Advances and
Pavmengs by the Parties).

If any Party fails to meet the deadlines in Sections L5.B or [,5.C or if any audit issues are outstanding fifteen (15) months atter
Operatar receives the audit report, the Operator or any Non-Operator panticipating in the audit has the right to call a resolution
meeting, as set forth in this Section 1.5.D or it may invoke the dispute resolution procedures included in the Agreement, if applicable.
The meeting will require one menth’s wrillen notice 1o the Operator and all Non-Operalors participating in the andit. The meeting
shall be held at the Operator’s office or mutually agreed location, and shall be attended by representatives of the Parties with
authority to resolve such outslanding issues. Any Party who fails to attend the resolution meeting shall be bound by any resolution
reached at the meeting. The lead audit company will make good faith efforts to coordinate the response and positions of the
Non-Operator participants throughout the resolution process; however, each Non-Operator shall have the right to represent itself.
Attendees will make good faith efforts 1o resolve outstanding issues, and each Party will be required to present substantive information
supporting its posilion. A resolution meeting may be held as often as agreed to by the Parties. Issues unresolved at one meeting may

be discussed at subsequent mectings until each such issue is resolved.

Il the Agreement contains no dispute resolution procedures and the audit issucs cannot be resolved by negotiation, the dispute shall
be subtnitied to mediation. In such event, promptly following one Party’s written request for mediation, the Parties to the dispute
shall choose a mutually acceptable mediator and share the costs of mediation services equally. The Partics shall each have present
at the mediation at least one individual who has the authority to settle the dispute. The Parties shall make reasonable efforts to
ensure that the mediation commences within sixly (60) days of the daic of the mediation request. Notwithstanding the abave, any
Party may file a lawsuit or complaint {1} if the Partics are unable after reasonable eftorts, to commence mediation within sixty (60)
days of the date of the mediation request, (2) for statute of limitations reasons, or (3) 1o seek a preliminary injunction or other
provisional judicial relief, if in its sole judgment an injunction or other provisional relief is necessary to avoid imreparable damage or
10 preserve the status quo. Despite such action, the Parties shall continue to try to resolve the dispute by mediation.

O (Optionat Provision — Forfeiture Penalties)

If the Non-Operators fail to meet the deadline in Section 1.5.C, any unresolved exceptions that were not addressed by the Non-
Operators within one (1} year following receipt of the last substantive response of the Operator shall be deemed o have been
withdrawn by the Non-Operators. If the Operator fails to meet the deadlines in Section 1.5.B or 1.3.C, any unresolved exceptions that
were not addressed by the Operator within one (1) year following receipt of the audit report or receipt of the last substantive response
of the Non-Operators, whichever is later, shall be deemed 1o have been granied by the Operator and adjustments shall be made,

without interest, to the Joint Account.

APPROVAL BY PARTIES

A. GENERAL MATTERS

Whete an approval or other agreement of the Parties or Non-Operators is expressly required under other Sections of this Accounting
Procedure and if the Agreement to which this Accounting Procedure is attached contains no contrary provisions in regard thereto, the
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Operator shall notify all Non-Operators of the Operator's proposal and the agreement or approval of a majerity in interest of the

Non-Qperators shall be controlling on all Non-Operators.

This Section L6.A applies to specific situations of limited duration where a Party proposes to change the accounting for charges fiom
that prescribed in this Accounting Procedure. This provision does not apply to amendments to this Accounting Procedure, which are
covered by Section 1.6.B.

AMENDMENTS
If the Agreement to which this Accounting Procedure is altached contains no contrary provisions in regard thereto, this Accounting

Procedure can be amended by an affirmative vote of 1w (__2  )ormore Partics, onc of which is the Operator,
having a combined working interest of at feast (ifiy percent (50 %}, which approval shall be binding on aif Partics,

provided, however, approval of at least one (1) Non-Operator shall be required.

AFFILIATES

For the purpose of administering the voting procedures of Sections 1.6.A and 1.6.B, if Parties to this Apreement are Affiliates of each
other, then such Affiliates shalt be combined and treated as a single Parly having the combined working interest or Participating
Interest of such Affiliates.

For tie purposes of administering the voting procedures in Section 1.6.A, if a Non-Operator is an Affiliate of the Operator, votes
under Section 16.A shall require the majority in intercst of the Non-Operator(s} afier excluding the interest of the Operator’s

Affliate.

Il DIRECT CHARGES

The Operator shall charge the Joint Account with the following items:

1. RENTALS AND ROYALTIES

Lease rentals and royalties paid by the Operator, on behalf of all Parties, for the Joint Operations.

2, LABOR

A.

Salaties and wages, including incentive compensation programs as set forth in COPAS MFI-37 (“Chargeability of Incentive
Compensation Programs™), for:

(1) Operator’s field employees directly employed On-site in the conduct of Joint Operations,

{2) Operator’s employees directly employed on Shore Base Facilities, Offshore Facilities, or other facilities serving the Joint
Property il such costs are nol charged under Section 116 (Equipment and Facilities Furnished by Operator) or arc not a

function covered under Section Il (Overhead),
(3) Operator’s employees providing First Level Supervision,

(4) Opemator's employees providing On-site Technical Services for the Joint Property if such charges are excluded from the
overhead mates in Section UL (Overhead),

(5} Operator's employees providing Off-site Technical Services for the Joint Property if such charges are excluded from the
overhead rates in Section [l (Overhead).

Charges for the Operator’s employees identified in Section 11.2.A may be made based on the employee’s actual salaries and wages,
or in lizu thereof, a day rate representing the Operator’s average salaries and wages of the employee’s specific job category.

Charges for personnel chargeable under this Section 11.2.A who are foreign nationals shall not exceed comparable compensation paid
10 an equivalent U.S. employee pursuant to this Section I[.2, unless otherwise approved by the Parties pursuant to Scction
L.6.A (General Matters).

Operator's cost of holiday, vacation, sickness, and disability bencfits, and other customary allowances paid to employees whose
salaries and wages are chargeable to the Joint Account under Section 11.2.A, excluding severace payments ar other termination
allowances. Such costs under this Section 11.2.B may be churged on a “when and as-paid basis” or by “percentage assessment™ on the
amount of salaries and wages chargeable to the Joint Account under Section 11.2.A. If percentage assessment is used, the rate shall
be baged on the Operator’s cost experience.

Expenditures or contributions made pursuant to asscssments imposed by governmental authority that are applicable 1o costs
chargeable to the Joint Account under Sections 11.2.A and B.
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D. Personal Expenscs of personnel whose salaries and wages are chargeable to the Joint Account under Section IL.2.A when the

expenses are incurmed in connection with directly chargeable activities.

E.  Reasonable relocation costs incurred in transferring to the Joint Property personne) whose salarics and wages are chargeable 10 the
Joint Account under Section 11.2.A. Notwithstanding the foregoing, relocation costs that result from reorganization or merger of a
Party, or that are for the primary benefit of the Operator, shall not be chargeable to the Joint Account. Extraordinary relocation
costs, such as those incurred as a result of transfers from remote locations, such as Alaska or overseas, shall not be charged 1o the
Joint Account unless approved by the Partics pursuant to Section L6 A (General Matters).

F.  Training costs as specilied in COPAS MFI-35 (“Charging of Training Costs to the Joint Account”) for personne] whose salarics and
wages are chargeable under Sectien [1.2.A. This training charge shall include the wages, salaries, training course cost, and Personal
Expenses incurred during the training session. The training cost shall be charged or allocated to the property or properties directly
benefiting from the training. The cost of the training course shall not exceed prevailing commercial rates, where such rates are

available.

G.  Operator's current cost of established plans for employee benefils, as described in COPAS MFI-27 (“Employee Benefits Chargeable
to Joint Operations and Subject to Percentage Limitation™), applicable to the Operator’s labor costs chargeable to the Joint Account
under Sections 11.2.A and B based on the Operator's actual cost not to exceed the employee benefits limitation percentage most
recently recommended by COPAS.

H.  Award payments to ciployees, in accordance with COPAS MFI1-49 (“Awards to Employees and Centractors™) for personnel whose
salaries and wages are chargeable under Section 1L2,A.

MATERIAL

Material purchased or furnished by the Operator for usc on the Joint Property in the conduct of Joint Operations as provided under Section
IV (Material Purchases, Transfers, and Dispositions). Only such Material shall be purchased for or transferred to the Joint Property as
may be required for immediate use or is reasonably practical and consistent with eflicient and economical operations. The accumulation
of surplus stocks shall be aveided.

TRANSPORTATION
A, Trnsportation of the Operator’s, Operator’s Affiliate’s, or contractor’s personnel necessary for Joint Operations.

B. Transportation of Material between the Joint Property and another property, or from the Operator’s warchouse or other storage point
to the Joint Property, shall be charged to the receiving property using one of the methods histed below. Transportation of Material
from the Joint Property to the Operator’'s warehouse or other storage point shail be paid for by the Joint Property using one of the
metheds listed below:

(1) If the actual trucking charge is less than or equal to the Excluded Amount the Operator may charge actual trucking cost or a
theoretical charge from the Railway Receiving Point to the Joint Property. The basis for the theoretical charge is the per
hundred weight charge plus fuel surcharges from the Railway Recciving Peint to the Joint Property . The Operator shall
consistently apply the selected altemative,

(2) If the actual trucking charge is greater than the Excluded Amount, the Operator shall charge Equalized Freight. Accessorial
charges such as loading and unloading costs, split pick-up costs, detention, call out charges, and permit fees shall be charged
directly to the Joint Property and shall not be included when calculating the Equalized Freight.

SERVICES

The cost of contract services, equipment, and utilities used in the conduct of Joint Operations, except for contrct services, equipment, and
utilities covered by Section Il (Qverhead), or Section L7 (Affiliates), or excluded under Section 11.9 (Legal Expense). Awards paid to
contractors shall be chargeable pursuant to COPAS MF1-49 (“Awards to Employees and Contractors™).

The costs of third party Technical Services are chargeable to the extent excluded from the overhead rates under Section 11 {Overhead),
EQUIPMENT AND FACILITIES FURNISHED BY OPERATOR
In the absence of a separately negotiated agreement, equipment and facilities furnistied by the Operator will be charged as follows:

A.  The Operator shall charge the Joint Account for use of Operator-owned cquipment and facilities, including but not iimited to
production facilities, Shore Base Facilities, Offshore Facilities, and Field Offices, at rles commensurate with the costs of ownership
and operation. The cost of Field Offices shall be chargeable to the eatent the Field Offices provide direct service to personnel who
are chargezble pursuant to Section 11.2.A (Labor). Such rates may include labor, maintenance, repairs, other operating expense,
insurance, taxes, depreciation using straight line depreciation method, and interest ot gross investment less accumulated depreciation
not to exceed ten percent ( 10 %} per annum; provided, however, depreciation shall not be charged when the
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equipment and facilities investment have been fully depreciated. The rate may include an element of the estimated cost for
abandonment, reclamation, and dismantlement. Such rates shall not exceed the average commercial rates curmently prevailing in the
immediate area of the Joint Property.

B. In licu of charges in Section 11.6.A above, the Operator may elect to use average commercial rates prevailing in the immediate area
of the Joint Property, less twenty percent (20%). If equipment and facilities are charged under this Section 11.6.B, the Operator shall
adequately document and support commercial rates and shall periodically review and update the rate and the supporting
documentation. For automotive equipment, the Operator may elect 10 use rates published by the Petroleum Motor Transport
Association (PMTA) or such other organization recognized by COPAS as the official saurce of rates.

AFFILIATES

A.  Charges for an Affiliate’s goods and/or scrvices used in operations requiring an AFE. or other authorization from the Non-Operators
may be made without the approval of the Panties provided (i) the Affiliate is identified and the Affiliale goods and services are
specifically detailed in the approved AFE or other authorization, and (ii) the total costs for such Affiliate’s goods and services billed
to such individual project do not exceed $__100.000 If the total costs for an Affiliate’s goods and services charged 1o such

individual project are not specifically detailed in the approved AFE or authorization or exceed such amouni, charges for such
Affiliate shall require approval of the Parties, pursuant to Section L.6.A (General Matters).

B. For an Affiliate’s goods and’or services used in operations not requiring an AFE or other authorization from the Non-Operators,
charges for such Affiliate’s goods and services shall require approval of the Parties, pursuant to Section 1.6.A (General Matters), if the
charges exceed §_100,600 in a given calendar year,

C. The cost of the Affiliate’s goods or services shall not exceed average commercial rates prevailing in the area of the Joint Propeny,
unless the Operator obtains the Nen-Operators' approval of such rates. The Operator shall adequately document and support
commercial rates and shall peniodically review and update the rate and the supporting documentation; provided, however,
documentation of commercial rates shall not be required if the Operator obtains Non-Operator approval of its Affiliate’s rates or
charges prior to billing Non-Operators for such Affiliate’s goods and services. Notwithstanding the forcgoing, direct charges for
Affiliate-owned communication facilities or systems shall be made pursuant to Section L 12 (Communications),

If the Parties fail to designate an amount in Sections [L.7.A or 11.7.B, in each instance the amount deemed adopted by the Panties as a
result of such omission shall be the amount established as the Operator's expenditure limitation in the Agreement. If the Agreement
does not contain an Operator’s expenditure limitation, the amount deemed adopted by the Parties as a result of such omission shall be
zero dollars ($ 0.00).

DAMAGES AND LOSSES TO JOINT PROPERTY

All costs or expenses necessary for the repair or replacement of Joint Property resulting from damages or losses incurred, except to the
extent such damages or losses result from a Party's or Parties’ gross negligence or willful misconduct, in which case such Party or Parties
shall be solely liable.

The Operator shall furnish the Non-Operator written notice of damages or losses incurred as soon as practicable afier a report has been
received by the Operator.

LEGAL EXPENSE

Recording fees and costs of handling, settling, or otherwise discharging litigation, claims, and liens incurred in or resulting from
operations under the Agreement, or necessary to protect or recover the Joint Property, to the extent permitted under the Agreement. Costs
of the Operator’s or Afliliate’s fegal staff or outside attorneys, including fees and expenses, are not chargeable unless approved by the
Parties pursuant to Section 1.6.A (General Matters) or otherwise provided for in the Agreement.

Notwithstanding the foregoing paragraph, costs for procuring abstracts, fees paid to outside attorneys for title examinations (including
preliminary, supplemental, shut-in royalty opinions, division order title opinions), and curalive work shall be chargeable to the extent
permitted as a direct charge in the Agreement.

TAXES AND PERMITS

All laxes and permitting lees of every kind and nature, asscssed or levied upon or in connection with the Joint Property, or the production
therefrom, and which have been paid by the Operator for the benefit of the Parties, inciuding penalties and interest, except o the extent the
penalties and interest result from the Operator’s gross negligence or willful misconduct.

If ad valorem taxes paid by the Operator are based in whole or in part upon separate valuations of each Party’s working interest, then
nolwithstanding any contrary provisions, the charges to the Parties will be made in accordance with the tax valuc generated by cach Party’s

working intercst.
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15.

Costs of lax consultants or advisors, the Operator’s employees, or Operator’s Affiliate employces in matters regarding ad valorem or other

\ax matters, are not permitted as direct charges unless approved by the Parties pursuant to Scction 1.6.A (General Matters).

Charges 1o the Joint Accouni resulting from sales/use ax audits, including extrapolated amounts and penalties and interest, are penmilied,
provided the Non-Operator shall be allowed to review the invoices and other underlying source documents which served as the basis for
tax charges and to determine that the correct amount of taxes were charged to the Joint Account, If the Non-Operator is not permitted to
review such documentation, the safes/use tax amount shall not be directly charged unless the Operator can conclusivefy document the

amount owed by the Joint Account.
INSURANCE

Net premiums paid for insurance required to be carried for Joint Operations for the protection of the Parties. If Joint Operations are
conducted at locations where the Qperator acts as self-insurer in regard to ils worker’s compensation and cmployer’s liability insurance
obligation, the Operator shall charge the Joint Account manual rates for the risk assumed in its self-insurance program as regulated by the
Jjurisdiction governing the Joint Property. In the case of oflshore operations in federal waters, the manual rates of the adjacent state shall be
used for personnel performing work On-site, and such rates shall be adjusted for offshore operations by the U.S. Longshoreman and
Harbor Workers (USL&H) or Jones Act surcharge, as appropriate.

