JAMES BRUCE
ATTORNLY AT 1AW

POST OFFICE BOX 1056
SANTA FL NEW MFXICO 87504

369 MONTEZUMA NO 213
SANTA FE NFW MEXICO 87501

(505) 982 2043 (Phone)
(505) 660 6612 (Cell)
(505) 982 2151 (kax)

jamesbruci@agl com

June 20, 2017

Florene Davidson
1l Conservation Division

1220 South St Francis Drive
Santa Fe, New Mexico 87505

Dear Florene

.

(OW /157 2%

Enclosed for filing on behalf of Forty Acres Energy LLC are an application for statutory
unitization together with a proposed advertisement Please set this matter for the July 20 2017
Examiner hearing The persons being notified are listed on Exhibit A

Thank you

Very truly yours

A

James Bruce

Attorney for Forty Acres Energy LLC
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3MG Corp
PO Box 7698
Tyler TX 75711

Apache

2000 Post Oak Boulevard Suite 100

Houston TX 77056 4400

Brazos Ltd Partnership
PO Box 911
Brecll<enr|dge TX 76424 0911

Chevron
1400 Smith Street
Houston TX 77002

ConocoPhillips Co
3300N A St#6 100
Midland TX 79705

Craig M McDonnold
505 N Big Spring
Midland TX 79701

Crump Est
SO0OW 7" St TX1 497 01 011
Ft Worth TX 76102 4700

CWM 200B
PO BOX 7698
Tyler TX 75711

CWM 2008 Il
PO BOX 7698
Tyler TX 75711

David H Essex
PO Box 5077
Midland TX 79701

Millard Deck Est
500 W 7" St TX1 497 01 011
Ft Worth TX 76102 4700

Devon Energy
333 West Sheridan Avenue
Okiahoma City OK 73102

EOSE Resources
Po Box 4362
Houston TX 77210 4362

SCR Energy Capital, LLC
PO Box 519
Phoenix MD 21131

XTO, Attn Steve Cobb
810 Houston Street
Ft Worth TX 76102 6298

R

GFW Ventures A Reaugh Family, LP
PO Box 6897
Abilene TX 76430

James O Duncan
PO Box 109
Big Spring TX 79721

Kaiser Francis Oil Company
6733 S Yale Ave
Tulsa OK 74136

LeaCo New Mexico Exploration & Production LLC
2000 Post Oak Boulevard Suite 100
Houston TX 77056 4400

McGee Drilling Corp
Po Box 2471
Midland TX 79702

Mewbourne Development Corp
500 W Texas #1020
Midland TX 79701

Mewbourne Energy Partners
500 W Texas #1020
Midland TX 79701

Mewbourne Oil Co
500 W Texas #1020
Midland TX 79701

Oxy USA, Inc
5 Greenway Plaza Suite 100
Houston TX 77046

RBA BOC Permian NM LLC
PO Box 2222
Albany TX 76430

Vanguard Natural Resources
5847 San Felipe Suite 3000
Houston TX 77057

W E Harper

Westbrook O1l Co
215 W Broadway
Hobbs NM 88241 2264

Don B &Doloris Scott
PO Box 1178
Hobbs NM 88240

EXHIBIT A J\
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Yarbrough Oil Co
1008 W Broadway
Hobbs NM 88240

ZPZ Energy Co
200 Post Oak Boulevard Suite 100
Houston TX 77056 4400

Carl W Burnett
2030 American Bank Tower
Austin TX 78204

Bill W Nelson
239 Aspen
Hereford TX 79045

Wade F Spillman
4101 N Hills DR
Austin TX 78731

G H Nelson
707 Purdue Dr
Tyler TX 75703

Alan O Johnson
400 Heritage Bank Bldg
Tyler TX 75703

Don Scott
PO Box 1178
Hobbs NM 88240

Marion Bowers Trust
Route 4 Box 352
Seminole TX 79360

StandleyStuder
2426 Cee Gee STE 206
San Antonio TX 78249

Silvernidge Corp
302 W Pointer Trail
Van Buen AR 72956

LHR Enterprises (Robert Bowers Trust)
PO Box 1737
Hobbs NM 88240

Robert Bowers
PO Box 1737
Hobbs NM 88240

Darrell W Marker
PO Box 1737
Hobbs NM 88240

RARN Inc
920 Adeline Court
St Paul MN 55118

Robert E Olson
9014 Callaghan Rd
San Antonio TX 78230

Harvey S & PaulaJ Olson
2707 Marlborough Dr
San Antonio TX 78230

Roland R Nabors
8922 Wexford Dr
San Antonio TX 78217

A Earl Jones
421 Main
Brownfield TX 79316

Alan W Ralston
PO Box 1737
Hobbs NM 88240

Arnold Divine Est
(see Divine Heirs)

Baber Well Service
PO Box 1772
Hobbs NM 88240

Bobby Doverspike
3312 Pine Hurst Trl Apt 169
Ft Worth TX 76137 3164

Byri Harns
PO Box 426
Hobbs NM 88240

Concho Resources, Attn Rita Burris
600 W Ilhnois Avenue
Midland TX 79701

Douglas Kasch
813 N County Club Rd
Algona IA 50511 7265

Guy Williams
420 W Gold Ave
Hobbs NM 88240

Kenneth Boss
301 S Hinson Rd
Lovington NM 88260

R O Withams & Mel van Craighead
PO Box 576
Ardmore OK 73402

Robert D Calhoon
2713 N Gold CT
Hobbs NM 88240
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SambbaiahKankanala

W Leo Slaton
14267 FM 2769
Leander TX 78641 9697



BEFORE THE NEW MEXICO OIL CONSERVATION DIVISION

APPLICATION OF FORTY ACRES ENERGY, LLC ,
FOR STATUTORY UNITIZATION, LEA COUNTY, I B

NEW MEXICO CaseNo _ [5248

APPLICATION

Forty Acres Energy LLC (“Applicant’) for its application, states

1 Applicant is engaged in the business of producing and selling o1l and gas as
defined 1n the Statutory Unmitization Act NMSA 1978 §§70 7 1 et seq (the ‘ Act )

2 Applicant's address 1s Suite 305 11777B Katy Freeway Houston Texas 77079,
phone number (832) 706 0057

3 Applicant 1s a working interest owner 1n the proposed West Eumont Unit (the
“Umt Area ) which covers the following lands located 1in Lea County, New Mexico

Township 20 South, Range 36 East NMPM

Section 21 S/2

Section 22 NE/4 and S/2

Sections 26 28 All

Section 29 NE/4

Section 32 E2

Sections 33 35 All

Township 21 South, Range 35 East, NM P M
Section 1 Lots3 6 and 11 14 and SW/4 (W/2 equivalent)
Section 2 Lots 1 16 and S/2 (All)
Section 3 Lots 1 16 and S/2 (All)
Section 11 N/2

Section 12 NW/4

Containing 7,977 30 acres of federal state and fee lands
A plat of the Unit Area 1s attached hereto as Exhibit A

4 The vertical limits of the unitized formation are defined as



"Umtized Formation shall mean that interval underlying the Unit Area the vertical

limits of which extend from an upper Iimit described as the top of the Yates Formation to

a lower limit at the base of the Queen Formation the geologic markers having been

previously found to occur at 3,100 feet and 4 208 feet respectively, in Amerada

Petroleum Corporation s #1 WE D’ State well (located 1980 feet FSL and 660 feet FEL

of Section 27 T-20-S R 36 E Lea County New Mexico) as recorded on the

Schlumberger Electrical Log taken on March 25 1954 said log being measured from a

derrick floor elevation of 3 586 feet above sea level
The Yates Seven Rivers Queen reservoir underlying the Unit Area has been reasonably
defined by development

5 Applicant proposes to institute a secondary recovery project in the Unit Area as
further described 1n an injection application filed concurrently with this application

6 The plan of umtization for the Unit Area 1s embodied 1n the Umit Agreement
which 1s attached hereto as Exhibit B The plan of umtization 1s fair reasonable and equitable,
and the participation formula contained therein allocates the produced and saved hydrocarbons to
the separately owned tracts in the Unit Area on a fair reasonable and equitable basis

7 The operating plan for the Unit Area covering the manner 1n which the Unit Area
will be supervised and managed and costs allocated and paid 1s embodied in the Unit Operating
Agreement which 1s attached hereto as Exhibit C

8 The unitized management operation and further development of the Yates -
Seven Rivers Queen reservolr underlying the Unit Area 1s reasonably necessary in order to
effectively carry on secondary recovery operations and to substantially increase the ultimate
recovery of o1l and gas therefrom

9 The secondary recovery project, as applied to the Yates Seven Rivers Queen
reservoir underlying the Unit Area 1s feasible, will prevent waste and will result with reasonable

probabulity 1n the increased recovery of substantially more o1l and gas from the Yates Seven

Rivers Queen reservoir than would otherwise be recovered



10 The estimated additional costs of conducting unitized operations will not exceed
the estimated value of the additional o1l and gas recovered thereby, plus a reasonable profit

11 Umtization and approval of the secondary recovery project will benefit the
working interest owners and royalty owners in the Yates Seven Rivers Queen reservoir
underlying the Unit Area

12 Applicant has made a good faith effort to secure the voluntary unitization of
interest owners 1n the Unit Area

13 Applicant requests that 1t be named operator of the Unit Area

14 Approval of this application will prevent waste and protect correlative rights

WHEREFORE applicant requests that after notice and hearing the Division enter 1ts

Reszctfully submutted

Jdmes Bruce

Pdst Office Box 1056

Santa Fe New Mexico 87504
(505) 982 2043

order approving statutory unitization of the Unit Area

jamesbruc@aol com

Attorney for Forty Acres Energy LLC



PROPOSED ADVERTISEMENT

Case No /0/768

Application of Forty Acres Energy, LLC for statutory unitization, Lea County, New Mexico
Applicant seeks an order statutorily unitizing all muneral interests in the Yates Seven Rivers-
Queen formation 1n the proposed West Eumont Unit underlying 7977 30 acres of federal state
and fee lands covering all or parts of Sections 21 22 26 29 and 32 35 of Township 20 South
Range 36 East NMPM and Sections 1 3 11 and 12 of Township 21 South Range 35 East
NMPM Among the matters to be considered at hearing pursuant to the New Mexico Statutory
Unitization Act NMSA 1978 §§70 7 1 et seq will be The necessity of unit operations the
determination of horizontal and vertical limuts of the unit area the determination of the fair
reasonable and equitable allocation of production and costs of production including capital
investments to each of the tracts in the unit area the determination of credits and charges to be
made among the working interest owners 1n the unit area for their investment in wells and
equipment and such other matters as may be necessary and appropriate The unit area 1s centered
approximately 5 mules northwest of O1l Center New Mexico
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
OF THE

WEST EUMONT UNIT

LEA COUNTY, NEW MEXICO

NO




UNIT AGRI EMI NI
TOR THI DI VET OPME NT AND OPERATION
Or THr
WI ST EUMONTUNIT

[T ACOUNTY NI'W MLXICO

TABI F OF CONILNIS by Sections
SECTION
1 ENABLING ACT AND REGULATIONS
2 UNIT AREA AND DEFINITIONS
3 EXHIBITS
4 EXPANSION
5 UNITIZED LAND
6 UNIT OPLRATOR
7 RESIGNAIION OR REMOVAL OF UNIT OPERATOR
8 SUCCESSOR UNIT OPERATOR

9 ACCOUNTING PROVISIONS AND UNIT OPERATING AGRFEMENI

10 RIGHTS AND OBLIGATIONS OF UNIT OPERATOR
11 PLAN OF OPERATIONS

12 USE OF SURFACF AND USF Ot WATER

13 TRACT PARTICIPATION

14 TRACTS QUALIFIED FOR PARTICIPATION

15
A ALLOCATION OF UNITI/ED SUBS | ANCES

B EXCESS IMPUTED NEWLY DISCOVERED CRUDE OIL
C EXCESS IMPUTED STRIPPER CRUDE OIL

D TAKING UNITIZED SUBSTANCLS IN KIND

16 OUTSIDE SUBSTANCL S

17 ROYALTY SETTLEMENT

l; RENTAL SETFLEMLNT

19 CONSERVATION

20 DRAINAGE

21 LOSS OF TITLE

22 LEASES AND CONTRACTS CONFORMED AND EXTENDED
23 COVENANTS RUN WITH LAND

24 EFFECTIVE DATE AND TERM



25 RATE OF PROSPECTING, DEVELOPMENT & PRODUCTION
26 NONDISCRIMINATION

27 APPEARANCES

28 NOTICES

29 NO WAIVER OF CERTAIN RIGHT

30 EQUIPMENT AND FACILITIES NOT FIXTURES ATTACHED TO RFAITY
31 UNAVOIDABLE DELAY

32 NONJOINDER AND SUBSEQUI'NT JOINDER

33 COUNTERPARTS

34 JOINDER IN DUAL CAPACITY

35 1AXES

36 NO PARINERSHIP

37 PRODUCTION AS OF THL LITT C1IVE DATE

38 NO SHARING OF MARKET
39 STATUTORY UNITIZATION

EXHIBIT A MAPOI UNIT AREA

FXHIBIT B SCHEDULE OF OWNI'RSHIP and TRACT PARTICIPA ITON



UNIT AGRCEMENT
FOR THL DI VI'T OPMENT AND OPERATION
Ol THL
WEST EUMONT UNIT
LEA COUNTY NEW MFXICO

THIS AGREEMENT entered 1nto as of the Ist day of April 2017 by and between the parties subscribing ratifying or
consenting hereto and herein referred to as the parties hereto

WIINESSI'TH

WHERFAS the parties hereto are the owners of working royalty or other o1l and gas interests in the Unit Area subject to this
Agreement and

WHERFAS the Mineral [ casing Act of | ebruary 25 1920 41 Stat 437 as amended 30 U S C Sec 181 et seq authorizes Federal
lessees and their representatives to unite with each other or jontly or separately with others 1n collectively adopting and operating a cooperative
or unit plan of development or operation of any o1l or gas pool ficld or like area or any part thereof for the purpose of more properly conserving
the natural resources thereof whenever determined and certified by the Secretary of the Interior to be necessary or advisable in the public interest
and

WHEREAS the Commussioner of Public Lands of the State of New Mexico 1s authorized by an Act of the Legislature (Section 1
Chapter 88 Laws 1943 as amended by Section 1 of Chapter 176 Laws of 1961) (Chapter 19 Article 10 Section 45 New Mexico Statutes 1978
Annotated) to consent to and approve the development or operation of State lands under agreements made by lessees of State land jowntly or
severally with other lessees where such agreements provide for the umit operation or development of part of or all of any o1l or gas pool field or
area and

WHFRFAS the Commussioner of Public Lands of the State of New Mexico 1s authorized by an Act of the Legislature (Section 1
Chapter 88 1 aws 1943 as amended by Section | Chapter 162 Laws of 1951) (Chapter 19 Article 10 Section 47 New Mexico Statutes 1978
Annotated) to amend with the approval of lessece evidenced by the lessees execution of such agreement or otherwise any oil and gas lease
embracing State lands so that the length of the term of said lcase may coincide with the term of such agreements for the umit operation and
development of part or all of any o1l or gas pool field or area and

WHLEREAS the Oul Conservation Division of the State of New Mexico (heremnafier referred to as the Division ) 1s authorized by an
Act of the Legislature (Chapter 72 Laws of 1935 as amended) (Chapter 70 Article 2 Section 2 et seq New Mexico Statutes 1978 Annotated) to
approve this Agreement and the conservation provisions hercof and

WHERFAS the Ol Conservation Division of the Fnergy and Minerals Department of the State of New Mexico 1s authorized by law
(Chapter 65 Article 3 and Article 14 NM S 1953 Annotated) to approve this Agreement and the conservation provisions hereof and

WHERFAS the parties hereto hold suffictent interest in the Unit Area covering the land hereinafter described to give reasonably
effective control of operations therein and

WHFRLEAS 1t 1s the purpose of the parties hereto to conserve natural resources prevent waste and secure other benefits obtainable
through development and operation of the area subject to this Agreement under the terms conditions and Iimitations herein set forth

NOW IHI REFORE 1n consideration of the premises and the promises herein contatned the parties hereto commit to this Agreement
their respective interest in the below defined Umit Area, and agree severally among themselves as follows

SECTION 1 ENABLING ACI AND REGULATIONS The Mineral Leasing Act of February 25 1920 as amended supra, and all valid
pertinent regulations including operating and unit plan regulations heretofore 1ssued thereunder or valid pertinent, and reasonable regulations
hereafter 1ssued thereunder are accepted and made a part of this Agreement as to Federal lands provided such regulations are not inconsistent
with the terms of this Agreement and as to non Federal lands the o1l and gas operating regulations 1n effect as of the Effective Date hereof
governing drilling and producing operations not inconsistent with the terms hereof or the laws of the state in which the non Federal land 1s
located are hercby accepted and made a part of this Agreement

SECTION 2 UNII AREA AND DI I INITIONS 1or the purpose of this Agreement the following terms and expressions as used herern shall
mean

(a) Unit Area 1s defined as those lands described in Exhibit B and depicted on Fxhibit A hereot and such land 1s hereby designated and
recognized as constituting the Unit Area, containing 7 977 30 acres more or less in Lea County New Mexico

(b) Land Commusstoner 1s defined as the Commussioner of Public Lands of the State of New Mexico
(c) Davision 15 defined as the O1l Conscrvation Division of the Department of Energy and Minerals of the State of New Mexico

(d) Authorized Officer or A O 1s any employee of the Bureau of | and Management who has been delegated the required authonty
to act on behalf of the BI M

(e) Secretary 1s defined as the Secretary of the Interior of the United States of America, or his duly authorized delegate

(f) Department 1s defined as the Department of the Interior of the United States of America

4



(g) Proper BLM Oftice 1s defined as the Burcau of Land Management office having jurnisdiction over the federal lands included
the Umt Area

(h) Umtized Formation shall mean that interval underlying the Unit Area the vertical limits of which extended from an upper hmit
described as the top of the Yates I ormation to a lower limit at the base of the Queen Formation the geologic markers having been
previously found to occur at 3 100 feet and 4 208 feet respectively in Amerada Petroleum Corporation s #1 WE D State well
(located at 1980 feet FSL and 660 feet FF1 of Section 27 T20S R 36 E Lea County New Mexico) as recorded on the
Schlumberger Electrical Log taken on March 25 1954 said log being measured from a derrick floor elevation of 3 586 feet above sea
level

(1) Umtized Substances are all o1l gas gascous substances sulphur contained in gas condensate distillate and all associated and
constituent hiquid or hquefiable hydrocarbons other than outside substances within and produced from the Unitized Formation

(1) Tract 1s each parcel of land described as such and given a 'ract number in L xhibit B

(k) Tract Participation 1s defined as the percentage of participation shown on Exhibit B for allocating Unitized Substances to a
Tract under this agrecment

(I) Unit Participation 1s the sum of the percentages obtained by multiplying the Working Interest of a Working Interest Owner n
each Tract by the I'ract Participation of such Tract

(m) Working Interest 1s the night to search for produce and acquire Unitized Substances whether held as an incident of ownership of
muneral fee simple title under an o1l and gas lease operating agreement or otherwise held which interest 1s chargeable with and
obhgated to pay or bear either in cash or out of production or otherwise all or a portion of the cost of driliing developing and
producing the Unitized Substances from the Unitized I ormation and operations thereof hereunder Provided that any royalty interest
created out of a working interest subsequent to the execution of this Agreement by the owner of the working interest shall continue to
be subject to such working interest burdens and obligations

(n) Working Interest Owner 1s any party hereto owning a Working Interest including a carmed working interest owner holding an
interest in Unitized Substances by virtue of a lease operating agreement fee title or otherwise The owner of oil and gas rights that are
free of lease or other instrument creating a Working Interest 1n another shall be regarded as a Working Interest Owner to the extent of
seven cighths (7/8) of his nterest in Unitized Substances and as a Royalty Owner with respect to his remaining one eighth (1/8)
interest therein

(0) Royalty Interest or Royalty 1s an interest other than a Working Interest in or right to receive a portion of the Unitized
Substances or the proceeds thereof and includes the royalty interest reserved by the lessor or by an o1l and gas lease and any
overriding royalty interest o1l payment interest net profit contracts or any other payment or burden which does not carry with st the
right to search for and produce umtized substances

(p) Royalty Owner 1s the owner of a Royalty Intcrest

(q) Umit Operating Agreement s the agreement entered into by and between the Unit Operator and the Working Interest Owners as
provided in Section 9 infra, and shall be styled Unit Operating Agreement West EumontUnit Lea County New Mexico

() Oi and Gas Rights 1s the nght to explore develop and operate lands within the Unit Area for the production of Umtized
Substances or to share in the production so obtained or the proceeds thereof

(s) Outside Substances 1s any substance obtained from any source other than the Unitized Formation and 1njected into the Unmittzed
Formation

(t) Umt Manager s any person or corporation appotmnted by Working Interest Owners to perform the duties of Unut Operator until the
selection and qualification of a successor Unit Operator as provided for in Section 7 hereof

(u) Umit Operator 1s the party designated by Working Interest Owners under the Unit Operating Agreement to conduct Unit
Operations

(v) Umit Operations 1s any operation conducted pursuant to this Agreement and the Unit Operating Agreement

(w) Umit Equipment 1s all personal property lease and well equipment plants and other facilities and equipment taken over or
otherwise acquired for the joint account for use i Unit Operations

(x) Umt Expense 1s all cost expense or indebtedness incurred by Working Interest Owners or Umit Operator pursuant to this
Agreement and the Umit Operating Agreement for or on account of Unit Operations

(y) Effective Date 1s the date determined in accordance with Section 24 or as re determined n accordance with Section 39
SECTION 3 EXHIBITS The following exhibits are incorporated herein by reference  Fxhibit A attached hereto 1s a map showing the Unit

