BEFORE THE
NEW MEXICO ENERGY, MINERALS AND NATURAL RESOURCES
DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISION FOR THE PURPOSE OF
CONSIDERING:

APPLICATION OF CIMAREX ENERGY CO.
FOR A NON-STANDARD OIL SPACING
AND PRORATION UNIT AND COMPULSORY
POOLING, CHAVES COUNTY, NEW MEXICO.
CASE NO. 14372

AFFIDAVIT OF ASH ROAN

STATE OF NEW MEXICO )
) ss.
COUNTY OF LEA )

I, Ash Roan, being first duly sworn on oath, states as follows:

1. My name is Ash Roan. I reside in Hobbs, New Mexico. I am Vice
President of Me-Tex Oil and Gas, Inc., successor in interest to Me-Tex Supply Co.,
(“Me-Tex”) and I am familiar with the status of the lands in the N/2N/2 Section 20,
Township 15 South, Range 31 East, NMPM, Chaves County, New Mexico.

2. In the above-referenced case, Cimarex Energy Co. seeks an order creating
a 160-acre non-standard spacing and proration unit in the Abo/Wolfcamp formation
comprised of four standard 40-acre spacing units and the compulsory pooling of all
interests in these non-standard units/horizontal well project areas.

3. Me-Tex 1s the owner of the working interest under the 80-acre tract

comprised of the N/2 NW/4 of Section 20, Township 15 South, Range 31 East,
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N.M.P.M.: the proposed 160-acre non-spacing unit (project area) that Cimarex is
proposing to create and pool in this case.

4. By letter dated June 17, 2009, Mr. Hayden Tresner, Landman for Cimarex,

wrote to Me-Tex and proposed the drilling of the Valley Forge 20 State Com Well No.
4H in the N/2 N/2 of said Section 20. Cimarex attached an AFE for the well which
identified the proposed non-standard spacing unit for the well but did not identify the
location of the horizontal wellbore on that spacing unit. Copies of this letter and AFE are
attached to this Affidavit as Exhibits A and B. Cimarex advised Me-Tex that it would
provide a proposed form operating agreement for the well after Me-Tex signed and
returned a copy of the AFE.

S. On Thursday, July 16, 2009, Cimarex Energy Co. placed a call to Me-Tex
and left a message requesting a return call from Me-Tex and on Tuesday, July 21, 2009, I
called Mr. Tresner at Cimarex and he advised that Cimarex was planning to drill a
horizontal well in the N/2 N/2 of said Section 20 during the first quarter of 2010 on a
160-acre spacing unit comprised of four 40-acre oil spacing units. He stated that Cimarex
would be sending force pooling documents to Me-Tex .

6. On July 28, 2009, I telephoned Mr. Tresner and left a message on his
voice mail asking Cimarex to call to discuss a possible farmout of the Me-Tex interest
and to otherwise discuss the development of this property. This call was not returned.

7. By letter dated, August 13, 2009, Me-Tex received a copy of Cimarex’s
Application for an order compulsory pooling the N/2 N/2 of said Section 20. This
application stated that “Applicant has in good faith sought to obtain the voluntary joinder

of all other mineral interest owners in the N/2 N/2 of Section 20 ...” Paragraph 3.



Cimarex’s application also stated that although it had “attempted to obtain voluntary
agreements from all mineral interest owners to participate in the drilling of the well or to
otherwise commit their interests to the well, certain interest owners have failed or refused
mjoinindndicaﬁngthcirintmmﬁ.”?amgmphk

3. At that time, Cimarex had not provided Me-Tex a complete AFE for the
proposed well, a Joint Operating Agreement covering this property, a Farmout
Agreement covering the interest of Me-Tex, por engaged in meaningful pegotiations with
Me-Tex for a voluntary agreement to pasticipate in the drilling of the well or to otherwise
commanit its mterests to the spacing umit it is proposing to pool.

9. On August 27, 2009, after Me-Tex advised Cimarex that it would oppose
it at the hearing on this application and filed its Pre-hearing Statement m this case,
Cimarex called me. At that tme, I asked Mr. Tresner if Cimarex planned to make Me-
Tex an offer. That afternoon, Cimarex sent Me-Tex a form Opecating Agreement and a
Farmout Agreement. The form Operating Agreement contained various revisions and did
not identify the property that would be subject to the agreement. A copy of this

Oyperating A grecment is attached as Exhibit C.

SUBSCRIBED AND SWORN before me on this G5 day of Scptember, 2009.

FURTHER AFFIANT SAYETH NOT.

My G ission Expi
0'[



Cimarex Energy Co.
600 N. Marienfeld St.
Suite 600

Midland, Texas 79701
PHONE 432.571.7800

June 17, 2009

Via: U.S. Certified Mail-Return Receipt No. 7007 0710 0003 0317 3700

Me-Tex Supply Co.
P.O. Box 2070
Hobbs, New Mexico 88240

Via: e-mail and U.S. Certified Mail-Return Receipt No. 7007 0710 0003 0317 3717

Anadarko Petroleum Corporation
Attn: David Ward

P.O. Box 1330

Houston, Texas 77251-1330

Re: Valley Forge 20 State Com No. 4H
N/2N/2 Section 20-T158-31E
Chaves County, New Mexico

Dear Working Interest Owners:

Cimarex Energy Co. (“Cimarex”) proposes to drill the above-captioned well according to the
project described in the enclosed AFE. If you choose to participate, please sign and return a copy of the
AFE to the undersigned at the above-letterhead address. I will send Cimarex’s proposed form of
operating agreement to you upon receipt of your approved AFE. Altematively, if you choose not to
participate, Cimarex would be interested in acquiring a farmout of your leasehold interests in the spacing
unit dedicated to the well.

Please do not hesitate to contact me if there is anything further that you should require in regard
to this matter. Thank you.

Sincerely,
CH}’IAFEX ENERGY CO.
Landman

EXHIBIT A




Authorization For Expenditure

N/ZN/ZSectlon 20-155-31E Chaves NM o T prod

Ilntangibles Dry Hole Cost After Casing Point Compieted Weli Cost
\Drilling Costs . ... .. ... . ... >sL5en625 - o . o 51.562,625
iCompletion Costs 5955,250 . $955,250

Total Intangible Costs $1,562,625 $955,250 $2,517,875

ITangibles' ]
‘Well Equipment $211,000 5731576 S942,5706

.Lease Equipment TORR $138,000 $139,000

Total Tangible Well Cost $211,000 $870,576 $1,081,576

[Plug and Abandaen cost $150,000 -5150,000 0

Total Well Cost $1,923,625 $1,675,826 $3,599,451

Unless otherwnse lndlcated below, you, as a non- operatmg workmg mterest owner, agree to be covered by Operator’s well control insurance procured by Operator
150 long as Operator conducts operations hereunder and to pay your prorated share of the premiums therefore. If you elect to purchase your own well control
‘insurance, you must provide a certificate of such insurance acceptable to Operator, as to form and limits, at the time this AFE is returned, if available, but in no event
‘later than commencement of drilling operations. You agree that failure to provide the certificate of insurance, as provided herein, will result in your being covered
by insurance procured by Operator.

D I elect to purchase my own well control insurance policy.

"Well control insurance procured by Operator, provides, among other terms, for $20,000,000 (100% W.1.) of Combined Singie Limit coverage for well control and
‘related redrilling and clean-up/pollution expense covering drilling (through completion) with a $1,000,000 (100% W.1.) deductible.

,The above costs are estlmates only and anticipate trouble free operatlons without any foreseeable changé in plans. The actual costs may exceed the estlmated costs
;W|thout affecting the authorization for expenditure herein granted. By approval of this AFE, the working interest owner agrees to pay its proportionate share of
;actual legal, curative, regulatory and well costs under term of the joint operating agreement, regulatory order or other applicable agreement covering this weil.

Clmarex Energy Co. Approval

R
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Authorization For Expenditure

s 3&5'!\"&5" MigaRptiads

‘ } ‘_ i‘ (nﬁuz‘\'}
' Permian ! Valley Forge 20 State com 4H ' Lower Abo Horizontal Trend

‘:"ﬁ’ S v“ﬁ

13,000

il

Dnll and complete a Lower ABQO horlzontal well, Prlot hole 9250' honz TVD 8800'/MD 13000' (4500' VS)

ﬁntangibles Dry Hole Cost After Casing Point Completed Well Cost J
Drilling Costs . . __ .. . e o SLSB2EIS S : 51,562,625
Completion Costs 5955,250 $985,250

Total Intangible Costs $1,562,625 $955,250 $2,517,875

ﬁangib\es

Well Equipment 521,000 oL STILSTE 5942,576

Lease Equipment W Gar e $139,000 $139,000

Total Tangible Well Cost . $211,000 $870,576 $1,081,576

[Plug and Abandon Cost ‘ $150,000 - -$150,000 20 ]
Total Well Cost $1,923,625 $1,675,826 $3,599,451

R TR
i

tUnless otherwise mdlcated below you as a non- operatlng working lnterest owner, agree to be covered by Operator’s well control insurance procured by Operator
:s0 long as Operator canducts operations hereunder and to pay your prorated share of the premiums therefare. tf you elect to purchase your own well control
insurance, you must provide a certificate of such insurance acceptable to Operator, as to form and limits, at the time this AFE is returned, if available, butin no event
‘later than commencement of drilling operations. You agree that failure to provide the certificate of insurance, as provided herein, will result in your being covered
‘by insurance procured by Operator.

D I elect to purchase my own well control insurance policy.

‘Well control insurance procured by Operator, provides, among other terms, for $20,000,000 {100% W.1.) of Combined Single Limit coverage for well control and
related redrilling and clean-up/pollution expense covering drilling (through completion) with a $1,000,000 {(100% W.1.) deductible.

The above costs are estnmates only and anticipate trouble free operations without any foreseeable change in plans. The actual costs may exceed the estimated costs
.without affecting the authorization for expenditure herein granted. By approval of this AFE, the working interest owner agrees to pay its proportionate share of
actual legal, curative, regulatory and well costs under term of the joint operating agreement, regulatory order or other applicable agreement covering this well.