COMMUNICATIONS

Costs of acquiring, lcasing, installing, operating, repairing, and maintaining communication facilities or systems, including satellite, radio
and microwave facilities, between the Joint Property and the Operator’s office(s) directly responsible for field operations in accordance
with the provisions of COPAS MFI1-44 (“Field Computer and Communication Systems™). If the communications facilities or systems
serving the Joint Propenty are Operator-owned, charges to the Joint Account shall be made as provided in Section 116 (Equipment and
Facilities Furnished bv Operator). If the communication facilities or systems serving the Joint Property are owned by the Operator’s
Affiliate, charges to the Joint Account shall not exceed average commercial rates prevailing in the area of the Joint Property. The Operator
shall adequately document and support commercial rates and shall perodically review and update the rate and the supporting
documentation.

ECOLOGICAL, ENVIRONMENTAL, AND SAFETY

Costs incurred for Technicat Services and drafting to comply with ecological, environmental and safety Laws or standards recommended by
Occupational Safety and Health Administration (OSHA) or other regulatory authorities. All other labor and functions incured for
ecological, envirommnental and safety matters, including management, administration, and permitting, shall be covered by Sections 11.2

(Labor), 115 (Services), or Section N1 (Overhead), as applicable.

Costs 1o provide or have available pollution containment and removal equipment plus aclual costs of control and cleanup and resulting
responsibilities of oil and other spills as well as discharges from permitted outfalls as required by applicable Laws, or other poilution
containment and removal equipment deemed appropriate by the Operator for prudent operations, are directly chargeable.

ABANDONMENT AND RECLAMATION

Costs incurred for abandonment and reclamation of the Joint Property, including costs required by lease agreements or by Laws.

OTHER EXPENDITURES

Any otlier expenditure not covered or dealt with in the foregoing provisions of this Scction H (Direct Charges), or in Section Il

{Overhead) and which is of direct benefit to the Joint Property and s incurred by the Operator in the necessary and proper conduct of the
Joint Operations. Charges made under this Section 1115 shall require approval of the Parties, pursuant to Section L6.A (General Muaiters).

{ll. OVERHEAD

As compensation lor costs not specifically identified as chargeahble to the Joint Account pursuant to Section | (Direct Charges), the Operator

shall charge the Joint Account in accordance with this Section IIL.

Functions included in the overhead rates regardless of whether performed by the Operator, Operator’s Affiliates or third partics and regardless

ol location, shall include, but not be limited to, costs and expenses of:

+ warchousing, other than for warchouses that are jointly owned under this Agreement

- design and drafting (except when allowed as a direet charge under Sections 1113, 111 1. A(ii), and 111.2, Option B)
+ invenlory costs not chargeable under Section V (fmventories of Controlfable Material)

* procurement

+ administration

+ accounting and auditing

+ gas dispatching and gas chart infegration
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+ human resources

¢ management

» supervision not directly charged under Section 1.2 (Labor)

+ legal services not directly chargeable under Section 119 (Legal Expense)

= taxation, other than those costs identified as directly chargeable under Section 1110 (Taxes and Permits)

« preparation and monitoring of permits and certifications; preparing regulatory teports; appearances before or mectings with
govemmental agencies or other authorities having jurisdiction over the foint Property, other than On-sile inspections; reviewing,
interpreting, or submitting comments on or lobbying with respect to Laws or proposed Laws,

Overhead charges shall include the salaries or wages plus applicable payroll burdens, benefits, and Persenal Expenses of personnel performing
overhead functions, as well as oflice and other related expenses of overhead functions.

I. OVERHEAD—DRILLING AND PRODUCING OPERATIONS

As compensation for costs incurred but not chargeable under Scction Il {Direct Charges) end not covered by other provisions of this

Scection NI, the Operator shall charge on either:

]  (Alternative 1) Fixed Rate Basis, Seetion HLEB.
O (Alternative 2) Percentage Basis, Section IL1.C.

A.  TECHNICAL SERVICES
(i) Except as otherwise provided in Section IL13 (Ecelogical Environmental, and Safety) and Section 1.2 (Overhead - Major
Construction and Catastrophe), or by approval of the Parties pursuant to Section L6.A (General Mauters), the salaries, wages,
related payroll burdens and benefits, and Personal Expenses for On-site Technical Services, including third party Technical

Services:

%] _(Alternative 1 — Dircct) shall be charged direct to the Joint Account.

O (Alternative 2 — Overhead) shall be covered by the overhead rates.

(ii} Except as otherwise provided in Section 1113 (Ecological, Environmental, and Safety) and Section IL2 {Overhead — Major
Construction and Catastrophe), or by approval of the Parties pursuant to Scction L8.A (General Matters), the salarics, wages,
related payroll burdens and bencfits, and Personal Expenses for Off-site Technical Services, including third party Technical

Services:

O (Alternative 1 — All Overhiead) shall be covered by the overhead rates,

¥ (Alternative 2 - All Direct) shall be charged direct to the Joint Account.

O (Alternative 3 — Drilling Direct) shall be charged direct to the Joint Account, enly to the extent such Technical Services

are directly attributable to drilling, redrilling, deepening, or sidetracking operations, through completion, temporary
abandonment, or abandonment if a dry hole. Off-site Technical Services for all other operations, including workover,
recompletion, abandonment of producing wells, and the construction or expansion of fixed assets not covered by Section
L2 (Overhead - Major Construction and Catastrophe) shall be covered by the overhead rates.

Notwithstanding anything to the contrary in this Section [1I, Technical Services provided by Operator's Affiliates are subject (o limitations
set forth in Section 117 (Affifiates). Charges for Technical personnel performing non-technical work shall not be governed by this Section
111.1.A, but instead governed by other provisions of this Accounting Procedure relating to the type of work being performed.

B. OVERHEAD--FIXED RATE BASIS

(1) The Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate per month $6,500.00 (prorated for less than a full month)

Producing Weil Rate per month §650.00

(2} Application of Overhead—Drilling Well Rate shall be as follows:

{(a) Charges for onshore drilling wells shali begin on the spud date and terminate on the date the drilling and/or completion
equipment used on the well is released, whichever occurs later. Charges for offshore and inland waters drilling wells shall
begin on the date the drilling or completion equipment arrives on location and terminate on the date the drilling or completion
equipment moves off location, or is relcased, whichever occurs first. No charge shall be made during suspension of drilling
andfor completion operations for fiftecn (15) or more consecutive calendar days.

COPYRIGHT © 2005 by Council of Petroleum Accountants Socteties, Inc. (COPAS)
9




[N R,

E=T - RS - I -5

(b)

COPAS 2005 Accounting Procedure
Recommended by COPAS, Inc.

Charges for any well undergoing any type of workover, recompletion, and/or abandonment for a period of five (5) or more
consecutive work—days shall be made at the Drilling Well Rate. Such charges shail be applied for the period from date
operations, with rig or other units used in operations, commence through date of rig or other unit release, exeept that no charges

shall be made during suspension of operations for fifteen (15) or more consecutive calendar days.

(3) Application of Overhead—Producing Well Rate shall be as follows:

()

{b)

{c)

{0

An active well that is produced, injected into for recovery or disposal, or used to obtain water supply to support operations for
any portion of the month shall be considered as a one-well charge for the entire menth,

Each active completion in a muli-completed well shall be considered as a onc-well charge provided each completion is

considered a separate well by the goveming regulatory authority.

A one-well charge shall be made for the month in which plugging and abandonment operations are completed on any well,
unless the Drilling Well Rate applics, as provided in Sections 1il.1.B.(2){a) or (b). This onc-well charge shall be made whether
or not the well has produced.

An active gas well shut in because of overproduction or failurc of a purchaser, processor, or iransporicr 1o 1ake production shall

be considered as a one-well charge provided the gas well is directly connected to a pernanent sales outlet.

Any well not meeting the criteria set forth in Sections 1.1.B.(3) (a), {b). (¢}, or (d) shall not qualify for a producing overhead
charge.

(4) The well rates shall be adjusted on the first day of April each year following the effective date of the Agreement; provided,

however, if this Accounting Procedure is attached 1o or otherwise poverning the payout accounting under a farmout agreement, the

rates shall be adjusted on the first day of April cach year following the effective date of such fanmout agreement. The adjustment
shall be computed by applying the adjustment factor most recently published by COPAS. The adjusted rates shalt be the initial or

amended rates agreed to by the Parties increased or decreased by the adjustment factor described hercin, for each year from the
cifective date of such rates, in accordance with COPAS MFI1-47 (* Adjustment of Overhead Rates™).

€. OYERHEAD—PERCENTAGE BASIS

(1) Operator shall charge the Joint Account at the following rates:

(a)

{b)

(2} Application of Overhead

{a)

()

Development Rate percent { ) % of the cost of development of the Joint Property, exclusive of costs

provided under Section 11.9 (Legal Expense) and all Material salvage credits.

Operating Rate percent { %) of the cost of operating the Joint Property, exclusive of costs

provided under Sections 111 (Rentals and Rovaltiesy and 11.9 (Legal Expense); all Material salvage credits; the value
of substances purchased for enhanced recovery; all property and ad valorem taxes, and any other taxes and assessiments that
are levied, assessed, and paid upon the mineral interest in and to the Joint Property.

Percentage Basis shall be as follows:
The Development Rate shall be applied to all costs in connection with:

[i] drilling, redriliing, sidetracking, or decpening of a well

[ii] a well undergoing plugback or workover operations for a period of five (5) or more consccutive work-days

[ii] preliminary expenditures necessary in preparation for drilling

[iv] expenditures incurred in abandoning when the well is not completed as a producer

[v] construction or installation of fixed assets, the expansion of fixed assets and any other project clearly discemnible as a
fixed asset, other than Major Construction or Catastrophe as defined in Section 1.2 (Overfiead-Major Construction
and Catastrophe).

The Operating Rate shall be applied to all other costs i connection with Joint Operations, except those subject to Section 1152
(Overhead-Major Construction and Caiastraophe).

2.  OVERHEAD—MAJOR CONSTRUCTION AND CATASTROPHE

To compensate the Operator for overhead costs incurred in connection with a Major Construction project or Catastrophe, the Operator

shall either negotiate a rate prior to the beginning of the project, or shall charge the Joint Account for overhead based on the following

rates for any Major Construction project in excess of the Operator's expenditure limit under the Agreement, or for any Catastrophe

regardless of the amount. If the Agreement to which this Accounting Procedure is attached does not contain an expenditure limit, Major

Construction Overhead shall be assessed for any single Major Construction project costing in excess of $100,000 gross.

COPYRIGHT @ 2005 by Council of Petroleum Accountants Societies, Inc. (COPAS)
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Major Construction shall mean the construction and instalfation ot fixed assets, the expansion of fixed assets, and any other project clearly
discernible as a fixed asset required for the development and operation of the Joint Property, or in the dismantlement, abandoniment,

removal, and restoration of platforms, preduction equipment, and other operating facilities.

Catastrophe is defined as a sudden calamitous event bringing damage, loss, or destruction to property or the environment, such as an oil
spill, blowout, explosion, fire, stormn, hurricane, or other disaster. The overhead rate shall be applied to those costs necessary to restore the
Joint Property to the equivalent condition that existed prior to the event.

A.  { the Operator absorbs the engineering, design and drafting costs related o the project:

0N 5 % of total costs il such costs are less than $100,000; plus

P

2} % of total costs in excess of $100,000 but less than $1,000,000; plus
(3} 2 % of total costs in excess of $1,000,000.

B. If the Operator charges engineering, design and drafting costs related to the project directly o the Joint Account:

(1} ] % of total costs if such costs are less than $100,000; plus
(2) 3 % of total costs in excess of $100,000 but less than $1,000,000; plus
(3) 2 % of total costs in excess of $1,000,000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single Major
Construction project shall not be treated separately, and the cost of drilling and workover wells and purchasing and installing pumping
units and downhole artificial lift equiptnent shall be excluded. For Catastrophes, (he rates shall be applied to all costs associated with each
single occurrence or cvent.

On each project, the Operator shall advise the Non-Operatoi(s) in advance which of the above options shalt apply.

For the purposes of calculating Catastrophe Overhead, the cost of drilling relief wells, substitute wells, or conducting other well operations
directly resulting from the catastrophic event shall be included. Expenditures to which these rates apply shall not be reduced by salvage or
insurance recoveries. Expenditures that qualify for Major Construction or Catastrophe Overhead shall not qualify for overhead under any

other overhead provisions.

In the event of any conflict between the provisions of this Section 111.2 and the provisiens of Sections 1.2 (Labor), .5 {Services}), or 1177
(Affiliates), the provisions of this Section [11.2 shall govern.

AMENDMENT OF OVERHEAD RATES

The overhead rates provided for in this Section 11l may be amended from time to time if, in practice, the rates are found to be insufficient
or excessive, in accordance with the provisions of Section 1.6.B (Amendments}).

IV. MATERIAL PURCHASES, TRANSFERS, AND DISPOSITIONS

The Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for direct purchases, transfers, and
dispositions. The Operator shall provide all Material for use in the conduct of Joint Operations; however, Material may be supplied by the Non-
Operators, at the Operator’s option. Material furnished by any Party shall be furnished without any express or implied warranties as 10 quality,

fitness for use, or any other matter.

DIRECT PURCHASES

Direct purchases shall be charged to the Joint Account at the price paid by the Operator after deduction of all discounts received. The
Operator shall make good faith efforts to take discounts offered by suppliers, but shall not be liable for failure to take discounts except to
the extent such failure was the result of the Operator’s gross negligence or willful misconduct. A direct purchase shall be deemed o oceur
when an agreement is made between an Operator and a third pasty for the acquisition of Material for a specific well site or location.
Material provided by the Operator under “vendor stocking programs,” where the initial use is for a Joint Property and title of the Material
docs not pass from the manufacturer, distributor, or agent until usage, is considered a direct purchase. If Material is found to be defective
or is returned to the manufacturer, distributor, or agent for any other reason, credit shall be passed to the Joint Account within sixly (60)
days after the Operator has received adjustment from the manufacturer, distrbutaor, or agent.

COPYRIGHT © 2005 by Council of Petroleum Accountants Societies, Inc, (COPAS)
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2. TRANSFERS

[FER N pp—

A transfer is determined to occur when the Operator (i) furnishes Material from a storage facility or from another operated property, (ii) has

assuymed liability for the storage costs and changes in value, and (iii) has previously sccured and held title to the transferred Matenal.
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A,

Similarly, the removal of Material from the Joint Propenty to a storage facility or to another operated property is also considered a transfer,
provided, however, Material that is moved [rom the Joint Property 10 a storage location {or safe-keeping pending disposition may remain
charged to the Joint Account and is not considered a transfer. Material shall be disposed of in accordance with Section 1V.3 (Disposition gf
Surpius) and the Agreement 1o which this Accounting Procedure is attached.

PRICING

The value of Material transferred to/from the Joint Property should generally reflect the market value on the date of physical transfer,
Regardless of the pricing methed used, the Operator shall make available to the Non-Operators sufficient documentation to verify the
Material valuation. When higher than specification grade or size tubulars are used in the conduct of Joint Operations, the Operator
shall charge the Joint Account at the eguivalent price for well design specification tubulars, unless such higher specification grade or
sized tubulars are approved by the Parties pursuant to Section L6.A {(Gereral Matters). Transfers of new Material will be priced
using one of the following pricing methods; provided, however, the Operator shall use consistent pricing methods, and not alternate
between methods for the purpose of choosing the method most favorable to the Operator for a specific transfer:

(1) Using published prices in effect on date of movement as adjusted by the appropriate COPAS Historical Price Multiplier (HPM)
or prices provided by the COPAS Computerized Equipment Pricing System {CEPS).