Area and the boundaries and identity of tracts and lcases in said Uit Area to the extent known to the Unit Operator Exhibit B attached hercto
15 a schedule showing to the extent known to the Unit Operator the acreage comprising each I'ract percentages and kind of ownership of o1l and
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gas interests in all land in the Unit Arca and [ract Participation of each Iract llowever nothing herein or in said schedule or map shall be
construed as a representation by any party hereto as to the ownership of any interest other than such interest or interests as are shown n said map
or schedule as owned by such party !he shapes and descriptions of the respective [racts have been established by using the best information
available Each Working Interest Owner 1s responsible for supplying Unit Operator with accurate information relating to each Working Interest
Owner s interest  If 1t subsequently appears that any Tract because of diverse royalty or working interest ownership on the Effective Date hereof
should be divided into more than one Iract or when any revision s requested by the A O or any correction of any error other than mechanical
muscalculations or clerical 1s needed then the Umit Operator with the approval of the Working Interest Owners may correct the mistake by
revising the exhibits to conform to the facts The revision shall not include any recvaluation of engineering or geological interpretations used in
determiming Tract Participation Lach such revision of an exhibit made prior to thirty (30) days after the Cffective Date shall be effective as of the
Effective Date Each other such revision of an exhibit shall be effective at 7 00 am on the first day of the calendar month next following the
filing for record of the revised exhibit or on such other date as may be determined by Working Interest Owners and set forth in the revised
exhibit Copies of such revision shall be filed with the | and Commussioner and not less than four copies shall be filed with the A O  In any such
revision there shall be no retroactive allocation or adjustment of Unit Expense or of interests in the Unttized Substances produced or proceeds
thereof

SECTION 4 EXPANSION The above described Unit Area may with the approval of the A O and the Land Commussioner when practicable
be expanded to include therein any additional Tract or Tracts regarded as reasonably necessary or advisable for the purposes of this Agreement
provided however In such expansion there shall be no retroactive allocation or adjustment of Unit Fxpense or of interests in the Unitized
Substances produced or proceeds thereof Pursuant to Subsection (b) the Working Interest Owners may agree upon an adjustment of tnvestment
by reason of the expansion Such expansion shall be cffected in the following manner

(a) The Working Interest Owner or Owners of a Iract or Tracts desiring to bring such Tract or Iracts mto this umt, shall file an
application therefor with Unit Operator requesting such admission

(b) Uit Operator shall circulate a nottce of the proposed expansion to each Working Interest Owner 1n the Umit Area and in the Tract
proposed to be included n the umit setting out the basis for admission the Tract Participation to be assigned to each Tract in the
enlarged Uit Area and other pertinent data After negotiation (at Working Interest Owners meeting or otherwise) If at least two
Working Interest Owners having in the aggregate seventy five percent (75%) of the Unit Participation then in effect have agreed to
inclusion of such Tract or Tracts 1n the Unit Arca then Unit Operator shali

1 After obtaining preliminary concurrence by the A O and Land Commuissioner prepare a notice of proposed expanston
describing the contemplated changes tn the boundaries of the Unit Arca the reason therefor the basis for admission of the additional
Tract or Tracts the Tract Participation to be assigned thercto and the proposed effective date thereof and

2 Deliver copies of said notice to Land Commussioner the A O at the proper BLM Office each Working Interest Owner
and to the last known address of each lessce and lessor whose interests are affected advising such parties that thirty (30) days will be
allowed for submission to the Umit Operator of any objection to such proposed expansion and

3 File upon the expiration of said thirty (30) day pertod as set out in (2) immediately above with the Land Commissioner
and A O the following (a) cvidence of mailing or delivering copies of said notice of expansion (b) an application for approval of
such expansion (c) an instrument containing the appropriate jomnders m compliance with the participation requirements of Section 14
and Section 34 infra and (d) a copy of all objections received along with the Umt Operator s response thereto

The expansion shall after due consideration of all pertinent information and approval by the 1 and Commissioner and the A O become effective
as of the date prescribed in the notice thereof preferably the first day of the month subsequent to the date of notice The revised Tract
Participation of the respective Tracts included within the Umit Area prior to such enlargement shall remain the same ratio one to another

SECTION 5 UNITIZED LAND All land commutted to this Agreement as to the Unitized 1 ormation shall constitute land referred to herein as

UnitizedLand or Land subject to this Agreement  Nothing herein shall be construed to unitize pool or in any way affect the o1l gas and
other minerals contained 1n or that may be produced from any formation other than the Unitized Formation as defined tn Section 2 (h) of this
Agreement

SECTION 6 UNIT OPERATOR Forty Acres Lnergy LI C 1s hereby designated the Umit Operator and by signing this instrument as Unit
Operator agrees and consents to accept the duties and obligations of Umit Operator for the operation development and production of Umitized
Substances as herein provided Whenever reference 1s made herein to the Umit Operator such reference means the Unit Operator acting 1n that
capacity and not as an owner of interests 1n Unitized Substances when such interest are owned by 1t and the term  Working Interest Owner
when used herein shall include or refer to the Unit Operator as the owner of @ Working Interest when such an interest 1s owned by 1t

Unit Operator shall have a lien upon interests of Working Owners 1n the Umit Area to the extent provided in the Unit Operating Agreement

SECTION 7 RESIGNATION OR REMOVAL OF UNIT OPERAIOR Unit Operator shall have the right to resign at any time but such
resignation shall not become effective so as to release Unit Opcrator from the duties and obligations of Unit Operator and terminate Unit
Operator s rights as such for a peniod of six (6) months after written notice of intention to resign has been given by Unit Operator to all Working
Interest Owners the [ and Commussioner and the A O unless a new Unit Operator shall have taken over and assumed the duties and obligations
of Unit Operator prior to the expiration of said period

Ihe Umit Operator shall upon default or failure n the performance of its duties and obligations hereunder be subject to removal by
Working Interest Owners having in the aggregate eighty percent (80%) or more of the Umit Participation then in effect exclusive of the Working
Interest Owner who 1s the Unit Operator Such removal shall be effective upon notice thereof to the | and Commussioner and the A O



In all such instances of effective resignation or removal until a successor to Umit Operator 1s selected and approved as hercinafter
provided the Working Interest Owners shall be jointly responsible for the performance of the duties of the Unit Operator and shall not later than
thirty (30) days before such resignation or removal becomes effective appomt a Unit Manager to represent them n any action to be taken
hereunder

The resignation or removal of Umt Operator under this Agreement shall not terminate 1ts right title or interest as the owner of a
Working Interest or other interest in Uniuzed Substances but upon the resignation or removal of Umit Operator becoming effective such Unit
Operator shall deliver possession of all wells equipment books and records materials appurtenances and any other assets used in connection
with the Umit Operations to the ncw duly qualified successor Unit Operator or to the Unit Manager 1f no such new Umit Operator 1s elected
Nothing herein shall be construed as authorizing the removal of any material equipment or appurtenances needed for the preservation of any
wells  Nothing herein contained shall be construed to relieve or discharge any Umit Operator or Unit Manager who resigns or 1s removed
hereunder from any hability or duties accruing or performable by 1t prior to the effective date of such resignation or removal

SECTION 8 SUCCESSOR UNIT OPFRATOR Whencver the Unit Operator shall tender its resignation as Unit Operator or shall be removed
as heremabove provided the Working Interest Owners shall select a successor Unit Operator as herein provided  Such selection shall not become
effective until (a) a Umt Operator so selected shall accept in writing the dutics and responsiblities of Umit Operator and (b) the selection shall
have been approved by the Land Commussioner and the A O  If no successor Unit Operator or Umit Manager 1s selected and qualified as herein
provided the Land Commussioner and/or the A O  at their election may declare this Agreement terminated

In selecting a successor Umit Operator the affirmative vote of threc or more Working Interest Owners having a total of sixty five
percent (65 /) or more of the total Unit Participation shall prevail provided that if any one Working Interest Owner has a Unit Participation of
more than thirty five percent (35 /) 1its negative vote or failure to vote shall not be regarded as sufficient unless supported by the vote of one or
more other Working Interest Owners having a total Unit Participation of at least five percent (5/) If the Unit Operator who 1s removed votes
only to succeed itself or fails to vote the successor Unit Operator may be sclected by the affirmative vote of the owners of at least seventy five
percent (75 /) of the Unit Participation remaining after excluding the Unit Participation of Unit Operator so removed

SECTION 9 ACCOUNTING PROVISIONS AND UNii OPERATING AGRI ITMENT Costs and expenses incurred by Unit Operator n
conducting Unit Operations hercunder shall be paid apportioned among and borne by the Working Interest Owners 1n accordance with the Unit
Operating Agreement  Such Uit Operating Agreement shall also provide the manner in which the Working Interest Owners shall be entitled to
recetve their respective proportionate and allocated share of the benefits accruing hereto in conformity with their underlying operating
agreements leases or other contracts and such other nights and obligations as between Umit Operator and the Working Interest Owners as may be
agreed upon by the Umt Operator and the Working Interest Owners however no such Unit Operating Agrecment shall be deemed cither to
modify any of the terms and conditions of this Agreement or to relieve the Umit Operator of any right or oblhigation established under this
Agreement and in case of any inconsistency or conflict between this Agreement and the Unit Operating Agreement this Agreement shall prevail
Copies of any Unit Operating Agreement exccuted pursuant to this Section shall be filed with the Land Commussioner and with the A O at the
Proper BLM Office as required prior to approval of this Agreement

SECTION 10 RIGHTS AND OBLIGATIONS OF UNIT OPERAIOR | xcept as otherwise specifically provided herein the exclusive night
privilege and duty of exercising any and all nghts of the parties hereto including surface rights which are necessary or conventent for prospecting
for producing storing allocating and distributing the Unitized Substances are hereby delcgated to and shall be exercised by the Unit Operator as
herein provided  Upon request acceptable evidence of title to said nights shall be deposited with sard Unit Operator and together with this
Agreement shall constitute and define the nights privileges and obligations of Unit Operator Nothing herein however shall be construed to
transfer utle to any land or to any lease or operating agreement 1t being understood that under this Agreement the Unit Operator 1n its capacity as
Unit Operator shall exercise the rights of possession and use vested in the parties hereto only for the purposes herein specified

SECTION 11 PLAN OF OPERATIONS It 1s recognized and agreed by the parties hereto that all of the land subgect to this Agreement 1s
reasonably proved to be productive of Unitized Substances and that the object and purpose of this Agreement is to formulate and to put into effect
an improved recovery project 1n order to effect additional recovery of Unitized Substances prevent waste and conserve natural resources  Unit
Operator shall have the night to inject into the Umitized I ormation any substances for secondary recovery or enhanced recovery purposes in
accordance with a plan of operation approved by the Working Interest Owners the A O the Land Commussioner and the Division including the
right to dnll and maintain njection wells on the Unitized 1 and and completed in the Umitized Formation and to use abandoned well or wells
producing from the Unitized Formation for said purpose Subject to like approval the Plan of Operation may be revised as conditions may
warrant

The imtial Plan of Operation shall be filed with the A O the Land Commussioner and the Division concurrently with the filing of the
Unit Agreement for final approval Said mitial plan of operations and all revisions thereof shall be as complete and adequate as the AO the
Land Comnussioner and the Division may determine to be necessary for timely operation consistent herewith  Upon approval of this Agreement
and the imuial plan by the A O and Commussioner said plan and all subsequently approved plans shall constitute the operating obligations of
the Umit Operator under this Agreement for the period specified therein  Thercafter from time to time before the expiration of any existing plan
the Umit Operator shall submut for ike approval a plan for an additional specified period of operations  Afier such operations are commenced
reasonable diligence shall be exercised by the Unit Operator 1n complying with the obligations of the approved Plan of Operation

Notwithstanding anything to the contrary herein contamed should the Umit Operator fail to commence Unit Operations for the
secondary recovery of Umtized Substances from the Unit Area within eighteen (18) months afier the effective date of this Agreement or any
extension thereof approved by the A O this Agreement shall terminate automatically as of the date of default

SECTION 12 USE OF SURFACF AND USE O WATIR The parties to the extent of their rights and interests hereby grant to Unit Operator
the nght to use as much of the surface including the water thereunder of the Umtized 1 and as may reasonably be necessary for Unit Operations

Unit Operators free use of water or brine or both for Unit Operations shall not include any water from any well lake pond or
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inigation ditch of a surface owner unless approval for such use 1s granted by the surface owner

Unit Operator shall pay the surface owner for damages to growing crops fences improvements and structures on the Unitized Land
that result from Unit Operations and such payments shall be considered as stems of unit cxpense to be borne by all the Working Interest Owners
of lands subject hereto
SECTION 13 TRACT PARTICIPATION In Exhibit B attached hereto there are histed and numbered the various Tracts within the Unit Area,
and set forth opposite cach Tract are figures which represent the Tract Participation during Unit Operations 1f all Tracts in the Unit Area qualify
as provided herein  The Tract Participation of each Tract as shown in Fxhibit B was determined in accordance with the following formula

Tract Participation =80/ A/B+ 10/ C/D+ 10/ I/l
A = the amount of o1l produced from the Unitized Formation by the Iract from 10/01/2016 through 03/31/2017
B = the amount of o1l produced from the Unitized I ormation by all Umit Tracts from 10/01/2016 — 03/31/2017

C

the Tract Acreage within the Umit boundary

D

the Total Acreage within the Unit boundary
E =the [lract Cumulative Oil Production from the Unitized Formation as of 09/30/2016
F =the Unit T'otal Cumulative O1l Production from the Unitized I ormation as of 09/30/2016

In the event less than all Iracts are qualhified on the Lffective Date hereof the Iract Participation shall be calculated on the basis of all
such qualified Tracts rather than all Tracts in the Unit Area

SFCTION 14 IRACTS QUAL IFIED FOR PARTICIPATION On and after the Effective Date hereof the Tracts within the Unit Area which
shall be entitled to participation n the production of Unitized Substances shall be those Tracts more particularly described 1in Exhibit B that
corner or have a common boundary (Tracts separated only by a public road or a railroad rnight of way shall be considered to have a common
boundary) and that otherwise qualify as follows

() Each Iract as to which Working Interest Owners owning one hundred percent (100/) of the Working Interest have become parttes
to this Agreement and as to which Royalty Owners owning seventy five percent (75/) or more of the Royalty Interest have become
parties to this Agreement

(b) Each Tract as to which Working Interest Owners owning one hundred percent (100 /) of the Working Interest have become parties
to this Agreement and as to which Royalty Owners owning less than seventy five percent (75 /) of the Royalty Interest have become
partics to this Agreement and as to which (1) the Working Interest Owner who operates the Tract and Working Interest Owners
owning at least seventy five percent (75 /4) of the remaming Working Interest in such Iract have jomned 1n a request for the inclusion
of such Iract, and as to which (2) Working Interest Owners owning at least seventy five percent (75/) of the combined Unit
Participation 1n all Tracts that meet the requirements of Section 14 (a) above have voted 1n favor of the inclusion of such tract

(c) Each Tract as to which Working Interest Owners owning less than one hundred percent (100/) of the Working Interest have
become parties to this Agreement regardless of the percentage of Royalty Interest therein that 1s committed hereto  and as to which
(1) the Working Interest Owner who operates the Tract and Working Interest Owner owning at least seventy five percent (75 /) of the
remaining Working Interest in such Tract who have become partics to this Agreement have joined in a request for clusion of such
Tract and have cxecuted and delivered or obligated themselves to execute and deliver an indemnity agreement indemnifying and
agreeing to hold harmless the other owners of committed Working Interests their successors and assigns against all claims and
demands that may be made by the owners of Working Interest 1n such Tract who are not parties to this Agreement and which anse out
of the inclusion of the Tract and as to which (2) Working Interest Owners owning at least seventy five percent (75 /) of the Unit
Participation 1n all Tracts that meet the requirements of Section 14 (a) and 14 (b) have voted in favor of the inclusion of such Tract
and to accept the indemntty agreement Upon the inclusion of such a Tract the Iract Participation which would have been attributed
to the non subscnibing owners of Working Interest n such Tract had they become parties to this Agreement and the Unit Operating
Agreement shall be attributed to the Working Interest Owners in such Tract who have become parties to such agreements and jomned
1n the indemmity agreement 1n proportion to their respective Working Interests in the T'ract

If on the Lifective Date of this Agreement there 1s any Tract or Tracts which have not been effectively commutted to or made subject
to this Agreement by qualifying as above provided then such [I'ract or Tracts shall not be entitled to participate hereunder Unit Operator shall
when submitting this Agreement for final approval by the Land Commussioner and the A O file therewith a schedule of those tracts which have
been committed and made subject to this Agreement and are entitled to participate in Unutized Substances  Said schedule shall set forth opposite
each such commutted Tract the lease number or assignment number the owner of record of the lease and the percentage participation of such
tract which shall be computed according to the participation formula set forth i Section 13 (Tract Participation) above This schedule of
participation shall be revised [xhibit B and upon approval thercof by the | and Commussioner and the A O shall become a part of this
Agreement and shall govern the allocation of production of Unitized Substances untif a new schedule 1s approved by the Land Commussioner and
theAO

SECTION 15 A ALI OCATION OF UNITIZLD SUBSIANCES Al Unitized Substances produced and saved (less save and except any part

of such Unitized Substances uscd 1n conformity with good operating practices on umtized land for drilling operating camp and other production
or development purposes and for injection or unavoidable loss in accordance with a Plan of Operation approved by the A O and the Land
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Commussioner) shall be apportioned among and allocated to the qualificd I'racts 1n accordance with the respective Tract Participations effective
hereunder during the respective periods such Unitized Substances were produced as set forth in the schedule of participation in Exhibit B The
amount of Unitized Substances so allocated to each Tract and only that amount (regardless of whether 1t be more or less than the amount of the
actual production of Umitized Substances from the well or wells 1f any on such Tract) shall for all intents uscs and purposes be deemed to have
been produced from such Tract

The Umtized Substances allocated to cach Iract shall be distributed among or accounted for to the parties entitled to share in the
production from such Iract in the same manner in the same proportions and upon the same conditions as they would have participated and
shared in the production from such lracts or in the proceeds thercof had this Agreement not been entered into and with the same legal force and
effect

No Tract commitied to this Agrcement and quahfied for participation as above provided shall be subsequently excluded from
participation hereunder on account of depletion of Unitized Substances

If the Working Interest and/or the Royalty Interest in any Tract are divided with respect to separate parcels or portions of such Tract
and owned now or hereafter 1n severalty by different persons the Tract Participation shall n the absence of a recordable instrument executed by
all owners 1n such Iract and furmshed to Umt Operator fixing the divisions of ownership be divided among such parcels or portions in
proportion to the number of surface acres in cach

SECTION 15B EXCESS IMPUTLD NI WLY DISCOVFRED CRUDE Oll.  Fach Tract shall be allocated any excess tmputed newly
discovered crude o1l 1n the proportion that its [ract Participation bears to the total of the T'ract Participations of all Tracts not previously allocated
the total number of barrels of crude o1l allocable to these Iracts out of umit production in accordance with the Iract Participations of such Tracts

provided however that excess imputed newly discovered crude o1l allocated to each such Tract when added to the total number of barrels of
imputed newly discovered crude oil previously allocated to 1t shall not exceed 1n any month the total number of barrels of o1l allocable to 1t out
of unit production n accordance with its I'ract Participation

SICTION 15 C EXCLSS IMPUTFD _STRIPPER CRUDE OIL  Each Tract shall be allocated any excess imputed stripper crude oil in the
proportion that its I'ract Participation bears to the total of the Tract Participations of all Tracts not previously allocated the total number of crude
o1l barrels allocable to these Tracts out of unit production in accordance with the Iract Participations of such Tracts provided however that
excess imputed stripper crude o1l allocated to each such T'ract when added to the total number of barrels of imputed stripper crude o1l previously
allocated to 1t shall not exceed n any month the total number of barrels of o1l aliocable to 1t out of umit production in accordance with its Tract
Participation

SECTION 15D 1AKING UNITI/ZED SUBSIANCES IN KIND The Unitized Substances allocated to each Tract shall be delivered 1n kind to
the respective parties entitled thereto by virtue of the ownership of o1l and gas rights therein  Fach such party shall have the night to construct
mamntain and operate all necessary facilities for that purpose within the Umtized Area provided the same are so constructed maintained and
operated as not to wnterfere with Unit Operations  Subject to Section 17 hereof any extra expenditure tncurred by Unit Operator by reason of the
delivery n kind of any portion of the Unitized Substances shall be borne by the party taking delivery In the event any Working Interest Owner
shall fail to take or otherwise adequately dispose of its proportionate share of the production from the Unitized Formatton then so long as such
condition continues Unit Operator for the account and at the expensc of the Working Interest Owner of the Tract or Tracts concerned and
order to avoid curtailling the operation of the Unit Area may but shall not be required to scll or otherwise dispose of such production to itself or
to others provided that all contracts of sale by Umt Operator of any other party s share of Unittzed Substances shall be only for such reasonable
periods of time as arc consistent with the minimum neceds of the industry under the circumstances but in no event shall any such contract be for a
period In excess of one ycar and at not less than the prevailing market price in the area for hike production and the account of such Working
Interest Owner shall be charged therewith as having received such production The net proceeds 1f any of the Unitized Substances so disposed
of by Unit Operator shall be paid to the Working Interest Owner of the Tract or Tracts concerned Notwithstanding the foregoing Umit Operator
shall not make a sale into interstate commerce of any Working Interest Owners share of gas production without first giving such Working
Interest Owner sixty (60) days notice of such intended sale

Any Working Interest Owner receiving in kind or separately disposing of all or any part of the Unitized Substances allocated to any
Tract or recewving the proceeds therefrom 1if the same 1s sold or purchased by Unit Operator shall be responsible for the payment of all royalty
overriding royalty and production payments duc thereon and cach such party shall hold cach other Working Interest Owner harmless against all
claims demands and causes of action by owners of such royalty overnding royalty and production payments

If after the Effective Date of this Agreement there 1s any Tract or [racts that are subsequently commutted hereto as provided in
Section 4 (Expansion) hereof or any Tract or Tracts within the Unit Area not committed hercto as of the Cffective Date hereof but which are
subsequently committed hereto under the provisions of Section 14 (Tracts Quahfied for Participation) and Section 32 (Non joinder and
Subsequent Joinder) or if any Tract 1s excluded from this Agreement as provided for in Section 21 (Loss of Title) the schedule of participation
as shown in Exhubit B shall be revised by the Unit Operator and the revised Fxhibit B upon approval by the Land Commussioner and the
A O shall govem the allocation of production on and afier the effective date thereof unul a revised schedule 1s approved as hereinabove
provided