Cimarex Energy Co. Approval

6/17/2009 1:03 PM



Project Cost Estimate

Lease Name: Valley Forge 20 State com

Rouds& Locanon Preparation /Restorat/on ) e . $50,000; i s ‘ §3_,op_q‘ - $53.000
[Damages e Koo 36000 i ' 56,000
‘Mud / Fluids D/sposal Charges ) ) 7 L - ) o - $65,000 - $50,000 5115,000
Day Rate ' 35 DHDays 8 A(P Dnys @ ‘ ay $570,000° . 596.000° S666,000
Misc Preparat:on Cost (mouse hole, rat ho/e pads, pile clusters, m:sc) o L . K 4314,0_(_)(_)_“_ o R 514,000
Bits L o o o $18,750. - $1,000 V1,750
Fue/ ) §_2.10 Per Gallon o ~ Gallons Per Day . : $39,000 - 513,000 552,000
Wa_ter/Completlon FIu:ds o S . ) Per Day N 545,000, $61,250 S106,250
Mud & Additives o . . 569 875, .. L. i $00.875
) Fer Day : ' $124,000 5177,000
le Rentals ) o S SSO 000 . $14,000 564,000
Formation Evaluation (DST, Coring including evaluation, G&G Services) = 7V : o 0
Mud Logging o ~ $850. Days @ 30 Per Day , ‘ $30, uou' 530,000
Open Hole Logging R . $20,000 520,000
“Cementing & Float Equrpmenr B ) o ) o o $17,000 $20,000 537,000
Tubular inspections L . L : S $5000 " $3,000 56,000
Casing Crews L el o s $16,000 _ $16,000
Extra v, Weld/ng, ﬁtc o g $28,000 - $5,000 533 OUQ
Land Transporotion (Trucking) S _ $21,000 $4.000 5,000
Supervision B ) “Per Day [ $49,000 $19,000 568,000
r 400 Per Day K $21,0000 $4,000 525,000
,Other MISC Expenses o ) o ) o o : §7,0_0_(_) 49,000
OVf—’fhead — ) - . . 300 Fer Day " ‘ $3,000 »16.000
i o i } SR 50
*D:rect/ona/ Dr;llmg Serwces o 15 Days @ 5152,000
,_DP.?’F' Dispatcher, Crane . - S 50
So/lds Control ) L PerDay 80,0000 ., e e el S30,000
Well Control Equ:p (Snubblng Sves) L v L §{}_2_,g005 NE - $11,000 553,000
‘Flshmg&S'(q.errack Operations o S o S0 v ' 50
iCompletionRig o ) 7 Days @ : ) : ey SSG,()OO $36,000
Co:l Tubing 1 Days @ $25,000. $:15,000
Completion Loggmg, Perforannq, WL Units, WL Surveys §g,qqp' 58,000
st . . $300,000 5300,000
‘Legal / Regulatory / Curative S g, QQ_Q ‘ o 57,000
(Well Control Insurance $0 35 Dm Foot T . $5,000., iy 55,000
'Contmgency o 5% ofDuI//nq /n»mnq:l)/(i o L 874 ()OO 51.11,000 $115,000
‘Construction For‘Well Equ:pment o . $1,000 $1.000
-Construction For Lease Equipment | SS0,0QO SY0,U00
-Construction For Sales P/L - L i 50
Total Intangibie Cost $1,562,625 $955,250 $2,517,875

1, *':t;m
»Casmg . Size " Feet S/ Foot
Drive Pipe . ... M 4000 5000

.Conductor Pipe o 50
Water String . R e L >0
-Surfoce Casing _ . 34000 96237 $21.000
e_tj' R - $190.000
Liner ___ L ] 50
D'!!/szg_éfa@c I e v : 50
Product/on Casing or Lme/ ) . A . .8500.00 $29.37 ' 252 OUO $5252.000
‘Production Tie-Back . ..Ay2t 4600000 %1211 548,076 548,576
.Tub/ng o ) e /8400.00.  $9.53 340,000 SHC.000
xN/C Well Equrpment o ) ) L $50,000 $50.000
Wellhe ee, Chokes } i $10,000 $10,000
Liner Hanger, Isolation Packer ) . e ~$145,000 $145,000
Packer, Nipples ~ i $1,000. $1,000
Pumping Unit, Engine _ 1$98,000 $98,000
54"(' 00 47 OOO

$44,000'

and . $40000 40,000
Barrery (Heater Treatgr_ Separuror Gas Treatmg EqU/pment) §g§fqo_p‘ $25,000
:Flow Lines (Line Pipe from wellhead to central facility) I $30,000 530,000

ior ~ R B 50
Plpehne to Sales . . » - 50.
Total Tangibles $211,000 . %870,576  $1,081, 576

A Costs ) C$150000 150000 0

Total Cost $1,923,625 $1,675,826 $3,599,451

6/17/2009 1:04 PM



Project Cost Estimate

Lease Name: Valley Forge 20 State com Well No.: 4H

B HEH s SEAL o g i dhcd
$50,000, v $3,0001 saooo
“se000 - 56,000
$50,000 $115.000
596,000 $666,000
e 514,000
- o . $1,000 »19,750
o sa0pecGallon . GallensPerDay 530,000 & 513,000 552,000
Water /Completion Fluids - perbay $45,000° & $61,250 $106,250
Mud & Additives ___ L L o S69.875 .. . .. il 569.875
Surfoce Rentals __ _ perDay " $53,000 ¢ $124,000 $177,000

Road5 & Locauon Preparation / Restorauon o
Damages IS

M /Flu/ds Dlsposal Charges o _
35 DH D(ﬂ’f ) 8 ACP Dnys U ) ) Ber L')ﬁ),f

I{/hsc Prepar(-yf;on Cost (mouse hole, rat hole, pads, p»le clusters, m:sc)

DownholeRentals s o T $50,000 i - $14,000 564,000
UD" (DST Coring /nclud/ng evaluanon G&GSerwces) : g : sl 30

Mudlogging $850 Days@ 30 Perpay 550,000
Open Hole Logg/ng o o ) 7 . $20,000 |

Cemenrmg&FloatEqulpment _ ‘ ) S o $17,000 §2‘0,00__O&
Tubulor Inspections . _ L | $5000 $3,000 3,000
CosingCrews . . . R L _ 516,000 o $16,000 532,000

‘ ' 528000 $5,000 $33.00
$21,000 $4,000 $25,000
$49,000 : $19,000 568,000
. L . 100 Per Doy 521,000 - $4,000 $25,000
‘Other Misc Expenses N : $2,000 $7,000 59,000

'LcTnd Tr nsporat/on( rucA/ng)
Superws:on e

Overhead o o o . ) L ) B o 390P:’]__DJ?!, . 513,000 $3,000. $16,000
dlal Cemelmng R o . C o h T S0

' MOB/DEMOB o L ‘ , 50
Directional Driliing Services ______ 15Days@ 8200 FerDay | SE52,000 T4 Lyl L 5152,000
.DOf’f Dispatcher, Crane . . . o S 50
Marine & Air Transportation - o : - 50
.Solids Control ) S o o Per Day B S50,000 . .. o ) 180,060
Control nubbmg Svcs) - o » » o y $42,000 - ¢ $11,000 5000

1ing. & Sidetrack Operations i C - MSO o Y ,»O
Complenon Rig ) 7 Days @ - 3,400 PerDay 53u,«_mo' 556,000

525,000, 525,000
$8,000 58,000

Coil Tubing . A Days @
Complec:on Loggmg, Perf(uatmg, WL Uruts , WL Surveys o

Stimulation o o $300,000 $300,000
Legui/Regularory/Curur/ve B o 57,000

Well Control Insurance ' $0.35 Per Foor , . 55,000
Connngmcy 5% nj’ Dulhnq Inmngrb/es ) ) ! 541-,(:100 5115,000
Construction For Well Equ:pmenl o ‘ o ) ) - S L ' $1,000 $1.000
Construction For Lease Equipment L S b $90,000 590,000
Construction For Sales P/L T . & S o 50
Total Intangible Cost $1,562,625 $955,250 $2,517,875

Casmg et e
DrivePipe
Conductor Pipe

34000 $6237 - 20

Su;fa&eCaglng“_ o L o133/ $21,000-
Intermedzate Casmg . 958 __5159;0_(_)'_ $4820 0 o 5180,000 : $190,000

50

'Producr/on Casmg or L/ner N o A . 8500.00 $29.37 $252,000 $252,000
Production Tie-Back e $12.11° 348,576 548,576

$9.53 $40,000° 530,000
$50,000 $50,000
$10,000 510,000

$145,000 $145,000

$1, ooo 51,000

$98,000 598,000

I&/;E;le Equipment

'Wellhead, Tree, Chokes

‘Liner Hanger, /solanon Packe/
Packer, Nipples
Pumping Unit, Enqlne i

Llft Equment (BHP _Rods Anchors}

... $44000°  $44.000
o $40,000 $40,600
$25,000 $25,000

AR $30,000 $30,000

N/C Lease Equipment
Tanks, Tanks Steps, Sta/rs

Flow L/ne§ (Lme Pipe from wellhead to Centlalfat:/hty)
Offshare Production Structure for Facilties . 50
Pipeline to Sales 50
Total Tangibles $211,000 $870,576 $1,081,576

Péncoss e o S150000 o S150,000 50

Total Cost ] $1,923,625 $1,675,826 $3,599,451

6/17/2009 1:04 PM




A.A.P.L. FORM 610 - 1989

MODEL FORM OPERATING AGREEMENT

WELL NAME/NUMBER

OPERATING AGREEMENT

DATED

OPERATOR: Cimarex Energy Co. of Colorado

CONTRACT AREA:

COUNTY OF CHAVES, STATE OF NEW MEXICO

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

AAPL NO. 6101989

EXHIBIT C
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A.AP.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1989

OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between CIMAREX ENERGY CO, OF COLORADO
hercinafier designated and referred to as "Operator,” and the signotory party or parties other than Operator, sometimes
hereinafter referred to individually as "Non-Operator,” and collectively as "Non-Operators.”

WITNESSETH:

WHEREAS, the partics to this agreement are owners of Oil and Gas Leases and/or Oil and Gas Interests in the land
identifiecd in Exhibit "A," and the partics hereto have reached an agreement to exploro and develop these Leases and/or Oil
and Gas Interests for the production of Oil and Gas 10 the extent and as hereinafter provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE L
DEFINITIONS

As uscd in this agreement, the following words and terms shall have the meanings bere ascribed to them:

A. The term "AFE" shall mean an Authority for Expenditure prepared by a party to this agreement for the purpose of
estimating the costs to be incurred in conducting an operation hereunder.

B. The term "Completion” or "Complete” shall mean a single operation intended to complete a well as a producer of Oil
and Gas in one or more Zones, including, but not limited to, tho sciting of production casing, perforating, well stimulation
and production testing conducted in such op

C. The term "Contract Area™ shall mean all of the lands, Oil and Gas Leases and/or Oi] and Gas Interests intended to be
developed and operated for Oil and Gas purposes under this agreement,  Such lands, Oil and Gas Leases and Oil and Gas
Interests are described in Exhibit "A."