(a} For oil country tubulars and line pipe, the published price shall be based upon castern mill carload base prices (Houston,
Texas, for special end) adjusted as of date of movement, plus transportation cost as defined in Scction 1V .2.B (Freight).

(b) For other Material, the published price shall be the published list price in effect at date of movement, as listed by a Supply
Store neatest the Joint Property where like Material is normally available, or point of manufacture plus transportation
costs as defined in Section IV .2.B (Freight).

(2) Based on a price quotation from a vendor that reflects a curvent realistic acquisition cost.

{3) Based on the amount paid by the Operator [or like Material in the vicinity of the Joint Property within the previous twelve (12)
months from the date of physical transfer.

(4) As agreed to by the Participaling Parties for Material being transferred to the Joint Property, and by the Parties owning the
Matenial for Material being transferred from the Joint Property.

FREIGHT

Transportation costs shall be added to the Material transfer price using the method prescribed by the COPAS Computenzed
Equipment Pricing System (CEPS). If not using CEPS, transponation costs shall be calculated as follows:

(1} ‘Transportation costs for oil country tubulars and line pipe shall be calculated using the distance rom castern mill to the
Railway Receiving Point based on the carload weight basis as rccommended by the COPAS MFI-38 (“Material Pricing
Manual™) and other COPAS MFIs in effect at the time of the transfer.

(2) Transportation costs for special mill items shall be calculated from that mill's shipping point to the Railway Receiving Point.
For uansportation cests from other than eastern mills, the 30,000-pound interstate truck rate shall be used. Transponation costs
for macaroni tubing shall be calculated based on the interstate truck rate per weight of tubing transferred to the Railway

Receiving Point.

{3) Transporation costs for spesial end tubular goods shall be caleulated using the interstate truck mate [rom Houston, Texas, to the
Railway Receiving Point.

(4) Transportation costs for Material other than that described in Scctions [V.2,B.(1) through (3), shall be calculated from the
Supply Store or point of manufacture, whichever is appropriate, to the Railway Receiving Point

Regardless of whether using CEPS or manually calculating transportation costs, transportation costs from the Railway Receiving Point
1o the Joint Property are in addition to the foregoing, and may be charged 1o the Joint Account bused on actual costs incurred, All
transportation costs are subject to Equalized Freight as provided in Section [1.4 (Transportation) of this Accounting Procedure,

TAXES
Sales and use taxes shall be added to the Material transfer price using either the methed contained in the COPAS Computerized

Equipment Pricing Systemn (CEPS) or the applicable tax rate in ¢ffeot for the Joint Property at the time and place of transfer. In cither
case, the Joint Account shall be charged or eredited at the eate that would have governed had the Material been a direct purchase.

COPYRIGHT © 2005 by Council of Petroleum Accountants Socicties, Inc, (COPAS)
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D. CONDITION
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(3)

Condition “A™ — New and unused Material in sound and serviceable condition shall be charged at one hundred percent (100%)
of the price as determined in Sections [V.2 A (Pricing), IV.2.B {Freight}, and IV.2.C (Taxes). Material transferred from the
Joint Property that was not placed in service shall be credited as charged without gain or loss; provided, however, any unuscd
Material that was charged to the Joint Account through a direct purchase will be credited to the Joint Account at the original
cost paid fess restocking fees charged by the vendor. New and unused Material transferred from the Joint Property may be
credited at a price other than the price originally charged to the Joint Account provided such price is approved by the Parties
owning such Material, pursuant to Section L6.A (General Matrers). All refurbishing costs required or necessary to return the
Material to original condition or to correct handling, transportation, or other damages will be bome by the divesting property.
The Joint Account is responsible for Materal preparation, handling, and transportation costs for new and unused Maierial
charged to the Joint Property either through a direct purchase or transfer. Any preparation costs incurred, including any internal
or extermal coating and wrapping, will be credited on new Material provided these services were not repeated for such Material
for the receiving property.

Condition “B" — Used Material in sound and serviceable condition and suitable for reuse without reconditioning shall be priced
by multiplying the price determined in Sections [V.2.A (Pricing), IV.2.B (Freight), and [V.2.C (Taxes) by seventy-five percent
{75%).

Except as provided in Section [V,2.D(3), all reconditioning costs required 1o return the Material 10 Condition “B” or to comrect
handling, transportation or other damages will be bome by the divesting property.

If the Material was criginally charged to the Joint Account as used Material and placed in service for the Joint Property, the
Material will be credited at the price determined in Sections 1V.2.A (Pricing), IV.2.B {Freight), and IV.2.C (Taxes) multiplied
by sixty-five percent (65%).

Unless otherwise agreed to by the Parties that paid for such Material, used Material transferred from the Joint Property that was
not placed in service on the property shall be credited as charged without gain or loss.

Condition “C™ — Material that is not in sound and serviceable condition and not suitable for its original function until afier
reconditioning shall be priced by multiplying the price determined in Sections 1V.2.A (Pricing), IV.2.B (Freight), and 1V.2.C
(Taxes) by fifty percent (50%).

The cost of reconditioning may be charged to the receiving property to the extent Condition “C” value, plus cost of
reconditioning, does not exceed Condition “B™ value.

Condition D™ ~ Material that (i) is no longer suitable for its original purpose but useable for some other purpose, (ii) is
obsolete, or (iti} does not meet original specifications but stil! has value and can be used in other applications as a substitute {or
ilems with different specifications, is considered Condition D™ Material. Casing, tubing, or drill pipe used as ling pipe shall be
piiced as Grade A and B seamless line pipe of comparable size and weight. Used casing, tubiag, or drill pipe utilized as linc
pipe shall be priced at used line pipe prices. Casing, tubing, or drill pipe used as higher pressure service lines than standard line
pipe, e.g., power oil lines, shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods
shall be priced on a non-upset hasis. For other items, the price used should result in the Joint Account being charged or credited
with the value of the service rendered or use of the Material, or as agreed to by the Parties pursuant to Section 1.6.A (General
Matters).

Condition “E” — Junk shall be priced at prevailing scmp value prices.

E. OTHERFRICING PROVISIONS
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Preparation Costs

Subject to Section Il (Direet Charges) and Section 11l (Overfiead) of this Accounting Procedure, costs incurred by the Operator
in making Material serviceable including inspection, third party surveillance services, and other similar services will be charged
to the Joint Account at prices which reflect the Operator's aclual costs of the services. Documentation must be provided to the
Non-Operators upon request to support the cost of service. New coating and/or wrapping shall be considered a component of
the Materials and priced in accordance with Sections 1V.1 (Direct Purchases) or IV.2. A (Pricing), as applicable. No charges or
credits shall be made for used coating or wrapping. Charges and credits for inspections shall be made in accordance with
COPAS MFIi-38 (“Material Pricing Manual™),

Loading and Unloading Costs

Loading and unloading costs related to the movement of the Material to the Joint Property shall be charged in accordance with
the methods specified in COPAS MFI-38 (“Material Pricing Manual™}.
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3.  DISPOSITION OF SURPLUS

Surplus Material is that Material, whether new or used, that is no longer required for Joint Operations. The Operator may purchase, but

shall be under no obligation to purchase, the interest of the Non-Operators in surplus Material.

Dispositions for the purpose of this procedure are considered to be the relinquishment of title of the Material from the Joint Property 1o
either a third party, a Non-Operator, or to the Operator. To avoid the accumulation of surplus Matenal, the Operator should make good
faith cfforts to dispose of surplus within twelve (12) months through buy/sale agreements, trade, sale to a third party, division in kind, or
other dispositions as agreed to by the Parties.

Disposal of surplus Matetials shall be made in accordance with the terms of the Agreement to which this Accounting Procedure is

attached. If the Agreement contains no provisions governing disposal of surplus Material, the following terms shall apply:

. The Operator may, through a sake to an unrelated third party or entity, dispose of surplus Matertal having a gross sale value that
is fess than or equal to the Operator’s expenditure limit as sct forth in the Agreement to which this Accounting Procedure is
attached without the prior approval of the Parties owning such Material.

. If the gross sale value exceeds the Agreement expenditure limit, the disposal must be agreed to by the Parties owning such
Materal.

. Operator may purchase surplus Condition “A™ or “B" Material without approval of the Parties owning such Materal, based on
the pricing methods set forth in Section [V.2 {Transfers).

. Operator may purchase Condition “C" Material without prior approval of the Partics owning such Material if the value of the
Materials, based on the pricing methods set forth in Scction (V.2 (Transfers), is less than or equal to the Operator’s expendilure
limitation set forth in the Agreement. The Operator shall provide documentation supporting the classification of the Material as
Condition C.

+  Operator may dispose of Condition “D or “E” Material under procedures normally utilized by Operator without prior approval
of the Panties owning such Matenial.

4. SPECIAL PRICING PROVISIONS

A.

PREMIUM PRICING

Whenever Material is available only at inflated prices due 1o national emergencies, strikes, government imposed forcign trade
restrictions, or other unusual causes over which the Operator has no control, [or direct purchase the Operator may charge the Joint
Account for the required Matenal at the Operator’s actual cost incurred in providing such Material, making it suitable for use, and
moving it to the loint Property. Material transferred or disposed of during premium pricing situations shall be valued in accordance
with Section [V.2 (Transfers) or Section IV.3 (Disposition of Surplus), as applicable.

SHOP-MADE ITEMS

ltems fabricated by the Operator’s employees, or by contract laborers under the direction of the Operator, shall be priced using the
value of the Material used to construct the item plus the cost of labor to fabricate the item. If the Material is from the Operator’s
scrap or junk account, the Material shall be priced at either twenty-five percent (25%0) of the current price as determined in Section
IV.2.A (Pricing) or scrap value, whichever is higher. In no cvent shall the amount charged exceed the value ol the item

commensurate with its use.
MILL REJECTS
Muill rejects purchased as “limited service™ casing or tebing shall be priced at eighty percent (80%) of K-55/J-55 price as determined in

Section 1V.2 (Transfers). Line pipe converted Lo casing or tubing with casing or tubing couplings attached shall be priced as K-55/)-
55 casing or tubing at the nearest size and weight.

VY. INVENTORIES OF CONTROLLABLE MATERIAL

The Operator shall maintain records of Controllable Material charged to the Joint Account, with sufficient detail to perform physical inventories,

Adjustments to the Joint Account by the Operator resulting from a physical inventory of Controllable Material shall be made within twelve (12)

months following the taking of the inventory or receipt of Non-Operator inventory repont. Charges and credits for overages or shortages will be

valued for the Joint Account in accordance with Section [V.2 (Transfers) and shall be based on the Condition “B” prices in effect on the date of

physical inventory unless the inventorying Parties can provide sufficicnt evidence another Matenial condition applics.

COPYRIGHT © 2005 by Council of Petroleum Accountants Societies, Inc. (COPAS)
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I.  DIRECTED INVENTORIES
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Physical inventories shall be performed by the Operator upon wrilten request of 2 majority in working interests of the Non-Operators
(hereinafter, “directed inventory™); provided, however, (he Operator shall not be required to perform directed inventories more frequently
than once every five (3) years. Directed inventories shafl be commenced within one hundred eighty (180) days after the Operator receives
written notice that a majerity in interest of the Non-Operators has requested the inventory. All Parties shall be govermned by the results of

any directed inventory.

Expenses of directed inventories will be borne by the Joint Account; provided, however, costs associated with any post-report follow-up

work in settling the inventory will be absorbed by the Party incurring such costs. The Operator is expected to exercise judgment in keeping
expenses within reasonable limits, Any anticipated disproportionate or extraordinary costs should be discussed and agreed upon prior to

=

cammmencement of the inventory. Expenses of directed inventories may include the following:

A,

C.

A per diem rate for each inventory person, representative of actual salaries, wages, and payroll burdens and benefits of the personnel
performing the inventory or a rate agreed to by the Parties pursuant to Section 1.6.A {General Matters). The per diem rate shall also
be applied to a reasonable number of days for pre-inventory work and report preparation.

Aclual transportation costs and Personal Expenses for the inventory team.

Reasonable charges for report preparation and distribution to the Non-Operators.

2, NON-DIRECTED INVENTORIES

A

OPERATOR INVENTORIES

Physical inventories that are not requested by the Non-Operators may be performed by the Operator, at the Operator’s discretion. The

expenses of conducting such Operator-initiated inventories shall not be charged to the Joint Account.
NON-OPERATOR INVENTORIES

Subject to the terms of the Agreement to which this Accounting Procedure is attached, the Non-Operators may conduct a physical
inventory at reasonable times at their sole cost and rsk afier giving the Operator at least ninety (90) days prior written notice. The
Non-Operator inventory report shall be fumnished to the Operator in writing within ninety (90) days of completing the inventory
fieldwork.

SPECIAL INVENTORIES

The expense of conducting inventories other than those described in Sections V.1 (Directed inventories), V.2.A (Operator
Inventories), or V.2.B (Non-Operator Inventories), shall be charged to the Parly requesting such inventory; provided, however,
inventories required due to a change of Operator shati be charged to the Joint Account in the same manner as described in Section

V.| (Directed Inventories).
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A.AP.L FORM 610-E - GAS BALANCING AGREEMENT - 1992 AMERICAN ASSOCIATION OF PETROLEUM LANDMEN

APPRCQVED FORNM AAPL NO.Q

INSTRUCTIONS FOR USE OF GAS BALANCING AGREEMENT FORM

GENERAL

This Gas Balancing Agreement form is inended to be used as Exhibit "E” to the 1977. 1982 and 1939 A.AP.L. Form
610 Model Form  Operming  Agreements, L is  alse  penerally suitable for use with other forms of operating  agreements.
However, before using this form, both it and the operating agreement in questicn should be reviewed and revised as required
1D ensure CONsistency.

1If this form is used as an exhibit to an AAPL Form 610 Model Form Operating Agreement or other operating
agrecment.  the  provisions in Section 15 {Countgrpartsh,  the "IN WITNESS  WHEREOF"  paragraph on page 6  and  the
signature lines and acknewledzments en page 7 should be omitied.

This Gas Dalancing Apreement may also be executed a8 o scparate  apreoment  for  propentiss  covered by an  existing
operating agreement where there is no gas balancing agreement or where the one employed is deemed inadequate. In  that
event, the propertics subject to the form will have 10 be described, and the provisions of Section 15 (Counterpans), the "IN
WITNESS WHEREOQF" on page 6 and the signasure lines and acknowledgnents will have to be employed.

The description of the area covered by the Apreememt may be included in the definition of the Balancing Area in Section
102, Care should be taken in drafiing this description. however, because it may be desirable to cover more than one Balanging
Area. Such a definition might, for example, read os follows:

Each well subject to that Operating Agreement dated __ October 28, 2013

covering __Section 17, Township 248, Range J4East, Lea County, NM thal produces gas or is allocated a share of pas
production. I a smgle well s completed in 1we or more rescrvoirs, such  well shall be
considered a scparate well with respect to, but only with respect 1o, cach reservoir from
which the gas production 1 not commingled in the wellbore.

This Gas Balancing Agreement  contains  both  “alternative® and  “optional” provisions. In  the case of alternative
provisions. it will penerally be  necessary to select one  allemative i order 10 make 1he Gas Balanging  Apreement  effective,
Provisiens which are designated as optional {or as Option |. 2, etc) may or may nol be used MNote that, in order for an
Alterhative or Option o0 be selected and  effective, it must  be checked, If, however, an Allernative is nof selected,
"Alternative 1" in each instance will be deemed 1o have been adopted by the Parties, but i an Option is not selected, it

will not form a part of the Gas Batancing Agrecment. See Section [2.6.

HEADING - Indicate the applicable Operating Apreement and  other  information. If the Gos Balancing  Agreement 3 1o be
used withow an Qperating  Agreement, the heading o¢n page 1 should be modified approprimely, and the following references
t¢ the "Operating  Apreement” should be deleted or medified appropriately:  Section 112 Section 7.1t Section 90 Section 124
Section {3,1; and Section 13.2.