SECTION 16 OQUISIDE SUBSTANCES If gas obtained from formations not subject to this Agreement 1s introduced nto the Umitized
Formation for use in repressuring stimulating of production or increasing ultimate recovery which shall be in conformity with a Plan of
Operation first approved by the Land Commuissioner and the A O  a like amount of gas with approprate deduction for loss or depletion from any
cause may be withdrawn from unit wells completed in the Umtized Formation royalty free as to dry gas but not royalty free as to the products
extracted therefrom provided that such withdrawal shall be at such time as may be provided in the approved Plan of Operatton or as otherwise
may be consented to or prescribed by the I and Commusstoner and the A O as conforming to good petroleum enginecring practices and provided
further that such night of withdrawal shall terminate on the termination date of this Agreement



SECTION 17 ROYAITY SLTIIFMINI The State of New Mexico and United States of America and all Royalty Owners who under an
existing contract are entitled to take in kind a share of the substances produced from any |ract unitized hereunder shall continue to be entitled to
such right to take n kind their sharc of the Unitized Substances allocated to such [ract and Umit Operator shall make deliveries of such Royalty
share taken 1n kind in conformity with the applicable contracts laws and regulations Scttlement for Royalty not taken in kind shall be made by
Working Interest Owners responsble therefor under existing contracts laws and regulations on or before the last day of each month for Umtized
Substances produced during the preceding calendar month provided however that nothing herein contained shall operate to relieve the lessees
of any land from their respective lease obligations for the payment of any Royalty due under the leases except that such Royalty shall be
computed on Umtized Substances as allocated to each [I'ract in accordance with the terms of this Agreement With respect to Federal leases
commutted hereto on which the royalty rate depends upon the daily average production per well such average production shall be determined 1n
accordance with the operating rcgulations pertaining to Federal leases as though the commutted Tracts were included in a single consolidated
lease

If the amount of production or the proceeds thercof accruing to any Royalty Owner (except the United States of America) 1n a Tract
depends upon the average production per well or the average pipeline runs per well from such Tract duning any period of time then such
production shall be determined from and after the effective date hereof by dividing the quantity of Unitized Substances allocated hereunder to
such Tract during such period of time by the number of wells located thereon capable of producing Unitized Substances as of the Effective Date
hereof provided that any Tract not having any well so capable of producing Unitized Substances on the Fffective Date hereof shall be considered
as having one such well for the purposc of this provision

All Royalty due the Statc of New Mexico and the United States of America and the other Royalty Owners hereunder shall be
computed and paid on the basis of all Unmitized Substances allocated to the respective Iract or Tracts commtted hereto 1n lieu of actual
production from such Tract or Tracts

With the exception of T'ederal and State requirements to the contrary Working Interest Owners may use or consume Unitized
Substances for Unit Operations and no Royalty overniding royalty production or other payments shall be payable on account of Unitized
Substances used lost or consumed in Unit Operations

Fach Royalty Owner (other than the State of New Mexico and the United States of America) that executes this Agreement represents
and warrants that 1t 1s the owner of a Royalty Interest in a Iract or Tracts within the Unit Arca as its interest appears in Exhibit B attached
hereto If any Royalty Interest in a Tract or Tracts should be lost by title failure or otherwise in whole or in part, during the term of this
Agreement then the Royalty Interest of the party representing himself to be the owner thercof shall be reduced proportionately and the interest of
all parties shall be adjusted accordingly

SCCTION 18 RENTAL SETTLEMENT Rentals or minimum Royalties due on the leases committed hereto shall be paid by Working Interest
Owners responsible therefor under existing contracts laws and regulations provided that nothing herein contained shall operate to relieve the
lessees of any land from their respective leasc obligations for the payment of any rental or mimmum Royalty i heu thereof due under their
leases Rental for lands of the State of New Mexico subject to this Agreement shall be paid at the rate specified in the respective leases from the
State of New Mexico Rental or minimum Royalty for tands of the United States of America subject to this Agrecment shall be paid at the rate
specified in the respective leases from the United States of America unless such rental or mimimum Royalty 1s waived suspended or reduced by
law or by approval of the Secretary or his duly authorized representative

SECTION 19 CONSERVATION Operations hereunder and production of Unitized Substances shall be conducted to provide for the most
economical and efficient recovery of said substances without waste as defined by or pursuant to Federal and State laws and regulations

SECTION 20 DRAINAGE The Unit Operator shall take all reasonable and prudent measures to prevent drainage of Unitized Substances from
umtized land by wells on land not subject to this Agreement

The Unit Opcrator upon approval by the Working Interest Owners the A O and the | and Commussioner 1s hereby empowered to
enter nto a borderline agrecment or agrecments with working interest owners of adjoining lands not subject to this Agreement with respect to
operation n the border area for the maximum economic recovery conservation purposes and proper protection of the parties and interest affected

SECTION 21 LOSS OF TITLE In the event title to any Tract of unitized land shall fail and the true owner cannot be induced to jon in this
Agreement such Tract shall be automatically regarded as not committed hereto and there shall be such readjustment of future costs and benefits
as may be required on account of the loss of such title In the event of a dispute as to title to any Royalty Working Interest, or other interests
subject thereto payment or delivery on account thercof may be withheld without habihity for interest until the dispute 1s finally settled provided
that as to State or | ederal lands or leases no payments of funds due the United States or the State of New Mexico shall be withheld but such
funds shall be deposited as dirccted by the A O or the Land Comnmusstoner (as the case may be) to be held as uncarned money pending final
scttlement of the title dispute and then applied as carned or returned 1n accordance with such final scttlement

If the title or right of any party claiming the right to receive in kind all or any portion of the Umitized Substances allocated to a Tract 1s
in dispute Unit Operator at the direction of Working Interest Owners shall either

(a) require that the party to whom such Unitized Substance are delivered or to whom the proceeds thereof are paid furmish secunity for
the proper accounting therefor to the nightful owner if the title or right of such party fatls in whole or in part or

(b) withhold and market the portion of Unitized Substances with respect to which title or nght 1s in dispute and impound the proceeds
thereof until such time as the title or night thereto 1s established by a final judgment of a court of competent jurisdiction or otherwisc to
the satisfaction of Working Interest Owners whereupon the proceeds so impounded shall be paid to the party nghtfully entitled
thereto
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Each Working Interest Owner shall indemnify hold harmless and defend all other Working Interest Owners aganst any and all
claims by any party aganst the interest attributed to such Working Interest Owner on Fxhibit B

Unit Operator as such 1s relieved from any responsibility for any defect or failure of any title hereunder

SECTION 22 LEASES AND CONTRACTS CONIORMLED AND EXTI'NDLD The terms conditions and provisions of all leases subleases
and other contracts relating to exploration drilling development or operation for o1l or gas on lands commutted to this Agreement are hereby
expressly modified and amended to the extent nccessary to make the same conform to the provisions hercof but otherwise to remain n full force
and effect and the parties hereto hereby consent that the Secretary and the 1 and Comnussioner respectively shall and by their approval hereof
or by the approval hereof by their duly authorized representatives do hereby cstablish alter change or revoke the drilling producing rental
mimmum Royalty and Royalty requirements of I'ederal and State leases commutted hereto and the regulations in respect thereto to conform said
requirements to the provisions of this Agreement

Without fimiting the generality of the foregoing all leases subleases and contracts are particularly modified in accordance with the
following

(a) The development and operation of lands subject to this Agreement under the terms hereof shall be deemed fufl performance of all
obhigations for development and operation with respect to cach lract subject to this Agreement regardless of whether there 1s any
development of any Iract of the Umit Arca notwithstanding anything to the contrary in any lease operating agreement or other
contract by and between the parties hereto or their respective predecessors 1n interest or any of them

(b) Drilling producing or improved recovery operations performed hereunder shall be deemed to be performed upon and for the
benefit of each Tract, and no lease shall be deemed to expire by reason of failure to drill or produce wells situated on the land therein
embraced

(c) Suspension of dnlling or producing operations within the Unit Area pursuant to dircction or consent of the Land Commusstoner
and the A O or their duly authorized representatives shall be deemed to constitute such suspenston pursuant to such direction or
consent as 1o each Tract within the Unitized Area

(d) Each Icase sublease or contract relating to the exploration driling devclopment or operation for o1l and gas which by its terms
might expire prior to the termination of this Agreement 1s hereby extended beyond any such term so provided therein so that 1t shall
be continued 1n full force and effect for and during the term of this Agreement

(¢) Any leasc embracing lands of the State of New Mexico which 1s made subject to this Agreement shall continue 1n force beyond the
term provided therein as to the lands committed hereto until the termination hercof

(f) Any leasc embracing lands of the State of New Mexico having only a portion of its land committed hereto shall be segregated as to
that portion committed and that not committed and the terms of such lease shall apply separately to such segregated portions
commencing as of the Effective Date hereof Provided however that notwithstanding any of the provisions of this Agreement to the
contrary such lease (including both segregated portions) shall continue 1n full force and effect beyond the term provided therein as to
all lands embraced in such lease 1f o1l or gas 15 or has heretofore been discovered 1n paying quantities on some part of the lands
embraced in such lease committed to this Agreement or so long as a portion of the Unitized Substances produced from the Unit Area
1s under the terms of this Agreement allocated to the portion of the lands covered by such lease commutted to this Agreement or at
any time during the term hereof as to any leasc that 1s then valid and subsisting and upon which the lessee or the Umit Operator is then
engaged in bona fide dnlling reworking or improved recovery operations on any part of the lands embraced in such lease then the
same as to all lands embraced therein shall remain in full force and effect so long as such operations are dihigently prosecuted and 1f
they result in the production of oul or gas said lease shall continue in full force and effect as to all of the lands embraced therein so
long thereafter as o1l or gas in paying quantities 1s being produced from any portion of said lands

(g) The segregation of any Federal lease commutted to this Agreement 1s governed by the following provision in the fourth paragraph
of Section 17 (3) of the Mineral Leasing Act as amended by the Act of September 2 1960 (74 Stat 781 784)  Any (Federal) lease
heretofore or hereafter commatted to any such (unit) plan embracing lands that are in part within and 1n part outside of the area
covered by any such plan shall be segregated into separate leases as to the lands committed and the lands not committed as of the
effective date of unitization provided however that any such Icase as to the non unitized portion shall continue n force and effect for
the term thercof but for not less than two years from the date of such segregation and so long thereafter as ol or gas 1s produced in
paying quantities

SECTION 23 COVENANTS RUN WIITH LAND The covenants heretn shall be construed to be covenants running with the land with respect
to the nterest of the parties hereto and their successors n interest until this Agreement terminates and any grant transfer or conveyance of
interest 1n land or leases subject hercto shall be and hereby 1s conditioned upon the assumption of all privileges and obligations hereunder by the
grantee transferec or other successor mn interest No assignment or transfer of any Working Interest subject hereto shall be binding upon Unit
Operator until the first day of the calendar month afier Unit Operator 1s furnished with the original or acceptable photo static or certified copy of
the recorded mstrument or transfer and no assignment or transfer of any Royalty Interest subject hereto shall be binding upon the Working
Interest Owner responsible thercfor until the first day of the calendar month after said Working Interest Owner 1s furmshed with the original or
acceptable photo static or certified copy of the recorded instrument or transfer

SECTION 24 EFFECTIVE DATE AND TERM This Agreement shall become binding upon each party who executes or ratifies 1t as of the

date of execution or ratification by such party and shall become effective on the first day of the calendar month next following the approval of
this Agreement by the A O the I and Commussioner and the Commussion
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If this Agreement does not become cffective on or before 2017 1t shall 1pso facto expire on said date (hereinafter call

Expiration Date ) and thercafter be of no further force or effect unless prior thereto this Agreement has been exccuted or ratified by Working

Interest Owners owning a combined Participation of at least seventy five percent (75 /) and at least seventy five percent (75 /) of such Working

Interest Owners commutted to this Agreement have decided to extend | xpiration Date for a period not to exceed one (1) year (hereinafier called

Extended Expiration Date ) If Pxpiration Date 1s so extended and this Agreement does not become cffective on or before the Extended
Expiration Date 1t shall ipso facto expire on [ xtended I xpiration Date and thereafier be of no further force and effect

Unit Operator shall file for record within thirty (30) days afier the Cffective Date of this Agreement 1n the office of the County Clerk
of LeaCounty New Mexico wherc a counterpart of this Agreement has become effective according to its terms and stating further the effective
date

The terms of this Agreement shall be for and during the ime that Umitized Substances are produced from the unitized land and so long
thereafter as drilling reworking or other operations (including improved recovery operations) arc prosecuted thereon without cessation of more
than ninety (90) consecutive days unless sooner terminated as hercin provided

This Agreement may be terminated with the approval of the | and Commussioner and the A O by Working Interest Owners owning
eighty percent (80/) of the Umit Participation then in effect whenever such Working Interest Owners determine that Unit Operations are no
longer profitable or in the intcrest of conservation Upon approval such termination shall be effective as of the first day of the month after said
Working Interest Owners determination  Notice of any such termination shall be filed by Unit Operator 1n the office of the CountyClerk of
LeaCounty New Mexico within thirty (30) days of the effective date of termination

Upon termination of this Agreement the partics hereto shall be governed by the terms and provisions of the leases and contracts
affecting the separate Iracts just as if this Agrcement had never been entered into

Notwithstanding any other provisions 1n the leases umitized under this Agreement Royalty Owners hereby grant Working Interest
Owners a peniod of six months after termination of this Agreement in which to salvage sell distribute or otherwise dispose of the personal
property and facilities used in connection with Unit Operations

SECTION 25 RATE OF PROSPLCTING, DI VEI OPMI NI & PRODUCTION All production and the disposal thereof shall be in conformity
with allocations and quotas made or fixed by any duly authonized person or rcgulatory body under any Federal or State Statute The AO 1s
hereby vested with authority to alter or modify from time to time 1n hus discretion the rate of prospecting and development and within the limts
made or fixed by the Division to alter or modify the quantity and rate of production under this Agreement such authority being hereby hmited to
alteration or modification in the public interest the purpose thereof and the public interest to be served thereby to be stated n the order of
alteration or modification provided further that no such alteration or modification shall be effective as to any land of the State of New Mexico
as to the rate of prospecting and development in the absence of the specific wnitten approval thereof by the Land Commussioner and as to any
lands 1n the State of New Mexico or privately owned lands subject to this Agreement or to the quantity and rate of production from such lands in
the absence of specific written approval thercof by the Division

Powers 1n this Scction vested in the A O shall only be exercised after notice to Umt Operator and opportunity for hearing to be held
not less than fifteen (15) days from notice and thereafier subject to admmistrative appeal before becoming final

SECTION 26 NONDISCRIMINATION Unit Operator in connection with the performance of work under this Agreement relating to leases of
the United States agrees to comply with all of the provisions of Section 202 (1) to (7) inclusive of Executive Order 11246 (30 FR 12319)
which are hereby incorporated by reference in this Agreement

SECTION 27 APPEARANCES Unst Operator shall have the night to appear for or on behalf of any interests affected hereby before the Land
Comnussioner the Department and the Division and to appeal from any order 1ssued under the rules and regulations of the Land Commussioner
the Department or the Division or to apply for relief from any of said rules and regulations or in any procecedings relative to operations before the
Land Commuissioner the Department or the Division or any other legally constituted authonty provided however that any other interested party
shall also have the right at his or its own expense to be heard in any such proceeding

SECTION 28 NOTICES All notices demands objections or statements required hereunder to be given or rendered to the parties hereto shall
be deemed fully given 1f made in writing and personally delivered to the party or parties or sent by postpaid certified or registered mail addressed
to such party or parties at therr last known address set forth in connection with the signatures hereto or to the ratification or consent hereof or to
such other address as any such party or partics may have furnished 1n writing to the party sending the notice demand or statement

SECTION 29 NO WAIVER Ol CCRTAIN RIGHT Nothing i this Agrecment contained shall be construed as a waiver by any party hereto of
the night to assert any legal or constitutional right or defense as to the vahidity or invahidity of any law of the State wherein said Unitized Lands
are located or regulations 1ssued thereunder in any way affecting such party or as a waiver by any such party of any right beyond his or its
authonity to waive provided however cach party hereto covenants that it will not resort to any action to partition the umtized land or the Unit
Equipment

SECTION 30 EQUIPMENT AND FACILITIES NOT FIXTURES ATTACHED TO REALTY Each Working Interest Owner has heretofore
placed and used on its Tract or Tracts commutted to this Agreement vartous well and lease equipment and other property equipment and
facilities It 1s also recognized that additional equipment and faciltties may hereafier be placed and used upon the UnitizedLand as now or
hereafter constituted  Thercfore for all purposcs of this Agreement any such equipment shail be considered to be personal property and not
fixtures attached to realty Accordingly said well and lease equipment and personal property 1s hereby severed from the mineral estates affected
by this Agreement and it 1s agreed that any such cquipment and personal property shall be and remain personal property of the Working Interest
Owners for all purposes
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SFCTION 31 UNAVOIDABIL DLIAY All obhigations under this Agreement requiring the Unit Operator to commence or continue improved
recovery operations or to operate on or produce Unitized Substances from any of the lands covered by this Agreement shall be suspended while
but only so long as the Umit Operator despite the exercise of due care and diligence ts prevented from complying with such obligations 1n
whole or in part by strikes acts of God T'ederal State or municipal law or agency unavoidable accident, uncontrollable delays in transportation
inabihity to obtain necessary matenals or equipment in open market or other matters beyond the reasonable control of the Unit Operator whether
similar to matters heretn enumerated or not

SECTION 32 NONJOINDLR AND SUBSI QUINI JOINDLR Joinder by any Royalty Owner at any time must be accompanied by
appropniate joinder of the corresponding Working Interest Owner 1n order for the interest of such Royalty Owner to be regarded as effectively
committed Joinder to this Agreement by a Working Interest Owner at any time must be accompanied by appropriate joinder to the Unit
Operating Agrecment 1n order for such interest o be regarded as effectively commnitted to this Agreement

Any o1l or gas interest in the Umitized Formations not committed hereto prior to submussion of this Agreement to the Land
Commussioner and the A O for final approval may thercafter be committed hereto upon compliance with the applicable provisions of this Section
and of Section 14 (Tracts Qualified for Participation) hereof at any time up to the I'ffective Date hereof on the same basis of Tract Participation
as provided in Section 13 by the owner or owners thercof subscribing rattfying or consenting in wniting to this Agreement and 1f the nterest 1s
a Working Interest by the owner of such interest subscribing also to the Unit Operating Agreement

It 1s understood and agreed however that from and afier the [ ffective Date hereof the right of subsequent joinder as provtded mn this
Section shall be subject to such requirements or approvals and on such basis as may be agreed upon by Working Interest Owners owning not less
than sixty five percent (65 /) of the Umit Participation then 1n effect and approved by the Land Commissioner and the A O Such subsequent
Joinder by a proposed Working Intcrest Owner must be evidenced by his execution or ratification of this Agreement and the Unit Operating
Agreement and where State or I ederal land 1s involved such joinder must be approved by the Land Commuissioner or the A O  Such jonder by a
proposed Royalty Owner must be evidenced by his execution ratification or consent of this Agreement and must be consented to 1n writing by
the Working Interest Owner responsible for the payment of any benefits that may accrue hereunder in behalf of such proposed Royalty Owner
Excepl as may be otherwise herein provided subsequent joinder to this Agreement shall be effective as of the first day of the month following the
filing with the I and Commuissioner and A O of duly exccuted counterparts of any and all documents necessary to cstablish effective commitment
of any Tract or interest to this Agreement unless objection to such joinder by the I and Commussioner or the A O 1s duly made sixty (60) days
after such filing

SECTION 33 COUNTERPAR1S This Agreement may be executed in any number of counterparts no one of which needs to be executed by
all parties and may be ratified or consented to by separate instrument in wniting specifically referning hereto and shall be binding upon all those
partics who have executed such a counterpart, ratification or consent hereto with the same force and effect as 1f all parties had signed the same
document and regardless of whether or not 1t is executed by all other parties owning or claiming an interest in the land within the described Unit
Area Furthermore this Agreement shall extend to and be binding on the partics hereto thetr successors heirs and assigns

SCCTION 34 JOINDER [N DUAL CAPACIIY I xecution as herein provided by any party as cither a Working Interest Owner or a Royalty
Owner shall commut all interests owned or controlled by such party provided that if the party 1s the owner of a Working Interest he must also
execute the Unit Operating Agrecment

SECTION 35 TAXES Cach party hereto shall for its own account render and pay its share of any taxes levied against or measured by the
amount or value of the Unitized Substances produced from the unitized land provided however that if 1t 1s required or if 1t be determined that
the Umt Operator or the several Working Interest Owners must pay or advance said taxes for the account of the parties hereto 1t 1s hereby
expressly agreed that the parties so paying or advancing said taxes shall be reimbursed therefor by the parties hereto including Royalty Owners
who may be responsibie for the taxes on their respective allocated share of said Umitized Substances  No taxes shall be charged to the United
States or to the State of New Mexico nor to any lessor who has a contract with a lessee which requires his lessee to pay such taxes

SECTION 36 NO PARTNI RSHIP Ihe dutics obligations and habilities of the parties hereto are intended to be several and not jomt or
collective This Agreement s not intended to create and shali not be construed to create an association or trust or to impose a partnership duty
obligation or liability with regard to any one or more of the parties hereto  Fach party hereto shall be individually responsible for its own
obligation as herein provided

SECTION 37 PRODUCTION AS O THI EFTLCIIVE DAIE  Umit Operator shall make a proper and timely gauge of all leases and other
tanks within the Umit Arca in order to ascertain the amount of merchantable o1l above the pipeline connection tn such tanks as of 7 00 am on the
Effective Date hereof All such o1l which has been produced in accordance with established allowables shall be and remain the property of the
Working Interest Owner entitled thercto the same as 1f the umit had not been formed and the responsible Working Interest Owner shall promptly
remove said o1l from the umitized land  Any such o1l not so removed shall be sold by Umit Operator for the account of such Working Interest
Owners subject to the payment of all Royalty 10 Royalty Owners under the terms hereof The ol that 1s 1n excess of the prior allowable of the
wells from which 1t was produced shall be regarded as Unitized Substances produced afier Effective Date hereof