D. The term "Decpen” shall mean a single operation whereby a well is drilled to an objective Zone below the deepest
Zone in which the well was previously drilled, or below the Deepest Zone proposed in the associated AFE, whichever is the
lesser,

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

F. The term "Drilling Unit® shall mean the area fixed for the drilling of one well by order or rule of any state or federal
body baving authority. If a Drilling Unit is not fixed by any such rule or order, 2 Drilling Unit shall be the drilling unit as
established by the pattern of drilling in the Contract Area unless fixed by express agreement of the Drilling Parties.

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

located.

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

I, The term "Non-Comsent Well" shall mean a well in which less than all parties have conducted an operation as
provided in Article VLB.2.

). The terms "Non-Drilling Party” and "Non-Consenting Party" shall mean a party who clects not to participate in a
proposed operation.

K The term "Oil and Gas” shatl mean oil, gas, inghead gas, gas cond and/or all other liquid or gascous
hydrocarbons and other markctable substances produced therewith, unless an intent to limit the inclusiveness of this term is
specifically stated.

L. The term "0Oil and Gas Int " or "L " shall mean unleased fee and mincral interests in Oil and Gas in tracts

of land lying within the Contract Area which are owned by parties to this agreement,

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

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

O. The term "R pletion” or "R plete" shall mean an operation whereby a Completion in one Zone is abandoned
in order to attempt a Completion in a different Zone within the existing wellbore.

P. The term "Rework” shall mean an operation conducted in the wellbore of a well after it is Completed to sccure,
restore, or improve production in a Zone which is currently open to production in the wellbore. Such operations inchide, but
are not limited to, well stimulation operations but exclude any rtoutine repair or maintenance work or drilling, Sidetracking,
Decpening, Completing, Recompleting, or Plugging Back of a well.

Q. The term "Sidetrack® shall mean the dircctiopal control and intentional deviation of a well from vertical so as to
change the bottom hole location unless done to straighten the hole or drill around junk in the holc to overcome other
mechanical difficulties.

R The term "Zone" shall mean a stratum of carth containing or thought to contain a common accumulation of Oil and
Gas separately producible from any other common accumulation of Oil and Gas.

Unless the context otherwise clearly indicates, words used in the singular include the plural, the word "person” includes
natural and artificial persons, the plural includes the singular, and any gender includes the line, feminine, and neuter.

ARTICLE 11,
EXHIBITS
The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:
__X__ A Exhibit "A," shall inctude the following information:
(1) Description of lands subject to this agreement,
(2) Restrictions, if any, as to depths, formations, or substances,
(3) Parties to agreement with addresses, {ineluding-email) and telephone numbers for notice purposes,
(4) Percentages or fractional interests of parties to this agreement,
(5) Oil and Gas Leases and/or Oil and Gas Interests subject to this agreement,
(6) Burdens on production.
———B—Exhibit "B;" Form-ef Leaser
___X___ C. Exhibit "C,” Accounting Procedure,
X D. Exhibit "D," Insurance.
__X__ E. Exhibit "E," Gas Balancing Agreement.
X F. Exhibit "F,” Non-Discrimination and Certification of Non-Segregated Facilities.

RTok)

X H. Other. Recording Supplement to Operating Agr and Fi ing S
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If any provision of any exhibit, except Exhibits “E," and "F" end-"G:" is inconsistent with any provision contained in
the body of this agreement, the provisions in the body of this agreement shall prevail

ARTICLE 1L
[(NTERESTS OF PARTIES

A—Oi-and-Gasinteresis:
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shell to-owa-beth-royalty interest-in-sueh tof the-lessee
B. Intcrests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be boroe
and paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their
interests are set forth in Exhibit "A." In thc same manner, the parties shail also own all production of Oil and Gas from the
Ceatract Arca subject, however, to the payment of royalties and other burdens on production as described hereafter,

Regardless of which party has contributed any Oil and Gas Lease or Oil and Gas Interest on which royaity or other
burdens may be payable and except as otherwise expressly provided in this agreement, cach party shall pay or deliver, or
cause to be paid or delivered, all burdens on its share of the production from the Contract Arca up-te;but-rot-in-oxeess-of-the jointly-shered
busndens—refleeted as sct forth on Exhibit “A™ and shall indemnify, defend and hold the other parties free from any liability therefor.
Except as otherwise expressly provided in this agreement, if any party has contributed hereto any Lease or Intercst which is
burdened with any royalty, overriding royalty, production payment or other burden on production in excess of the amounts
stipulated above, such party so burdened shall assume and alone bear all such excess obligations and shall indemnify, defend
and hold the other parties hereto harmless from any and all claims attributable to such excess burden. However, so long as
the Drilling Unit for the productive Zone(s) is identical with the Contract Area, each party shall pay or deliver, or cause to
be paid or delivered, all burdens on production from the Contract Arca due under the terms of the Oil and Gas Lease(s)
which such party has contributed to this agreement, and shall indemnify, defend and hold the other parties free from any
liability therefor.

No party shall ever be responsible, on a price basis higher than the price received by such party, to any other party’s
fessor or royalty owner, and if such other perty’s lessor or royalty owner should demand and receive settlement on a higher
price basis, the party contributing the affected Lease shall bear the additional myalty burden attributable to such higher price.

Nothing conmined in this Asticle ITL.B. shall be d d an fe or cros: i of interests covered hercby,
and in the event two or more partics contribute to this agrecment jointly owned Leases, the partics' undivided interests in
said Leascholds shall be d d sep leasehold i for the purposes of this agreement.

C. Subsequently Created Interests:

If any party has contributed hereto a Lease or Interest that is burdened with an assi of production given as security
for the payment of money, or if, after the date of this agreement, any party creates an overriding royalty, production
payment, net profits interest, assignment of production or other burden payable out of production attributable to its working
interest hereunder, such burden shall be deemed a "Subsequently Created Interest.” Further, if any party has countributed
hereto a Lease or Interest burdened with an overriding royalty, production payment, net profits interests, or other burden
payable out of production created prior to the date of this agrecment, and such burden is not shown om Exhibit "A," such
burden also shall be decmed a Subsequently Created Interest to the extent such burden causes the burdens on such party’s
Lease or Interest to exceed the amount stpulated in Article ITLB. above.

The party whose interest is burdened with the Subsequently Created Interest (the "Burdened Party”) shall assume and
alone bear, pay and discharge the Subséqucmly Created Interest and shall indemnify, defend and hold harmless the other
partes from and against any lability therefor. Further, if the Burdened Party fails to pay, when due, its share of expenses
chargeable hereunder, all provisions of Aricle VILB. shall be enforceable against the Subsequently Created Interest in the
same manner as they arc enforceable against the working interest of the Burdened Party. If the Burdened Party is required
under this agreement to assign or rclinquish to any other party, or parties, all or a portion of its working interest and/or the

production attributable thereto, said other party, or partics, shall receive said i and/or production free and clear of
said Subsequently Created Interest, and the Burdened Party shall indemmnify, defend and hold harmless said other party, or
parties, from any and all claims and d ds for pay d by owners of the Subsequently Created Interest.
ARTICLE IV,
TITLES

A. Title Examination:

Title examination shall be made on the Drillsite of any proposed well prior to commencement of drlling operations and,
if a majority in interest of the Drilling Parties so request or Operator so elects, title examination shall be made on the entire
Drilting Unit, or maximum anticipated Drilling Unit, of the Initial Well. The opinion will include the ownership of the working
interest, minerals, royalty, overriding royalty and production payments under the applicable Leases, Each party contributing
Leases and/or Oil and Gas Interests to be included in the Drillsite or Drlling Unit, if approprate, shall fumnish to Operator
all abstracts (including federal lease status reposts), title opinioms, title papers and curative material in its possession free of
charge. All such information not in the possession of or made available to Operator by the parties, but necessary for the
examination of the ttle, shall be obtained by Operator. Operator shall cause title to be examined by attorneys on its staff or
by ouwside attorneys. Copies of all title opinions shall be furnished to cach Drmlling Party Costs incurred by Operator in

& P

opinions and division order title opinions) and other direct charges as provided in Exhibit "C" shall be bome by the Drilling
Parties in the proportion that the ioterest of each Drilling Party bears to the total interest of all Drilling Parties as such
interests appear in Exhibit "A."  Operator shall make no chmgo for services rcndered by its staff anomeys or oxhcr personnel

procuring  abstracts, fees paid outside att for title ination (inchiding preli Y, } I, shut-in royalty

"m - & “ B
sball be mponsfblc for securing curative matter and pooling or agr required in

connection with Leases or Oil and Gas Interests contributed by such party. Operator shall be responsible for the preparation
and recording of pooling designations or declarations and communitization agreements as well as the cooduct of hearings
before governmental agencies for the securing of spacing or pooling onders or any other orders necessary or appropriate to
the conduct of operations hercunder. This shall not prevent any party from appearing on its own behalf at such hearings.
Costs incurred by Opemator, including fees paid to outside attorneys, which are associated with hearings before governmental
agencies, and which costs are necessary and proper for the activities contemplated under this agreement, shall be direct
charges to the joint account and shall not be covered by the administrative overhead charges as provided in Exhibit "C."
-2-
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Opentor shall make no charge for services rendered by its staff anomeys or other personnel in the performance of the above
functions.

1 b rded. d—(2)
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all-of-the-Brilling Parties-in-sueh-wel-Operator:
B. Loss or Failure of Title: )

1. Failure of Title: Should any Qil and Gas Interest or Oil and Gas Lease be lost through failure of title, which results in a
reduction of interest from that shown on Exhibit "A," the party credited with conuibuting the affected Lease or Interest
(including, if applicable, a successor in interest to such party) shall have ninety (90) days from final determinadon of title
failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisition will not be subject
to Article VIILB., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining Oil and Gas
Leases and Interests; and,

(2) The party credited with contributing the Oil and Gas Leasc or Interest affected by the title failure (including, if
applicable, a successor in interest to such party) shall bear alone the entire loss and it shall not be entitled to recover from
Operator or the other parties any development or opemting costs which it may have previously paid or incurred, but there
shall be no additional liability on its part to the other partics hereto by reason of such title faiture;

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the
Lease or Interest which has failed, but the interests of the parties contined on Exhibit "A” sball be revised oo an acreage
basis, as of the time it is determined finally that dtle failure has occurred, so that the interest of the party whose Lease or
Interest is affected by the ttle failure will thercafier be reduced in the Contract Area by the amount of the Lease or Interest failed;

(c) If the proportionate interest of the other partics hereto in any producing well previously drilled on the Contract
Arca is increased by reason of the title failure, the party who bore the costs incurred in coanection with such well atuibutable
to the Lease or Interest which has failed shall receive the proceeds atmibutable to the increasc in such interest (less costs and
burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such well
atributable to such failed Lease or Interest;

(d) Should any person not a party to this agreement, who is determined 1o be the owner of any Lease or Interest
which has failed, pay in any manner any part of the cost of operation, devel
to the party or parties who bore the costs which are so refunded;