SECTION 102 - Select the Balancing Area to be used, or insert a description of the Balancing Area. As a general rule, the
use of a mineral lease as a Balancing Area will anly be appropriate in cenain situations involving offshore wells.
SECTION__Lt6 - This definition should be used only if one of the optional seasonal limitatien provisions in Seetion 4.2 s

employed, The specific momhs during which makeup is to be restricted should be included, gg. "the months of November.
December, and the following January and February.”

SECTION 2! - The parties should decide whether |he basis of balancing in the Balancing Area will be in Mcfs or MMBtus.
One of the two Alternatives stipulated MUST be selected 1c avoid an autematic election that Alternative | applies.

Ex 23 - Since mosmt pas i now decontrolled, the primary purpose of this provision is to provide for sepanate
application of the form 1o different price categories in  the event that price conmtrols are imposed in  the future by
pevernmental entity.

SECTION_ 35 - This provision is intended to limit Overproduction in order to keep a Party from petting twe far out of
balance, [t should be noted that this Section will only have an impact if a Party owns less than a [/3 workiog interest in the
Balancing Aren, since under it a pacty owning a 1/3 interest will be entitled to 1ake 300%, x 1/3 = 100%.

SECTION 4.1 - Sclect the number of days' notification that an Underproduced Party muslt give prior to making uwp Gas. Also.
indicale the percenmiage of each Overproduced  Partics' Gas  that  Undaproduced  Parties  will be  allowed to make up. The
percentages should be identical.

SECTION_ 42 - The form sets out two Options for imposing seasonal limitations con making up Gas. It should be noted that
it is NOT rcquired that any seasonal lunitation be included. If Option | is selected, select the number of months pricr w0 the
Winter Period that will be used to detemine how much Gas an Underproduced Paty may make wp during the Winter
Period. This number and the number of months in the Winter Perind (s defined in Section 1.,06) showld add up w0 12 or
less. If Option 2 is selected, indicate the percemage of an Overproduwced Party's Gas (hat an Underproduced Party may make
up during the Winter Period. This percentage should be lower than the percentage set out in Section 4.1,

SECTION 4.3 - Select the percemtage of an Overproduced Party's Gas which it should be required to make available for make
up once it has produced all of s share of ullimaiely recoverable reserves. This  pecentape  shouid be  preater than  the
percentage set out in Section 4.1.

SECTION 6,2 - Cne of the two Alematives stipulated MUST be selected as the basis upon which Royalty is to be calculated
and paid in order to aveid an autematic clection thar Aliernmive | applies.

SECTION 73 - Onc of the two Allernatives stipulated for payment of amoums due¢ under a cash  settlement MUST  be
selected v ordes 10 aveid an  automatic  election that  Alternative | applies. Note that Section 731 is optional, and may
ONLY be used with Section 7.3, Alternative 2.

SECTION 74 - One of the two allermatives stipulated for determining proceeds reecived by an Overproduced Panty for  cash
settlement purposes MUST be selected in order to avoid an avtomatic election thar Ahernative | applies.

ECTH L throyg 2 - Before selecting any of these provisions, the Parties should review the relevant pas processing
arrangements  for the Gas, Section 1.5.2. Option |, contemplaies that all wellhead MMBiws of Overproduction{will be valued
at the pas price per MMBtu received by the Overproduced Party, without regard te whether any of the gas may have been
processed. Section 7.5.2, Option 2, on the other hand would include any enhanced or impaired  values  pesulting  from
processing  in calculating 2 valvation for the Overproduction. Note that if Section 7.5.2, Option L. is selected, and residuc pas
to be sold on an MMBtu basis, it will be necessary to measure the number of MMBtus produced a the well (even il the
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pastics have clecred 10 balance on Mcfs), in order 10 determine the total vatue of Overproduction,

SECTION 7.7 - Select the interest rate payable for unpaid amounts owed pursuant to a cash settlement.

SECTION 18 - In the event that the paries anticipate that Overproduction may be subject 10 a potentia] refund by an
appropriate gevernmental authority, the Partics may choose this provision.

SECTION 7.10- ) (he Panies asdopt this provision, on Overproduced Party may make a cash  seulement with Underproduced
Parties for 21l or pan of outsianding gas imbalances as often as once every twenty-four (24) momhs.

SECTION § - Select the number of days' prior notification required for well tests, as well as the length of such tests.

SECTION (29 - Scleet the appropriate method for computing and reporting income 1o the [nteroa! Revenue  Service based
on the "entitlements” or "sales” methods.

SECTION 13 - The purpose of this Section is 1o stipulate the righis of Parties in the evemt rtha any Party sells, exchanges.
iransfers or assigns s interest in the Balancing Area. Section 132 gives the Underproduced Party an oplion 1o demand 2
cash sottlemens if an Overproduced Pariy sells its interest, and the number of days' notice and response should be selected 1o
implement this procedure.

SECTION 14 - This provision is imended 10 provide the Paries an opporwunily to modify or supplement any of the Gas
balancing Agreement's provisions.

SECTION_ 15 - This provisien is 1o be uilized ONLY il the Gas Balancing Agreement is NOT agreed 10 contemperancously
with the cxecution of an AAPL, Form 610 Model Form Operaling Agreement or anciher  Suitable operming  agreement. If
the Cas Balancing  Agreement s apesd (o contemporancously with any such operating agreement, Section 15 should be
omitted. Otherwise, the Parties must determine the nppropriate  Percentage Imevest which must  execuwte the form to make it
cffective and the dare by which such interests must execute it.

SIGNATURE. _ELEMENT . The "IN WITNESS WHEREOF." signaure and artestiwitness elements are ONLY 1o be utilized
if the Gas Balancing Agreement 3 NOT ngreed to  contemporancously with the execution of an AAPL. Form 610 Model
Form Opemiing  Agreemenmt  or  mnother  suitable  opesatmp  apreemem,  If  the  Gas  Dalancing  Aprecmemt  is  apreed  to
conlemporancously  with  any  such  operating  agreement, the "IN WITNESS WHEREOF™ signatre and  aftest/witness
elements  should be omitted. Otherwise. these items shoulkd be completed in an  approprite  fashion, and any appropriate
amendiment made 10 the heading of the Gas Balancing Agreement.
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NOTE: Instructions For Use of Gas Balancing
Agreement MUST be reviewed before finalizing
this document.

EXIIBIT "E"
GAS BALANCING AGREEMENT ("AGREEMENT")
ATTACHED TO AND MADE PART OF THAT CERTAIN
OPERATING AGREEMENT DATED Ociober 28, 3013

BY AND BETWEEN Chyvron MidContinent, LI* N

AND Regeneration Encrgy Corp., The Allar Cu,, {"OPERATING AGREEMENT™)
RELATING TO THE ___cpulract grea AREA,
Ly COUNTY{PARISH, STATE OF New Merjce

1. DEFINITIONS

The following, definitions shall 2pply to this Agreement:

LO! "Arm's  Length  Agreememt"  shall mesn  any gas  saks  agroement  with  an wnelfilized  purchaser or any pgas  sales
apgreement with an  affiliated purchaser where the sales price and  delivery conditions under such  agreement are
representative of  prices  and  delivery  conditions  existing  under  other  similar  agreements  in the  area  between
unaffiliated parties 2t the same time for patural gas of comparable quality and quantity.

1.03 "Balancing Area” shall mean (select anc): '

Fl each well subject to the Operating Agreement that produces Gas or is allocated a share of Gas production. If a
single well is completed in two or more producing intervals, each producing interval from  which the Gas
production is nat commingled in the wellbore shall be considered a separate well.

O all ofthe acrcape and depths subject to the Operating Agreement.

1.03 "Full Share of Curent Production” shall mean the Percemtage Interest of cach Paty in the Gas actually produced
from the Balancing Area during each month,

1.04 “Gas" shall mean 2l hydrocarbons produced or producible from the Balancing Amea, whether fom & well classified
as an eoil well or pas well by the repulatory ayency having Jurisdicion in such matters, which are or may be made
available for sale or separate disposition by the Panies, excluding oil, condensate and other liquids recovered by
field equipment operated for 1he joim accoun. "Gas" does not include gas used s joint operations. such as for fucl,
recycling or reinjection. or which is vented or Jost prior to its sale or delivery from the Balancing Area.

105 "Makeup Gas” shall mean any Gas taken by an Underproduced Pamy from the DBalancing Area in excess of its Full
Share of Current Production, whether pursuant to Section 3.3 or Section 4.1 hereof.

1.06 "Mef* ghail mean one thousand cubic feet. A cubic foet of Gas shall mean the volume of pas contained in one cubic
foot of space at a standard pressure base and at a standard 1emperature base.

1.07 "MMBtu*  shall mean one million British Thermal Units, A British Thermal Unit shall mean the quamity of heat
required 1o raise one pound avoirdupois of pure water from 58.5 degrees Fahrenheit w595 degrees Fahreheit at a
constant pressure of 14,73 pounds per square inch absolute.

1.08 "Operater”  shall mean the individual or entity designated under the lerms of the Operating Agreement or, in the
event 1his  Agreemem  is  not  employed in  conmcction  with  an  operating  agreement, the individual or  entity
designated as the operator of the well(s) located in the Balancing Aren,

109 “"Overproduged  Pany" shall mean any Party having taken a preater quantity of Gas from the Bolancing Area than
the Percentage interest of such Pany in the cumulative quantity of all Gas prodused from the Balancing Area,

1.10 "Overproduction” shall mean the cumilative quantity of Gas taken by a Panty in ¢xcess of its Percentage [nterest in
the cumulative quantity of gll Gas produced fram the Balancing Area

1.1 "Pany” shall mean those individuals or entities Subject to this Aprcement. and their respective  heirs,  successors.
transferees and assigns.

.12 "Percentage  Inmerest”  shall mwan Lhe percentage or  decimal imerest of each Party in the Gas produeed from  the
Balancing Area pursuant to the Operating Agreement covering the Balancing Area.

.13 "Royaity” shall mean payments on production of Gas from the Balancing Area (o all owners of royaliies, overriding
royalties, preduction payments or similar interests.

i.14 "Underproduced’ Party” shall mean any Party having taken a lesser quantity of Gas from the Balancing Area than
the Percentage Interest of such Party in the cumulative quantity of all Gas produced from the Batancing Area.

1.15 "Underproduction”  shall mean the deficiency berween the cumulative quantity of Gas wken by a Pay and its
Percentage [nterest in the cumulative quantily of all Gas produced from the Balancing Area,

L.16 F{Optionall2WinterPeriodshall-mean-the.monthish-ef:

£

lend -t i inih H
t H-the-sw e Year:

.1 the+ 2

2 BALANCING AREA

2.1 If this Apreement covers more than one Balancing Area, it shalt be applied as if each Balancing Area were covered
by separate buwt identical apreements. All balancing hereunder shall be on the basis of Gas raken from the Balancing Area
measured in (Alternacive 7} & Mcfs or (Alternative 2) O MMBrus.

22 In the evem that all or part of the Gas deliverable from a Balancing Area s or becomes subject to cne or more
maximum lawful prices, any Gas not subject 1o price conwols shall be considered as produced from a single Balancing Area
and Gas subject to each maximum Yawful price category shall be considered produced from a separate Balancing Area.

3 RIGHT OF PARTIES TO TAKE GAS

3.1 Each Party desiring to itoke Gas will notify the Operator. or cause the Opcrator w0 be notified. of the volumes
nomingted. the mname of the transporting pipeline and the pipeline contract number (if available) and meter  sation  relating
10 such delivery, sufficienly in advance for the Operator, acling with reasonable diligence, to meet all comination and  other

-1-
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requirements. Operator is authorized 10 deliver the volumes so nominated and confirmed (if confirmation is required) to  the
transporting pipeline in accordance with the terms of this Agreement,

3.2 Each Panty shal! make a reasonable, pood faith effort to take its Full Share of Cumemt Production cach month. to the
extent that such production is required to maimain leases in effect, to protect the producing capacity of a well of reservoir,
preserve corelative rights, or 10 maintain oil production,

13 When a Party fails for any reason ic take its Full Share of Currem Production {as such Share may be reduced by the
right of the other Paties 10 moke up for Underproduction as provided herein), the other Pamies shall be entitled o take any
Gas which such Party fails to take. To the coxtent practicable, such Gas shall be made available initially to each Underproduced
Party in the proportion that its Percentage [nteest in  the Balancing Area bears 1o the 1owal Percentape Imtexests of all
Underproduced  Parties  desiring 10 1ake such Gas. [F all such Gas is not 1wken by the Underproduced Paries, the portion not
taken shall then be made available 1o the other Paries in the proportion that their respective Percenlape Intercsts in  the
Balancing Area bear to the total Percentage Interests of such Parties.

34 All Gas twaken by a Pany in accordance with the provisions of this Agreement, regardless of whether such Pany is
underproduced or overproduced. shall be regarded as Gas taken for its own account with title thereto being in such aking
Party,

15 WNotwithstanding the provisions of Seclion 3.3 hereof, no Owverproduced Party shall be entitled in any momh to take any
Gas in exwess of three hundred percemt (300%) of its Percentage Interest of the Balancing  Area's  then-current  Maximum
Monthly Avaitability; provided, however, that this limitation shall not apply to the extent 1hat it would preclude production
that is required [o maintain leases in  effect, to prolect the producing capacity of a well or reservoir, to preserve comelative
rightz, or 10 maintain  0il  produgiion, “Maximum  Monthly  Availabiliy" shall mean the maximum average monthly rate of
production at which Gas can be delivered from the Balancing Area, as delennined by the Operater, considering the maximum
efficient well rate for each well within the Balancing Area, the maximum aollowable(s) sct by thc appropriate regulatory agency.
mode of operation, production facility capabilities and pipeline pressures.

36 In the event that a Party fails to make amangements to take its Full Share of Curremt Production required 10 be
produced to maintain leases in effect. o protect the producing ¢apacity of & well or rServein to preserve correlative eights, or
1o maintain oil preduction, the Operalor may sell any part of such Party's Full Share of Current Production that such Party fails
o tahe for the account of such Pany and sender t0 such Party, on a currenr basis, the full proceeds of the sak, less any
reasenable  marketing, compression, trealing, pathering  or transportation  costs  incurred  directly in  cornection  with the sale of
such Full $hare of Current Production, ln making the sale contemplated herein, the Operator shall be obligated only to obiain
such price and conditions for the sale as are reasonable under the circumstances and shall not be obligated 10 share any of its
markets. Any such sale by Operator under the torms hereof shall be only for such reasopable perieds of time aos are consistent
with the minimum needs of the industry under the particular circumstances, but in no event for a peried in cxcess of one
year. Notwitkstanding  the provisions of Aricle 3.4 hereol. Gas sold by Operator for a Parly under the provisions hercol  shall
be deemed to be Gas taken for the account of such Panty.

4, IN-KIND BALANCING

4.1 Effective the first day of any calendar month followiny at lenst 1hiny. ( 30 ) days' priore-_.__

writlen  motice to  the Operater, any Underproduced Party may begin 1taking, in  addiion to its Full Share of Current
Production  and any Makeup Gas taken pursuant to Section 33 of this Agreement, a share ol curment production determined
by multiplying ___twenty-flve percent 23 %) ol the Full Shares of Current Production of all Overproduced Parties by
a fraction. the onumerator of which 5 the Peeentage Inerwst of such  Underproduced Pay and  the desominator of  which
is the total of the Percentage Interests of all Underproduced Parties desiring to take Makewp Gas. [n no event will an

Overproduced Party be required to provide more than fifix: percem { b 94) of its Full Share of Currente - .. __
pro ¥ bereq p

Production  for Makeup Gas, The Operator will promptly netify all Owverproduced Panies of the election of an Underproduced
Party 1o begin taking Makeup Gas.

42 0O (Optional - Scaspnal Limitation on Makeup - Option 1) Nowithstanding the provisions of Section 4.1, the
average manthly amoumt of Makeup Gas taken by an Underproduced Parly during the Winter Period pursuant 1o Section 4.1
shall  not  exeewd  the  average  monthly  amoumt  of Makeup Gas  taken by such  Underproduced Pamy  during  the

( ) months immediately preceding the Winter Period.