If as of the Fffective Date hereof any Tract 1s overproduced with respect to the allowable of the wells on that Tract and the amount of
over production has becn sold or otherwise disposed of such over production shall be regarded as a part of the Umitized Substances produced
after the Lffective Date hereof and shall be charged to such Iract as having been delivered to the parties entitled to Unitized Substances allocated
to such Iract

SECTION 38 NO SHARING OI' MARKI T This Agreement 1s not intended to provide and shall not be construed to provide directly or
indirectly for any cooperative refining jomnt sale or marketing of Unitized Substances

SFCTION 39 STATUTORY UNITIZAIION If and when Working Interest Owners owning at least seventy five percent (75%) Umit
Participation and Royalty Owners owning at least seventy five percent (75 /) Royalty Interest have become partics to this Agreement or have
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approved this Agreement in writing and such Working Interest Owners have also become parties to the Unit Operating Agreement Unit Operator
may make application to the Division for statutory umtization of the uncommutted interests pursuant to the Statutory Unitization Act (Chapter 65
Article 14 NM S 1953 Annotated) If such application 1s made and statutory unitization is approved by the Division then effective as of the
date of the Division s order approving statutory umitization this Agreement and/or the Unit Operating Agreement shall automatically be revised
and/or amended 1n accordance with the following

(1) Section 14 of this Agreement shall be revised by substituting for the entire said scction the following

SFCTION 14 TRACTS QUAIL IFIFD FOR PARTICIPATION On and after the Fffectve Date hereof all Tracts within the Umit
Area shall be entitled to participation 1n the production ot Unitized Substances

(2) Section 24 of this Agreement shall be revised by substituting for the first three paragraphs of satd section the following

SECTION 24 EFFLCTIVI DATE AND TFRM This Agreement shall become effective on the first day of the calendar month next
following the effective date of the Division s order approving statutery umitization upon the terms and conditions of this Agreement as amended
(1if any amendment 1s necessary) to conform to the Division s order approval of this Agreement as so amended by the Land Commussioner and
the AO and the filing by Unit Operator of this Agreement or notice thereof for record in the office of the County Clerk of Lea County New
Mexico Umt Operator shall not file this Agreement or notice thereof for record and hence this Agreement shall not become effective unless
within ninety (90) days after the date all other prerequisites for effectivencess of this Agreement have been satisfied such filing 1s approved by
Working Interest Owners owning a combined Unit I articipation of at last sixty five percent (65 /) as to all Tracts within the Unit Area

Unit Operator shall within thirty (30) days afler the I flective Date of this Agreement file for record in the office of the
CountyClerk of LeaCounty New Mexico a certificate to the effect that this Agreement has become effective 1n accordance with its terms therein
identifying the Division s order approving statutory unitization and stating the I ffective Date

(3) This Agreement and/or the Unit Operating Agreement shall be amended in any and all respects necessary to conform to the
Division s order approving statutory unitization

Any and all amendments of this Agreement and/or the Umt Operating Agreement that are necessary to conform said agreements to the
Division s order approving statutory unitization shall be deemed to be hereby approved in writing by the parties hereto without any necessity for
further approval by said parties except as follows

(a) If any amendment of this Agrecement has the cffect of reducing any Royalty Owners participation in the production of Unitized
Substances such Royalty Owner shall not be deemed to have hereby approved the amended agreement without the necessity of further
approval in writing by said Royalty Owner and

(b) If any amendment of this Agreement and/or the Uit Operating Agreement has the effect of reducing any Working Interest
Owner s participation 1n the production of Umitized Substances or increasing such Working Interest Owner's share of Umt Expense

such Working Interest Owner shall not be deemed to have hereby approved the amended agreements without the necessity of further
approval 1n writing by said Working Interest Owner

[Signature sheet follows ]

Executed as of the day and year first above written

y
BUSINESS ENTITY  SIGNATURE OF OFFICFR

Date of execution

STATE OF )
)ss
COUNTY OF )
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UNIT OPERATING AGREEMENT

West Eumont Unit Lea County New Mexico

This Agreement entered into as of the 1st day of (MONTH) 2017 by the parties who
have signed the oniginal of this instrument, a counterpart thereof or other instrument agreeing to
be bound by the provisions hereof

WITNESSETH

WHEREAS, by order of the New Mexico O1l Conservation Commuission, as entered 1n
Case No (XXXX) dated (MONTH) __ , 2017 the parties hereto designated as Working Interest
Owners are subject to, or have executed, as of the date hereof an agreement entitled "Umt
Agreement, West Eumont Unit Lea County New Mexico herein referred to as "Unit
Agreement", which, among other things, provides for a separate agreement to be entered into by
Working Interest Owners to provide for the development and operation of the Unit Area as
therein defined

NOW, THEREFORE 1n consideration of the mutual agreements herein set forth, 1t 1s
agreed as follows

Article 1
CONFIRMATION OF UNIT AGREEMENT

11 Confirmation of Unit Agreement The Umit Agreement 1s hereby confirmed and
by reference made a part of this agreement The definitions 1n the Unit Agreement are adopted
for all purposes of this agreement If there 1s any conflict between the Umit Agreement and this
agreement the Unit Agreement shall govern

Article 2
EXHIBITS

21 Exhibits The following exhibits are incorporated herein by reference
211 Exhibits A and B of the Unit Agreement

212 Exhikit C attached hereto 1s a schedule showing the total Unit
Participation of each Working Interest Owner Exhibit C or a revision thereof shall not be
conclusive as to the information therein, except 1t may be used as showing the Unit Participations
of the Working Interest Owners for purposes of this agreement until shown to be 1n error or 1s
revised as heremn authorized



213 Exhibit D attached hereto 1s the Accounting Procedure apphcable to Unit
Operations  If there 1s any conflict between this agreement and Exhibit D, this agreement shall
govern

214 Exhibit E, attached hereto contains insurance provisions applicable to
Unit Operations

22  Revision of Exhibits Whenever Exhibits A and B are revised Exhibit C shall be
revised accordingly and be effective as of the same date Unit Operator shall also revise Exhibit
C from time to time as required to conform to changes 1n ownership of which Unit Operator has
been notified as provided in the Unit Agreement

Article 3
SUPERVISION OF OPERATIONS BY WORKING INTEREST OWNERS

31 Overall Supervision Working Interest Owners shall exercise overall supervision
and control of all matters pertaining to Umit Operations pursuant to this agreement and the Unit
Agreement In the exercise of such authority each Working Interest Owner shall act solely 1n its
own behalf in the capacity of an individual owner and not on behalf of the owners as an entirety

32  Specific Authorities and Duties The matters with respect to which the Working
Interest Owners shall decide and take action shall include, but not be limited to the following

321 Method of Operation The method of operation including any type of
pressure maintenance secondary recovery or other recovery program to be employed

322 Dnlling of Wells The drilling of any well whether for production of
Unitized Substances, for use as an imnjection well, or for other purposes

323 Well Recompletions and Change of Status The recompletion,
abandonment or change of status of any well or the use of any well for injection or other

purposes

324 Expenditures The making of any single expenditure in excess of Two
hundred Seventy-five Thousand and No/100 Dollars ($275 000 00) provided that approval by
Working Interest Owners of the drilling reworking deepening or plugging back of any well
shall include approval of all necessary expenditures required therefor, and for completing,
testing and equipping the same, including necessary flow lines separators and lease tankage or
1mjection equipment

325 Dasposition of Unit Equpment The selling or otherwise disposing of any
major 1item of surplus Unit Equipment, 1f the current list price of new equipment similar thereto
1s Two hundred fiftythousand and No/100 Dollars ($250 000 00) or more

326 Appearance Before a Court or Regulatory Agency The designating of a
representative to appear before any court or regulatory agency in matters pertaining to Unit



Operations, provided that, such designation shall not prevent any Working Interest Owner from
appearing 1n person or from designating another representative in its own behalf

327 Audits The auditing of the accounts of Unit Operator pertaining to Unit
Operations hereunder provided that the audits shall

(a) not be conducted more than once each year except upon the
resignation or removal of Unmit Operator

(b) be made at the expense of all Working Interest Owners other than
the Working Interest Owner designated as Unit Operator and

© be made upon not less than thirty (30) days' written notice to Unit
Operator

328 Inventories The taking of periodic inventories under the terms of Exhibit
D

329 Technical Services The authonizing of charges to the joint account for
services by consultants or Unit Operator's technical personnel not covered by the overhead
charges provided by Exhibit D

3210 Assignments to Committees The appointment of commaittees to study
any problems in connection with Unit Operations

3211 The removal of Unit Operator and the selection of a successor
32 12 The enlargement of the Unit Area

3 2 13 The adjustment and readjustment of investments

3 2 14 The termination of the Unit Agreement

Article 4
MANNER OF EXERCISING SUPERVISION

41 Designation of Representatives Each Working Interest Owner shall in wniting
inform Umt Operator of the names and addresses of the representative and alternate who are
authorized to represent and bind such Working Interest Owner with respect to Unmit Operations
The representative or alternate may be changed from time to time by wrtten notice to Unit
Operator

42 Meetings All meetings of Working Interest Owners shall be called by Umnit
Operator upon 1ts own motion or at the request of one or more Working Interest Owners having a
total Unit Participation of not less than two percent (2%) No meeting shall be called on less than
fourteen (14) days' advance written notice, with agenda for the meeting attached Unit Operator



shall determine and notify Working Interest Owners of the time and place for the meeting
Working Interest Owners who attend the meeting shall not be prevented from amending items or
other Jtems presented in the agenda or from deciding the amended 1tem or other items presented
at the meeting Working Interest Owners may attend any meeting by telephone, or other live-
voice electronic means The representative of Unit Operator shall be chairman of each meeting

43 Voting Procedure Working Interest Owners shall decide all matters coming
before them as follows

431 Votung Interest Each Working Interest Owner shall have a voting
interest equal to 1ts Unit Participation

432 Vote Required Generally Unless otherwise provided herein or 1n the
Unit Agreement, all matters shall be decided by an affirmative vote of seventy five percent
(75%) or more voting interest provided that, should any one Working Interest Owner have more
than seventy-five percent (75%) voting interest, 1ts vote must be supported by the vote of one or
more Working Interest Owners

433 Vote at Meeting by Non-attending Working Interest Owner  Any
Working Interest Owner who 1s not represented at a meeting may vote by letter or telegram
addressed to the representative of the Unit Operator 1f 1ts vote 1s received prior to the vote on the
1item

434 Poll Votes Working Interest Owners may vote on and decide, by letter or
telegram any matter submitted in writing to Working Interest Owners 1f no meeting 1s
requested as provided in Section 4 2 within seven (7) days after the proposal 1s sent to Working
Interest Owners Unit Operator will give prompt notice of the results of the voting to all
Working Interest Owners

Article 5
INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS

51 Reservation of Rights Working Interest Owners severally reserve to themselves
all their nghts except as otherwise provided 1n this agreement and the Unit Agreement

52  Specific Rights Each Working Interest Owner shall have among others, the
following specific rights

521 Access to Unit Area Access to the Unit Area at all reasonable times to
inspect Unit Operations, all wells, and the records and data pertaining thereto

522 Reports The nght to recerve from Unit Operator upon written request,
copies of all reports to any governmental agency reports of crude o1l runs and stocks, inventory
reports, and all other information pertaining to Unit Operations The cost of gathering, and
furnishing information not ordinarily furnished by Unit Operator to all Working Interest Owners
shall be charged to the Working Interest Owner who requests the information



Article 6
UNIT OPERATOR

61 Initial Unit Operator Forty Acres Energy LLC 1s hereby designated as Unit
Operator

62  Resignation or Removal Operator may resign at any tume by giving written
notice thereof to Non Operators If Operator terminates 1its legal existence or no longer owns an
interest in the Unit Area Operator shall be deemed to resign without any action by Non-
Operators except the selection of a successor Operator may be removed only for good cause by
the affirmative vote of two or more Non Operators owning eighty percent (80%) interest based
on ownership as shown on Exhibit "A"  Such vote shall not be deemed effective until a wnitten
notice has been delivered to the Operator by Non Operator detailing the alleged default and
Operator has failed to terminate the default within 30 days from 1ts receipt of the notice or, 1f the
default concerns an operation then being conducted within 48 hours of its receipt of the notice
For the purposes hereof, "good cause' shall mean not only gross negligence or willful
musconduct but also the material breach of or inability to meet the standards of operations
contained Article 7 2 herein or material failure or nability to perform 1its obligations under this
Agreement

63 Selection of Successor Upon the resignation or removal of a Unit Operator, a
successor Unit Operator shall be selected by Working Interest Owners

Article 7
AUTHORITIES AND DUTIES OF UNIT OPERATOR

71 Exclusive Right to Operate Unit Subject to the provisions of this agreement and
to mstructions from Working Interest Owners Unit Operator shall have the exclusive right and
“be obligated to conduct Unit Operations

72 Workmanlike Conduct Unit Operator shall conduct Unit Operations 1n a good
and workmanlike manner as would a prudent operator under the same or similar circumstances
Unit Operator shall freely consult with Working Interest Owners and keep them informed of all
matters which Umt Operator 1n the exercise of its best judgment considers important Unit
Operator shall not be liable to Working Interest Owners for damages, unless such damages result
from 1ts gross negligence or willful misconduct

73 Liens and Encumbrances Unit Operator shall endeavor to keep the lands and
leases 1n the Umt Area free from all liens and encumbrances occasioned by Unit Operations,
except the lien of Unmit Operator granted hereunder

74 Employees The number of employees used by Unit Operator in conducting Unit
Operations their selection, hours of labor, and compensation shall be determined by Unit
Operator Such employees shall be the employees of Unit Operator



75  Records Unit Operator shall keep correct books, accounts and records of Umt
Operations

76  Reports to Working Interest Owners Unit Operator shall furnish to Working
Interest Owners periodic reports of Unit Operations

77  Reports to Governmental Authorities Unit Operator shall make all reports to
governmental authonties that 1t has the duty to make as Unit Operator

Nothing herein contained shall grant or be construed to grant Operator the night or
authority to waive or release any rights, privileges or obligations which Non Operators may have
under federal or state laws or under rules or regulations or orders promulgated under such laws
1n reference to o1l and gas operations 1ncluding the location operation, or production of wells,
on tracts offsetting or adjacent to the Unit Area

With respect to operations hereunder Non Operators agree to release Operator
from any and all losses damages, injuries claims and causes of action arising out of 1ncident to
or resulting directly or indirectly from Operator's interpretations or application of rules
regulations or orders of the Department of Energy or Federal Energy Regulatory Commussion or
predecessor or successor agencies to the extent such interpretation or application was made 1n
good faith and does not constitute gross negligence Each Non-Operator further agrees to
reimburse Operator for such Non Operator share of production or any refund, fine, levy or other
governmental sanction that Operator may be required to pay as a result of such an incorrect
interpretation or application together with interest and penalties thereon owning by Operator as a
result of such incorrect interpretation or application

78  Engineering and Geological Information Unit Operator shall furmish to a
Working Interest Owner upon written request, a copy of the log and other engineering and
geological data pertaining to wells drilled for Unit Operations

79  Expenditures Unit Operator 1s authorized to make single expenditures not in
excess of Two_hundred seventy five thousand and No/100 Dollars ($275,000 00) without prior
approval of Working Interest Owners If an emergency occurs Unit Operator may immediately
make or incur such expenditures as 1n 1ts opinion are required to deal with the emergency Unit
Operator shall report to Working Interest Owners as promptly as possible the nature of the
emergency and the action taken

710 Wells Drilled by Unit Operator All new drill wells or existing wells deepened
wells-driled by Unit Operator shall be at the usual rates prevailing in the area Umt Operator
may employ 1ts own tools and equipment, but the charge therefor shall not exceed the prevailing
rate 1n the area, and the work shall be performed by Unit Operator under the same terms and
conditions as are usual 1n the area 1n contracts of independent contractors doing work of a similar
nature

711 Taking in Kind If, pursuant to the Unit Agreement, Operator 1s purchasing or
selling more than 1ts share of Unitized Substances pursuant to the Unit Agreement, any such sale



by Operator shall be 1n a manner commerctally reasonable 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 Operator of a non taking party s share of o1l under
the terms of any existing contract of Operator shall not give the non taking party any interest in
or make the non taking party a party to said contract No purchase shall be made by Operator
without first giving the non-taking party at least ten (10) days wrntten notice of such intended
purchase and the price to be paid or the pricing basis to be used

Article 8
TAXES

81  Ad Valorem Taxes Unit Operator shall make and file all necessary ad valorem
tax renditions and returns with the proper taxing authorities covering all real and personal
property of each Working Interest Owner used or held by Unit Operator 1n Unit Operations
Umnit Operator shall settle assessments arising therefrom All such ad valorem taxes shall be paid
by Umt Operator and charged to the joint account provided that if the interest of a Working
Interest Owner 1s subject to a separately assessed overriding royalty interest, production
payment or other interest in excess of a one eighth (1/8) royalty such Working Interest Owner
shall be given credit for the reduction 1n taxes paid resulting therefrom

82  Other Taxes Each Working Interest Owner shall pay or cause to be paid all
production, severance, gathering and other taxes imposed upon or 1n respect of the production or
handling of 1ts share of Unitized Substances

Article 9
INSURANCE

91 Insurance Unit Operator with respect to Unit Operations shall do the following

911 Comply with the Workmens Compensation Law of the State of New
Mexico

912 Carry Employer's Liability and other insurance required by the laws of the
State of New Mexico

913 Carry other insurance as set forth in Exhibit E

Article 10
ADJUSTMENT OF INVESTMENTS

101 Personal Property Taken Over Upon the Effective Date hereof Working Interest
Owners shall deliver to Unit Operator the following

1011 Wells and Casing All wells completed in the Unmtized Formation,
together with the casing therein



1012 Well and Lease Equipment The tubing in each such well the wellhead
connections thereon and all other lease and operating equipment that 1s used 1n this operation of
such wells which Working Interest Owners determine necessary or desirable for conducting Uit
Operations

1013 Records A copy of all production and well records that pertain to such
wells

102 Inventory and Evaluation of Personal Property Working Interest Owners shall at
Unit Expense inventory and evaluate 1n accordance with the provisions of Exhibit D the personal
property taken over

103  Investment Adjustment Upon approval by Working Interest Owners of the
inventory and evaluation, each Working Interest Owner shall be credited with the value of its
interest n all personal property taken over under Section 10 12 and shall be charged with an
amount equal to that obtained by multiplying the total value of all personal property taken over
under Section 10 1 2 by such Working Interest Owner's Unit Participation If the charge against
any Working Interest Owner 1s greater than the amount credited to such Working Interest Owner
the resulting net charge shall be an item of Unit Expense chargeable against such Working
Interest Owner If the credit to any Working Interest Owner 1s greater than the amount charged
against such Working Interest Owner the resulting net credit shall be paid to such Working
Interest Owner by Unit Operator out of funds received by 1t in settlement of the net charges
described above

104  General Faciliies The acqusition of warehouses, warehouse stock, lease
houses, camps, facility systems and office buildings necessary for Unit Operations shall be by
negotiation by the owners thereof and Unit Operator subject to the approval of Working Interest
Owners

105  Ownership of Personal Property and Facilities Each Working Interest Owner
individually shall by virtue hereof own an undivided interest equal to 1ts Unit Participation 1n
all personal property and facilities taken over or otherwise acquired by Unit Operator pursuant to
this agreement

Article 11
UNIT EXPENSE

111  Basis of Charge to Working Interest Owners Unit Operator 1nitially shall pay all
Umt Expenses for Unit Operations that do not otherwise require Working Interest Owner
approval pursuant to Article 3 and all approved Unit Operations (hereinafter Ordinary Unit
Expenses”) Each Working Interest Owner shall reimburse Umit Operator for its share of
Ordinary Unit Expenses Each Working Interest Owner's share of Ordinary Unit Expenses shall
be allocated 1n proportion to 1ts Unit Participation at the time such Ordinary Unit Expense 1s
incurred  All charges credits and accounting for Ordinary Unit Expenses shall be 1n accordance
with Exhibit D



112 Budgets Before or as soon as practical after the effective date hereof Unit
Operator shall prepare a budget of estimated Umt Expense for the remainder of the calendar
year and on or before the first day of each November thereafter shall prepare such a budget for
anticipated Ordinary Unit Expenses anticipated for the ensuing calendar year A budget shall set
forth the estimated Ordinary Unit Expense by quarterly periods Budgets shall be estimates only,
and shall be adjusted or corrected by Working Interest Owners and Unit Operator whenever an
adjustment or correction 1s proper A copy of each budget and adjusted budget shall promptly be
furnished to each Working Interest Owner

113  Advance Billings Unit Operator shall have the right without prejudice to its
other nghts or remedies to require Working Interest Owners to advance their respective shares
of estimated Ordinary Unit Expenses by submitting to each Working Interest Owner on or
before the 15" day of any month an itemized estimate thereof for the succeeding month
together with an invoice for such Working Interest Owner s share thereof Within thirty (30)
days thereafter, each Working Interest Owner shall pay to Unit Operator 1ts respective share of
such estimate Adjustments between estimated and actual Ordinary Unit Expenses shall be made
by Unit Operator at the close of each calendar month and the accounts of Working Interest
Owners shall be adjusted accordingly If a Working Interest Owner fails to advance its
respective share of estimated Ordinary Umt Expenses as provided in this Section 11 3, such
Working Interest Owner s share of any such advanced billings shall be treated as an item of
Unpaid Ordinary Unit Expenses pursuant to Section 11 4