(e) Any liability to account to a person not 2 party to this agreement for prior production of Oil and Gas which arises
by reason of title failure shall be bomme severally by each party (including a predecessor to a current party) who received
production for which such accounting is required based on the amount of such production received, and each such party shall
severally indemnify, defend and hold harmless all other parties hereto for any such liability to account;

(f) No charge shall be made to the joint account for Jegal expenses, fees or salaries in connection with the defense of
the Lease or Interest claimed to have failed, but if the party contributing such Lease or Interest hereto elects to defend its title
it shall bear all expenses in connection therewith; and

(g) If any party is given credit on Exhibit "A" to a Lease or Interest which is limited solely to ownership of an
interest in the wellbore of any well or wells and the production therefrom, such party's absence of interest in the remainder

f Contra hall be considered a Failure of Title as to such remaining Contract Area unless that abse: f interest
% refiioted on BBt A ' ! s noe o o

or i such amount shall be paid

2. Loss by Non-Payment or Errongous Payment of Amount Due: If, through mistake or oversight, any rental, shut-in well
payment, minimum toyalty or royalty payment, or other payment necessary to maintain all or a portion of an Oil and Gas
Lease or interest is not paid or is erroncously paid, and as a result a Lease or Interest terminates, there shall be no monetary
liability against the party who failed to make such payment. Unless the party who failed to make the required payment
secures a new Lease or Interest covering the same interest within ninety (90) days from the discovery of the failure to make
proper payment, which acquisition will not be subject to Article VIILB., the interests of the parties reflected on Exhibit "A*
shall be revised on an acreage basis, effective as of the date of termination of the Lease or Interest invoived, and the party
who failed to make proper payment will no longer be credited with an interest in the Cootract Area on account of ownership
of the Lease or Interest which has terminated, If the party who failed to make the required payment shall not bave beca fully
reimbursed, at the time of the loss, from the proceeds of the sale of Oil and Gas atributable to the lost Lease or Interest,
calculated on an acrcage basis, for the development and operating costs previously paid on account of such Lease or lnterest,
it shall be reimbursed for unrecovered actual costs previously paid by it (but not for its share of the cost of any dry hole
previously drilled or wells previously abandoned) from so much of the following as is 'y 10 effect reimb

(a) Proceeds of Oil and Gas produced prior to termination of the Lease or Interest, less operating expenses and lease
burdens chargeable hereunder to the person who failed to make payment, previously accrued to the credit of the lost Lease or
[nterest, on an acreage basis, up to the amount of unrecovered costs;

(b) Proceeds of Oil and Gas, less operating expenses and lease burdens chargeable hereunder 1o the person who failed
to make payment, up to the amount of unrecovered costs attributable to that portion of Oil and Gas thereafier produced and
marketed (excluding production from any wells thereafter drilled) which, in the absence of such Lease or Interest termination,
would be attributable to the lost Lease or Interest on an acreage basis and which as a result of such Lease or Interest
termination is credited to other partics, the procceds of said portion of the Oil and Gas to be contributed by the other parties
In proportion to their respective interests reflected on Exhibit "A”; and,

(c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner
of the Lease or Interest lost, for the privilege of participating in the Contract Area or becoming a party to this agreement.

3. Other Losses: All losses of Leases or Interests commitied 10 this agr other than those set forth in Asticles
IV.B.l. and IV.B.2. above, shall be joint losses and shall be borne by all parties in proportion to their intercsts shown on
Exhibit "A." This shall inclide but not be limited to the loss of any Lease or Interest through failure to develop or because
express or implied covenants have not been performed (other than performance which requires only the payment of money),
and the loss of any Lease by expiration at the end of its primary term if it is not renewed or extended. There shall be no
readjustment of interests in the remaining portion of the Contract Area on account of any joint loss.

4. Cyring Title: In the event of a Failure of Title under Article TV.B.1. or a loss of title under Article [V.B2. above, any
Lease or Interest acquired by any party hereto (other than the party whose interest has failed or was lost) during the ninety
(90) day period provided by Article IV.B.1, and Article IV.B.2, above covering all or a portion of the interest that has failed
or was lost shall be offered at cost to the party whose interest has failed or was lost, and the provisions of Article VIILB.
shall not apply to such acquisition.
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ARTICLE V.

OPERATOR
A. Designation and Responsibilitics of Operator:
_CIMAREX ENERGY CO, OF COLORADO shall be the Operator of the Contract Area, and shall conduct
and direct and have (ull coatrol of all operations on the Contract Arca as permitted and required by, and within the limits of
this agreement, In its performance of services bereunder for the Non-Operators, Operator shall be an independent contractor
not subject to the control or direction of the Non-Operators except as to the type of operation to be undertaken in accordance
with the clection procedy ined in this agr Operator shall not be deemed, or hold itself out as, the agent of the
Non-Operators  with au!hon'ty' to bind them to any obligation or Lability assumed or incurred by Operator as to any third
party. Operator shall conduct its activities under this agreement as a reasonable prudent operator, in a good and workianlike
manner, with due diligence and dispatch, in accordance with good oilfield practice, and in compliance with applicable law and
regulation, but in noe event shall it bave any liability as Operator to the other partics for losses sustained or liabilitics incurred

except such as may result from gross negligence or willful misconduct.
B. Resignation or Removal of Operator and Sclection of Successor:

1. Resignation_or Removal of Qperator; Operator may resign at any time by giving written notice thereof to Non-Operators.
If Operator terminates its legal existence, lenger an—taterestt Jer—ta—the-Contrret—Area; or is no longer capablo of

serving as Operator, Operator shall be deemed to have resigned 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 Non-Operators owning a majority interest
based on ownership as shown on Exhibit "A" remaining after excluding the voting interest of Operator; such vote shall not be
deemed effective until a written notice has been delivered to the Operator by a Non-Operator detailing the alleged default and
Operator bas failed to cure the default within thirty (30) days from its receipt of the notice or, if the default concerns an
operation then being conducted, within forty-eight (48) hours of its receipt of the notice. For purposes hereof, "good cause" shall
mean not only gross 1i or willful mi d but also the material breach of or inability to meet the standards of
operation contained in Article V.A. or material failure or inability to perform its obligations under this agr

Subject to Article VILD.1,, such resignation or removal shall not become effective until 7:00 o'clock A.M. on the first
day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator
or action by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of
Operator at an carlier date. Operator, after cffective date of resignation or removal, shall be bound by the terms hereof as a
Non-Operator. A change of a corporate name or structure of Operator or transfer of Operators interest to any single
subsidiary, parent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Successor Qperator; Upon the resignation or removal of Operator under any provision of this agreement, a
successor Operator shall be selested by the parties. The successor Operator shall be sclected from the partics owning an
g;ltcrm in the Contract Area at the timo such Operator is selected {or gffiligted entities). The successor Operator shall be selec tﬁd

T

e
affirmative vote of two (2) or more partics owning a majority interest based on ownership as shown on Exhibit "A™
provided, howover, if an Operator which has been removed or is deemed to have resigned fails o vote or votes only to
succeed itself, the successor Operator shall be selected by the affirmative vote of the pamy or parties owning a majority
interest based on ownership as shown on Exhibit "A" remaining after excluding the voting interest of the Operator that was
removed or resigned. The former Operator shall promptly deliver to the successor Operator all records and data relating to
the operations conducted by the former Operator to the extent such records and data are not already in the possession of the
successor operator. Any cost of obaining or copying the former Operator's records and data shall be charged to the joint
account,

3, Effect of Bankruptey: If Operator becomes insolvent, bankrupt or is placed in receivership, it shall be deemed to have
resigned without any action by Non-Operators, except the sclection of a successor. If a petition for relief under the federal
bankruptcy laws is filed by or against Operator, and the removal of Operator is prevented by the federal bankruptcy court, all
Non-Operators and Operator shall comprise an interim operuting committee to serve until Operator has elected to reject or
assumec this agreement pursuant to the Bankruptcy Code, and an election to reject this agreement by Operator as a debtor in
possession, or by a trustee in bankruptcy, shall be deemed a resignation as Operator without any action by Non-Operators,
except the selection of a successor. During the period of time¢ the operating committee countrols operations, all actions shall
requirc the approval of two (2) or more partics owning a majority interest based on ownership as shown on Exhibit "A." In
the event there are only two (2) partics to this agrecment, during the perniod of time the operating committee controls
operations, a third party acceptable to Operator, Non-Operator and the federal bankruptcy court shail be sclected as a

ber of the op g i and all actioos shall requirc the approval of two (2) members of the operating
committee without regard for their interest in the Contract Arca based on Exhibit "A."
C. Employces and Contractors;

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

D. Rights and Duties of Opcrator:

1. Competitive Rates and Use of Affiliates: All wells drilled on the Contract Area shall be drilled on a competitive
contract basis at the usual rates prevailing in the area. I it so desires, Operator may employ its own tools and equipment in
the drilling of wells, but its charges thercfor shall not exceed the prevailing rates in tho arca and the rate of such charges
shall be agreed upon by the parties in writing before drilling operations are commenced, and such work shall be performed by
Operator under the same terms and conditions as are customary and usual in the arca in conotracts of independent contractors
shall be performed or supplied at competitive rates ,pursuant 1o written agreement, and in accordance with customs and
standards prevailing in the industry.

2. Discharge of Joint Account Qbligations; Except as berein otherwise specifically provided, Operator shall promptly pay
and discharge expenses incurred in the development and operation of the Contract Area pursuant to this agreement and shall
charge each of the parties hereto with their respective proportionate shares upon the expense basis provided in Exhibit "C."
Operator shall keep an accurate vecord of the joint account hercunder, showing expenses incurred and charges and credits
made and received,

3. Protection from Liens: Operator shall pay, or cause to be paid, as and when they become due and payable, all accounts
of contractors and suppliers and wages and salaries for services rendered or performed, and for materials supplied on, to or in
respect of the Contract Area or any operations for the joint account thereof, and shall keep the Contract Area free from

.4



W N R W N

o G AR Lo — O 0

17

Teorafr

liens and brances lting except for those resulting from a bona fide dispute as to services rendered or

materials supplied.

4. Custody of Funds: Operator shall hold for the account of the Non-Operators any funds of the Non-Operators advanced
or paid to the Operator, cither for the conduct of operations bereunder or as a rsult of the sale of production from the
Contract Area, and such funds shall remain the funds of the Non-Operators on whose account they are advanced or paid until
usod for their intended purpose or otherwise delivered to the Non-Operators or applied toward the payment of debts as
provided in Article VILB. Nothing in this paragraph shall be construed to establish a fduciary relationship between Operator
and Non-Operators for any purposc other than to account for Non-Operator funds as herein specifically provided. Nothing in
this paragraph shall require the maintenance by Operator of separate accounts for the funds of Non-Operators unless the
parues otherwise specifically agree.