42 0O (Optional - Seasonal Limitation on Makeup - Option 2) Notwithstanding the provisions of Section 4.1, no
Overproduced Panty will be reguired 10 provide more than percent ( %) of its Full Share
of Current Production for Makeup Gas during the Winter Period.

43 H (Optional) Netwithstanding any other provision of this Apreemont, a1 such time and for so long as Operator, of
(insofar os concerns  production by the Opemtor) any Underproduced Parly, determines in  good faith that an OQOverproduced
Party has produced all of its share of the uliimately recoverable reserves in the Balancing Asca, such Oveproduged Party may
be required to make available for Maokeup Gas, upon the demand of 1the Operator or any Underproduced Party, up to
—One Hundred pereent (__[Q0___ %) of such Overproduced Pany's Full $hare of Current Production.
5 STATEMENT OF GAS BALANCES

5.1 The Operator will maintain apprapriate acccuniing on a monthly and cumulative basis of the volunes of Gas that each
Party is enlilled to receive and the volumies of Gas actually 1aken or seld for each Pany's accoum, Within forty-five (45} days
after the moenth of production, the Operator will furnish a statement for such month showing (} ecach Party’s Full Share of
Current  Preduction. (2) the total wvolune of Gas acteally taken or sold for each Pany's account, {3) the difference between
the  volume taken by each Pany and that  Panys Full Share of Cuments Ireduction. (4) the Ovaproduction or
Underproduction  of cach  Party, and ($) otho dala 28 secommended by the provisions of the Council of Peuoleum
Accountants  Societies Bulletin No.24, as amended or supplemented hercafter. Each Parly 1taking Gas will promptly provide (o
the Operator any data required by the Operator for preparation of (he stmements required hereunder,

32 If any Party failk to provide the data required herein for four (d) consecutive production months. the Operator. or
where the Operator has  failed to provide data. another Party. may audit the production and Gas sales and  transporiation
volumes of the non-reporting Paty to provide the required data Such audit shall be conducted only afler reasonable mnotice and
during normal business hows in the office of the Paty whose rccords are being audited. All costs asssociated with such audit

will be charged 10 the account of the Party failing 10 provide the required data.
6. PAYMENTS ON PRODUCTION

6.1 Each Parly taking Gas shall pay or cause to bc gpaid ali production and severance taxes due on all volumes of Gas
actually taken by such Party.

6.2 {Alternative 1 - Entitlements} Each Party shall pay or cause to be paid all Royalty due with respect to Royalty

2.
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owners o whom o 5 accountable as if such Party were taking #is Full Share of Current Production. and only its Full Share of
Curremt Production.

&21 6 (Optional - For use only with Section 62 - Allernative [ - Entillement) Upon writlen request of a Pasty
taking less than its Full Share of Curremt Production in & piven month ("Current Underproducer”), any Party taking more than
iis Full Share of Curremt Production in such menth ("Cument Overproducer”) will pay 1o such Currert  Underproducer an
amount cach momth equal 1o the Royalty perceminge of the procoods received by the Current Owerproducer for that poriion of
the Cument Underproducer's Full Share of Cument Production taken by the Cument Overproducer; provided. however, thm
such payment will not cveeed the Royalty percentoge that is commoc 1o all Royahy burdens in the Balancing Area. Payments
made pursuam 10 this Section 621 will be deemed payments to the Underproduced Party's Royalty owners for purposes of
Section 1.5.

62 O {(Alternative 2 - Sales) Each Pany shall pay or cause 10 be paid Royalty duc with respect o Royalty owners to
whom it is accountable based on the volume ¢f Gas actually taken for its account.

63 In the cvemt that any governmental authority requires that Royally payments be made oo any other basis than tha
provided for in this Section 6. each Pany agrees to make such Royalty payments accordingly. commencing on the effeetive  date
required by such governmental authority, and 1the method provided for herein shall be thereby superseded.

7.  CASIH SETTLEMENTS

7.1 Upon the carlier of the plugging and abandonmeni of the last producing interval in the Balancing Arca the termination
of the Operating Agreement or any pooling or unit agreement covering the Balancing Area. or a any time no Gas is taken
fom the Balancing Area for a period of twelve {I2) consccutive months. any Party may pive written notice calling for cash
settlement of the Gas production imbalances among the Parties. Such notice shal! be given to all Parties in the Balancing Area.

7.2 Within sixty (60) days afler (he notice calling for cash setilement under Section 7.1, the Operator will distribute 1o cach
Pary a Final Gas Setilement Statement detailing the quantity of Owerproduction owed by each Ovemproduced Pany to each
Underproduced  Party  and  sdentifying  the month 1o which such Overproductien i attributed.  pursuant to  the meihodology
set out in Section 7.4,

73 E& (Alternative [ - Direct Party-to-Party Settlement) Within sivty (60) doys after receipt of the Final Gas Settlemen
Statemert. each Ovorproduced  Party will pay 0 each  Underproduced  Pany  emitled 10 sentlement  the appropriate  cash
setllement, accompanicd by appropriate  accounting detail. At 1the time of payment, the Overproduced Party will notify the
Operator of the Gas imbalance setiled by the Overproduced Party's poyment.

7.3 0 {Ahcrnative 2 - Selllement Through Operator) Within sixty {60} days after reccipt of he Final Gas Settlement
Stmement, each Overproduced Party will send its  cash  settlement, accompanied by appropriate  accounling  detail. 1o the
Opaator. The Operator  will  distribute  the  monies  s0  received, along  with any settlement owed by the Operator as an
Ovarproduced  Parly, 10 each Underproduced Party to whom settlement is due within ninety (90) days afier issuance of the
Final Gas Settlement Statement. In the event that any Overproduced Party fails to pay any setikemem due  hereunder, the
Operalor may tun over responsibility for the collection of such seulement to the Paty 10 whom it is owed, and the Operator
will have no further responsibility with regard te such sefllement.

7.3.10 (Optional - For use only with Section 73, Alicrnative 2 - Settlement Through Operator) Any Party shall have
the right at any time upon thirty {30) days' prior written notice 1o all other Parties to demand 1hat any seilements duc such
Party for Overproduction be paid directly to such Party by the Overproduced Party. rather than  being paid through the
Operator. In thc cvent that an Overproduced Pany pays the Operator any sums due 10 an Underproduced Pany at any time
afier thiny (30) days following the receipt of the notice provided for herein, the Overproduced Party will continue w be liable
10 such Underproduced Party for any sums so paid. untit payment is actually received by the Underproduced Party.

74 (Alternative 1 - Historieal Sales Basis) The amcunt of the cash scttlemem will be tbesed on  the proceeds
received by the Owerproduced Patty wnder an  Arm's  Leagth  Agreement  for  the  Gas  taken frem  time to time by the
Overproduced Pany in excess of the Overproduced Pany's Full Share of Cument Production. Any Makeup Gas 1aken by the
Underproduced Party prior to monctary scitlement  hereunder  will be applied to offset Overproduction chronologically in  the
order of accrual.

7.4 0O (Ahernative 2 - DMost Recent Sates Basls) The amount of the cash setilement will be based on the proceeds
received by the Owerproduced Party under an Arm's Length Apreement for the volume of Gas that constituted Overproduction
by the Oveproduced Party from the DBalancing Area. For the purpose of implememing the cash seulement provision of the
Section 7, an Owerproduced Panmy will not be considered to have produced sny of an Underproduced Party's share of Gas umil
the Overproduced Party has produced cwnulatively all of ils Percentage Interest share of the Gas whimaicly produced from the
Balancing Arca.

7.5 The values used for celoulating the cash sertlement under Section 7.4 will include all proceeds received for the sale of the
Gas by the Overproduced Party calculsted at the Balancing Arca. after deducting any production or severance taxes paid and any
Royalty actually paid by the Overproduced Pany 10 an  Underproduced Pamy's Royalty owner(s), lo the cxtent said payments
amounted to a discharge of said Underproduced Party's Royally obligation, as well as any reasonable marketing, compression,
treating. gathering or (ranspontation costs incurred directly in connection with the sale of the Overproduction.

7518 (Optional - For Valuation Under Percenrage of Proceeds Contracts) For Overproduction sold under a  pas
purchase conlract providing for payment based on o percentage of the procoeds oblained by 1the purchaser upon resale of
residue gas and  liquid hydrocarbons extracted at a yas processing  plant. the values wsed for caleulming  cash  seutlement  will
include proceeds received by the Overproduwced Pary for both the liquid bydrocarbens and the residuc gas  atiributable to  he
Overproduction.

7520 (Optional - Valuation for Processedl Gas - Option 1) For Overproduction processed for the account of the
Overproduced Party at a gas processing plant for the extraction of liquid hydrocarbons, the full quamity of the Overproduction
will be valued for purposes of cash setlemem a1 the prices received by the Overproduced Party for the sale of the residue gas
auributable to  the Overproduction withoul regard e proceeds atiributable  to  liquid  hydrocarbons  which  may  have  been
extracted from the Overproduction.

752 H (Optionzl - Valuation for Processed Gas - Option 2) For Ovoproduction processed  for the accoumt of the
Overproduced Parly at a pas processing  plant for 1he exiraction of liquid hydrocarbons, the values used for calculating cash
setilement  will include the procceds received by the Overproduced Party for the sale of the liquid hydrocarbons extracted from
the Overproduction, less the actual reasonable costs incurred by the Overproduccd Patty 10 process the Overproduciion and 10
transport, fractionate and handle the liquid hydrocarbons extracted thereffom prior 1 sale.

7.6 To the extent the Overproduced Pary did not scll all Overproduction under an  Arm's  Length  Agreement, the cash
setilement  will be based on thc weighted average price received by the Overproduced Paty for any pas sold from the
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Balancing Area under Arm's Length Agreements during the months 10 which such Overproduction is  attributed. [n the cvent
that no sales under Arm's Lenglh Agreemems were made during any such month, the cash sestlement for sech month will be
based on the spot sales prices published for the applicable geoprophic area during such month in a mutvally acceptable pricing
bulletin.

e T Intergst:compounded-at-the rete.of pereent{ 3y-per-antem-orthe-maxi Jawfid
rate—~of—interest—opplieable—te—the—Balancing —Area—whichever—is—less—will—ocrue—for—ail—amoums—due—under—Seetion—-1— sinnisgg
the—first—day—following—the—dote—payment—is—due—p 16—Bectinn—T:3 mmBuch—interest—shall—be—borne—by—the—Operator—or—any

Overprodueed —Party—in—he—propoiion—that—theie—respeetive—deliys—-beyond-—the —deadlines—set—eut—in—Boetions—F2rand —7:3
eontributed-to-the-seerunl-ol-the-interesi:

7.8 In liew of the cash settlemem required by Section 7.3, an Overproduced Party may deliver 1o the Underproduced Party
an offer 10 setle its Overproductivn in-kind and @ such rofes, quantities, times and sources as may be agreed upon Dby the
Underproduced  Party. If the Partis are unable to agree uwpor the manno  in which such inkind  sertlement gas  will be
furnished within sixty (60} days aRer the Overproduced Paty's offer to seitle in kind, which period may be extended by
agrecinent of said Parties, the Overproduced Paity shall make a cash settlememt as provided i Section 7.3, The making of an
in-kind sctilement offer under this Section 78 wilt not delay the accrual of interest on the cash sewlement should the Parties
fai 10 reach agreement on an in-kind settloment.

79 {Optional - For Balancing Areas Subject to Federn! Price Regulation) That portion of any monies collected by an
Overproduced  Pany for  Overproduction  which is subject 10 refund by ordes of the Federal Encrgy Regulatory Commission eor
other govammental authority may be withheld by the Overproduced Party umil such prices are fully approved by such
povernmental  authority, wnless the Underproduced Panty {urnishes corporate  undertaking. acceptable w  the  Overproduced
Party, agrecing to hold the Overproduced Party harmless from  financial less due to refund orders by such  pavernmental
autherity.

10 B (Optional - [nterim  Cash  Balancng) At any time during the term of this Agreement, any Oveorproduced  Party
may, in its solc disczetion. make cash settlement(s) with the Underproduced Parties covering all or pat of is oustanding Gas
imbalance. provided that such setflements must be made with all Underproduced Parties proporticnately based on the relative
imbalances of the Underproduced Parties. and provided funher that such settlemenis may not be made more ofien than once
every tweny-four (24} months.  Such  seitlemems  will be cakulated 0 the Same manner  provided 2bove for  final  cash
scitlements. The Overproduced Party will provide Operator a detailed accounting of any such cash settlement within thisty (30)
days afler the settlement is made.

8. TESTING

Notwithstanding any peovision of this Agrecment to the contrary, any Party shall have the right, from time to time <o
produce and take up to onc hundred percent (I00%) of a well's entie Gas strcam 10 meet the reasonable deliverability 1est(s)
required by such Party's ias putchaser, and the right to tzkc mny Makcup Gas shall be subordinate to the right of any Pany 1o
conduct such tests; provided. however, that such tests shall be conducted in accordance with prudemt operating practices only
afler ihirty. { 30, } days' prior written notice to the Operator and shall last no longer (hane

forty-eight { 18 } hours. -

9. OPERATING COSTS

Nothing in this Apreement shall change or affect any Party's obligation 1o pay its proportionme share of all costs and
liabilities incurred in operalions oR or in connection with the Balancing Area, as its share thereol is sa forth in the Operating
Agreemnent, imespective of whether any Paty is m any time selling and using Gas or whether such sales or use are in
proportion to its Percentage Interest in the Balancing Area.

10. LIQUIDS

The Paries shall share proportionately m and own all liquid hydrocarbons recovered with Gas by field equipment operated
for the joint account in accordance with their Percentape [nterests in the Balancing Arca.
Il. AUDIT RIGITS

Notwithstanding  any ~provision in this Apreememt or any other agrecoment  between  the  Pamies  hereto, and  further
notwithstanding any termination o7 cancellation of this Agreement. for a period of two (2} years from the end of the calendar
year in which any information 10 be fumished under Scction 5 or 7 hereof is supplied. any Party shall have the right to audit
the records of any other Pamy regarding  quantity, including  but  not limited o information  regarding  Bu-contenl.
Any Underproduced Paty shall have the right for a period of twoe (2) years from the end of the calendar year in which any
cash setlement is received pursuant to Section 7 10 audit the records of any Overproduced Party as 10 all maners conceming
values, including but not limited 10 information regarding prices and disposition of Gas from the Balancing Arca. Any such
audit shall be conducted at the expense of the Pary or Pamies desiring such audit. and shalt be conducied, after reasonable
notice, during normal business howrs in the office of the Party whosc records ¢ being sudited. Each Party hercto agress to
mainiain records 25 to the volumes and prices of Gas sold each month ard the volumes of Gas used in its own operations.
glong with the Royalty paid on any such Gas used by a Paty in ils own opaations. The audit rights provided for in  this
Section 11 shal! be in addition to those pravided for in Section 5.2 of this Agrecinent.

12, MISCELLANEOUS

12, As beween the Paties. in the evem of any conflict between the provisions of this Apreement and the provisions of
ony gos sales comtract. of i the event of any conflit between the provisions of this Agreement and the provisions of the
Operating Agreement, the provisions of this Agreement shall govern.

122 Exch Parly agrees to defend, indemnify and hold harmless all other Parties from and against any and all liability for
any claims, which may be asseried by amy third party which now or hergafter stands in a contraciual relationship with such
indemnifying  Paty and which arise out of the opermtion of this Agrcoment or any activities of such indemnifying Party under
the provisions of this Agreement, and does further agree to save (he other Parties harmless from all judgments or  damages
sustained and costs incurred in connection therewith.