114 Unpatd Ordinary Unit Expenses If any Working Interest Owner fails or 1s
unable to pay (1) 1its share of Ordinary Unit Expenses within sixty (60) days after rendition of a
statement therefore by Unit Operator or (u) its share of advanced billings 1n accordance with
Section 11 3 the unpaid balance shall be paid to Unit Operator by the non defaulting Working
Interest Owners (or by Unit Operator as applicable under Section 11 3) as if 1t were Ordinary
Umit Expenses 1n the proportion that the Unit Participation of each such non-defaulting Working
Interest Owner bears to the total Unit Participation of all such non defaulting Working Interest
Owners Such unpaid amount shall bear interest at the prime rate set byChaseBank for the same
period plus five percent (5%) per annum or the maximum contract rate permitted by applicable
usury laws whichever 1s the lesser Working Interest Owners (or Unit Operator as applicable)
so paying the same shall be reimbursed therefor together with interest thereon when the amount
so carried and the interest thereon are collected from the defaulting Working Interest Owner s
share of the sale of Unitized Substances During the time that any Working Interest Owner fails
to pay its share of Ordinary Unit Expenses the Unit Operator shall be entitled to collect and
receive from the purchaser of production the proceeds from such defaulting Working Interest
Owner s share of the sale of Unitized Substances All credits to any such defaulting Working
Interest Owner on account of the sale or disposal of Unit Equipment or otherwise, shall also be
applied against the unpaid share of Ordinary Unit Expenses charged against such defaulting
Working Interest Owner until such Working Interest Owner s share of Ordinary Unit Expenses
are paid 1n full, together with any interest accrued thereon

Notwithstanding the foregoing, Unit Operator shall have the option, but not the
obligation, to elect to carry or otherwise finance any defaulting Working Interest Owner(s) in



lieu of having all non defaulting Working Interest Owners participate in the carrying or
otherwise financing any defaulting Working Interest Owner(s) Umt Operator upon such
election shall be entitled to recovery of the money advanced on behalf of a defaulting Working
Interest Owner plus any additional administrative charges and interest as provided herein

115 Commngling of Funds No funds received by Umt Operator under this
agreement need be segregated or maintained by 1t as a separate fund, but may be commingled
with 1ts own funds

Operator shall hold for the account of the Non Operators any funds of the Non Operators
advanced or paid to the Operator either for the conduct of operations hereunder or as a result of
the sale of production from the Uit Area, 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 to the Non-Operators or applied toward the payment of debts as provided
heremn  Nothing 1n this Agreement shall be construed to establish a fiduciary relationship
between Operator and Non Operators for any purpose other than to account for Non-Operator
funds as herein specifically provided Nothing 1n this Agreement shall require the maintenance
by Operator of separate accounts for the funds of Non Operators unless the parties otherwise
specifically agree

116 Liens and Security Interests Each party grants to the other parties hereto a hen
upon any interest 1t now owns or hereafter acquires in O1l and Gas Leases and O1l and Gas
Interests 1n the Unit Area, and a security interest and/or purchase money security interest in any
interest 1t now owns or hereafter acquires 1n the personal property and fixtures on or used or
obtained for use 1n connection therewith, to secure performance of all of its obligations under
this agreement including but not limited to payment of expense interest and fees the proper
disbursement of all monies paid hereunder the assignment or relinquishment of interest in Oil
and Gas Leases as required hereunder and the proper performance of operations hereunder
Such lien and security interest granted by each party hereto shall include such party's leasehold
interests, working interests, operating rights, and royalty and overriding royalty interests in the
Contract Area now owned or hereafter acquired and 1n lands pooled or umitized therewith or
otherwise becoming subject to this Agreement the O1l and Gas when extracted therefrom and
equipment situated thereon or used or obtained for use in connection therewith (including
without Iimitation all wells tools and tubular goods) and accounts (including without
limitation accounts arising from gas imbalances or from the sale of Oil and/or Gas at the
wellhead), contract rights nventory and general intangibles relating thereto or arising therefrom
and all proceeds and products of the foregoing

To perfect the lien and security agreement provided herein, each party hereto shall
execute and acknowledge the recording supplement and/or any financing statement prepared and
submitted by any party hereto 1n conjunction herewith or at any time following execution hereof,
and Operator 1s authorized to file this Agreement or the recording supplement executed herewith
as a lien or mortgage 1n the applicable real estate records and as a financing statement with the
proper officer under the Uniform Commercial Code in the state in which the Unit Area 1s
situated and such other states as Operator shall deem appropriate to perfect the security interest
granted hereunder Any party may file this agreement the recording supplement executed
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herewith or such other documents as 1t deems necessary as a lien or mortgage 1n the applicable
real estate records and/or a financing statement with the proper officer under the Umform
Commercial Code

Each party represents and warrants 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 mantamn the priority of said lien and security interest against all persons
acquiring an interest 1n O1l and Gas Leases and Interests covered by this Agreement by through
or under such party All parties acquiring an interest in O1l and Gas Leases and O1l and Gas
Interests covered by this Agreement whether by “assignment, merger mortgage, operation of
law, or otherwise, shall be deemed to have taken subject to the lien and security interest granted
by this Article 11 5 as to all obligations attributable to such interest hereunder whether or not
such obligations arise before or after such interest in acquired

To the extent that parties have a security interest under the Uniform Commercial Code of
the state 1n which the Unit Area 1s situated they shall be entitled to exercise the nghts and
remedies of a secured party under the Code The bringing of a swit and the obtaining of
Judgment by a party for the secured indebtedness shall not be deemed an election of remedies or
otherwise affect the lien rights or secunty interest as security for the payment thereof In
addition upon default by any party in the payment of its share of expenses interests or fees or
upon the improper use of funds by the Operator the other parties 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 O1l and Gas until the amount owed by such party, plus interest as
provided 1n "Exhibit D" has been received, and shall have the night to offset the amount owed
against the proceeds from the sale of such defaulting party's share of Oil and Gas  All
purchasers of production may rely on a notification of default from the non-defaulting party or
parties stating the amount due as a result of the default and all parties waive any recourse
available against purchasers for releasing production proceeds as provided 1n this paragraph

If any party fails to pay its share of cost within sixty (60) days after rendition of a
statement therefor by Operator the non defaulting parties, including Operator shall upon
request by Operator pay the unpaid amount 1n the proportion that the interest of each such party
bears to the interest of all such parties The amount paid by each party so paying its share of the
unpaid amount shall be secured by the liens and security rights described herein, and each paying
party may independently pursue any remedy available hereunder or otherwise

If any party does not perform all of its obligations hereunder and the failure to perform
subjects such party to foreclosure or execution proceedings pursuant to the provisions of this
Agreement, to the extent allowed by governing law the defaulting party waives any available
right of redemption from and after the date of judgment, any required valuation or appraisement
of the mortgaged or secured property prior to sale, any available right to stay execution or to
require a marshaling of assets and any required bond 1n the event a receiver 1s appointed In
addition to the extent permitted by applicable law each party hereby grants to the other parties a
power of sale as to any property that 1s subject to the lien and security rights granted hereunder
such power to be exercised in the manner provided by applicable law or otherwise in a
commercially reasonable manner and upon reasonable notice
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Each party agrees that the other parties shall be entitled to utilize the provisions of Oil
and Gas lien law or other lien law of any state in which the Unit Area 1s situated to enforce the
obligations of each party hereunder Without hmiting the generality of the foregoing to the
extent permitted by applicable law Non Operators agree that Operator may invoke or utilize the
mechanics' or matenalmen's lien law of the state in which the Unit Area 1s situated 1n order to
secure the payment to Operator of any sum due hereunder for services performed or matenals
supplied by Operator

117 Uncommitted Royalty Should an owner of a Royalty Interest in any Tract fail to
become a party to the Unit Agreement and as a result thereof the actual Royalty Interest
payments with respect to such Tract are more or less than the Royalty Interest payments
computed on the basis of the Unitized Substances that are allocated to such Tract under the Unit
Agreement, the difference shall be borne by or inure to the benefit of Working Interest Owners,
1n proportion to their respective Unit Participations, however, the difference to be borne by or
mnure to the benefit of Working Interest Owners shall not exceed an amount computed on the
basis of one eighth (1/8) of the difference between the Unitized Substances allocated to the Tract
and the Umtized Substances produced from the Tract Such adjustments shall be made by
charges and credits to the joint account

118 Non-participating Working Interest Owners Upon entry of an order of the New
Mexico O1l Conservation Division this Agreement as authorized by Article 7, Statutory
Unitization Act §70 71 Et seq NMS A governs the relationship of all Working Interest
Owners 1n lands included 1n the Unit Area Any Working Interest Owner that does not join 1n, or
ratify this Agreement (‘ Non-participating Working Interest Owner”) shall (a) have no voting
rights as to Unit Operations (b) be deemed non participating 1n all Unit operations conducted 1n
accordance with this Agreement and (c) shall not be entitled to notice of, or to attend meetings
of the Working Interest Owners The ownership 1nterest, and development obligations of each
Non participating Working Interest Owner shall be allocated to the Working Interest Owners
executing; or ratifying this Agreement, and costs mncurred on behalf of such Non-participating
Working Interest Owners may be recouped by those Working Interest Owners from the
participation share of proceeds from the sale of o1l and gas attributable to the ownership of the
Non participating Working Interest Owners and such recoupment shall include the actual costs
incurred plus two hundred percent (200%) of such costs

Article 12
NON UNITIZED FORMATIONS

121  Right to Operate Any Working Interest Owner that now has or hereafter
acquires the right to dnll for and produce oil, gas or other minerals, from other than the Unitized
Formation, shall have the right to do so notwithstanding this agreement or the Umit Agreement
In exercising the right, however, the Working Interest Owner shall exercise reasonable
precaution to prevent reasonable interference with Unit Operations No Working Interest Owner
shall produce Umtized Substances through any well drilled or operated by 1t If any Working
Interest Owner dnlls any well into or through the Unitized Formation the Unmitized Formation
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shall be protected 1n a manner satisfactory to Working Interest Owners so that the production of
Umnitized Substances will not adversely be affected )
Article 13
TITLES

131  Warranty and Indemnity Each Working Interest Owner represents and warrants
that 1t 1s the owner of the respective working interests set forth opposite 1ts name 1n Exhibit C,
and hereby agrees to indemnify and hold harmless the other Working Interest Owners from any
loss due to failure 1n whole or 1n part, of 1ts title to’ any such interest, except failure of title
ansing out of Unit Operations, provided that, such indemnity shall be limited to an amount equal
to the net value that has been received from the sale or receipt of Umtized Substances attributed
to the interest as to which title fatled Each failure of title will be deemed to be effective insofar
as this agreement 1s concerned as of the first day of the calendar month 1n which such failure 1s
finally determined, and there shall be no retroactive adjustment of Umit Expenses or retroactive
allocation of Unitized Substances or the proceeds therefrom as a result of title failure

132 Failure Because of Unmit Operations The failure of title to any Working Interest
in any Tract by reason of Unit Operations 1ncluding non production from such Tract, shall not
change the Unit Participation of the Working Interest Owner whose title failed 1n relation to the
Unit Participations of the other Working Interest Owners at the time of the title failure

Article 14
LIABILITY CLAIMS, AND SUITS

141, Individual Liabihty The hability of the parties shall be several not joint or
collective Each party shall be responsible only for its obligations, and shall be hable only for 1ts
proportionate share of the costs of developing and operating the Unit Area Accordingly the
liens granted among the parties in Article 11 5 are given to secure only the debts of each
severally and no party shall have any liability to third parties hereunder to satisfy the default of
any other party 1n the payment of any expense or obligation hereunder It 1s not the intention of
the parties to create nor shall this Agreement be construed as creating, a mining or other
partnership, joint venture agency relationship or association or to render the parties liablé as
parties, co venturers, or principles In their relations with each other under the Agreement the
parties shall not be considered fiduciaries or to have established a confidential relationship but
rather shall be free to act on an arm's-length basis 1n accordance with their own respective self-
interest subject however to the obligation of the parties to act in good faith in their dealings
with each other with respect to activities hereunder

142  Settlements Unit Operator, on behalf of the Working Interest Owners, may settle
any single damage claim or suit involving Unit Operations but not involving anexpenditure 1n
excess of Two Hundred Fifty Thousand and no/100 Dollars ($250,000 00) provided the payment
15 1In complete settlement of such claim or suit If the amount required for settlement exceeds the
above specified amount, Working Interest Owners shall assume and take over the further
handling of the claim or suit unless such authonty 1s expressly delegated to Unit Operator All
costs and expense of handling, settling, or otherwise discharging such claim or suit shall be an
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item of Unit Expenses If a claim 1s made against any Working Interest Owner or if any
Working Interest Owner 1s sued on account of any matter arising from Unit Operations and over
which such Working Interest Owner individually has no control because of the rights given
Working Interest Owners and Unit Operator by this agreement and the Unit Agreement the
Working Interest Owner shall immediately notify the Umit Operator and the claim or suit shall
be treated as any other claim or suit involving Unit Operations

ARTICLE 15
INTERNAL REVENUE PROVISION

151 Each Working Interest Owner hereby elects that 1t and the operations covered by this
agreement be excluded from the application of Subchapter K of chapter I of Subtitle A of the
Internal Revenue Code of 1954, or such portion thereof as the Secretary of the Treasury of the
United States or his delegate shall permit by election to be excluded therefrom Umit Operator 1s
hereby authorized and directed to execute on behalf of each Working Interest Owner such
additional or further evidence of the election as may be required by regulations 1ssued under said
Subchapter K Should the regulations require each party to execute such further evidence, each
Working Interest Owner agrees to execute or join 1n the execution thereof The election hereby
made and the other provisions of this paragraph shall apply 1n like manner to applicable state
laws, regulations and rulings now 1n effect or hereafter enacted that have an effect simlar to the
federal provisions referred to herein

Article 16
NOTICES

161  All notices authorized or required between the parties by any of the provisions of
this Agreement, unless otherwise specifically provided shall be in writing and delivered in
person or by United States mail courier service telegram telex, telecopier or any other form of
facsimile postage or charges prepaid and addressed to such parties at the addresses listed on
Exhibit "A" All telephone or oral notices permitted by this Agreement shall be confirmed
immediately thereafter by written notice The onginating notice given under any provision
hereof shall be deemed delivered only when received by the party to whom such notice 1s
directed, and the time for such party to deliver any notice 1n response thereto shall run from the
date the originating notice 1s received "Receipt" for purposes of this Agreement with respect to
written notice delivered hereunder shall be actual dehivery of the notice to the address of the
party to be notified specified in accordance with this Agreement or to the telecopy facsimile or
telex machine of such party The second or any responsive notice shall be deemed delivered
when deposited 1n the United States mail or at the office of the courier or telegraph service, or
upon transmittal by telex telecopy or facsimile, or when personally delivered to the:party to be
notified, provided, that when response 1s required within 24 or 48 hours, such response shall be
given orally or by telephone, telex, telecopy or other facsimile within such period Each party
shall have the right to change 1ts address at any time, and from time to time by giving written
notice thereof to all other parties If a party 1s not available to receive notice orally or by
telephone when a party attempts to deliver a notice required to be delivered within 24 or 48™
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hours the notice may be delivered 1n writing by any other method specified herein and shall be
deemed delivered in the same manner provided above for any responsive notice

Article 17
WITHDRAWAL OF WORKING INTEREST OWNER

171  Withdrawal A Working Interest Owner may withdraw from this agreement by
transferring without warranty of title either express or implied to the other Working Interest
Owner who do not desire to withdraw all its O1l and Gas Rights together with 1its interest 1n all
Umt Equipment and 1n all wells used in Unit Operation Such transfer shall not rehieve said
Working Interest Owner from obligation or hability incurred prior to the date of the delivery of
the transfer which delivery may be made to Umt Operator as Agent for the transferees The
interest transferred shall be owned by the transferees in proportion to their respective Umit
Participations The transferees 1n proportion to the respective interests so acquired, shall pay
transferor for its interest in Unit Equipment, the fair salvage value thereof as estimated and
fixed by Working Interest Owners After the date of delivery of the transfer, the withdrawing
Working Interest Owner shall be relieved from all further obligations and lability hereunder and
under the Umt Agreement and the nghts of such Working Interest Owner hereunder and under
the Unit Agreement shall cease insofar as they existed by virtue of the interest transferred

Article 18
ABANDONMENT OF WELLS

181 Rughts of Former Owners If Working Interest Owners decide to abandon
permanently any well within the Unit Area prior to termination of the Unit Agreement Unit
Operator shall give written notice thereof to the Working Interest Owners of the Tract on which
the well 1s located, and they shall have the option for a period of ninety (90) days after the
sending of such notice to notify Umit Operator in writing of their election to take over and own
the well Within ten (10) days after the Working Interest Owners of the Tract have notified Unit
Operator of their election to take over the well they shall pay Umt Operator for credit to the
Joint account, the amount estimated by Working Interest Owners to be the net salvage value of
the casing and equipment 1n and on the well The Working Interest Owners of the Tract, by
taking over the well, agree to seal off effectively and protect the Umitized Formation and upon
abandonment to plug the well in compliance with applicable laws and regulations

182  Plugging If the Working Interest Owners of a Tract do not elect to take over a
well located thereon which 1s proposed for abandonment Unit Operator shall plug and abandon

the well in compliance with applicable laws and regulations

Article 19
EFFECTIVE DATE AND TERM

191 Effective Date This agreement shall become effective on the date and at the
time that the Unit Agreement becomes effective

15



192 Term This agreement shall continue 1n effect so long as the Unit Agreement
remains 1n effect and thereafter until (a) all unit wells have been abandoned and plugged or
turned over to Working Interest Owners 1n accordance with Article 20, (b) all Unmit Equipment
and real property acquired for the joint account have been disposed of by Unit Operator in
accordance with instructions of Working Interest Owners and (c) there has been a final
accounting

Article 20
ABANDONMENT OF OPERATIONS

201  Termination Upon termination of the Unit Agreement, the following will occur

2011 Ol and Gas Rights 01l and Gas Rights in and to each separate Tract shall
no longer be affected by this agreement and thereafter the parties shall be governed by the terms
and provisions of the leases contracts and other instruments affecting the separate Tracts

2012 Rught to Operate Working Interest Owners of any Tract that desire to
take over and continue to operate wells located thereon may do so by paying Unit Operator for
credit to the joint account the net salvage value of the casing and equipment in and on the wells
taken over, as estimated by Working Interest Owners, and by agreeing to plug properly each well
at such time as 1t 1s abandoned

2013 Salvaging Wells Unit Operator shall salvage as much of the casing and
equipment 1n or on wells not taken over by Working Interest Owners of separate Tracts as can
economically and reasonably be salvaged and shall cause the wells to be plugged and abandoned

properly

2014 Cost of Salvaging Working Interest Owners shall share the cost of
salvaging, liquidation or other distribution of assets and properties used in Unit Operation in
proportion to their respective Unit Participations

Article 21
EXECUTION

211 Ongmnal Counterpart or Other Instrument A party may become a party to this
agreement by signing the original of this instrument, a counterpart thereof, or other instrument
agreeing to be bound by the provisions hereof The signing of any such instrument shall have the
same effect as 1f all the parties had signed the same instrument

Article 22
SEVERABILITY

221 Severability For the purposes of assuming or rejecting this Agreement as an
executory contract pursuant to federal bankruptcy laws this Agreement shall not be severable,
but rather must be assumed or rejected in 1ts entirety, and the failure of any party to this



Agreement to comply with all of its financial obligations provided herein shall be a matenal
default

Article 23
SUCCESSORS AND ASSIGNS

23 1 Successors and Assigns The provisions hereof shall be covenants running with
lands leases, and interests covered hereby and shall be binding upon and inure to the benefit of
the respective heirs devisees, legal representatives, successors and assigns of the parties hereto

IN WITNESS WHEREOF, The parties hereto have executed this agreement on the dates
oppostte their respective signatures
UNIT OPERATOR
Forty Acres Energy LLC
By

Name
Title

WORKING INTEREST OWNERS
Forty Acres Energy LLC
By

Name
Title

STATE OF TEXAS §
COUNTY OF HARRIS §

This instrument was acknowledged before me this _ day of
2017, by XXXX, (title) ofForty Acres Energy LLC a Delaware limited Liability Company on
behalf of saxd LLC

Notary Public for the
State of Texas

17



Exhibit E
INSURANCE

1 Operator shall procure and maintain at all imes while conducting operations under
this Agreement the following insurance coverages with imits not less than those specified
below

A Workers Compensation Statutory
Employer s Liability $1 000 Q00 Each Accident
B General Liability including bodily injury
and property damage liability $1 000 000 Combined Single Limit
C Auto Liability $1 000 000 Combined Single Limit
D Excess or Umbrella Liability $20 000 000 Combined Single Limit
E Cost of Well Control and Care $5 000 000 Each Occurrence and
Custody and Control $250 000 CCC
F Pollution Liability $20 000 000 Combined Single Limit
2 The insurance described mn 1 above shall include Non Operator as additional

insured (except Workers Compensation) and shail include a waiver by the insurer of all
nights of subrogation n favor of Non Operator Such insurance shall be carried at the joint
expense of the parties hereto and all premiums and other costs and expenses related
thereto shall be charged to the Jomnt Account in accordance with the Accounting
Procedure attached as Exhibit C to this Agreement unless prior to spud a party hereto
who desires to provide its own msurance or self insurance provides Operator with a
certificate of insurance evidencing such individual coverage Operator shall have the nght
to be self insured

3 Operator shall endeavor to have its contractors and subcontractors comply with
applicable Workers Compensation laws rules and regulations and carry such insurance
as Operator may deem necessary

4 Operator shall not be lable to Non Operator for loss suffered because of
insufficiency of the msurance procuied and maintained for the Joint Account nor shall
Operator be hable to Non Operator for any loss occurring by reason of Operator's inabihty
to procure or maintain the insurance provided for herein if in Operators opinion at any
time during the term of this Agreement Operator 1s unable to procure or maintain said
insurance on commercially reasonable terms or Operator reduces the mits of insurance
Operator shall promptly s notfy Non Operator in writing

5 in the event of loss not covered by the nsurance provided for herein such loss
shall be charged to the Joint Account and borne by the parties In accordance with thew
respective percentage of participation as determined by this Agreement