5. Acgess to_Contract Arca and Records; Operator shall, except as otherwise provided herein, permit cach Non-Operator
or its duly authorized representative, at the Non-Operators sole risk and cost, full and free access at all reasonable times o
all operations of every kind and character being conducted for the joimt account on the Contract Area and to the records of
operations conducted thercon or production therefrom, including Operator's books and records relating thereto.  Such access
rights shall not be exercised in a manner interfering with Operator's conduct of an operation hercunder and shall not obligate
Operator to furnish any geologic or geophysical data of an interpretive nature unless the cost of preparation of such
interpretive data was charged to the joint account. Operator will fumish to each Non-Operator upon request copies of any

and all reports and information obtained by Op in ion with production and related items, including, without
limitaton, meter and chart reports, production purch run tickets and monthly gauge reports, but excluding
purchase contracts and pricing information to the extent not applicable to the production of the Non-Operator seeking the

information.  Any audit of Operator's records relating to amounts expended ond the appropriateness of such expenditures
shall be conducted in accordance with the audit protocol specified in Exhibit "C.”

6. Filing gnd Fymishing Governmental Repons: Operator will file, and upon written roquest promptly furnish copies to
cuch requesting Non-Operator not in default of its payment obligations, all operational notices, reports or applications
required 10 be filed by local, State, Federal or Indian agencies or authorities having jurisdiction over operations hereunder.
Each Non-Opemator shall provide to Operator on a timely basis all information necessary to Operator to make such filings.

7. Drilling and_Testing Operations: The following provisions shall apply to each well drilled hercunder, inchiding but not
{imited to the Initial Well:

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

(b) Operator will send to Non-Operators such reports, test results and notices regarding the progress of operations on the well
as the Non-Op shall bly request, including, but not limited to, daily drilling reports, completion reports, and well logs.

(c) Operator shall adequately test all Zones encountered which may reasonably be expected to be capable of producing
Oil and Gas in paying quantities as a result of cxamination of the electric log or amy other logs or cores or tests conducted
hereunder.

8, Cost Estimates: Upon request of any Consenting Party, Operator shall furnish estimates of current and cumulative costs
incurred for the joint account at reasonable intervals during the conduct of any operation pursuant to this agreement.
Operator shall not be held liable for errors in such estimates so long as the estimates are made in good faith,

9, Insurance; At all times while operati are ducted b der, Operator shall comply with the workers
compensation law of the state where the operations are being conducted; provided, b , that Operator may be a sclf-
insurer for liability under said compensation laws in which cvent the only charge that shall be made to the joint accoumt shall
be as provided in Exhibit "C." Operator shall also carry or provide insurance for the benefit of the joint account of the parties
as outlined in Exhibit "D" attached hercto and made a part hereof. Operator shall require all contractors engaged in work on
or for the Contract Arca to comply with the workers compensation law of the statc where the operations are being conducted
and to maintain such other i as Operator may require.

In the event bile liability i is specified in said Exhibit "D," or subsequently receives the approval of the
parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive
equipment,

ARTICLE VL.
DRILLING AND DEVELOPMENT
A. Initial Well:
On or before the day of Operator shall commence the drilling of the Initial
ﬁiﬂ. caé;thc following location; approximately ' FNL and ' FWL of Section , Township South, Range East, NM.P.M., County, New

and shall thereafter continue the drilling of the well with due diligence to a depth

The drilling of the Initial Well and the participation therein by ell partics is obligatory, subject to Article VLC.1. as to participation
in Completion operations and Article VLF. as to termination of opevations and Article X1 as 10 occurrence of force majeure,
B. Subscquent Operations:

1. Proposcd Qperations: If any party hereto should desire to drill any well on the Contract Area other than the Initial Well, or
if any party should desire to Rework, Sidetrack, Deepen, R or Plug Back a dry hole or a well no longer capable of
producing in paying quantities in which such party has not otherwise relinquished its interest in the proposed objective Zone under
this agreement, the party desiring to drill, Rework, Sidetrack, Deepen, Recomplete or Plug Back such 2 well shall give written
notice of the proposed operation to the parties who have not otherwise relinquished their interest in such objective Zone

+
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under this agreement and to all other parties in the case of a proposal for Sidetracking or Decpening, specifying the work 1o be
performed, the location, proposed depth, objective Zone and the estimated cost of the operation. The parties 1o whom such a
notice is delivered shall have thirty (30) days after receipt of the motice within which to notify the party proposing to do the work
whether they clect to participate in the cost of the proposed operation. If a drilling rig is on locadon, notce of a proposal to
Rework, Sidetrack, Recomplete, Plug Back or Deepen may be given by telephone and the response period shall be limited to forty-
cight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party to whom such notice is delivered w0 reply
within the period above fixed shall constitute an election by that party pot to participate in the cost of the proposed operation.
Any proposal by a party to conduct an operation conflicting with the operation initially proposed shall be delivered to all parties
within the time and in the manner provided in Article VI.B.6.

If all parties to whom such notice is delivered elect to participate in such a proposed operation, the parties shall be
contractually committed to participate therein provided such operations arc commenced within the time period hereafier set
forth, and Operator shall, no later than ninety (90) days afier expiration of the notice period of thirty (30) days (or as
promptly as practicable after the expiraton of the forty-cight (48) hour pericd when a driling rig is on location, as the case
may be), actually commence the proposed operation and thereafier complete it with due diligence at the risk and expense of
the parties participating therein; provided, however, said commencement date may be extended upon written notice of same
by Operator to the other parties, for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such
additional time is reasonably nccessary to obtain permits from governmental authorities, surface rights (including rights-of-
way) or appropriate drilling equipment, or to complete title examination or curative matter required for title approval or
acceptance. U the actual operation has not been comunenced within the time provided (including any extension thereof as
specifically permitted herein or in the force majeure provisions of Article XI) and if any party hereto stll desires 10 conduct
said operation, written notice proposing same must be resubmitted to the other partics in accordance herewith as if no prior
proposal had been made. Those parties that did not participate in the drilling of a well for which a proposal 1o Deepen or
Sidetrack is made hereunder shall, if such parties desire to pasticipate in the proposed Deepening or Sidetracking operation,
reimburse the Drilling Partics in accordance with Article VLB.4. in the event of a Deepening operation and in accordance
with Article VLB.5. in the event of a Sidetracking operation.

2. Operations by Less Than All Paries:

(a) Dgtgrmination of Participatign, If any party to whom such notice is delivered as provided in Aricle VI.B.1, or
VLC.1. (Option No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this
Article, the party or parties giving the notice and such other parties as shall clect to participate in the operation shall, no
later than ninety (90) days afler the expiration of the notice period of thirty (30) days (or as promptly as practicable after the
expiration of the forty-cight (48) hour period when a drilling rig is on location, as the casc may be) actually commence the
proposed operation and complete it with due diligence. Operator shall perform all work for the account of the Consenting
Partics; provided, however, if no drilling rig or other equipment is on location, and if Operator is a Non-Consenting Party,
the Consenting Parties shall either: (i) reguest Operator to perform the work required by such proposed opemation for the
account of the Consenting Parties, or (ii) designate one of the Consenting Parties as Operator to perform such work. The
rights and duties granted to and imposed upon the Operator under this agreement are granted to and imposed upon the party
designated as Operator for an operation in which the original Operator is a Non-C ing Party, C ing Parties, when
conducting operations on the Contract Area pursuant to this Article VIB.2., shall comply with all terms and conditions of this
agreement.

If less than all parties approve any proposed operation, the proposing party, i diately after the expiration of the
applicable notice period, shall advise all Parties of the total interest of the parties approving such operation and its
recommendation as to whether the Consenting Parties should p d with the operation as proposed. Each Ci ing Party,
within forty-eight (48) bows (exclusive of Saturday, Sunday, and legal holidays) after delivery of such notice, shall advise the
proposing party of its desire to (i) limit participation to such pasty's intercst as shown on Exhibit "A" or (ii) camy only its
proportionate part {determined by dividing such party’s interest in the Contract Area by the interests of all Consenting Parties in
the Contract Area) of Non-Consenting Parties’ interests, or (iii) carry its proportionate part (determined as provided in (ii)) of
Norn-Consenting Partics' interests together with all or a portion ‘of its proportionate part of any Non-Consenting Parties’
interests that any Consenting Party did not elect to take. Any interest of Non-Consenting Parties that is not carried by a
Consenting Party shall be decmed to be carried by the party proposing the operation if such party does pot withdmaw its
proposal.  Failure to advise the proposing party within the time required shall be deemed an election under (i). In the event a
drilling rig is on location, notice may be given by telephone, and the time permitted for such a response shall ot exceed a
total of forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays). The proposing party, at its election, may
withdraw such proposal if there is less than 100% participation and shall notify all parties of such decision within ten (10)
days, or within twenty-four (24) hours if a drilling rig is on location, following cxpiration of the applicable response period.
If 100% subscription to the proposed operation is obtained, the proposing party shall promptly notify the Consenting Parties
of their proportionate interests in the operation and the party serving as Op shall cor such ¢ within the
period provided in Article VLB. 1., subject to the same extension right as provided therein.