123 Except a5 otherwise  provided in  this  Apreemenl, Operator &5 outhorized to  administer  the  provisions  of  this
Agreement, but shall have no liability o the other Parties for losses sustoined or lisbility incurred which arise om of or in
congection with the performance of Operator's dutics hereunder. cxcept such as may resul fom Operator's gross pepligence or
willful misconduct. Operator shall not be liable to any Underproduced Party for the failore of any Overproduced Party. (other
than Operalor} 1o pay any amounts owed pursuant to the terms hereof,

124 This Agrecment shall remain in full force and effect for as long as the Operming Agreement shall remain in force and
cffect as to the Balancing Area, and thereafier umtil the Gas accoums between the Parties are satled in full, and shall inure to
the beneft of and be binding upon the Panics  hermo, and  their  respective  heirs,  successors.  legal  representatives
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and assipns, if any. The Parties hereto agree 1o give notice of the cxistence of this Agreement 1o any successor in interest of
any such Paty and 1o provide that any such successor shall be bound by this Agreement. and shall further make any iransfer of
say interesi subject 1o the Operating Agreement, or any pan thereof, also subject? to the terms of this Apreement,

125 Unless the context clearly indicates otherwise, words used in the sipgular include the plursl, the plural includes the
singular, and the neuter gender includes the masculine and the feminine.

12.6 In the ecvent that any "Optional” provision of this Agreement is mot adopted by the Parties to this Agreement by a
typed, printed or handwritien indication, such provizion shall not form a part of this Agreement, and no inference shall be
made concerning  the intent of the Panties in such event. In the event tha any "Ahernative” provision of this Agreement is net
so adopted by the Partivs, Aliernative | in cach such instance shall be deemed to have been adopted by the Paties as a result
of any such omission. In those cases where it is indicated that an Optional provision may be used only if a specific Allernative
is selected: (i) an election to include said Optional provision shall not be effective unless the Altemalive in question is  selected;

" and (i} the eleciion 10 include said Optional  provision muest be  expressly indicmed hercon, i being undersiood that  the

selection of an Allemative either expressly or by default as provided herein shali not, in and of itself. constilwe an election to
include an associated Opional provision.

12.7 This Agreement shall bind the Paties in accordance with the provisions hereof. and nothing hercin shall be  construed
or interpreted as creating any rights in any poson or entity not a signatory herete, or as being a stipulation in favor of any
such person or entity.

128 If contemmporancously with this  Agreement becoming  cffective, or thereafier, any Pany rcequests that any othe  Party
execute an approprizte memorandum  or notice of this Agremnent in order to give third parties notice of record of same and
submits same for execution in recordable form, such memcrandum or notice shall be duly executed by the Party to which such
request is made and delivered promptly hereafter to the Party making the request. Upon seceipl. the Party making the request
shall cause the memorandum or notice lo be duly recorded in the approprime real property or other records affecling the
Balancing Area.

129 In the evem Intemal Révenue Sevice regulations require a  uniform method of compuling taxable income by all
Panties, ench Pary agrees 10 compute and teport income (0 the Internal Revenue Service (select one) B as i such Pany were
taking its Full Share of Cument Production during each refevam tax period i accordance with such regulations. insofar as same
rclate ¢ entitlement method 1ax computations; or {0 based on the quantity of Gas taken for is account in accordance wilk
such regulations. insofar as same relate to sales imcthod tax computations.

L}, ASSIGNMENT AND RIGHTS UPON ASSIGNMENT

13.1 Subject to lhe provisions of Sections (3.2 (il elected) and 133 hereof and neotwithstanding anything in this  Agreement
or in the Operating Agreement 1o the comrary. if any Pany assigns {including any sale, exchange or other transfer) any of s
working inlcrest in the Balancing Area when such Party is an  Underproduced or Overproduced  Party, 1he assignment or  other
act of wansfer shall. insofar as the Panies herele are concerned, include all interest of the assigning or iwansferring Pany in the
Gas, all rights to receive or obligations to provide or 1ake Makeup Gas and all rights to receive or obligations to make any
monetary payment which may uvhimawely be due heeunder. as applicable. Operamor and each of the other Pamies hereto  shall
thereafier treat the ossignment accordingly, and the assigning or transferring Panmy shall look solely to its assignee or other
transferee for any interest in the Gas or mometary payment that such Party may have or 1o which it may be enitled. and shall
cause ts assignee or other transferee to assume its cblipations hereunder.

132 O (Cptional - Cnsh  Settl t Upon Assig 1) Notwithstanding  anything in this Agreement (including but  not
{imited 10 the provisions of Section 131 herecf) or in the Operating Agreemem 1o the contrary, and subject to the provisions
of Section 133 hereof, in the event an Overproduced Panty intends to sell, assign, exchange or olherwise transfer any of s
interest in a DBalancing  Area. such Overproduced  Party shall notify i writing the other working interest owners who are

Parties hereto in such Balancing Area of such fact at least { ) days prior 1o ¢losing the
transaction.  Thereafier,  any  Underproduced  Pany  may  demand  from  such  Overproduced  Party in writing,  within
{ ) days after receipt of the Overproduced Party's notice, o cash settiement of its

Underproduction from the Balancing Area. The Operator shall be notified of any such demand and of any cash seriienent
pursuant (o this Section 13, and the Overproduciion and Underproduction of each Pany shall be adjusted accordingly. Any cash
settlement pursuant to this Section 13 shail be paid by the Overproduced Party on or before the carlier to occur {i) of sivy (60)
days after receipt of the Underproduced Panmy's demand or (i) et the closing of the transaction in  which the Overproduced
Party sells, assigns, exchanges or otherwise transfers irs interest in a DBalancing Area on the same basis as otherwise st forth in
Sections 7.3 through 7.6 hereof. and  ghali—bear—imeresi—ot—the—rate—get—forth—in—Section —2-7—hercof—beginning —sbaty {60} —days

1 fu £ E in—1he—Dalanct A for
A —angy v B! —irangler—ot—is rerest—in—ihe—ialancing —Area—lor—any ot

Mt tha—=O duced—P,

Overproduced—Pany's
paid:  Provided, however, il any Underproduced Party docs not so demand such cash settiement of its Underproduction from the
Balancing Area, such Underproduced Party shall look exclusively to the assignee or other successor in  interest of the
Overproduced  Parly  giving  notice  hereunder  for  the satisfaction of such Underproduced Parly's  Underproduction  in  accordance
with the provisions of Section 13.1 hereof.,

13.3 The provisions of this Section 13 shall not be applicable in 1he evem any Pamy mongages its interest or disposes of its
inlerest by merper, reorganization, consolidation or sale of substantially all of iis assets 1o a subsidiary or pwent company, or to

any company in which any parent or subsidiary of such Party awns a majority of the stock of such company.
14. OTHER PROVISIONS
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15. COUNTERPARTS
This Apreement may be executed in  counterparis, each of which when teken with all other counmerpans shall constitue
a binding agreememt between the Parties hereto: provided. however, that if a4 Pany or Panies owning a  Percentage Interest in

the Balancing Area equal to or greater than a percent { %) therein fail(s} to execute this
Apgreemnent on ar before - this Apreement shall not be binding upon any Party and shall be of
no Funher force and effect. ’

IN WITNESS WHEREOF, this Agreement shall be effective 25 of the day of
ATTEST OR WITNESS: OPERATOR

Lhevreon DidContinent, LI

BY:
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ACKNOWLEDGMENTS

Note: The following forms of acknowledgment are the shon forms approved by the Uniform Law on Notarzal Acts. The

validity and effect of these fonns in any state will depend upon Lhe statutes of thar state.

ARVl RO o BT m e

State of )

County of )

This instrument was acknowledged before me on

by

(Seal, if any}

Individunl pcknow lelgment;

Stmeof y

}ss,

Couptyof )

‘Title {and Rank)

My ISSIOT expires:

by.

[Seal, ifany}

Title {and Rank)

My commission expires:

Inglividlyl acknowlyil i cnt:

Sl )

155,

Counpyel )

This insirument was acknowiedyed before meon

by

(Seal.fany}

Title {and Rank)

My commission.espires,

{Fnrmatted: Font: Bold
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f Acknowledgment in representativecapacity:, ... et e e emeeaanmaaaannn { Formatted: Font: Bold

2 Statcol )

4 Coumycf I

5 This instrument was acknowledged before me on
6 by as
7 of

8 (Seal if any)

9 ‘Tiile (and Rank}
L My commission expires:
11 .
Stagol )
1
1 158
Coptyol )
]

This instr)

by, a5

of.

{Seal, jFamy

Title {and Rank)

My copupission_expires:

[E)

Stote of 1

155,

24

Counfyol )

This instrement syag achnowledied belire jpe on

by il

of.

[E)

(Seal, ifany}

Title Land Bank)

(¥

My commission eapires:

[

State of }

County ol )

This insirumeniawas acknowledued beforeme an

al’

{Seal, if any)

Tatle [and Rank)

-9
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My cominission evpires:

Stmeol H

County of H

This insinnpent wag ack nowledued before me on

by

of,

(Scal, if any)

Title {and Bank)

My commission expires;
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MODEL FORM RECORDING SUPPLEMENT TO
OPERATING AGREEMENT AND FINANCING STATEMENT

[ THIS AGREEMENT, entered into by and between Cher ron MidConlivent, L0 hereinafter referred to as “QOperator,” and
the signatory party or parties other than Operator, hereinafter referred 10 individually as “Non-Operator,” and collectively as “Nen-Operators.™

WHEREAS, the parties to this agreement are owners of Oil and Gas Leases and/or Qil and Gas Interests in the land identified in Exhibit “A”
(said 1and, Leases and [ntcrests being hereinafier called the “Contract Area™}, and in any instance in which the Leases or Interesis of a party arc
not of record, the record owner and the pany hereto that owns the interest or rights therein are reflected on Exhibit “A™;

{ WHEREAS, the parties hereto have executed an Operating Agreement dated _Qgtohyr 28, 2013 {herein the “Operaling Agreement’},
covering the Contract Area for the purpose of exploring and developing such lands, Leases and Interests for Qil and Gas; and

WHEREAS, the partics hereto have executed this agreement for the purpose of impanting notice to all persons of the rights and obligations of the
partics under the Operating Agreement and for the further purpose of perfecting those rights capable of perfection.

NOW, THEREFORE, in consideration of the mutual rights and ablipations of the parties hereto, it is 2preed as follows:

1. This agreemnent supplements (he Operating Agreement, which Agreement in ils entirely is incorporated herein by refercnce, and all terns
used herein shall have the meaning ascribed te them in the Operating Agreement,

2, The partigs do hereby apree that:

A. The Oil and Gas Leases andvor Qil and Gas [nterests of the parties comprising the Contract Area shzll be subject to and burdened with
the 1enns and provisions of this agreement and the O'perating Agreement, and the parties do hereby commit such Leases and Interests 10
the perfonnance thereof,

B. The exploration and development of the Contract Area for Qil and Gas shall be governed by the 1erms and provisions of the Operating
Agreement, as supplemented by this agreement,

C. All costs and liabilitics incurred in operations under this agreement and the Operating Agreement shail be bomne and paid, and all
equipment and inaterials acquired in operations on the Contraet Arca shall be awnied, by the parties hereto, as provided in the Operating
Apreement,

D. Repardless of the recerd tille ownership to the Oil and Gas Leases and/or il and Gas Interests identified on Exhibit “A,™ all production
of Oil and Gas from the Contract Area shall be owned by the panlies as provided in the Operating Agreement; provided nothing
contained in his agreement shall be deemed an assignment or cross-assignment of interests covered hereby,

E. Each party shall pay or deliver, or cause to be paid or delivered, all burdens on its share of the production from the Contragt Area as
provided in the Operating Aprecment.

F. An overriditig royalty. production payment, net profits interest or other burden payable out of production hereafler created, assignments
of production given as security for the payment of money and those oversiding royalties, production payments and other durdens
payable out of production heretofore created and defined as Subseguently Created Interests in the Operating Agreement shall be (i)
borne solcly by the party whose interest is burdened therewith, (i) subject to suspension if a party is required to assign or relinquish 10
another pany an interest which is subject to such burden, and (iii} subject 10 the lien and security interest hereinafier provided if the
party subject 10 such burden faifs 1o pay its share of expenses chargeable hereunder and under the Operating Agreement, alt upon the
terms and provisions and in the limes and manner provided by the Operating Agreement.

G. The Oil and Gas Leases and/or Oil and Gas Interests which are subject hereto may not be assigned or transferred except in accordance
with those tenns, provisions and restrictions in the Operating Agreement regulating such transfers,

This agreement and the Opernting Agreement shall be binding upon and shall inure to the benefit of the parties hereto, and their
respective heirs, devisees, legal represemarives, and assigns, and the terms hereof shall be deemed 1o run wilh the leascs or interests
included within the lease Contract Area.

H. The parties shall have the right 10 ncquire an interest in renewal, extension and replacement leases, leases proposed to be surrendered,
wells proposed to be abandoned, and interests o0 be relinquished as a result of nen-participation in subsequent cperations, all in
accordance with the terms and provisions of the Operating Agreement,

1. The rights and oblipations of the parties and the adjustment of interests amony them in the event of a failure or loss of title, each party’s
right to propose operations, obligations with respect 1¢ participation in operations on the Contract Area and the consequences of a
failure to participate in operations, the rights and obligations of the parties reparding the marketing of production, and the rights and
remedies of the parties for failure 1o comply with financial obiigations shatl be as provided in the Operating Agreement.

J.  Each party's interest under this agreement and under the Operating Apréement shall be subject to relinquishment for its failure to
participate in subsequent operations and each pany’s share of production and costs shall be reallocated on the basis of such
relinquishmeny, ail upon 1he terms and provisions provided in the Operating Agrecment,

K. Al other mnatters with respect 1o exploration and development of the Contract Area and the ownership and transfer of the Qil and Gas
Leases and/or Qil and Gas Interest therein shall be governed by the terms and provisions of the Operating Agreement.

3. The parties hereby gram reciprocal liens and security interests as follows:

A. Each party grants 1o the other parties hereto a lien upon any inlerest it now owns or hereafier acquires in Qil and Gas Leases and 05
and Gas Interests in the Contract Area, and a security interest and/or purchase money security interest in any interest it now owns or
hereafter acquires in the personal property and fixtures on or used or obtained for use in connection therewith, 1o secure performance ol
all of its obligations under this agreement and the Cperating Agrecment including but not limited to payment of expense, interest and
fees, the proper disbursement of all monies paid under this agreement and the Operating, Agreement, the assignmen or telinguishmeni
of interest in Oil and Gas Leases as required under this agreement and the Operating Agreement, and the proper performance ol
operations under this agreement and the Operating Agreement, Such lien and security interest granted by each party hereto shall include
such party’s leasehold imerests, working interests, operating rights, and zoyalty and overriding royalty interests in Lhe Contract Area
now owned or hereafter acquired and in Jands pooled or unitized therewith or otherwise becoming subject to this agreement and the
Qperating Agreement, the Oil and Gas when extracted therefrom and equipment situated thereon or used or obtained for use in
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connection therewith (including, without limitation, all wells, tools, and tubular goods), and accounts (including, without limitation,
accounts arising from the sale of production al the wellhead), contract rights, invenlory and general intangibles relating (hereto or
arising therefrom, and all proceeds and products of the foregoing.

B. Each party represents and warranis to the other parties hereto that the lien and security interest granted by such party to the other parties
shall be a first and prior lien, and each party hereby agrees to maintain the priority of said lien and security interest against all persons
acquiring an interest in Oil and Gas Leases and Intercsts covered by this agreemens and the Operating Agreement by, through or under
such party. All parties acquiring an inlerest in Oii and Gas Leases and Qil and Gas [nterests covered by this agreement and the
Operating Agreement, whether by assignment, merger, morigage, operation of law, or otherwise, shall be deemed to have taken subject
10 the lien and security interest pranted by the Operating Agreement and this instrument as 1o all obligations auributable to such imerest
under this agreement and the Operating Agreement whether or not such cbligations arise before or afler such interest is avquired.