6 Any party hereto may individually and at its own expense procure such additional
insurance as tt deswres provided however such party shall provide Operator with a
certificate of insurance evidencing such coverage before spud of the well and such

coverage shall inciude a waiver by the insurer of all nghts of subrogation In favor of the
parties hereto

1 of 1
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Extibit P
ACCOUNTING PRUCEDURE
JOINT OPERATIONS
H ! Atta b dwoa d made part of ‘W st Eumont Upit Joint Operntl g Agr em _t

3
5
6 I GFNERAL 1 ROVISIONS
7
] IF THE PARTIES FAIL 10 SCLECT EITHER ONL OF COMPETING ALTTRNATIVY PROVISIONS OR SELRCT ALL rHT
9 COMPETING ALTERNATIVE PROVISIONS ALTCRNATIVF 1 IN EACH SUCH INSTANCE SHALL BE DEEMED TO HAVE

BLEN ADOPTED BY THE PARTIES AS A RESULT OT ANY SUCH OMISSION OR DUPLICATE NOTATION

IN THE LVENT THAT ANY O1TIONAL PROVISION OT I'HIS ACCOUNTING PROCEDURL 1S NOT ADOPTED BY I'HE
PARTIES TO THC AGREEMENT BY A TYPED PRINTED OR HANDWRITTLN INDICATION SUCH PROVISION SHALL NO1
FORM A PAR1 OT THIS ACCOUNTING PROCEDURE AND NO INFERENCE SHALL BE MADE CONCERNING THE INTENT
OF THL PARTILES IN SUCH EVENL

1 DEFINITIONS
Alltermsused th Ac wt gProced resh lh  th fllw gmea g Ics othn expresslyd £ d th Agrem

Affl t measfo p o off psontttc wols cooltdby s nd commo cot | viththtperso Inths
def to () o trol mean the wnershpby prso ¢ tlyo directly fm  then PRy p re nt (50%) of the ot gsecirt

t oot for oth perso s th qu | townershp ¢t est (ul asprtmersl p trests) d(b) p m 1 oan
d d lcorporat prm hp trustestt orp mt dogenzato assocato o oth | gal entity
Ag nt mean th operat g gre met frmout greem t o othe contrat between th Parties to  hch this Accounting

Procedur 1s stinched

CotolibleMt ! n sMaeltht tth tm ¢ cq tono dsposttonbythelo tAcco t as pplcabl oclassf d
th Mt alClass fc to Man 1most recently e omme dedby th Co n 1of P trol um Acco tants Soc et es (COPAS)

kg 1 dF ght m vthpo dn f1) g gtm pnit ostt th J A tb ed p thed tan fromth  arest
Ra lway R gPo ttoth p openy

E lddAam ¢ m ns p fdexlddin k ganoutmost ntly onm ded by COPAS

FIIdOff mean stut opro f stut ¢ whth temp rary perman 1l 1 stall t  thep m ry fun tion of which 1
td ctly rved ly prato end tan ct t fd ) tPoprtyandwh hsrvsas taging reafo d ectly charg abl

fldpers |

F L 1Sy v meas th mpl y hos p mryl t J 1 Opra th d gh fth Op mat
fid ploy dlo o we labor drectly employed O st af id ope tngcapacty Frt Le el Supervision fu ton my
nld bt timtedt

Responsbity fo f Id employees d trat lobo engagd act ties that an lud field p ratons m tenanc
nstruto welirem dalworh eq pnetm  mentandd 1l g

R p bltyf dyt dyd t rsghtefgp tons

Rp bleyf dy dydre mgh f tut pmt

C d aron flobp o tesand ppro 1of vork p oc dures

Responsbity fo optm Irsourc utlzato (q pm tMt | p 1)

Respo sb ity form et gproducto df Idopersing p s targ t

R pres tat fth Prtes lo lmattrs | goommunty d gultry g s dl dwn  as d wl
ptofth prv s p t gespo thltes

Resp sbityfo Uem g cyresp nseswthfild taff

Responsb ity fo mpl m tng afetyande ronmental practices

Responsib Ity f r feldadh re  toc mpa ypol y

Respo bltyfo employm td and perfc pprasals for field p |
O sightofs bgroups fo £ id fun tons chaselectreal s fty nme il teleconmu e s whehmayh egro p
o t mlead

Jo t\ o t meansthe oc ountshowr gtt hargesp d d edis d the ond ctoftie Jomnt Op ratonsth tar to be

shredbyth P tes bidoc not o d pro  dsenibut bleto}ydrocarbo s dby prod sprod ed derth Agr eme t

Joint Operations means !l operatio s necessary or proper for the exploration appraisal de elopme t productio  protection
m t n p bando m t and st rat fth J ntP pny

COPYRIGHT®© 2005 by C un lof Pet olevm Accou t nts S tes Inc (COPAS)
1




@‘ COPAS 2005 A ting Procedure
Recomm ded by COPAS In

Jo tPr p ty meansthereal nd personal property subject to the Agreement

Laws means any laws rules regulanons dec es, and orders of the United States f Am ca or any state thereof and all other
| bodies ag and other authorihies ha ing junsdiction o er or affecting the pro is ons conta ned In or the transacto s
lated by the Agr o the Parties and thei operations wh ther such laws ow ex st or are hereafter amended enacted

prom lgated  ssued

Mt i] meansperso lprop ity eq pm tsupples cons mables q red bhldf wus byth J intProperty

N Op tos meansthePartiestoth Agreement other than the Operat

Offsho e Facilities means platfonns surface and subsea development and production systems and other support systems such as oil and
gas handl gfacltes I ngq arters offi ¢s sh ps ranes, electnical supply eq pm tand sy tems fu | and water storag and p ping,
heliport, manne docking nstallations ¢ mm  cation facil ties, na gato 1ds and othe s mil r facl t ¢s necessary n the conduct of

off horeop to s all of which are loc ted ffshor
Off it meansanylocatonth t snot o0 sdeedQ t asd f ed thsA ount ng Procedur

On site  means on the Joint Property wh drect ¢ nd ct of Jo t Operations The term ‘Onste shall Iso clud that portion of
Offshore Faclties Sh re Bas Faciltes fb cat yards, and staging areas from which Joint Operations are conducted or other
fac 1 ties that d rectly co trol equ pment on th Joint Property regardless of whether such facilittes are owned by th Jo t Account

Op t meansth Partydes gnated pursua tt th Ag ementt onductthelo tOp to s
Parties means legal entiies s gnutory to th Agreement or theiwr su cess 1s  d ass gns Part es shall be referred to  d  dually as
Party

Particlpating Interest’ means the percentage of the costs and nsks of cond cung en operat o nder the Agreement that a Party agrees
or s otherwise obligated to pay and bear

Pruipt gP ty means Paortythat ppro ¢s propo ed perato o otherwise gres bcomes] bl t pyandbar shre f

the costs and  sks of co ducting an op underth Ag

P so alL pens s means re mbursed costs fortra | and temporary |  ng expe ses

RilwyR g Po nt' means the rmithead nearest the Jo ¢ Prop rty fo which freight rates  p blished even though an actual

ra lheed may ot st

Sho ¢ Bs F clit s means onshore support foc | ties that durt g Jo t Operations pro ide such servt es to the J int P operty as
rece ing and transshipment point for Materials d barkation po t for d 1l ng and product o personn | and servces ommun cati n,
scheduling and dispatch g center- and othe assoc ated functons serv ng the Joint Property

S pply Store means a recognized source 0  ommo stock point fo g1 en Matenal tem

T hlealS v s meansserveespro id gspecf  gne ring, geosc enc o ther pr fes onal sk lls such es tho e performed by
engineers geologists ge phys  ts and techm ans req redto handl specfi p ratngco dtt nsand problemsfo th b ftof) mnt
Op provided h Technicat Services shall not include those functions specifically :dentified as overhead under the second

paragraph of th mtrod ction of Section 1l (O rh d) Techn al Serveesm y be pro d d by the Operato  Op raro s Affl 18, N
Operator Non-Opersto Affil ates and/or third parties

2  STATEMENTS AND BILLINGS

Th Operat h U bIIN Operatorson b foreth lastdy fth m thf th proport nate share of th Jo t A tfo th
preced gmonth Suchblil hallb ompanied by statements that denufy th ATE ( thonty fo expenditure) lease or facility and all
charges and red ts ummarized by approp ate categories of  cstment and exp nse Controllabl Mauter al shall be separately identified
a d fully described nd tal o at the Operat s pnon Controllabl Mat a! may b summarized by m jor Matenal lass fi atio s
Intangtbl dnll gcosts audit adjustments and unusual charges and credits shall be sep and learly idenufied

The Operator m y make a allable t Non Operators any statements and bills requ red under S cuo 12 and/or Section I3 A (ddvan s
and Payme s by the Part es) 1a email electro c data interchang internet websites or other equi alent electronic media 1n heu of paper
coptes The Operator shall pro 1de the Non Op rators nstruct ons and any necessary mformatio to access and roces e the statements and
bulls within th timeframes spee fied heren A stateme t or bill ng shall b deemed as delrvered twe ty fou (24) hours (exclu ¢ f

weekends and holidays) after the Opemlor notifies the Non-Operator thet the or b lling 1s available on the website and/or sent 12
ema! H dam Each No Operator wndt dually shall lect 1o ec e statem nts and bill gs
electro cally f ilable from the Opemto or request paper copes S ¢ch 1 cto m y be changed upon thuty (30) d ys p o written
notiee to the Operator

COPYRIGHT © 2005 by Counc | of Petrol um Accountantis S  tes In  (COPAS)
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3 ADVANCLS AND PAYMENTS BY THE PARTIES

A

Unless otherwise pro ded fo  th Agreement, the Operator may require the Non-Operators to advance the  share of the estimated
cash outlay for th ¢ eeding month s perat o s within fiftee (15) days afte receipt of the ad ence request or by th frst day of
the mo th fo wh ch the ad ance 1s requ red whiche e 15 later The Operato shall djust each monthly bill ng to reflect d ances
ecc ed fromth No Operators fo s hmnth ifarefund d the Operato shall apply th am  ttob fu ded to th
subsequent month s billing or advance unless the Non Operator sends the Operator a wnitten request for  cash efund The Operator
shall rem tthe r fund to the No Operator wathin fifteen (15) days of receipt of such wntten request

Exc pt sprovded b low ez h Party shall p y its prop rtonat  harsof liblls full with fiftee (15)d ys of receptd te If
p yment 1 not mad w thin such tm the unpaid b lan ¢ shall bear interest compounded monthly t the pim rate p blished by the
Wall Stre tJ urnal on the first day f cach month the payment 1s delinqu ¢, plus th e¢ p rcent (3%) per annum o th maximum
contract rate permitted by the applicable usury Laws go erming the Jount Property whichever 1s the lesser plus attorney s fees court
costs and oth costs 1n o nection with th  llect on of unp id amounts. If th W / Str 1 J umal ceases to be pubhsh d o
dscon esp blshng pnm mte th unpad balan e sholl bear terest comp  ded monthly tth pnm mat p blished by th

Federnl Reserv  plus three percent (3%} per annum Interest shall begin accrungonth frstday fth month n which the paym nt
was d  Payment shall ot be reduced or delayed as  esult f nq ines o antictpated cred ts unless th Operato has agreed

' hstand ng the foregoing, th N n Operator may reduce payment, prov d d t fumishes do tatio and expl to the
Operato at the time payment s made to the extent su hred ot a sed by

(1) beng blled at an ncorrect work g nterest o Part ¢ pati g Intercst that 15 h gher than s ch No Operator s actual warking
interest or Part cipating Int rest, as appl cabl

(2) being billed for a project or AFE requinng approval of the Parties under the Agreement that the Non Operator has not appro ed
o s not atherwise obl gated to pay und th Agreement, o

(3) b g billed for & property n whch the Non Operato o lo ger owns a worki g nterest p o id d th Non Operat r has
furn shed the Operato  opy of th record d assignment  letter n lt u Notwithstanding the forego ng the N n Opertor

hall rema n responsible for paying b 1] atiributable to the nterest it sold or transferred fo any bills rendered during the thirty

(30) day period follows gth Operator s receipt of such wr tten notice o

(4) harges tsd th adjustm tperod aspro dedinScctt 14 (Adfusom t)

4 ADJUSTMLNTS

A

Paym nt of any such bills shall not prejudice the r ght of any Party to protest or question the correctness the of however all blis

dstateme ts | dngpayout tatem ts, end ddur gamycal d y arshall onlus Iy be presumed to be true and correct,
with respect only to expenditures, after twenty £ ur (24) months following the end of any such cal dar year unless within said
period a Party takes specific deta led witte exceptio thereto making a lam fo adjustment. Th Operato shall pro i1de  response
10 ail wr iten exceptt ns, wheth r or not contained | dtrpt, with thetm penods prescribed n Section IS (Expe d ture

A dits)

All ady stm nts imit ted by th Operat ¢ pt those d scribed n items (1) through (4) of th s Section 14 B are himted to th
twenty four (24) mo thp  df Howing th  d of the calendar year wh hth ongmnal charge appeared o should h ppeared
on the Operato 5 Jo nt Account statement or payout statement. Adjustments that may be mad beyond the twenty four (24) month
pe od ere imited to adjustm 15 result ng from th followng

(1) aphysical in entory of Controliable Material aspro 1ded f mSectio V(I et n of Co wollabl Mate al) o

2) offs tt gentry (wh the n whole or 1n part) that s the d rect result of a spec fic jo t nterest audit exc ption granted by th
Operator relating to another property

(3) agovemment/regulatory aud t, o

(@) work g t t wnshp Pt pngltrest dustment

§ EXPENDITURE AUDITS

A. A Non Operator upo wnitten notice to the Operato and all other Non-Operators shall ha ¢ the right to audit the Operator s

ccounts and records relating to th Joint Account vith th twenty four (24) month pen d foll wing the end of such calendar year n
which such b Il was rend red howe er condu tng  audit shall not extend the time for the teking of wnitten ex ptio to and the
djustm t of counts as pro ded fo  Sect 14 (Adustm ) Any Party that biecttopy tacco tng d the
Agreement hell ha th nghtt  dtthe accounts and rec rds fth Party responsbl f prepan gth pay tstatem ts o f
th Priyfum h g form no toth Party spo sbl f prepan gpy tstat ts A dts fpayo tac o ntsmay lude th
olumes f hyd carbons produced and sa ed and p oceeds rece ed for  ch hydrocarbons as they perta n to payout accounting
requ  dunderth Ag eement U less th rwa epro ded nth Agreem ¢, aud ts of a payout account shall b o ducted wathin the
twenty fou (24) month penod follow ng the end of the calendar yea 1 which the payout stateme t was rendered

Wher there are two o more Non Operators the No  Operators shall mek every reasonable effort to cond ct a joint audt in o
manne that will result 1n a m mmum of ¢ n emence to the Operstor The Operator shall bear no portion of the Non Operators
audit cost incurred under this paragraph unless agreed to by the Operator The audsts shall not be co ducted more than on e each year
withaut p tor appro al of the Operator except pon the resignation or remo al  f the Operator and shall be made at the expens of

COPYRIGHT © 2005 by Counci! of Petroleum A S Inc (COPAS)
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those No Operat rsappro ngs cha dt

The Non Operator lead ng the  dit (here nafter lead aud t company’ ) shall 1ssue the udit report within n a ty (90) days after
compl to fth audit test g and analy 15 howe er th  nety (90) day tume period shall not extend the twenty fo  (24) month
requirement fo teking spec £ d taled written excepio as equired n Section 14 A (Adjustm 1s) abo Al claim  shall be
supported with suffic ent docum tato

A timely filed wrtt  cxception or audit eport contaming vritten exceptions (here nafte “wntten exceptions ) shall with respect to
the claims m de there n preclude the Opcrator from asserting a statute of limitations defense aganst such claims and the Operator
hereby way es ts  ght to assert any statute of Iim tatio s defen  aga nst such Jaims for so long as any Non-Operat  onti ues to
comply with th deadl ncs £ r resol ng exceptio sp  ded n this Accountt g Procedure If the No -Operators f 1 to comply with
the additional dead! nes 1n Secto 15B or [5C th Operator s wa er of ts nghts to assert  statute of | nutations defense against
the claims brought by the Non Operators shall lapse, and such claims shall then be subject to the appl cabl statute of I m tations,
pro 1ded that such wai e shall not lapse 1 the e ¢ that the Op rator has failed to comply with the deadlines in Section I5B o

I5C

The Operato shall pro 1de a wr tten respanse to all exceptions i an udit rep rt within one hundred eighty (180) days afte Op rator
rec  es such report Denied except ons should be ed by a sub e resp If the Operator fails to pro ide substant ¢
response 10 an exception within thiso  hundred eighty (180) day period, th Op rator wall owe nterest on that exception 0 portion
thereof, fultimat ly granted from the date it reces d th a dit report Interest shall b cal ulated using the rate set forth n Sect

13 B (4d ances and Payme 1s by the Pa t es)

The le d audit company shall reply to the Operator s respons to 1 audit report within ninety (90) days of rece pt, and th Op rator
shall reply to the lead audit ompany s follow up response within n nety (90) days of receipt, pro ided, howe r each Non Operator
shall have the ght to represent tself f t d sagrees with the lead  d t company s pos t on or bel eves the lead ud t company s not
adequat Iy fulfll ng its duties Unless oth rwise pro ded for 1 Secto ISE if the Operato falstopro d s bstantt ¢ response
to an exceptio withn th ty (90) day pe od th Operato will owe terest n that excepto  portio thereof if ulumately
granted from the date t recer ed the audit eport Interest shall be calculated using the rate set forth m Section I3 B (4d ances and

Paym t byth P rtle)

If any Party fa ls to meet the deaditnes i Sectio sL5B o 1SC  fany audt ssues are ouwstand g fftec (15) months after
Op rator rece ves the aud t rep 1t the Operator o any Non Op rator partcpat § th dthasth nghtt call res!ton
meettng, as set forth in th s Section [ 5 D or it may n oke the disput resolut on procedures included  the Agreem nt, if appliceble
Th m ung will req one month s wnitten not ¢ t the Op rato and oll Non Operators pars pating n the aud t The meet g
shal! be held at th Operator off'ce or mutually agreed location and shall be attended by representat ves of the Parties with
authorty ¢ esol ¢ such outstanding 1ssues Any Party who f Ist atte d th esolution m eti g shall be bound by any resol tion
eached t tho meeting. Th lead @ dt mpany will mak good f th fforts to coord nat the esponse and pos tions of the
Non-Operato parh pants thro ghout th resolution process howe er each Non Operator shall ha e the night to repres t atself
Attendees will mak  good fa th efforts to resol ¢ outstanding 3 es and each Party will be equ red to present substant: ¢ information
supporting ts pos tion A resolution mecung imay be held as ofte as agre d to by the Parties. Issues nresol edato meetngm y
bedsc ssed ts bseq entm et gsuntilea h uchiss  res | ed

If the Agreem nt ¢ ntans no d sp te resol 1 n procedures end th audit 1ssues cannot b resol ed by negot1 tion the dispute shall
be subm tted to med ation In s ch  ent, promptly follow go e P rty s wrtt  request fo medi non th Parties to th dispute
shall ch 03  mutually acceptabl med to a d sh re the osts of mediatio serv s qually Th Parties shall chh  pesent
t the med atto ¢ least one ndi idual who has the a tho ty to settle th d pute Th Parnes shall mak reasonabl fforts to
ensure that the mediati  commences within s xty (60) days of the date of the mediation equest Notwithstand ng th abo e, any
Perty may file a | wsuit or complaint (1) if the Parties are unable after reasonable efforts to commence mediat on within a xty (60)
days fth date fth md &4 request, (2) f atut f | ;mw@at ns reasons ) eek p Im ary juncton or other
po onaljd lrel £ f 5 ol jdgmentanmunt oth prov nalrelef ecessary 1o d meparabl damag
to preserve the status quo Despite such action the Parties shall continue to try to resol ¢ the d spute by med ation

& (Optionat Pro isio - Fo feuu e Penalties)

fth N Opeato filt m tth d df i St ISC y re il d cepti thitw ¢t ddres d by th Non
Op rat rs w thi ()ye fllw greciptofth last bt nii e respons of th Op rawo sh il b d medtoh  bee
wikdraw byth N Op rat  [fth Operat fall ¢ m the deadl Sectr 158 15C anywres bv dex eptio s that
e taddr  dbythe Operar  Ithi (Dye fU wngrecept fth ditrepot pt fth last substant  re ponse
of th N n-Op rat hihe islar shallb d mdtohav b  gramied by the Op rat  and dpustme s sh Il be mad

witho tinterest to the Joint Account

APPROVAL BY PARTIES

A

GENERAL MATTERS

Where an epproval or other agreement of the Parties or Non-Op 15 expressly required under other Sections of this Accounting
Procedure and 1f the Agr to which th s Account ng Procedure 15 attached co tams no contrary pro isions n regard thereto the
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Op rato  hall noufy I No -Operat rs of the Operato s proposal and th agreem t  appro al of maj ty trest fth
No Operet rs shall be llingonallN  Op

Thi Section 16 A appl s to spec fic s tuat ons of limited duraho wh re  Party proposes to hange the accounting fo  harges from
that prescribed n th s Accounting Procedure Th s pro  sion does niot apply to d to this A g Proced vhich re
eedbySct 16B

AMENDMENTS
If the Agre ment to which this A g Procedure 1s hed no contrary provisions in regard thereto this Accounting
Pro edure anbeam ndedby affimat ¢ oteof two (2 __)ormorePartes n of whchisthe Operat

h  gacombined work g terestofatleast__ge enty fi p reent (75 /), winch appro al sh ll be b nding on ell P rhes
pro tded howe er app o al of at least one (1) Non Operator shall be required

AFFILIATES

Fo thep rpose fadm n stering the oting procedures of Sect ons[6 Aand16 B f Pasties toth  Agreement are Aff'l tes feach
other then such Affil tes shall be combin d and treated as a ingle Party ha g th comb ed working interest ¢ Participating
Int restof s h Affil ates

Fo the p rposes of edm 1sten g the oting proced res  Secton I6 A, f N -Operator is an Aff1atc of th Opemator otes
und S ton 16 A shll requre th majonty teest fth No Operator(s) aft exclud g the inte est of th Operato s