(b) Relinguishment of Interest for Non-Participation, The entirc cost and risk of conducting such operations shall be
bome by the Consenting Parties in the proportions they have clected to bear same under the terms of the preceding
paragraph.  Consenting Partics shall keep the leaschold cstates involved in such operations free and clear of all Liens and
encumbrances of every kind created by or arising from the operati of the Ci ing Parties. If such an operation results
in a dry hole, then subject to Articles VLB.6. and VLE.3., the Consenting Parties shall plug and abandon the well and restore
the surface location at their sole cost, risk and expense; provided, however, that those Non-Consenting Parties that
participated in the drilling, Deepening or Sidetracking of the well shall remain lisble for, and shall pay, their proportionate
shares of the cost of plugging and abandoning the well and restoring the surface location insofar only as those costs were not
increased by the subsequent operations of the Coasenting Parties.  If any well drilled, Reworked, Sidetracked, Deepened,
Recompleted or Plugged Back under the provisions of this Asticle results in a well capable of producing Oil and/or Gas in
paying quantitics, the Consenting Parties shall Complete and equip the well to produce at their sole cost and risk, and the
well shall then be tumed over to Operator (if the Operator did not conduct the operation) and shall be operated by it at the
expense and for the account of the Consenting Parties. Upon commencement of operations for the drilling, Reworking,
Sidetmacking, Recompleting, Decpening or Plugging Back of any such well by Ce g Parties in d with the
provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Paties, and the
Consenting Parties shall own and be entitled to reccive, in proportion to their respective interests, all of such Non-
Consenting Party's interest in the well and share of production therefrom or, in the case of a Reworking, Sidetracking,
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Decpening, Recompleting or Plugging Back, or a Completiop pwsuant to Aricle VLC.1.Option No. 2, all of such Non-
Consenting Party’s interest in the production obtained from the opemation in which the Non-Consenting Party did not elect
to particip Such relinquish shall be effective until the proceeds of the sale of such share, calculated at the well, or
market value thereof if such share is not sold (after deducting applicable ad valorem, production, severance, and excise taxes,
royalty, ovemiding toyalty and other interests not excepted by Amicle HLC. payable out of or : d by the prodh
from such well accruing with respect t0 such interest until it reverts), shail equal the total of the following:

(i)_100 % of cach such Non-Cousenting Party's share of the cost of aby newly acquired surface equipment
beyond the wellhead connections (including but not limited to stock tanks, separators, treaters, pumping equipment and
piping), plus 100% of each such Non-Consenting Party's share of the cost of operation of the well commencing with first
production and cosotinuing until each such Non-Consenting Party's relinquished interest shall revert to it under other
provisions of this Aricle, it being agreed that each Non-Comsentivg Party’s share of such costs and equipmenmt will be that
interest which would have been chargeable to such Non-Consenting Party bad it participated in the well from the beginning
of the operations; and

(i)_300 % of (a) that portion of the costs and expenses of drlling, Reworking, Sidetracking, Decpening,
Plugging Back, testing, Completing, and Recompleting, after deducting any cash contributions received under Asticle VIILC.,
and of (b) that porgon of the cost of newly acquired equipment in the well (to and including the wellhead conmections),
which would have been chargeable to such Non-Consenting Party if it had participated therein,

Notwithstanding anything fo the contrary in this Asticle’ VLB., if the well does not reach the deepest objective Zone
described in the notice proposing the well for reasons other than the encountering of granite or practically impenctrable
subsiance or other condition in the hole rendering further operations impracticable, Operator shall give notice thereof to cach
Non-Consenting  Party who submitted or voted for an alternative proposal under Asticle VLB.6, to drll the well to a
shallower Zonc than thc deepest objective Zone proposed in the notice under which the well was drilled, and each such Non-
Consenting Party shall have the option to participate in the initial proposed Completion of the well by paying its share of the
cost of drilling the well to its actual depth, calculated in the manper provided in Article VIBA4. (a), If any such Noo-
Consenting Party does not clect to participate in the first Completion proposed for such well, the relinquishment provisions
of this Article VLB.2. (b) shalt apply to such party’s interest.

(c) Reworking, Recompleting or Phigging Back, An election pot to patticipate in the drilling, Sidetracking or
Deepening of a well shall be deemed an election not to participate in amy Reworking or Plugging Back operation proposed in
such a well, or portion thercof, to which the initial non-consent election applied that is conducted at any time prior to full
recovery by the Consenting Parties of the Non-Ci i Party's r P amount.  Similarly, an election not to
participate in the Completing or Recompleting of a well shall be deemed an election not to participate in any Reworkding
operation proposed in such a well, or portion thereof, to which the initial noo-consent election applied that is conducted a
any time prior to full recovery by the Consenting Parties of thc Non-Cx ing Party’s p amount.  Any such
Reworking, Recompleting or Plugging Back operation conducted during the recoupment period shall be deemed part of the
cost of operation of said well and there shall be added to the sums to be recouped by the Consenting Partics 300 % of
that portion of the costs of the Reworking, Recompleting or Plugging Back operation which would have been chargeable to
such Non-Consenting Party had it participated thercin. If such a Reworking, Recompleting or Plugging Back operation is
proposed during such recoupment period, the provisions of this Asticle VLB. shall be applicable as between said Coosenting

Partics in said well.

(d) Regoupment Matters, During the period of time Consenting Parties are entitled to receive Non-Consenting Party's
share of production, or the p ds therefrom, Consenting, Parties shall be responsible for the payment of all ad valorem,
production, severance, excise, gathering and other taxcs, and all royalty, overriding royalty and other burdens applicable to
Noun-Consenting Party's share of production not excepted by Article lILC.

In the case of any Reworking, Sidetracking, Plugging Back, Recompleting or Decpening operation, the Conseuting
Parties shall be permitied to use, free of cost, all casing, tubing and other cquipment in the well, but the ownership of all
such equipment shall remain unchanged; and upon abandonment of a well after such Reworking, Sidetracking, Plugging Back,
Ry pleting or Deepening, the Cc ing Parties shall account for all such equipment to the owners thereof, with each
party receiving its proportionate patt in kind or in value, less cost of salvage.

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

for the Consenting Parties shall fumnish each Non-Consenting Party with an i y of the equip in and d to
the well, and an itemized statement of the cost of drilling, Sidetracking, Deepening, Plugging Back, testing, Completing,
R pleting, and ipping the well for production: or, at its option, the operating party, in lien of an itemized statement

of such costs of operation, may submit a detailed statemment of monthly billings. Each month thercafter, during the time the
Consenting Parties are being reimbursed as provided above, the party conducting the operations for the Consenting Parties
shall furnish the Non-Consenting Parties with an itemized statement of all costs and labiliies incurred in the operation of
the well, together with a statement of the quantity of Oil and Gas produced from it and the amount of proceeds realized from
the sale of the well's working interest production during the preceding month  In detenmining the quantty of Oil and Gas
produced during any month, Consenting Parties shall use industry accepted methods such as but oot limited to metering or
periodic well fests. Any amount realized from the sale or other disposition of equipment newly acquired in conmection with
any such operation which would have been owned by & Non-Consenting Party had it participated therein shall be credited
against the total unreturned costs of the work done and of the equipment purchased in determining when the interest of such
Non-Consenting Party shall revert to it as above provided: and if there is a credit balance, it shall be puid to such Non-
Consenting Party.

If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided
for above, the relinquished interests of such Non-Coosenting Party shall automatically revert to it as of 7:00 am. on the day
following the day on which such recoupment occurs, and, from and after such reversion, such Non-Consenting Party shall
own the same interest in such well, the material and equipment in or pertaining thercto, and the production therefrom as
such Non-Consenting Party would have been entitled to had it participated in the drilling, Sidetracking, Reworking,
Decpening, Recompleting or Plugging Back of said well.  Thercafter, such Non-Cousenting Party shall be charged with and
shall pay its proportionale part of the further costs of the operation of said well in accordance with the terms of this
agrecment and Exhibit "C" attached hereto,

3. Stand-By Costs: When a well which has been drilled or Deepened has reached its authorized depth and all tests have
been completed and the results thereof furnished to the partics, or when operations on the well have been otherwise
terminated pursuant to Articlke VLF, stand-by costs incurred pending response to a party’s notice proposing a Reworking,
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Sidetracking, Decpening, Revompleting, Plugging Back or Compledng operation in such a well {including the period required
under Article VL.B.6. to resolve competing proposals) shall be cbarged and bome as part of the drilling or Deepening
operation just pleted.  Stnd-by costs subscq 1o all parties responding, or expiration of the response time permitted,
whichever first occurs, and prior 1o agreement as to the participating interests of all Consenting Parties pursuant to the terms
of the second grammatical paragraph of Article VIB.2, (a), shall be charged 10 and bome as pant of the proposed operation,
but if the proposal is subsequently withdrawn because of msufficient participation, such stand-by costs shail be allocated
between the Consenting Pardes in the proportion each Consenting Party's intcrest as shown on Exhibit "A" bears to the total
interest as shown on Exhibit "A" of all Consenting Parties.

In the event that notice for a Sidetracking operation is given while the drilling rig to be utilized is on location, any party
may request and receive up to five (5) additional days after expiration of the forty-eight hour response period specified in
Article VIB.l. within which to respond by paying for all stand-by costs and other costs incurred during such extended
response period; Operator may requirc such party to pay the estimated stand-by time in advance as a condition to extending
the response period. If more than one party elects to take such additional time to respond to the notice, standby costs shall be
allocated between the parties toking additional tme to respond on a day-to-day basis in the proportion each electing party's
interest as shown on Exhibit "A" bears to the total interest as shown on Exhibit "A" of all the clecting parties.

4. Deepening: If less than all parties elect to participate in a driiling, Sidetracking, or Decpening operation proposed
pursuant to Asticle V1B.1,, the interest relinquished by the Non-Consenting Parties to the Consenting Parties under Article
VLB 2. shall rclate only and be limited to the lesser of (i) the total depth actually drilled or (ii) the objectve depth or Zone
of which the parties were given notice under Article VI.B.1. (“Initial Objective”). Such well shall not be Deepened beyond the
Initial Objective without first complying with this Article to afford the Non-Consenting Parties the opportunity to participate
in the Deepening operation.

In the event any Consenting Party desires 10 drill or Deepen a Non-Consent Well to a depth below the Initial Objective,
such party shall give notice thereof. complying with the requirements of Article VIB.l,, to all parties (including Non-
Consenting Parties), Thereupon, Aricles VLB.1. and 2. shall apply and all parties receiving such notice sball have the right 1o
participate ar ot participate in the Deepening of such well pursuant to said Articles VIB.1. and 2. If a Deepening operation
is approved pursuant to such provisions, and if any Non-Consenting Party clects to participate in the Deepening operation,
such Non-Consenting party shall pay or make reimbursement (as the case may be) of the following costs and expenses.

(a) If the proposal to Deepen is made prior to the Completion of such well as a well capable of producing in paying
quantities, such Noo-Consenting Party shall pay (or reimburse Consenting Parties for, as the case may be) that share of costs
and expenses incurred in comnection with the drilling of said well from the surface to the Initial Objective which Non-
Consenting Party would bave paid had such Non-Consenting Party agreed to participate therein, plus the Non-Consenting
Party’s share of the cost of Decpening and of participating in any further operations on the well in accordance with the other
provisions of this Agreement; provided, however, all costs for testing and Completion or attempted Completion of the well
incurred by Consenting Parties prior to the point of actual opcrations to Decpen beyond the Initial Objective shall be for the
sole account of Consenting Parties, -

(b) If the proposal is made for a Non-Consent Well that has been previously Completed as a well capable of producing
in paying quantitics, but is no longer capable of producing in paying quantities, such Non-Consenting Party shall pay (or
reimburse Consenting Parties for, as the case may be) its proportionate share of all costs of drlling, Completing, and
equipping said well from the surface to the Initial Objective, calculated in the manner provided in paragraph (a) above, less
those costs ped by the C ing Parties from the sale of production from the well. The Non-Consenting Party shall
also pay its proportionate share of all costs of re-cntering said well. The Non-Cc ing Parties' proportionate part (based
on the percentage of such well Non-Consenting Party would have owned had it previously participated in such Non-Consent
Well) of the costs of salvable materials and equipment remaining in' the hole and salvable surface equipment used in
connection with such well shall be determined in accordance with Exhibit "C." If the Cousenting Parties have recouped the
cost of drilling, Completing, and equipping the well at the time such Deepening operation is conducted, then a Non-
Consenting Party may participate in the Decpening of the well with no payment for costs incurred prior to re-emtering the
well for Decpening

‘The foregoing shall not imply a right of any Consenting Party to proposc any Deepening for a Non-Consent Well prior
to the drilling of such well to iis Initial Objective without the comsent of the other Consenting Parties as provided in Article
VLF.