C. To the extent that the parties have 2 security inerest under the Uniform Commercial Code of the stale in which lhe Contract Area is
stlualed, they shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and Lhe
obtaining of judgment by a party for the secured indebledness shall not be deemed an clection of remedies or otherwise affect the lien
rights or security interest as sceurily for the payment thereof, In addition, upon default by any party in the payment of its share of
expensces, interest or fees, or upon the impraper use of funds by the Operator, the other panics shall have the right, without prejudice to
other rights or remedies, to collect from the purchaser the proceeds from the sale of such defaulting party’s share of Oil and Gas uniil
the amount owed by such party, plus interest, has been received, and shall have the sipht to offset the amount owed against the proceeds
from the sale of such defaulting party's share of Qil and Gas. Alt purchasers of production may rely on a notification of default from the
non-defaulting party or parties stating the amount due as a resull of the defaul, and all partics waive any recourse available against
purchasers for releasing production proceeds as provided in this paragraph.

D. Ifany party fails to pay its share of expenses within one hundred-twenty {120) days after rendition of a statement Lherefor by Operator
the non-defaulling parties, including Operator, shall, upon request by Operatot, pay the unpaid amount in the proportion that the interest
of each such party bears to the interest of all such parties. The amount paid by cach party so paying its share of the unpaid amount shall
be secured by the liens and security rights described in this paragraph 3 and in the Operating Agreement, and each paying party may
independently pursue any remnedy available under the Operating Agreement or otherwise.

E. Ifany party does not perform all of its obligations under this agreement or the Operating Agreement. and the failure 1o perform subjects
such party to foreclosure or execution proceedings pursuant 10 the provisions of this agreement or the Operating Agreement, to the
extent allowed by governing law, the defaulting party waives any available right of redemption from and after the date of judgmeni, any
required valuation or appraisement of the morigaged or secured property prior to sale, any available right to stay execution or to require
a marshatling of assets and any required bond in the event a receiver is appointed. In additien, 10 the extent permitted by applicable Jaw,
each parly hereby granis to the other parlies a power of sale as to any property that is subject 1o the lien and security rights granied
hereunder or under the Operating Agreement, such power to be exercised in the manner provided by applicable law or otherwise in a
commmercially reasonable manner and upen reasonable notice.

F. The lign and security interest granted in this paragraph 3 supplemnents identical rights granted under the Operating Agreemncnt.

G. To the extent permitted by applicable law, Non-Operators agree that Operator may invoke or utilize the mechanics’ or materialmen’s
licn law of the state in which the Contract Area is situaled in order to secure the payment to Operator of any sum due under lhis
agreement and the Qperating Agreement for services performed or materials supplied by Operator.

H. The above described security will be financed at the wellhead of the well or weils located on the Contract Area and this Recording
Supplement may be filed in the land records in the County or Parish in which the Contract Area is located, and as a financing statement
in all recording offices required under the Uniform Commercial Code or other applicable stale siatules 10 perfeet the above-described
sccurity interest, and any party hereto may file a continualion statement as necessary under the Uniform Commercial Code, or other
slate laws.

This agreement shall be effective as of the date of the Operating Agreement as above recited, Lpon termination of this agreement and the
Operating Agreement and the satisfaction of all obligations theréunder, Operator is authorized to file of record in all necessary recording
offices a notice of termination, and each party hereto agrees to execule such a notice of teemination as to Operator’s interest, upon the
request of Operator, if Operator has complied with all of its financial obligations.

This apreement and the Qperating Agreement shail be binding upon and shall inure to the benefit of the parties hereto and their respective
heirs, devisees, legal representatives, successors and assigns, No sale, encumbrance, transfer or other disposition shall be made by any party
ol any interest in the Leases or Interests subject hercto except as expressly penmitted under the Operating Agreement and, if permitted, shall
be made expressly subject to this agreement and the Operating Agreement and without prejudice to the rights of the other parties. If he
transfer is permitted, the assignee of an ewnership interest in any Oil and Gos Lease shall be deeined a parly to this agreement and the
Operaling Agreement as to the interest assigned from and after the effective date of the transfer of ownership; provided, however, that the
cther partics shall not be required 10 recognize any such sale, encumbrance, transfer or other disposition for any purpose hereunder unti}
thiny (30) days after they have received a copy of the instrument of transfer or other salisfactory evidence thereof in writing from the
transferor or transferee. No assignment or other disposition of interest by a party shall relieve such party of cbligations previously incurred
by such party under this agreement or the Operating Agreement with respect to the interest transferved, including witkout limitation the
obligation of a party 1o pay all costs atributable to an operation conducted under this agreement and the Operaling Agreement in which
such party has agreed io participale prior to making such assignment, and the lien and security interest granied by Anticle VI1.B. of the
Operating Agreement and hereby shall continue to burden the interest transferred to secure payment of any such obligations,

[n the event of a conflict between the terms and provisions of this agreement and the terms and provisions of the Operating Apreement,
then, as between the parties, the lenns and provisions of the Operating Agreement shall control,

This agreement shall be binding upon each Non-Qperator when this ngreement or a counterpart thercof has been executed by such Non-
Operater and Operator notwilhstanding 1hat this agreement is not then or thereafier executed by all of the parties 1o which it is tendered or
which are listed on Exhibit “A” as owning an interest in the Contract Area or which own, in fact, an interest in the Contract Area. In the
event thal any provision herein is illepal or unenforceable. the remaining provisions shall not be affected, and shall be enforced as if the
illegal or unenforceable proviston did not appear herein.

Onher provisions,
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. who has prepared and circulated this form for execution, represents and warrants that the form was printed from and,
with the exception(s) listed below, is identical to the AAPL Form 610RS-1989 Madel Forn Recording Supplement to Operaling
Agreement and Financing Statement. as published in computerized form by Forms On-A-Disk, Ine. No changes, alterations, or
modifications, other than those made by strikethrough and/or insertion and that are clearly recognizable as changes in Articles

. have been made to the form,

IN WITNESS WHEREGF., 1his agreement shall be effective as of the day of
OPERATOR
ATTEST QR WITNESS
Chevron MidContivent, 80 .- {Formatted: Font: Baold
By:
‘Type or Print Name
Title:
Date:
Address:

NON-OPERATORS

ATTEST OR WITNESS

TheAlarCo, . { Formatted: Font: Bold

By:

Type or Print Name
Title:

Date:

Address:

ATTEST OR WITNESS

Regeneration Energy Corp, ... {Formatted: Font: Bold

By:

Type or Print Name
Title:

Date:

Address:

ATTEST OR WITNESS

— {Formatted: Font: Bold

By:

Type or Print Name
Title:

Date:

Address:

ATTEST OR WITNESS

A { Formatted: Font: Bold

g

Typcor Print Name
Tile:
Dpig;

]

Address:

ATTEST OR WITNESS

Typear Print Name

ATTEST OR WITNESS
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ACKNOWLEDGMENTS

NOTE:

The following fonns of acknowledgment are the shont forns approved by the Uniform Law on Notarial Acts. The validily and effect
of these forms in any state will depend upon the statutes of that state.

Individual Acknewledgment

State of 4§
§ ss.
County of — §

This insirument was acknowledged before me on

by
(Seal, if any)
Title (and Rank)
My comnmission expires:
State of §
§ ss.
County ol §

his instirneat was acknowledged betore e op

by
{Scal,if any}
Title fund Rank)
My commission evpires:
State of §
§ ss
County of )

by

{Seal, if any)

Title {and Rank}
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Acknowledgmeat ln Representative Capacity

Stale of &
§ ss.
County of I

This instrument was acknow!edged befere me on

by as of

{Seal, if any)

Title {and Rank)

My commission expires:

Slate of, §
§ 5%,
Capniy ol §
his i W, cnowled & I
by a8 of

(el ifany)

Tine (and Rank)

My comumission expires:

Stag af §
§ .55
Counly ol §

This instrument was peknowledged betbre me on

by. a8 of

(Segal, i any)

Title.Land. Rank)

My cotmmission eaires;

Statg ol §

County_ ol §

This instrument wis peknowledpes) beipre me on

by i ol
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Sl iCany}

Tilletand Bank)

My connnission expires;

State o, 3
4 58,
Coumy of §

This instrument was geknewledyel belpre e on

by:

(Seal, it any}

“Titie (and Rank)

My comniission expires;

State of §
LN
County ol §

— This ingtrument was ackngwledged betipe me on

by

Fix] of

(Senl.ilGny)

Tile fand Rank}

My commissign expires;

Counyyof 3§

instrument wug pcknowledged belvre me on

by

tSeal,iCaoy)

itle (and Raph)

My commission expires;
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ARTICLE XVI.

OTHER PROVISIONS

BINDING NATURE OF OPERATING AGREEMENT.

I.1

If a party assigns all or a portion of its interest in the Oil and Gas Leaseholds and Otl
and Gas Interests to a bona fide unafilliated purchaser and subject to this Operating
Agreement in accordance with the provision of this Article VIILD., it shall be
responsible only for costs charged to the joint account for activity occurring prior to
such sale attributable to the assigned interests. Such purchaser shall be jointly and
severally liable with the seller for costs charged to the joint account for activity
occurring prior to such sale and shall be liable for costs charged to the joint account.
Any such assignment of an interest in the Contract Area covered hereby shall expressly
be made subject to all of the terms, covenants, provisions and conditions of this
Operating Agreement and any parties so assigning such interests in the Contract Area
shall promptly give notice of such an assignment to Operator. No such assignment
shall be binding upon any other party hereto until, (1) all monies due and accounts
payable accruing out of the development and operation of the lease(s) subject hereto
shall have been paid in full by the party assigning its interest, and {2) thirty (30) days
after the assigning party shall have furnished to Operator hereto a certified copy of the
recorded instrument or instruments evidencing the same.

MEMORANDUM OF OPERATING AGREEMENT AND FINANCING STATEMENT.

21

Operator shall prepare and circulate for execution a Memorandum of Operating
Agreement and Financing Statement for the Contract Area (in the form set out in
Exhibit "I" hereto) in order to give record notice of this Operating Agreement and
terms hereof, including, but not limited to, the lien granted herein. Each Non-Operator
shall execute such instrument upon receipt from Operator and deliver same to Operator
within ten (10) days of receipt. Failure by any party to so retum same shall give the
Operator the right to suspend all payments under this Operating Agreement due to said
party until such time as the Memorandum is received by the Operator. Once the
Memorandum is executed Operator shall file same of record in each county which
contributes acreage to the Contract Area.

REPLACEMENT EXHIBIT "A."

3.1

Exhibit "A" may be amended from time to time to reflect changes in ownership and
changes in the addresses of the parties upon Operator circulating a replacement Exhibit
"A" reflecting an effective date of any such changes. Non-Operators shall have 30
days to submit corrections to any replacement Exhibit “A” circulated by Operator.

PRIORITY OF OPERATIONS AND LIMITATION WELL PROPOSALS.

4.1

When a well which has been authorized under the terms of this Operating Agreement
shall have been drilled to the objective depth or formation and all tests have been
completed and the results thereof furnished to the participating parties, and such parties
cannot agree upon the sequence and timing of further operations regarding said well,
the following proposals shall control in the order enumerated hereafter:

(A) a proposal to do additional logging, coring or testing;

(B) a proposal to attempt to complete the well at the objective depth or formation
in the manner set forth in the AFE (i.e., in accordance with the casing,
stimulation and other completion programs set forth in the in the AFE);

(C) a proposal to attempt to complete the well at the objective depth or formation
in a manner different than as set forth in the AFE;

(D) a proposal to plug back and atternpt to complete the well at a depth shallower
than the objective depth or formation, with priority given to objectives in

ascending order up hole;

(E) a proposal to deepen the well below the objective depth or formation,;

MODEL FORM OPERATING AGREEMENT 1989 18
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(F) a proposal to sidetrack the well to a new target objective, with priority given
first in ascending order to the objectives above the objective depth or
formation and then to depths below the objective depth or formation.

42 If at the time the parties are considering a proposed operation, the well is in such
condition, in the Operator’s judgment, that a reasonably prudent operator would not
conduct such operation for fear of mechanical difficulties, placing the hole, equipment
or personnel in danger of loss or injury or fear of loss of the well for any reason
without being able to attempt a completion at the objective depth or formation, then the
proposal shall be given no priority to any proposed operation except for plugging and
abandoning the well.

4.3 Notwithstanding Article VI.B, no party may propose more than one (1) well at any one
time.

5. D. ASSIGNMENT; MAINTENANCE OF UNIFORM INTEREST:

5.1 In the event a party sells, encumbers, transfers or otherwise disposes of a portion of its
interests in the oil and gas leaseholds or oil and/gas interests subject to this agreement
in violation of this Article VIIL.D, it shall pay liquidated damages of One hundred
thousand Dollars ($100,000.00) to the Operator, who shall credit such sum to the joint
account except for all violating parties.

6.1 If said trustee or agent is not appointed within thirty {30) days after written notice from
Operator to said parties, Operator shall have the right to appeint such trustee or agent
from such group of parties and such appointment shall be binding upon all of said
parties.

7.

7.1 If any proposed sale subject to this Article VIILF includes property not subject to this
agreement, the property subject to this agreement shall be separately appraised by an
independent appraiser and offered to the other parties in accordance with this Article
VIILE.

8. HEADINGS.

8.1 All headings in this agreement are for reference purposes only and have no binding
effect on the terms, conditions or provisions of this Operating Agreement.

9. CONFIDENTIALITY.

9.1 Except as otherwise provided herein, no party shall divulge to any third party any
geophysical data acquired, obtained or developed by the parties hereto involving the
Contract Area subsequent to the effective date of this Operating Agreement, or any
drilling information relative to any well or wells drilled as a result hereof, other than
the depth and information customarily publicized, without first obtaining the written
consent of the other parties to release such information, which consent shall not be
unreasonably withheld; provided, however, that such consent shall not be necessary for
any party to divulge such information to a party from whom they may receive a
contribution for the drilling of the well hereunder or to a party who is record owner of
an interest in such well or to the lessor of a lease which requires lessee to divulge such
information to the lessor, but only if such party to whom the information is to be
disclosed agrees to be subject to this provision prior to disclosure. All such information
and data shall be treated as strictly confidential. Nothing contained herein shall be
deemed to prevent disclosure of any such information or data if such disclosure is
required by applicable laws or rules and regulations of any administrative or
governmental agency or entity.

10. MEDIA/NEWS RELEASES.

10.1  No party hereto shall, at any time, issue to the press or other media any news release or
distribute any information or photographs concerning the Contract Area. If a party
desires to make any public announcement or statement with respect to the transaction
contemplated by this agreement, it shall provide the other parties with the proposed

MODEL FORM OPERATING AGREEMENT 1989 19
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statement or announcement. When all of the parties have reviewed such material and
all parties have approved the issuance of the material, the Operator shall have the
option of issuing such announcement. If the Operator declines, the party desiring such
release shall have the principal responsibility for its issuance. Nothing contained in
this paragraph shall be construed to require the parties to obtain approval of the other
parties hereto to disclose information with respect to the transaction contemplated by
this Operating Agreement to any state or federal governmental authority or agency to
the extent required by applicable law or necessary to comply with the disclosure
requirements of the New York Stock Exchange or any other regulated stock exchange.
The only other exception to the foregoing shall be that in the event of an emergency
involving extensive property damage, operations failure, loss of human life or other
clear emergency, the party designated as Operator hereunder is authorized to furnish
such minimum, strictly factual information as shall be necessary to satisfy the
legitimate public interest on the part of the press and duly constituted authorities, if
such time does not permit the obtaining of prior approval by the other parties. Said
Operator shall thereupon promptly advise the other parties of the information so
furnished.

11. DEFAULTS AND REMEDIES.

11.1

A defaulting party shall have no further access to the drilling rig floor, platforms,
facilities, logs, maps records, data, interpretations, or other information obtained in
connection with operations. A defaulting party shall not be entitled to vote on any
matter until such time as said Party’s payments are current. The voting interest of each
non-defaulting party shall be in the proportion its participating interest bears to the
total non-defaulting participating interest. As to any operation approved during the
time a Party is in default, such Party shall be deemed to be a non-consenting party and
shall be subject to the penalties as provided in Article VI.B.2.