Aff hate

Il DIRECT CHARGES

The Operator shall charge the Jo t Account with the follow g tems

1 RENTALS AND ROYALTIES

Less  tals nd royalties pad by th Operato behalf of all Parties fo th J it Operations

2 LABOR

A

Salaries and vages 1 cluding incenty mpensat o progrems as set £ th n COPAS MFI 37 ( Chargeabil ty of Incents ¢
Compensatioc Programs™) for

(1) Operator feld employees directly employed On- t 1 the conduct of Joint Operations,

(2) Opermt s employees directly employed ¢ Sho Bas Faciliues Offshore Facilities, or othe fa lities serv ng the Jotnt
Property fsuh osts are t harg d under Sect n 116 (Eg pm dF lit Furmsh d by Operato ) o are not
functonco r dunderSectonlI{(O £ d)

(3) Operat s mpl yeespro dngFistLe [S pervi on

(4) Operato s employ es providing On-site Tech cal Servi es for the Joint Property if such harges are excluded from th
o crheadrates Sect [I(0 £ d)

(5) Operato empl yees pro d g OFf t Tech cal Srv esf th J t Prop rty f such cha ges ere ex juded from th
rhead rates Sect I (Ov A o)

Cha ges fo th Operato s employees identifed  Sect on 1l 2 A may be made based  the employee s actual salaries and wages
or nlieuth reof d yrat present ngthe Operato sa erage alanesand wages ofth mploye s specific job category

Charg f personn | hargeabl unde this Section 1 2 A who are foreign nat nals shall ot exceed comparable compensatio pa d
t an equ alent US employee p rsuant t this Secton 112 unless otherwss ppro ed by th Paries p rsuant to Sect:
16 A(Ge ral Matte s)

Op rator s cost of holiday acation, sickness and dssability benefits, and other customary allowances paid to employees whose
selaries and wages are hargeable to the Jo t Account under Section Il 2 A, excludmg se erance pay or other termination
allowances Such casts under this Secho 112Bm yb harged n “whe andas-padbass or by ‘percentage assessm nt on the
mount of salanes and wages hargeable to the Joint Account under Section 112 A If percentage assessm nt 15 used the rate shall
b basedonth Op ret s ostexpene ce

Exp nditures or contnb tions made pu suant to assessments mposed by go emmental a thorty that are applicable to costs
chargeable to the Joint Account under Sections 112 A and B
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D P rso al Expenses of p rsonne! whose salanes and wages re charge ble t th Jomt Account under S ction 112 A whe the
expenses are ncurred in¢ nnectio with d rectly hargeabl i ites

E  Reasonable relocation osts nured  tran fem gtoth Jo t Property p rso nel who sal es and wag s are charge bl to th
Jont A ount der Sect II2 A Notwithstanding th foreg ng reloc t osts that res It from reo gan zation or merger of a
Party o that refo th p m ry benefit of th Operator shall ot be chargeabl to th Jont A t E y rel
costs such as those ncurred as & result of transfers from remote locations 8 h as Alaska  overseas shall otb hargedt th

J ntAcco ntunless appro ed by the Parties p rsuantto Secton16 A (Ge ral Matt rs)

F  Trammng costs as spec fied 1 COPAS MFI 35 (‘Charging f Traiming Costs to the Joint Account™) fo p rs nn | whose salanes and
wages arc chargeable under Secton 12 A Ths trai ing charg shall nclude the wages salanies traiming course cost, and Personal
Expenses tncurred duning the training sess on The traning cost shall b charg d or allocated to the property or properties directly
benefiting from the traming The cost of the traning cours shall not exceed pre ailing commercial rates wher u h mates are
a alabl

G  Operato s urrent cost of established plans for employee benefits as descnibed 1in COPAS MFT 27 ( Employec Benef'ts Chargeab
10 Jo tOperati ns and $ bject to Perce tag L mtaton ) pplicabl to the Operato s labo  osts chargeabl to th Jomnt Account
under Sections 112 A and B based on the Operator s actual cast not to exceed the employ e benef'ts lunitation perc tage most
re ently ccommended by COPAS

H  Award pay to I n d; with COPAS MFI-49 ( Awards to Employees and Contractors ) for p rsonn | whose

Play

salar es and vagesarccha geabl drSect 112A

MATERIAL

Matenial purchased or furmished by the Operator for use on the Joint Property 1n the conduct of Joint Operations as pro  ded under § ction
IV (Mate ial P has Transfe s nd Dispos tio 1s) Only such M tenal shall b pur hased for or transferred to the Joint Property as
may be d for diate use ¢ 15 bl | and cans stent with efficient and economicai operat ons. The accumulation

ql yp

of urplusstocks sh 11b dd

TRANSPORTATION
A. Transportation of the Operato s Operato  Affil ate 5 or contractor sperso | cessary fo Joint Operations

B Tansportato f Mate tal betwee the Joint Property and anoth  property or from the Op rator warehouse or other storage point
to the Joint P perty shall be charged to the rece ng property using one of the methods listed below Transportation of Matenal
from the Joint Property to th Operato s wareh use or oth r storage po nt shall be paid fo by th Jo nt Property us ng one of the

methods histed b | w

(1) Ifth atual tuck gcharg lessthan equ 1 to th Excluded Amount th Op rato may harg actual trucking cost o
tho t al charg from the Rolway Rece g Po tt th Jont Property Th bas fo the th oretn ol harge 1s the per
hund ed ve ght charge pt fu | s rcharges from the Ralway Recet g Po ttoth J nt Poperty Th Operator shall

cons stently apply the selected lternat e

(2) Ifthcectual tu k g harg  great thanth Excl d d Am unt, the Op rato shall harg Equalized Fre ght A esso al
charges such as loading and unloading costs spltpck up osts d tentt  call o t charges, and perm t fees shall be harged
directly t the Jomt Prop rty and shall not be included when calculating the Equalized Freight.

SERVICES

The cost of contract serv ces equipme t, and util ties used i the cond ctofJ 1 t Op rat ns ptfor o tracts ve eq pm t and
utihuies cov red by Sect on Il (Ov rhead) or Sectton U 7 (Affifiate ) or excluded under Sectton 11 9 (Legal Lxpens ) Awards pad to
contractors shall be chargeable pursuant to COPAS MF1-49 ( Awards to Employees and Contractors *)

Th osts fthird porty Techn cal Servcesa  hargeable to th extent xcluded from the o erhead rates under Sect o I (Ov & ad)

EQUIPMENT AND FACILITIES FURNISHED BY OPERATOR
In the absence of a separately negot ated agreement  quipment and fac | t es fum shed by the Operator will be charged as follows

A The Operator shall charg th Joint A count for use of Operator-owned equ pment and fac | ties, including but not limited to
foerl Shore Base Facil Offshore Facil and F eld Offices at rates comm nsurate with th  osts of ownership

and perato Th cot fF eld Offices shall be hargeabl toth exte tthe F 1d Offi sprovded ¢ tserve top rsonn | who

are chargeable pursuant to Secio 112 A (Labo ) Such rates may nclude labor matntenance repairs othe operating expense

Ins rance taxes deprecial on using strarght line depre 1ation method and interest on gross in estment less accumulated depreciation

not to exceed twenty percent ( 20 /)perannum pro 1ded however depreciation shall not be charged when the
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equpme t and fac1ties in estment have been fully depreciated The rate mey include an lement of th estimated ost f
band nment, eclam to and dismantlem t § ch rates shall otex edth vermg comm rc al rates currently pre al g the
mmedi t area of the Jo nt Property

B Inleuof harges Se tionll6Aabo th Operator may elect touse rag omm rc |rates pre  Inginth mmed ate area

of the Jo t Property less twenty percent (20) If equipm nt and facilities ar charged under this Section 1l 6 B the Operator shall

dequately docume t and support commerc al rates and shall penodically wand pdt the rate and th  pporth g
documentatio  For automoti eq pment the Operat may elect to se rates p bl shed by th P trol m Moto Transport
Assoctat on (PMTA) o such othe organ zat on recognized by COPAS as the off 1al sour  frates

AFFILIATLS

A Charges for an Affiliate s goods and/or serv s used 1n operati nsreq nt gan AFE o ther a thonzation from the No  Operetors
myb m de without th appro al of th Partes pro ided () th Affiate 13 d ntfied and the Affil at goods and ervices ar
sp ¢ fically detm led 1 th appro ed AFE or other suthe zation and ( )th total osts for such Affilat  goods and serv es b lled
tosuch nd dual project don ¢t exceed $_250,000,00 If the total costs for an Affiliate s goods and services charged to such
ndi sdual project are not spe fically detaled n the appro ed AFE or authorizatio exceed su h amount hages f suh
AfT'| ate shall require approval of the Parties, pursuant to Secton 16 A (Ge ral M tte 5)

B To an Affilate s goods end/ ervces us d  operations not req ng an AFE o other th nzat  from th Non-Operators
charges fo s ch Affhate s goods and services shall equire approval of the Parties pursuantto Sect on L6 A (Ge  ral Matte ) fthe

harg exceed $_500.000 00 g ¢ calend yar

C  The cost of the Affiliate s goods o serv ces shall not xceed a rage commerc al rates prevailing n the area of the Joint Property
les th Op rator obtans the Non Operators ppro 8l of such rates The Operntor shall adequately doc ment and s pport
commerctal rates and shall pertodically eview and update th rete end the supportng documentation pro ided howe er
docum ntation of commerctal rates shall not be requred 1f the Operator obtams Non Operator approval of its Affil ate s rates or
charges p or to billing Non Qperators fo such Affiliate 5 goods and services hstanding the foregong d rect charges fo
Affil te-owned omm rucat on f cilities rsystemsshallb mad pursuantto Secto W 12(Comm  af ns)

If the Pert es fail to designete an amount n Sections 117 A or II 7 B 1n each instan ¢ the amount deemed adopted by th Parnes asa
result of such omiss on shall be the mo  t establ shed as th Operator cxpend tur Imtatt  n the Agr em t If the Agresment
does not contatn an Operator s cxpend ture | mitatio  the amount deemed dopted by th Part sas a result fsuch omissionsh Il b

zero dollars ($ 0 00)
DAMAGES AND LOSSES TO JOINT PROPERTY

All  sts or expenses ccessary for th  p plec ment of J 1 t Property resulting from demages o losses ncumred except to th
extent s ch damages rlosses es it from Party s or Parties gross n gl gen e o wallful miscondu t,  which case  h Party o Parties
shall be olely Ii ble

The Operato shall fumsh th No Op ator wnite ot  of damages o losses ) curr d as soon as pract cabl afte  report has been
rece  d by the Op rat

LEGAL EXPENSE

Record ng fees and costs of handling setting o otherwis dsche ging 1tgano clams end | ns  urred in esulting from

p under the Agr or y to protect © reco er the Jo nt Prop rty to the extent permtted under the Agreement Costs
fth Op t Aff1 t s gal staff tsd  ttomey 1d gfesand expenes re t hargeabl les ppro d byth
Part p rsuantt Sect I[6A{(G ralM:t ) othrw pro dedf th Agreem t

Notwathstanding the forego g paragraph costs for procuring abstracts fees pa d to outside artorneys for title examunations {including
preliminary supplemental shut i royalty opwnions d s order titt om tons) and curat  wo k shall be chargeabl to th extent
permutted 83 d rect harge the Agreement.

TAXES AND PERMITS

All taxes and permitting fees f  ery k nd and nature assessed or lev ed upon or i connection with the Joint Property or the production
therefrom dwhchha ebe pudbyth Operato f th benefit of the Partes nclud ng p nalt es and interest exceptto th extent the
pe1alt es and interest resuit from the Operator s gross negl gence or willful misco d ¢

If ad alorem taxes paid by the Operato are based n whole or 1n part upon separate aluat ons of each Party s working tnterest, then
otwathstand g any co trary prov sons th charges toth Parties w il be made in accordan  wath the tax alue generated by each Party s

working interest
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Costs of tax co s ltants or adv sors th Operat s employees o Operat  Affil ate employees m tters garding d al em ther
tax matters are ot permitted as d rect charges unless appro ed by the Parties pursuant to Section 1 6 A (Ge eral M 1te s)

Charges to th Jotnt Acco nt res It 1g from sales/use tax audits n 1 d g extrapolat d amounts and p  &lt es and interest, ar p rm tted
pro ided the No -Operato shall be allowed to rev ew the tn oices and athe und rly ng source doc ments wh ch served as th basis for
tax charges and to determ  that the corvect amount of taxes were harged to the J nt Ace unt. If the Non-Operator s ot permitted to
re 1ew such documentet o  the sales/use tax amou t shall not be directly charged unless the Operator an conclusi ely document th

mo nt owed by the Jo t Account

INSURANCE

Ntp pad for quired to be carred fo Joi t Op ratons fo the protection of the Pertes If J int Op rat ons ar
conducted at locations where the Operato acts as sclf insurer i regard to ts work s ompensah  and empl y  lablty nsurance
obligation th Operator shali charge the Jo nt Account manua! rates fo the nisk assum d m ts self nsuren e program as regulated by th
) 15d tongo em gthelo tProperty I the ase of offshore operatio 51 fed al waters the manual rates f the adjacent st t shall be

sed fo prsonn | p rforn g wok O site, and such rates hall be adjust d f  ffshore opernto s by the US Longshoreman and

Harbor Workers (USL&H) o Jones A tsurcharg as app opriate

COMMUNICATIONS
Costs of acq inng, leasing, nstalling, operating, repainng, and m it mg fa 1ties or luding sat {lite radio
and mcrowa ¢ fa 1tes between the Joint Property and the Operator s office(s) d rectly responsibl for field op n d

wath the pro 1s ons of COPAS MFI 44 ( Field Compute and Communication Systems’) If th comm nications fac 1 tes or systems
s rving the Jo t P operty are Op rato -owned charges to the Jo at Account sh ! be m de as pro ded n Secto U6 (Equip ent and
Fcilti  F misk d by Op rato ) If the commun cah  facilittes or systems serving the Jo nt Property are owned by th Operator s
Affit ate charges tothe Jo t Acc untshall ot xce d erg commercal atesprev | g th areaofth Jo tProperty Th Operat

shall adequately document and support ommercial rates and shall penodcally re ew and pdate the rate and the supportng

documentation
ECOLOGICAL ENVIRONMENTAL AND SAFETY

Costs incurred fo Technical Services and drafiing to comply wath ecolog eal onmentat and af ty Laws o standard recommended by
Occupational Safety nd Health Admumistrat n (OSHA) or other cgulatory authortes All other labo and functo s ncurr d fo
ecolog cal en ronmental and safety matters n lud g manageme t, adm n stration and p rm thing, shall be co ered by Sections 112

(Labo ) 115 (S rvices) or Section Il (Ov 7k d) as apphcabl

Costs to pro de o have ble poll cor and remo af equ pment plus actual costs of contro! and cleanup and resulting
responsibilitics of 1 and other sp lls as well as d scharges from permitted outfall as required by applicable Laws or other pollutio
containment and remo al equipment deemed pp opr ate by the Operato fo prudent op are directly hargeab!

ABANDONMENT AND RECLAMATION

Costs  rred for abandonm tand reclam nonofth J} mProprty 1 dng osts eq red by leas agreements or by Laws

OTHER EXPENDITURES

Any other exp d ture not co cred or dealt with in the forego g pro 1stons of tus Sectio II (D ect Charge ) r n Section III

(O erh ad) end which s of d rect benefit to the Joint Property and 1s mcurred by the Operator in the necessary and proper conduct of the
J 10prat ns Chargesmad und th Sect 1115 hallreq pp al fth Partes pursuanttoSect I16A(Ge ralM te )

{11 QVLRHEAD

As compensat o fo costs ot spec fically d t fed as chargeabl toth J it A ¢ untp rsuantt Secton Il (Dre ¢ Charg ) the Operato
shallch g theJontA count accordance with th s Sect on [1!

F ncti ns ncluded th rhead rates  gardless of whether perf med by th Operat  Operato s Affil tes thrd parties nd regardless
oflocatt  hall lud butnot belmied to costs  d expenses of

warehous ng, othe than fo warehouses that are jontly wned under th s Agre m nt

design and drafing (except when allowed as a direct charge under Sections 11 13 Iff } A(n) and [112 Option B)
In entory costs ot chargeabl underSecton V(I rorr  of Co trollable Mater: 1)

pocu m t

adminstration

accounting and auditing

gas dispatcht g and gas chart integrat on
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human esources

managem nt

superv sion not d rectly harged underSe t 1.2 (Labo )

legal services not directly cha geable under S ction I19 (Leg / Exp ns )

taxation the than those costs identif ed as d ectly chargeable under Secto 1T 10 (Taxes and Permits)

preparation and mo tonng of permits and certif cations preparing regulatory r ports  ppeara ces before o meet gs with
go emmental agenc es r oth r authorities la ng ju deto v the Jomnt Property othe than Onst nspections wing,
nterpr b g,0 s bmtt gc mm tso o lobby gwithrespect to Laws or proposed Laws

L R N T R,

Ov head harge h Il ncl d th salaries or wages plus appl cable payrolf burdens ben fts and Persona! Expe ses of p rsonn | p rform g
rhead fu ct ons as well as office and other related expenses of erhead fu tions

=3

2 1 OVERHEAD—DRILLING AND PRODUCING OPLRATIONS

14
As compensation fo costs ncurred but not chargeable under Section II (D rect Charges) and not covered by othe pro isions of this
Sect 1l th Op ato shall harg th

17

" M (alt a6 1) Fixed Rate Bass, Secton Il 1 B

o 3 (Alt r ative 2) Percenmge Basis Sectio [111C

20

n A  TECHNICAL SERVICES

22

» () Except as otherwise pro tded n Secnon I1 13 (Ec logical £ wonm tal and Safety) and Section U2 (O rhead - Majo
2 Co sorucr d C tastropl ) o by appro 1 of the Parties pursuant to Sect 16 A (G eral Mauers) th salaries wages
2 el ted p yrol} bu dens and b nef'ts and Personal Expenses for O sit T h cal S rvces, 1 cludng th d party Technical

Serv ces

26

27

2 (Alternati ¢ 1-Dir et) shall be harged dire ¢ to the Jomnt Account

29

0 D @it & 2-Ovrhad) halb o eedbytheg _hend rates

31

" () Exceptas therwisc pro ded Secto NI3(E log ! Envrom (! and Saf ty) and Sectio M2(0 hed My
3 C nstruct  and C tastrophe) or by appro al of th Partesp r anttoSect nl6A (Ge ! Maue 5) the salaries wages
. elated p yroll burde s and benefits and Personal E p ses f Off sit Techneal S rvces 1 ding third party Technical
3 Serv es

O (Altr t 1 ANOv he d)sh libe o eredbythe o __head rates

38
" (Alte an 2-AllDr t)shalib chargeddre ttotheJ tAcco nt
40
a O (Altrn tve3 Driliing Direct) shall be charged directtoth J tA ount, _lytoth extent u hTechn 1Serv es
Q2 are directly attnbutable to drilling, rednll ng, deepenng o s detracking op ratons thro gh completion temporary
3 band m t b d met f dryhol Offst Teh alServ es fo all othe operations clud ng worko r
“ recompletion abandonm nt fprod g wells and the onstructic ¢ ¢ pan ffxedassts t oerdbyS$ct
" {112 (Ove head M j C nsiruct d Catasirophe) shall be o ered by the o rhead rates
46
p Notwithstanding anything to the contrary n this Section III, Techn cal Serv ces prov ded by Operator s Affiliates are subject to limitations
° set forth  Sect  I1'7 (4fMiates) Charges for Technical personne! performing non-technical work shall not be governed by this Section
o MJADbtnsteadgo medby th pro fth A unt gPoced velati gtoth type fwokb ngperf rm d
50
5 B  OVERHEAD--FIXED RATE BASIS
52
s (1)  The Operator shall charge the Joint Account at the following rates per well per month
54

i 55 DU gWURat p m th$ 1100000 (prorated fo le than f llm th)
56

! 5 Pred gW lRatepe m th$_L100.00
58
5 (2) Apphcanon of Overhead—Dnlling Well Rate shall be as follows
60
6l (a) Charges fo onshor dilling wells shall begin on th spud date and terminate on the date the dniling andfor complet on
& equpment used  th well 1 released wh h er oc ur ) ter Charges fo offshore and land waters drll g wells h 1l
6 begin on the date th dnlling 0 ¢ mplet on equ pme t am es on | cat on and term nate on the dat th dnlling or completion
o q tpment mo es off locato o isrelea ed wheh e occ s £ st No charge shall be mad d g suspens on of dnlhng
o and/or completio  perat ons for fifteen (15) or more consecut ¢ calendar days
66
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copas

(b) Charges fo any well undergo ng any typ of worko  recomp! t on, and/or abando ment fo aperiod ffi (5)o m
conse uti  work—days shall b md atthe D Il g Wl Rate S ch charges hall be appl d fo the perod from d t
peratt ns with nig or oth r unts used 1 operations commence through date of rig or other unit release except that no charge
hallb made during suspens  of opcrauons for f'fieen (15) or more conscewt  cal  dar days
gW IR t sh Il beas follows

(3) Apple i of O ¢ head—Prod

u well that s p oduced, ) cted to for recovery o d sposal or us d to obtain water supply to support operat ons for
ofth mo thshallbe onsderedas  c-well h gefortheentr month

{a) An
a yport

(b) Each acti ¢ ompleto m It compl ted well shall b onsdered as one-well harge pro ded eah mpletio s

onsd red aseparat wellbythego mngregul try th ty

() Aone ell charge shall be made for the month n wheh plugg gend band; D are pleted on any well
unless the Dnll ng Well Rate applies as pro tded in S ct ons 11 1 B (2)(2) or (b) Thus one-wellch g shllb mad whth

tth well has produced

(d) Anact e gas well shut tn because of o erproductio o faul re of a purch p or porter totak prod to  hall
beco sd redas o e-well h g pro ided the gas well isdirectlyc n ctedto p rmane t lesout t