5. Sigdstracking; Any party having the right to participate in a proposed Sidetracking operation that does not own an
interest in the affected wellbore at the time of the notice shall, upon clecting to participate, tender to the wellbore owners its
proportiovate share (equal to its interest in the Sidetracking operation) of the value of that portion of the ecxisting wellbore
to be utilized as follows:

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

(b) If the proposal is for Sidetracking a well which has previously produced, reimbursement shall be oo the basis of
such party’s proportionate share of drilling and equipping costs incurred in the initial drilling of the well down to the depth
at which the Sidetracking operation is conducted, calculated in the manner described in Article VLB.4(b) above. Such party's
proportionate share of the cost of the well's salvable materials and equipment down to the depth at which the Sidetracking
operation is initiated shall be determined in accordance with the provisions of Exhibit "C."

6. Qrder of Preference of Qperations, Except as otherwise specifically provided in this agreement, if apny party desires to
propose the cooduct of an operation that conflicts with a proposal that has been made by a party under this Article VI, such
party shall have fifteen (15) days from delivery of the initial proposal, in the case of a proposal to drill a well or to perform
an operation on a well where no drilling rig is on location, or twenty-four (24) hours, exclusive of Saturday, Sunday and legal
holidays, from delivery of the initial proposal, if a drilling rig is on location for the well on which such operation is to be
conducted, to deliver to all parties entitled to participate in the proposed opcration such party's alternative proposal, such
altemate proposal to contain the same information required to be included in the initial proposal. Each party receiving such
proposals shall clect by delivery of notice to Operator within five (5) days after expiration of the proposal period, or within
twenty-four (24) bours (exclusive of Saturday, Sunday and legal holidays) if a drilling rig is on location for the well that is the
subject of the proposals, to participate in one of the competing proposals. Any party not electing within the time required
shall be deemed not to have voted. The proposal receiving the vote of parties owning the largest aggregate percentage
interest of the parties voting shall have priority over all other competing proposals; in the case of a tie vote, the
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injtial proposal shall prevail. Operator shall deliver notice of such result to all parties entitied to participate in the operation
within five (5) days after expiration of the election period (or within twenty-four (24) hours, exclusive of Saturday, Sunday
and legal holidays, if a drilling rig is on location). Each party shall then have two (2) days (or twenty-four (24) howrs if a rig
is on location) from receipt of such motice to clect by delivery of potice to Operator to participate in such operation or to
relinquish interest in the affected well pursuant to the provisions of Article VI.B.2.; failure by a party to deliver notice within
such period shall be deemed an clection ot to participate in the prevailing proposal.

7. Conformity 1o Spacing Pagtern, Notwithstanding the provisions of this Article VI.B.2., it is agreed that oo wells shall be
proposed to be drilled to or Completed in or produced from a Zone from which a well located clsewhere on the Contract
Arez is producing, uniess such well conforms to the then-existing well spacing pattern for such Zone.

8. Paying_Wells, No party shall conduct any Reworking, Deepening, Plugging Back, Completion, Recompletion. or
Sidetracking operation under this agreement with respect to any well then capable of producing in paying quantities except
with the consent of all parties that have not relinquished interests in the well at the time of such operation.

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

drilled, Decpened or Sid ked p 1o the provisions of Article VLB.2. of this agreement. Consent to the drilling,
Decpening or Sidetracking shatl include:
= Dption—No——Ad y—expenditures—for—the—drlling—Deepening—or—Sidetracki tosting;—Completing—and
tng-ef the-welltnoludi Y dor-surfaee-faoiliti

qEHpping

J 3

FOption_No, 2; All necessary expenditures for the drilling, Deepening or Sidetracking and testing of the well When
such well has reached its authorized depth, and all logs, cores and other tests have been completed, and the results
thereof fumnished 10 the parties, Operator shall give immediate notice to the Non-Operators having the right to
participate in a Completion attempt whether or not Operator recommends attempting to Complete the well,
together with Operator's AFE for Completion costs if not previously provided. The parties receiving such notice
shall have forty-eight (48) bours (exclusive of Samrday, Sunday and legal holidays) in which to elect by delivery of
notice to Operator to participate in a recommended Completion attempt or to make a Completion proposal with an
accompanying AFE. Operator shall deliver any such Completion proposal, or any Completion proposal conflicting
with Operator's proposal, to the other parties cntitled to participate in such Completion in accordance with the
procedures specified in Article VLB.6. Election to participate in a Completion attempt shall include consent to all
y expenditures for the Completing and ipping of such well, including y tankage and/or surface
facilities but excluding any stimulation operatdon not ined on the Completion AFE.  Failure of any party
receiving such notice to reply within the period above fixed shall constitute an election by thal party pot to
participate in the cost of the Completion attempt; provided, that Asticle V1B.6. shall control in the case of
conflicting Completion proposals. If one or more, but less than ail of the parties, clect to attempt a Completion, the
provision of Asticle VLB.2. hercof (the phrase "Reworldng, Sid: ki Deepening, R pleting or Plugging
Back™ as contained in Article VLB.2. shall be decemed to include "Cowmpleting”) shall apply to the operations
thereafter conducted by less than all parties; provided, however, that Asticle VLB.2. shall apply separately to each
P dertaken h der, and an clection to b a Non-Cc ing
Party as to onc Completion or Recompletion attempt shall not prevent a party from becoming a Consenting Party
in  subseq) Completi or Recompleti pts regardless whether the Consenting Parties as to earlier
Completions or Recompletion bave ped their costs pursuant to Article VIB.2,;, provided further, that any
recoupment of costs by a Consenting Party shall be made solely from the production attributzble to the Zonme in
which the Completion attempt is made. Election by a previous Noa-Consenting party to participate in a subsequent
Completion or R pletion attempt shall require such party to pay its proportionate share of the cost of salvable
materials and equipment installed in the well pursuant to the previous Completion or Recompletion attempt,
insofar and only insofar as such materials and cquipment benefit the Zone in which such party participates in a

Completion attempt.

2. Rework, Recomplete or Plug Back: No weil shall be Reworked, Recompleted or Plugged Back except a well Reworked,
Recompleted, or Plugged Back pursuant to the provisions of Article V1B.2. of this agreement. Consent to the Reworking,
Recompleting or Plugging Back of a well shall include all necessary expenditures in conducting such operations and
Completing and equipping of  said well, including Yy kag and/or surface facilities.
D. Other Operations:

Operator shall not undertake any single project reasonably estimated to require an expenditure in excess of
Fifty thousan Dollars ($__50,000 ) except in cormection with the

Completion or R letion attempt

drilling, Sidetracking, Reworking, Deepening, Completing, R leting or Plugging Back of a well that has been previously
authorized by or p to this agr provided, however, that, in case of ecxplosion, fire, flood or other sudden

emergency, whether of the same or different npature, Operator may take such steps and incur such expenses as in its opinion
are required to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the
emergency 10 the other parties. If Operator prepares an AFE for its own use, Operator shall furnish any Non-Opesator so
requesting an information copy thereof for any single project costing in excess of __ Fifty thousand Deollars
(8._50.000 ). Any party who bas not relinquished its interest in a well shall have the right to propose that
Operator perform repair work or undertake the installation of artificial lift equipment or ancillary production facilities such as
salt water disposal wells or to conduct additional work with respect to a well drilled hereunder or other similar project (but
not including the tnstallation of gathering lines or other transportation or marketing facilities, the installation of which shall
be governed by scparate agreement between the partics) reasonably estimated to require an expenditure in excess of the
amount first set forth above in this Article VLD, (except in jon with an operation required to be proposed under
Articles VLB.1. or VI.C.I. Option No. 2, which shall be governed exclusively be those Articles). Operator shall deliver such
proposal to all partics entitled to participate therein. If within thirty (30) days thereof Operator secures the written consent
of any party or parties owning at lcast __51%  of the imterests of the parties entitled to participate in such operation,
cach party baving the right to participate in such project shall be bound by the terms of such proposal and shall be obligated
to pay its proportionate share of the costs of the proposed project as if it bad consented to such project pursuant 1o the terms

of the proposal.
E. Abandonment of Wells:
1. Abandonment of Dry Holes: Except for any well drilled or Deepened pursuant to Article VIB.2,, any well which has

becn drilled or Deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be
-9-
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plugged and abandoned without the consent of all partics. Should Operator, after diligent cffort, be unable w0 contact any
party, or should any party fail to reply within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after
delivery of notice of the propesal 1o plug and mbandon such well, such party shall be deemed to have consented to the
proposed abandoament. Al such wells shall be plugged and abandoned in accordance with applicable regulations and at the
cost, risk and expense of the pasties who participated in the cost of drilling or Decpening such well Any party who objects to
plugging and abandoning such well by notice deliversd 10 Operator within forty-eight (48) bours (exclusive of Saturday,
Sunday and legal holidays) after delivery of notice of the proposed plugging shall take over the well as of the end of such
forty-cight (48) hour notice period and conduct further operations in search of Oil and/or Gas subject to the provisions of
Article VLB.; failure of such party to provide proof reasonably satisfactory to Opemator of its financial capability to conduct
such opemations or to take over the well within such period or thereafter to conduct operations on such weil or plug and
abandon such well shall entitle Operator to retain or take possession of the well and plug and abandon the well The party
taking over the well shall indemnify Operator (if Operator is an abandoning party) and the other abandoming parties against
liability for any further operations conducted on such well except for the costs of plugging and abandoning the well and
restoring the surtace, for which the abandoning parties shall remain proportionately liable.

2. Abandonment of Wells That Have Produced: Except for any well in which a Non-Consent operation has been
conducted hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any weil which has
been completed as a producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to
such abandoament, the well shall be plugged and abandoned in accordance with applicable regulations and at the cost, nisk
and expense of all the partics hereto. Failure of a party to reply within /sixty (60) days of delivery of notice of proposed
aband t shall be d d an election to consent to the proposal. If, within /sixty (60) days after delivery of notice of the
proposed abandonment of any well, all parties do not agree to the abandonment of such well, those wishing to continue its
operation from the Zone then open to production shall be obligated to take over the well as of the expiration of the
applicable notice period and shall indemnify Operator (if Operator is an abandoning party) and the other abandoning parties
against liability for any further operations on the well conducted by such parties. Failure of such pasty or pasties to provide
proof reasonably satisfactory to Operator of their financial capability to conduct such operations or to take over the well
within the required period or thereafier to conduct opcratons on such well shall entitle operator to retain or take possession
of such well and plug and abandon the well.