If Operator is the party in default, the Non-Operators shall have, in addition, the right
by vote on Non-Operators owning a majority in interest in the Contract Area or Lease
after excluding the voting interest of Operator, to appoint a new Operator effective
immediately.

12. CONFLICT OF TERMS.

12.1

In the event of a conflict between the provisions of this Article XVI and the terms and
conditions contained in the prior Articles hereof, the provisions of this Article XVI.
shall prevail.

13. TIME PERIOD FOR PARTICIPATION ELECTION.

13.1

Notwithstanding anything to the contrary in this Operating Agreement, Operator shall
have the right to commence proposed operations under Article VI.B.1 prior to the
expiration of the thirty (30) day notice period (or forty-eight (48) hour period if a
drilling rig is on location) for participation elections. Operator's commencement of the
proposed operations prior to the expiration of the notice period shall not impair any
other party's right to utilize the full thirty (30) day notice period (or forty-eight (48)
hour period if a drilling rig is on location) for submittal of its participation election,
provided that once a party has submitted its participation election, it shall not have the
right to change its election without the approval of all Consenting Parties. Any party
that elects not to participate in a proposed operation after Operator's commencement of
the proposed operation shall relinquish its interest in the well and share of production
therefrom until the proceeds of the sale of such share or market value thereof if such
share is not sold, shall equal the total of the amounts set forth in Article VI.B.2 (a) and

(b).

14. TIME PERIOD FOR PARTICIPATION ELECTION.

i4.1

Notwithstanding anything to the contrary in this Operating Agreement, Operator shall
have the right to commence proposed operations under Article VL.B.1 prior to the
expiration of the thirty (30) day notice period (or forty-eight (48) hour period if a
drilling rig is on location) for participation elections, Operator’s commencement of the
proposed operations prior to the expiration of the notice period shall not impair any
other party’s right to utilize the full thirty (30) day notice period (or forty-eight (48)
hour period if a drilling rig is on location) for submittal of its participation election,
provided that once a party has submitted its participation election, it shall not have the

MQODEL FORM OPERATING AGREEMENT 1989 20
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right to change its election without the approval of all Consenting Parties. Any party
that elects not to participate in a proposed operation after Operator’s commencement of
the proposed operation shall relinquish its interest in the well and share of production
therefrom until the proceeds of the sale of such share or market value thereof if such
share is not sold, shall equal the total of the amounts set forth in Article VI.B.2(a) and

().
15.  DEFINITIONS.

15.1  The term Deecpen shall also mean a single operation whereby a Horizontal Well is
drilled to a targeted distance beyond the horizontal distance in which the well was
previously drilled, or beyond the targeted horizontal distance proposed in the
assoclated AFE, whichever is the lesser.

15.2  The term Horizontal Well shall mean a well in which the horizontal component of the
gross Completion interval in the reservoir exceeds the vertical component of such
gross Completion interval.

16. CONFLICT OF INTEREST.

16.1 No employee of another party shall have a significant direct or indirect financial
interest in the business of any other party. No party shall pay any commissicns, fees or
grant any rebates to any employee or officer of another party, or favor employees or
officers of another party with gifts or entertainment of significant cost or value, or
enter into any business arrangements with employees or officers of another party. Any
representative or representatives authorized by another party may audit any and all
records relative to the work performed hereunder and all transactions related thereto,
for the purpose of determining whether there has been compliance with this Article
XVL

17. RESOLUTION OF DISPUTES.
17.]  Any dispute between the parties shall be resolved in accordance with Exhibit “H.”
18. ADDITIONAL FACILITIES.

18.1  Any party may propose the installation of additional facilities, including a gas
gathering pipeline, reasonably intended to benefit the Contract Area, beyond those
included in a proposed operation, by giving to all other parties written notice of the
proposal together with an estimate of anticipated expenses and all other reasonably
necessary details. The parties shall have thirty (30) days from receipt of such notice to
elect in writing whether or not to participate in the proposed installation. At the
expiration of the 30-day period, those parties electing to participate may proceed to
install the proposed facilities at their own risk and expense and shall own said facilities
in the proportion that they bear the expense of construction and installation. To the
extent that the additional facilities are to be used for the benefit of the Contract Area,
all of the parties shall have access to and use of said facilitics ratably, provided that the
participating parties shall be entitled to a reasonable fee for such use by the non-
participated parties, which fee shall include a reasonable retum on investment.
Operator shall be responsible for constructing and operating said facilities and shall be
entitled to collect a reasonable charge for overhead during construction and installation
pursuant to the provisions of Exhibit “C”.

MODEL FORM OPERATING AGREEMENT 1989 21
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EXHIBIT H

ALTERNATIVE DISPUTE RESOLUTION

DIRECT NEGOTIATIONS.

1.1

1.3

14

1.5

If a Dispute arises, either Party may initiate the resolution process by giving written
notice to the other Party of the Dispute. Within twenty days of delivery of the notice, the
receiving Party shall submit to the other Party a written response. “Dispute” means any
dispute or controversy arising out of this agreement, including a Claim under this
agreement, and any dispute or controversy regarding the making, existence, construction,
validity, interpretation, enforceability, termination or breach of this Lease. A “Claim”
means any claim, liability, loss, demand, damages, lien, cause of action of any kind,
obligation, costs, fees, assessments, penalties, fines, judgment, interest and award
(including recoverable legal counsel fees, expert witness fees, and costs of litigation of
the party asserting the Claim}, whether arising by law, contract, tort, voluntary settlement
or otherwise.

The notice and response shall include a statement of that Party’s position and supporting
arguments, the value of that Party’s Claim, and state whether the Party agrees to toll all
applicable statutes of limitations and defenses based upon the passage of time while the
proceedings in this Exhibit are pending.

[f the Parties do not agree that all applicable statutes of limitation and defenses based
upon the passage of time shall be telled while the proceedings under this Exhibit are
pending, a Party may file an arbitration proceeding under Section 3 of this Exhibit to
attempt to preserve its Claim. Any arbitration proceeding filed to preserve a Claim shall
be stayed by the arbitrator immediately after appointment so that the Parties may
continue direct negotiations under Section 1 and mediation under Section 2.

A meeting between the Parties, attended by individuals with decision-making authority,
shall take place within sixty days from delivery of the initial notice and as often after the
initial meeting as the Parties deem necessary in an attempt to resolve the Dispute through
direct negoliations.

All negotiations under this Section 1 shall be treated as compromise and settlement
negotiations under the applicable rules of evidence.

MEDIATION.

2.1

22

23

If an initial meeting under Section 1.4 does not ocour within sixty days of the delivery of
the written notice of Dispute or if the Parties do not resolve the Dispute within sixty days
from the first meeting, the Parties may attempt to resolve the Dispute by confidential
mediation under the Conflict Prevention & Resolution International Institute (“CPR™)
Mediation Procedure then currently in effect. The Parties shall select a mediator from the
CPR Panels of Distinguished Neutrals. The place of mediation is Houston, Harris
County, Texas.

Regardless of whether direct negotiations or mediation has occurred, if the Dispute has
not been resolved within 180 days of the delivery of the written notice of Dispute, then
either Party may submit, at any time until the Dispute has been resolved, the Dispute for
binding arbitration under Section 3 as the sole and exclusive remedy of the Parties
regarding the Dispute, according to the Rules of the CPR Institute for Dispute Resolution
for Non-Administered Arbitration (“CPR Rules”™). The mediator shall not serve as an
arbitrator.

All discussions under this Section 2 shall be treated as compromise and settlement
negotiations under applicable rules of evidence.

ARBITRATION.

31

3.2

33

Governing Rules. The arbitration shall be conducted in accordance with this Section 3
and the Federal Arbitration Act, 9 US.C. §§ 1-16 ("Act™). To the extent that a matter is
not addressed by this Section 3 or the Act, the arbitration shall be conducted in accordance
with CPR Rules. To the extent of conflicts between the Act or CPR Rules and the
provisions of this Agreement, the provisions of this Agreement prevail. The CPR Institute
is the appointing authority.

Location. The place of arbitration is Houston, Harris County, Texas.

Selection of Arbitrators.
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3.5

(A)

(B)

(&

(D)

If the monetary value of the Dispute is US$52,000,000 (or its currency
equivalent) or less, one arbitrator shall be appointed. The Parties may mutually
agree on an arbitrator within thirty days from the delivery of written notice of
initiation of arbitration under the CPR Rules as required by Section 2.2. If the
Parties cannot agree on an arbitrator within thirty days of delivery of written
notice, then the Parties shall apply in writing to CPR to designate an arbitrator
under CPR Rule 6, who shall act as if mutually agreed to by the Parties.

If the Dispute has a monetary value greater than 1UUS$2,000,000 or its currency
equivalent, three arbitrators shall be appointed. If three arbitrators are
appointed, they shall be chosen as follows:

(1) Each Party shall designate an arbitrator meeting the criteria set forth in
Section 3.4 and notify the other Party of its designated arbitrator within
thirty days from the delivery of written notice of initiation of arbitration
under Section 2.2. If a Party fails to designate an arbitrator, then the
other Party may apply in writing to CPR for or on behalf of the Party
who failed to designate an arbitrator.

{2) The two arbitrators chosen under Section 3.3(B){1) shall act as if mutually
agreed to by the Parties, and within fifteen days after the appointment of
the second arbitrator, choose the third arbitrator who shall also meet the
criteria set forth in Section 3.4. If the two arbitrators fail to select a third
within fifteen days, either Party may request in writing that CPR choose a
third arbitrator under CPR Rule 6.

3 The third arbitrator shall serve as the presiding arbitrator of the panel.
The action of a majority of the members of the arbitration panel shall
govern, and their written decision shall be final, and binding on the
Parties.

If more than two Parties are involved in the Dispute, the following applies:

N If the monetary value of the Dispute is US$2,000,000 (or its currency
equivalent) or less, then the Parties shall apply in writing to CPR to
appoint one arbitrator under CPR Rule 6 who meets the criteria of
Section 3.4.

(2) If the monetary value of the Dispute is greater than US$2,000,000 or its
currency equivalent, then the Parties shall apply in writing to CPR to
appoint three arbitrators under CPR Rule 6 who meet the criteria of
Section 3.4.

The appointed arbitrators, whether one or three, shall be referred to as the Panel.

Qualifications of Panel.

(A)

(B)

©

The Panel shall be knowledgeable about or specialize in the subject matter
involved in the Dispute.

Prior to appointment, all arbitrators shall disclose to the Parties and to any other
arbitrators all actual or perceived conflicts of interest involving the Dispute, the
Parties, the Parties” Affiliates, or the Parties” counsel or consultants, including
past or present business, professional, and social relationships.

The Panel shall remain neutral, impartial and independent regarding the Dispute
and the Parties. The sole or presiding arbitrator shall be a lawyer experienced in
the resolution of disputes.

Conduct of Arbitration. The arbitration shall be conducted according to CPR Rules.
The hearing shall be transcribed for the benefit of the arbitrator and the Parties.
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3.8

Panel Authority.

(A)

(B)

(©)

(D)

(E}

(F)

@

(H)

(M

The Panel shall fashion any remedy it deems appropriate as long as that remedy is
consistent with the Parties’ notice of arbitration claim or defense, and this Agreement.

The Panel has no authority to appoint or retain any expert witness for any purpose unless
agreed to by the Parties.

Panel has the power to rule on objections conceming jurisdiction, including the existence,
validity, and interpretation of this arbitration clause, and the existence, validity, and
interpretation of the Agreement or any of its provisions.

The Panel is authorized to take any interim measurcs as it considers necessary, including
the making of interim orders or awards or partial final awards. An interim order or award
shall be enforced in the same manner as a final award using the procedures specified
below.

The Panel shall apply all relevant statutes of limitations and equitable defenses based on
the passage of time to the claims raised in the arbitration.

Any attorney-client or attomcy work product privileges and other protections against
disclosure of privileged or confidential information that are available to a Party may be
claimed by that Party in any arbitration proceeding and ruled on by the Panel. No
conduct, action, omission, or ruling by a Party or the Pancl will result in waiver of a
Party’s attorney-client privilege or any other protection against disclosure of privileged or
confidential information in any proceeding outside of the arbitration.

The arbitrator Panel shall render a reasoned award in writing. The decision shall detail
the findings of fact and conclusions of law en which it rests. The award is final and
binding.

Any money judgment the Panel enters shall be payable in U.S. Dollars. The Partics
forego any claim for, and the arbitrator Panet has no power to award, the damages waived
and released under Section 11.5. If applicable law allows pre- or post-award intcrest, the
Panel may in its discretion grant pre- or post-award interest at the rate provided in the
Agreement, or if no Agreement rate is specified, at applicable statutory interest rates under
Texas law during the relevant period, All arbitration fees and costs (with the exception of
transcription costs as specified above) shall be borne equally regardless of which Party
prevails. Each Party shall bear its own costs of legal representation and witnesses.

The Panel’s award shall be issued within three months from the completion of the
hearing.

Enforceability.

(A)

(B)

(©)

The Parties waive any right of appeal or recourse to any court cxcept to compel
arbitration, to compel the appointment of arbitrators, to stay judicial procecdings pending
arbitration, for an injunction pending determination by the arbitrator, for disqualification
of arbitrators, for aid in furtherance of arbitration, to confirm the award, to enforce any
judgment confirming the award, in circumstances which would permit refusal of
recognition and enforcement of an award under the Act, 9 U.S.C. § 10, or as provided in

Section 0.

Except for proceedings to preserve Property pending determination by the arbitrator or to
enforce judgment entered on an award, the mandatory exclusive venue for any judicial
proceeding permitted in the Agreement is the United States District Court for the
Southern District of Texas located in Houston, Harris County, Texas. If the United States
District Court does not have subject matter jurisdiction, venuc shall lie in any state court
in Houston, Harrts County, Texas., The Partics consent to the jurisdiction of these courts,
and waive any defenses they have regarding jurisdiction or venue. Proceedings to
confirm an award may be filed as provided in this Section 3.7(B) at any time within one
year after the award is made.

Proceedings to enforce a judgment entered on an award may be filed in any court having
jurisdiction over the person or asscts of the non-prevailing Party. The prevailing Party
may seek, in any court having jurisdiction, judicial recognition of the award, or order of
enforcement or any other order or decree that is necessary to give full effect to the award.

Confidentiality.

(A)

(B)

(€}

The Parties agree that any Dispute and any ncgotiations, mediation and arbitration
proceedings between the Parties in relation to any Dispute, including their existence,
content, or results, shall be confidential and will not be disclosed to any third party.

The Parties further agree that any information, documents or materials produced for the
purposes of, or used in, negotiations, mediation or arbitration of any Dispute shall be
confidential and will not be disclosed to any third party.

Without prejudice to the foregoing, the Parties agree that disclosure may be made:



(1) in order to enforcc any of the provisions of this Exhibit including without
limitation, the Parties agreement to arbitrate, any arbitration order or award and
any court judgment.

2 To the auditors, legal adviscrs, insurers and Affiliates of that Party to whom the
confidentiality obligations set out in this Contract shall extend.

(3) Where that Party is under a legal or regulatory obligation to make such
disclosure, but limited to the extent of that legal obligation in the written
opinion of that Party’s counsel.

4 With the prior written conscnt of the other Party.

(D) Any breach of this Section 3.8 shall not invalidate or be used as a basis to challenge an
arbitration award.

(E} The Parties agree to submit to the jurisdiction of the United States District Court for the
Southern District of Texas located in Houston, Harris County, Texas for the purposes of

any proceedings to enforce this Section O and shall prevent any information, documents

or materials protected under this Section 0 from being used or disclosed by any Party
other than the Party to whom the documents or materials belong for any purpose, If the
United States District Court does not have subject matter jurisdiction, the parties agree to
submit 1o the jurisdiction of any state court in Houston, Harris County, Texas. The Partics
consent to the jurisdiction of these courts, and waive any defenses they have regarding
jurisdiction or venue.

39 Survival. This Exhibit remains in force and cffect and binding on the Parties after termination or
completion of the Agreement.