() Any well not meetng the cniter a set forth 1 Sections 11 1 B (3) (a) (b) (c) or (d) shall not qualify for p odu ngo erhead

charg

(4) Th well rates shall b djusted on the first d y of Apnl ¢ ch year followng th  ff ct  date of th Agreem t provid d,

howe er 1if this Account g Proc dure s ttach d to or otherwise go erming the payout accounting under a farmout agreement, the
rates hall b djusted  the frst day of Ap ) ench year f llowing th  {fect  date of such farmout greem t Th djustm t
shall be comp t d by pply gth ad) stm t facto most recently published by COPAS Th adjusted rates shall be the imitial o

amended rates agreed to by the Parties creased o decreased by the adjustment factor desc bed h rer for each year from th

effect edat fs chrates  cc rdance with COPAS MFI-47 (* Adjustment fO rhead Rates™)
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2 OVERHEAD-—MAJOR CONSTRUCTION AND CATASTROPHE

To compensate the Operator for o erhead costs incurred In connection with  Mayo Construction p o) ¢t C tastrophe th  Operato
shall either egotiat e rate p ior to the beginn ng of th project, or shall charg the Jo t A count fo o erhead based on th followng
rates fo any Majo Constructo proj ¢t n ex ess of the Op rato s expend ture linut under the Agreement o for any Catastrophe
regardiess of thc amount If the Agreement to which this A ing P ocedure s hed does not contain an expenditur Iimit Meyor
Constru tion Overhead shall b assessed fo a y single M jor C nstruch  project ostng

ess of $100 000 gross

COPYRIGHT © 2005 by Council of Petroleum Acco tants Soct ties Inc (COPAS)
10




L- I TR N VO SR CR,

=5

COPAS 2005 Accounting Procedure
Recommended by COPAS In

Major Construction shall mean the construction and nstallation f fixed assets th expanso  f fixed essets and any other project clearly
d scermible as a fixed asset required fo the dev lopment and peration of the Jont Property or n th dismantlement, abandonment,
| and of platfi di t, and othe operating facil ties

P quip

Catastrophe 15 defined as a sudden calam tous event bringing damage loss or destruct on to p operty or the en ronment s chasan ol
spill blowout, explos on fre storm humcane or oth d saster The overhead rate shall be applied to those ¢ sts necessary to restore th

Jont Property tothe eq  alent condit on that ex sted prio toth e ent
A If the Operator absorbs the engineer g, design and drafling  osts refated to the project
() S ¥ frotal ts fsuch ostsareles than $100000 pl
2) 4 % of total costs n excess {$100 000 but less than $1 000 000 plus
3) 2 / of totat costs in excess of $1 000 000
B Ifthe Operator charges eng nicering design and drefting costs relat d to the project d r ctly to the Jo nt Account
m 3 Aofttl tsf heosts relessthan $100 000 plus
{2) 4 ¥ of 1o0tal costs 1n excess of $100 000 but less than $1 000 000 plus
3) 2 / of t tal costs in excess of $1 000 000
Total cost sh Il mean th goss cost of any 0 proje t For th p rpos of ths p agraph, ie ompone t pants of a s gle Major

Construct 0 proy ct shall not b tr ted paratly endth ostofd Il gandw ko  w s and pu chasing and instelling pump ng
un ts and downhole atif 11ft q pmentsh Ib ¢l ded Fo C tastrophes th rate shallb ppledto 1l sts sso t d with each

s ngle occurre ceo e et
On each project th Op rator shall ad 1se the Non Operator(s) inad ance wh h fthe abo ¢ options shall apply

For the purposes of calculang Catastrophe O erhead the cost of drilling relief wells substrtute wells or conducting other well operations
durectly resulting from the phic ¢ ent shall be included Expenditures to which thesc rates apply shall not be reduced by sal ag
nsurance reco enies Expenditures that qualify for Major Construct o o Catestrophe O erhead shall not qualify for o erhead under any

other o erhead p o stons

I th et f yconficthetweenth po o5 ftusSectt [I2andthepro ns fS t nsN2(Labo ) UIS(Srves)o (17
(Af7] te) th pro sons fthsSectionlI2 shall go em
AMENDMENT OF OVERHEAD RATES

The o erhead rates pro 1ded fo n th s Sect on Ul may be amend d from tme totim f  practice, th rates are found to be nsuffi ent

orexcessi & n accordance with the pro 1s ons of Sect on [ 6 B (dmendments)

IV MATERIAL PURCHASES TRANSFERS AND DISPOSITIONS

The Operetor 15 responsible for Joint Account Matenal and shall make proper and timely charges and credits for direct purchases transfers and
dispost ns Th Op rat hallpro de IMate alf us th ond t fJ tOperat ns,h we  Matenal may be suppl d by th Non
Operat rs atth Operato s opt  Mate al fumn shed by any Party h 1l b furmished with tany express ¢ mp! ed wamranties est q alty

fit essforuse any th matter

1

DIRECT PURCHASES

Direct purchas s sh Il be charged tothe Jont A unt tthe p ¢ pad by th Operator afte d d et of all discounts rec 1 ed Th
Op rator shall make good faith fforts to take d scounts offered by suppl ers b tshall notbe It bl fo fail ret tek dscou ts except to
th extentsu h fuit  was the result fth Operator s gross glgenc  willful m d t Adure tpurchase hallb deemed tooc u
whe an agreem tis mad betwee an Operato and a thrd party forth cq t fMtenal f specfi wellste locato
Material pro sded by the Operator unde ‘vendo stock g programs where the 1n tial use 15 fo a Jo nt Property and ttl of the Matenal
does not pass trom the manufacturer distributer o agent untl usage s cons dered a d re t purchase If Matenal 15 found to be defects ¢
or 15 eturned to the manufacturer distr butor or ag nt for any other reason, credit shall be passed to the Joint Account with n sixty (60)
days after the Operato has rece  d adjustment from the man facture distrb to or agent

COPYRIGHT © 2005 by Council of Petroleum A ountants Societ es Inc (COPAS)
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2 TRANSFERS

A transfer sd t mumed to eccur when the Operato ( ) furmishes Material from a storage fac Lty o from another operated property (11) has
ass mdl blty fo the storage costs and hanges ale and( )hasp uslyse red dheldttlet th tran ferred Mat el

S milarly the remo al of Mate 1 | from the Joint Property to  storage fa thity o to another operated property 1s also considered  transfer
povided howe  Matenal that 1s mo ed from the Jo nt Prop rty to  storage location  safe-keeping pend ng d spos o may remain
charged to the Jomt Account nd1s ot cons dered transfer Matenal shall be d sposed of n ccordance with Section IV 3 (Duspos ton [
S pl )andthe Agreementt which this Accounting P oced s ttached

PRICING

The al of Maten | transferred to/from th Jo t Property sho 1d generally r flectth mark t alueo th dat fphys cal transfe

Regardless fth pn g method used th Operet shall make alab! toth No -Operat rs uffic ent documentation to enfy th

Materal nluatto When hgh than spec fcato grd or sze wbulars are used in th co duct of J  t Operations th Op rato
shall charge the Joint Account at the equi ale tpre fo well design specification tbulars u less such higher specif cation grade or
stzed tubulars are appro ed by th Part es pursuant to Section 16 A (G | Matse s) Transfers of ew Mate &l will b pnced
usmg one of the follow1 g p ing methods, pro 1ded howe e th Operat shall use cons stent pnc ng methods, and ot altenat

[ hods for the purpose of choos: g the method most favorable to the Operator for  spe fic transfe

(1) Us ng published prt 63 1n ffect on date of m  ementas djusted by th appropnat COPAS Historical Pnce Multipl e (HPM)
or prices pro 1ded by th COPAS Comput rized Equipment Pncing System (CEPS)

(@) F rol ountry tubulars and 1 ne pipe the published price shall b based upon castern mull arload base prices (Houston
Texas fo spec | nd) djustedas fdate of mo ement, plus transportauon ostasd fi ed n Secuon IV 2 B (Freight)

(b) F th M tenal thep blished price shall beth publsh distp e effect at date of mo eme t, as1sted by a Supply
Store neare t th Jont Pr perty where hke Mte al s rmllya lable o p t fman facture pl s transport io
costs as defined n Sect n IV 2 B (Fre gh)

(2) Basedonapnceq otati nfroma endor that reflects a current real st acquisition cost.

(3) Basedo th amount pad by the Operator f r like Mate 1 the ic1 ity of the Joint Property with  the pre 1ous twel e (12)
months from the date of phys cal transf

(4) As agreed to by the Particip ting Parties for Maten | being transferred to the Joint Property and by the Parties owning the
Materal forMat elb gtransferr dfr mth Jo tP operty

FREIGHT

Transportatio costs shall be dd d to th Matenal wmnsfer price usng th method p escribed by th COPAS Comp ter zed
Equipment Pr  ng Sy tem (CEPS) If not using CEPS transportat 0 costs shall be calculated as follows

(1) Transp rtaton osts for ol ountry tubul rs and line pipe shall be | Ited s g th dstance from east m mll to th
Raitway Recervng Po t based  the carload weight bast as ecommended by th COPAS MFI38 ( M te ! Premg
Manual ) and oth r COPAS MFISs 1n effect at the time of the transfer

(2) T ansportat on costs fo specal mll tems hall be calculated from that mills shipping pont to th Ratlway R ¢ce g Point.
For transportation  osts from other than eastern mulls the 30 000-pound nterstate truck rate shall be used. Transportanon costs
fo m carom twb ng shall b cal ul ted based th mtrstat truck rate p weght f tubing transferred to th Railway

Receiving Point.

(3) Transportation costs for spec al end tubular goods shall b calculated using the wterstate truck rate from Houston Texas to th
Re lway Rec gP t

(4) Trensp rtat 1sfo Mat 1 th thanthtdes bed S unsiV2B(l)thr gh(3) hall b cal ! ted from th
Supply St p tofmanufact e,wh hev  appropnt t th RalwayRecer ngP nt

Regardless of whethe using CEPS or manually calculanng transportation costs transportation costs from the Rallway Rece g Pont
to the Jont Property ar  addto toth foregong and m y be charged to the Jomnt Account based on actual costs mcurred All
transportation cost are subject to Equalized Freight as pro 1ded i Section I1 4 (Transportatio ) of this Accounting Proced re

TAXES

Sales and use taxes shall be added to the Matertal transfe price using either the method contuned  th  COPAS Computerized
Equ pment Pnc g System (CEPS)  theapplcabl taxrat  coffect for theJo tProperty tth tm andpla of transfer Ineth
cas the Jomnt Acco ntshallb chargedorcr dted tth rat thatwo Idhs o ern d had th Maters | been a direct purchase

COPYRIGHT © 2005 by Coun 1 fPetrole m Accountants $ ci tes Inc (COPAS)
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D CONDITION

)

@

3)

(4)

(5)

Condiion A New and unused Material in sound and serviceable condition shall be charged at one hundred percent (100%)
of the pn  as determu ed in Sechons IV 2 A (Pricing) IV 2 B (Freight) and IV 2 C (Taxes) Matenal transferred from the
Jo t Property that was not placed in serv ce shall be credited as charged without ga: or loss p ov ded, howe ¢r any unused
Matenal that was harged to the Joint Account through  direct p rchase wll be cred ted to the Jo1 t Account at the or ginal
ost p id less restocking fees charged by the endo N w and unused Matenal transferred fom th Jo t Poperty m y b
credited ot a price other than the price oniginally charg d to the Joint Account p o 1ded such price 1s appro ed by the Parttes
own ng such Material pursuant to S cton 16 A (Ge eral M we 5) All refurbishing costs requ red o necessary to eturn th
Matenalto gm 1 o dtono to comrect handli g, transportat o other damages will be bomn by th di esting property
Th Jont A count 3 esponsible fo Mate | preparation handl ng, and trensportation osts for new and nused Matenal
charged to the J int Property 1th r through a direct purchase o transfer Any preparatio costs 1 curred ncl d ng any it mal
o ¢ ternal coating end wrapping will be credited on new Mate al pro ided these services were not repeated for such Matenal

fo therecer ng property

Conduo B Used Matenal in sound and serv ceable ond tion and suitab! for re s wathout reco dinoning shall be p ced
bym ltply gth p  d termined in Secttons V2 A (P ng) V2B (Freght) and IV2 C(Tamxes)bys tyf pe ent

(757)

Except as pro 1ded in Section IV 2 D(3) all econd tiom g ¢ sts req ired to eturn the Matenal to Co dto B or to comect
hand] tato  oth d willb bm byth d estt gprop rty

If the Mate 1l was ongnally charged to the Joint Account as used Material and placed n service for the Jo nt Property the
Matertal will be credited at the price d termined n Scctions IV 2 A (P deing) IV 2 B (Freighs) and IV 2 C (Taxes) multipl ed

bys tyfi p reent(65/)

U les therwise greedt by th Parties thatp d for su h Matenal used Matenal transferred from the J nt Property that was
not placed in serv ceo th p operty shall b credited as charged without gan or loss

Codton 'C Miueralthtis ot ound and s rvceab! cond tion and not su table for 1ts or gina!l function untl aft r
re 0 dto ngshall b priced by m ltiply ng the pnce determ ed1 S tonsIV2A (P g) IV2B (Freight) and IV2C

(Tax 5) by fifty percent (50/)

Th ost frecodto g may be charged to the rec g property t th extent C dt ‘C  le plus cost of
econd t on ng does ot exceed Condition B alue

Codu D Mt althat () Inger tabl f tso g al purpose bt sesbl fo som th purp ()

obsolete or{ )d es not meet onginal spec fications but still has al e and can be used in other applications as a substitute for
stems with different spec f'cations s cons dered Condiion D Matenial Casing, tubing or dnill pipe used as line pipe shall be
p edas Grade A and B seamless It ppe fcompareb! zeand weght Uedcas g tub g, o d Hpp ut) edasl

p pe shall be p ced at used line pipe prees Cast g tub g o d llpip  sed as higher p ess e serv ce lines then standard | n
pp g pwe 1l esshallb p cedund mlp gpro d esfo as g wbing, ord Il ppe Upset tub lar goods
hall be priced nanon- p ethasis F rothertems th p ceused h Idresult th JontA co ntb g harged o cred ted
wththe al ofth serv. endred us fthe M tel, asagreed to by th Partes pursuantto Sectio 16A (G  rof

Mue )

Condto E Junkshallbepreed tprev Ingscrap alue prices

E  OTHER PRICING PROVISIONS

]

2)

Preparation Costs

Subject to Section Il (Di 1 Charges) and S¢ tio 1lI (O erhead) of this Account g Procedure costs ncurred by th  Operato
mak gM te als rvceabl cluding inspect on, th d party surv llance serv ces and other s mil rserv ces will b charged
to th Jomt Account at pn es wh ch reflect the Operato  ctual costs of the serv ces Do umentat on must be pro ided to the
No -Op rators p req estt pportth ostof ev Newco t g ndlor wrapp gshallb onsidered omp ent f
th Mat al ndp ed nacc rdanccwith § ¢t IV 1(Di e 1 Purchase Yo IV2 A (P icing) as pplcabl N charges o
edts sh It be mede for used ot go wrapp g Charges and cred ts fo nspe tions shall b mad ac ordance w th
COPAS MFI 38 ( Mate al Pricing Man al )

Load gandU | ad gCosts

Loading and unloed ng ¢ sts rel ted to th mo ement of the Material to the Jo nt Property shall be ha ged n accordance with
the meth d spec fied m COPAS MFI 38 ( Mate | Pricing Manual )

COPYRIGHT © 2005 by C u cil of Pet ol um Acco tants Soc ties In  (COPAS)
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DISPOSITION OF SURPLUS

Surplus Matenial s that Material wheth r new or used that s o [onger required f r Joint Operations The Operato may purchase, b t
shall be under no obligatian to purchase, the interest of the Non-Operators i surplus Matena)

Disp sti ns fo th purp s of this pro dur are considered tob the relnqg  hm nt of title of the Mat 1 fromth J tP priyto
ethr thurd pany aN -Op rator or to the Operato To a o d the accumulation of surplus Matenal th Op rato should make good
faith ff it t dspose of s rplus with  twel  (12) months thro gh buy/sale greeme t3 trade sal to thrd party d sion in kind
other disposit o s as agreed to by th Parties

Dspos 1 f rplus Materials shall be m de ordance with th term fth Agre mentt whi hth A ountt g Procedure
hed. If the Agr no pro sions governing dispos | of surpl s Mater al the followt g terms shall apply

Th Operato may through a sale to an unrelated third party or entity d spose of surplus Matenal ha ing gross sale alue that
slessthan equaltoth Op rat  expend ture I mt as set forth n the Agreement to wht h this Acco  tng Procedure s

attached w thout the prior appro al of the Part es owning such Material

Ifth gross sal alue exceeds the Agre m nt expenditure kimt th d sposal must b agreed to by the Parties owning such
Mater |

Operato may purchase surplus Condition A o B Metenal wtho t appro al of the Parhes owning such Matenial based on
the pncr g methods set forth i Sect o 1V 2 (Transfers)

Op rator may purchase Co d tion “C Mate al without prior eppro 1 of the Pares owning such Matena! 1f the alue of the
Matensals based onth p cing methods set forth n Section IV2(7 ¢ ) slessthan o equalt the Operuto s expend ture
Imiato setfrth th Agr m t Th Op t thallpro d demett pportt gth lassfcat n fth Mat 1alas

C dto C

Operato m ydsposeof Condtic D o E M temal und procedures normally ut ized by Operato vathout pn  appro 2l
of the Parties  wning such Mater al

SPECIAL PRICING PROVISIONS

A PREMIUM PRICING

Wh 1eve Matenal 1s I ble onty ¢ nflated p cesd tonto al emerg es sinkes go emm t mposed foreign trad
restr ctions £ other nusu | causes which the Operator has o ontrol for d rect purchase the Operator may harge the Joint
Account fo the required Matenial at th  Operator s actual cost ncurred ¢ pro 1d ng such Matenal mak ng 1t sutabl for use and
mo ing tto the Joi t Property Mat al transferred  disposed of dunng prem um pricing s tuet ons shall b velued in  ccordance
with Sect on IV2 (Trangf ) Sectio IV3(D po n  fS rplus) esappl cable

B  SHOP MADE ITEMS

Items fabnic ted by th Operator s employees or by co tract laborers under the direction of th  Operato  shall be pniced us ng the
alue of the M ter: | used to construct the tem pl s the ost of | bo to fabneat th tem If the Matcnal  from the Operator
rap 0 ju k account, th Material shall b priced at ith twenty fi ¢ pe cent (25/) of the current price a5 d term ned  Section

IV2ZA (P ¢ g) scrop alue, wheh er 1s hgher In no ¢ ent shall the amount harged exceed the alu of the item

¢ mmensurate with its use

C  MILL REJECTS

Mull rejects purchased as limited service cas ng or tubing shall be priced at eighty percent (80% ) of K 55/3 55 price as determined in
Section 1V 2 (Trangfe s) Line p pe con erted to casing or tubing with casing or tubing couplings attached shall be piced as K 55/J
55cas go tub g tth carest size and we ght

V INVENTORIES OF CONTROLLABLE MATERIAL

The Operator shall mamtain rec rds of Controllable Matenal charged toth Joint Account, with sufficient detatl to perform phys cal nventonies

Adjustments to the Jomt Account by the Operato result ng from a physical inventory of Controllable Matenal shall be made within twelve (12)
mo ths foll wingth wk g fth entory or receipt of No Op rator n entory rep rt Charges and cred ts f  overages o shortages will b

elued for the Joint Account n accordance with Section IV 2 (Trangfe ) and shall be based on the Condition B pr ces 1 effect on the date of
phystcal inventory unless the in entorying Parties can pro 1de sufficient 1dence anothe Materzal condition applies
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DIRECTED INVENTORILS

Phystcal 1 entones sh Il be perform d by the Operator po writte request of m ) ty n work: g nterests f the Non Operators
(herenafte  directed in entory ) pro ided howe er the Operator shall not be required to perform d ected in entones more frequently
than onc ryfi (5)years D ected entories shall be comm  ed withm one hundred eighty (180) days after the Operato recer es
wntten notice that amay rty  nte est of the No  Operators has requested the 1n entory All Parti s shall be go emed by th es lts of

any dre ted n entory

Expenses of directed 1n ento tes will be bomne by the Joint Account, prov d d, however costs assoc ated with any post report follow-up
waork ttl gth  ent rywl b absorbed by th Party ¢ mings ch osts Th Operator s expected to exerc se judgment In keeping
xpenses with  cas nabl limits Any anticipat d dsp port onate or extraord nary costs sho Id be discussed and greed upo p o to
ommencement of the in entory Expensesofd ted n entonesm y ¢l d the followr g

A Aprd mmtefo cach n ntory person representatl e of a tual salanes wages, and payroll bu dens and benefits of the personnel
perform ng the n entory & rate agreed to by th Parties purs antto Sect nl6A(Ge [/Mattrs) Th p d mrat shall Iso
be applied to a reasonable number of days for pre-tn entory work and report preparatio

B Actual transportatio costs and Personal Expenses forthe n  tory teem
C R asonable charges fo report preparation and distribution to the Non-Operators
NON DIRCCTED INVENTORIES

A OPERATOR INVENTORIES

Physical n entores that are not requested by th No  Operatars may be performed by the Operator at the Operator s discretion The
expnses f ond t1 gs hOperato t ted n entories shalinotb charg dt theJo tAcc unt

B NON OPERATOR INVENTORIES

Subj ttothe terms fth Agreement to win h this A ounting Procedure s tta h d the No Op rators may ond ct phys cal
n e tory at reas nable t mes at th  solc cost and nsk afte g1 ing th Operutor at least mety (90) days pn  writen nouce The
Non Operetor n entory report shall be furn shed to th Operator in wr tmg with  1nety (90) days of completing the in entory

fieldwo k
C  SPECIAL INVENTORIES

The expense of ondu b g in entorics other than those desc bed Secios VI (Dretd! twi ) V2A (Ope ¢
I w ) rV2B (No Oprac [ tornes) shall b charged to the Party requesting such in entory po ided howe
ent es equredd to hang of Operato hall be charged toth J t Account nth sam mann r as descr bed 1 Section

VI (Dretedl tont )
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