Parties taking over a well as provided herein shall tender to each of the other parties its proportionate share of the value of
the well's salvable material and equipment, determined in accordance with the provisions of Exhibit "C,” less the estimated cost
of salvaging and the cstimated cost of plugging and abandoning and restoring the surface; provided, however, that in the event
the estimated plugging aond abandoning and surface restoration costs and the estimated cost of salvaging are higher than the
value of the well's salvable material and equipment, each of the abandoning parties shall tender to the parties continuing
operations their proportionate shares of the estimated excess cost  Each abandoning party shall assign to the noo-abandoning
parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and material, all
of its interest in the wellbore of the well and related equipment, together with its imterest in the Leasehold insofar and only
insofar as such Leaschold covers the right to obtain production from that wellbore in the Zone then open to production. If the
interest of the abandoning party is or includes and Oil and Gas Interest, such party shall exccute and deliver to the non-
abandoning party or parties an oi! and gas lense, limited to the wellbore and the Zone then open to production, for a term of
one (1) year and so long thereafter as Oil and/or Gas is produced from the Zone covered thereby, such lease to be on the—form

Wﬁlﬂwﬁﬂn‘ The assignments or leases so limited shall encompass the Drilling Unit upon which the
wel 15 located.

The payments by, and the assignments or leases to, the assignees shall be in a ratio based upon the relationship of their
poctive p ge of participation in the Contract Arca to the aggregate of the percentages of participation in the Contract
Area of all assignees. There shall be no readj of i in the ining portions of the Contract Area.

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production
from the well in the Zone then open other than the royalties retained in any lease made under the terms of this Article. Upon
request, Operator shall continue to operate the assigned well for the account of the non-abandoming parties at the rates and
charges plated by this ag plus any additional cost and charges which may arise as the result of the separate
ownership of the assigned well. Upon proposed abandonment of the producing Zone assigned or leased, the assignor or lessor
shall then have the option to repwchase its prior interest in the well (using the same valuation formula) and participate in
further operations therein subject to the provisions hereof,

3. Abandonment of Non-Consent Qperations: The provisions of Article VLE.l. or VLE.2, above shall be applicable as
between Consenting Partics in the event of the proposed abandonment of any well excepted from said Articles; provided,
however, no well shall be permanently plugged and abandoned unless and until 2il partics having the right to conduct further
operations therein have been notified of the proposed abandonment and afforded the opportunity to elect to take over the well
in accordance with the provisions of this Arcle VIE.; and provided further, that Non-Consenting Parties who own an interest
in a portion of the well shall pay their proportionate shares of abandonment and surface restoration cost for such well as
provided in Article VLB.2.(b).

F. Termination of Operations:

Upon the commencement of an operation for the drilling, Reworking, Sidetracking, Plugging Back, Decpening, testing,
Completion or pligging of a well, including but not limited to the Initia]l Well, such operation shall not be terminated without
consent of parties bearing __51%__ of the costs of such operaton; provided, however, that in the cvent granite or other
practically impevetrable substance or condition in the hole is encouatered which renders further operations impractical,
Operator may discontinue operations and give notice of such condition in the manner provided in Articie VLB.1, and the
provisions of Asticle V1B, or VLE. shall thereafter apply to such operation, as appropniate.

G. Taking Production in Kind:
B Option No. 1: Gas Balancing Agreement Attached

Each party shail take in kind or scparately dispose of its proportionate share of all Qil and Gas produced from the
Contract Area, exclusive of production which may be used in development and producing operations and in preparing and
weating Oil and Gas for marketing purposes and production unavoidably fost. Any extra expenditure incurred in the taking
in kind or separate disposition by any party of its proportionate share of the production shall be borme by such party. Any
party taking its share of production in kind shall be required to pay for only its proportionate share of such part of
Operator’s surface facilities which it uses.

Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in
production from the Contract Area, and, except as provided in Article VILB., shall be entitled w0 receive payment

-10-
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directly from the purchaser thereof for its share of all production.

If any party fails to make thé arangements necessary to take in kind or separately dispose of its proportionate
share of the Oil and Gas produced from the Contract Area, Operator shall have the right, subject to the revocation at will by
the party owning it, but not the obligation, to purchase such Oil and Gus or sell it to others at any time and from time to
time, for the account of the nom-taking party. Any such purchase or sale by Operator may be terminated by
Operator upon at least ten (10) days written notice to the owmer of said production and shall be subject always to
the right of the owner of the production upon at least ten (10) days written notice to Operator 1o exercise at any
time its right to take in kind, or separately dispose of, its share of all Oil and Gas pot previously delivered 10 a purchaser.
Any purchase or sale by Operator of any other party's share of Qil and Gas shall be only for such reasonable periods of time
as are i with the noeds of the industry under the particular circumstances, but in no event for a
period in excess of one (1) year.

Any such sale by Opemator shall be in a manner commercially rcasopable under the circumstances but Operator
shall have no duty to share any existing market or to obtain a price cqual to that received under any existing
market. The sale or delivery by Operator of a non-taking party's share of Qil and Gas under the terms of any existing
contract of Operator shall not give the non-taking party amy 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
written notice of such intended purchase and the price to be paid or the pricing basis to be used.

All parties shall give tmely written notice to Operator of their Gas marketing amangements for the following
month, excluding price, and shall notify Operator immediately in the event of a change in such wrangements.
Operator shall maintain records of all marketing arangements, and of volumes actually sold or transported, which
records shall be made available to Non-Operators upon reasonable request,

In the event one or more parties' separate disposition of its share of the Gas causes split-stream deliveries to separate
pipelines and/or deliveries which on a day-to-day basis for any reason are not exactly equal to a party's respective proportion-
ate share of total Gas sales to be all d to it, the balancing or accounting between the parties shall be in accordance with
any Gas balancing agrecment between the parties hercto, whether such an agreement is auached as Exhibit "E" or is a
separate agreement. Operator shall give notice to all parties of the first sales of Gas from any well under this agreement.

B—OptienNori:-Ne-Gas-Balancing-A
> Agr
Eael bhall-tol H leind 1 EH £ _ita M 1 £ \iat] v: ey V| d— fren
Each—parey—shall—take—in—kind—er—sep y—disp HS—prop oGt P Y
the—Cortraot—aA Tl £ dunt hiah b l doual ol e ned
\ren; husive s whieh—may i P and—p g—op and—ia
v | 3 Ohl v 3 £ 1, - i SPA T lack A . )
PR 1] =3 hand | kel o hunia il o g ey 1
o th tala b kind EH H bTY FE CalH? H £ th, d hall
in—the—taldag—in—tdnd P P y—asy—parey ts—proportionate—shar P
™ bas Jas 3y T, A e ealel it h - & > H Yind aall Teed—i. 1 Y
y party——Any—party —taking—it —p q +o—pay—for—only—is
b suoh-part-o£O) £9-susface-faailides-witioh-it-uses:
prop shat par P 3 00 :
\! 4, ball h— diriai ok v I, 15 1 £ 1t s
party sueh~divia celep B9—FRay y—for—the in
A o +hy L 3 A nd 1. d Artial MR Lell b $ietodd o +
p the v g pt—as—provid poy
d Tas{s th h 4l: (X7 4, \l £ 11 d:
' L4
b7 o foile + 1 th, 1 1, PR ] Lo o, "
y—party the Ayt t—leind—or y—dispose—of prop
£ o Fat ] ") Fal A v 1he FaJ Y - A On ball b th, he. s '3 th
share—of it P th rees—Op: shall—have—the N
<, [ () Q et .
- wit-by—the—party ag—it—but-aot-th to—p h—Oit-and/or-Goas—or—sell—it-to—others
P & - fro 13 I e £, th, £ ¢1- 1ala A 1 T enl oo Fa?
at—any from—tiss —for—th of the—non-taldag—party- y—stoh—p or—seto—by—Op
d—bhae O 't YIRS L1034 N9 CHRY th £ card & ol
ragy--be y—Op upon--at H0)—days the—ownes—of —said—p and—shal
by AW (! 2 rsey sohe £ 3l £¢k: a & vEn) $ & L1034 2 &, v 4, O
be-subject—alway ahi—of or—ef—the—p: upen—at H0)—day HteR—notioe—te—Op
[? H'Y aodat ¢ tak : Lind ! ’H £ 1t it £ a1l il A G v H 1 K H d
te Htg—right—to—take—ia—tdinds P y—dispy —its—shere—of—al-Od-an Gas—not—p y—delivered
# 5 1egd. h h vH Aas v T H h daf: ] O, s
to—a—p P = or;—that—the—effe any 1ay—be—deferred—at—Op )
Jaots £ P ‘ . neiv—L00}-—-d: H—O hag + a4 J: 4 4 r k.
a—p y—(50)—days—f—Op s ueh—p t0—a—p
h + e rH Y vl \ Y L00—d rod—aA k 1o e O ra e
having-a-ters g-heoyend ten-(Ho)—day-period—Aay-p ale-by-Op ef-any-other
ey 1. £ _Ouxl A/ I Jasall— b, 1 £ b h] 1ad: £t +th 4.
purey's—shar andlor be—only—for—sueb perieds a9—ar with-
- | £ 1 HEy: ] ) e H 1, 3 but—. Va . Tod—i £ FARY
peeds—ot thdustry—und P * POROE—A—CXEESS t
A " 1 B FaY Jaadl—bw R 1all bl v 5 N hast— O
Any—suoh—sale—by—Op shat—be—in—e y o
hal—h duty—to—sh st et ; to—ebiai ;
batt y 5 y oF P to—ebtiin—a-price—of P
fe 1. 2. 3l s = . A 1ot Tha. 1, dali
feo—equal—t 5 any g—market—or P o tvery—by
O td tak o T £ d v} 4k 2 £ £ 0O hhall 'y
P b Pty P Bny oD shall—hRot
th ry FE, S Jee the. tali s st id. + 4. Al 1 2
p £ party—any ar—make—th taking—party—a—perty—to—said Ne—p £ o
: e v: 4 1 G Taall b i h fal .
and—ne—sulo—of—Gas—sh by-Op
' £ 1o Aol N 1 1] H h. d th, H 1 1 v aY hall
Aot P +—sate—and—theo—price—to—be—paid—or—the—prieina—busis—e us0d—Op iy
M 11 £t £ebho et 1, £ fre: 1] ) th A
notiee-to-ait-parties-of the firstsale-of Gas y £
AlL i ball 3 'S 1 = £, i rs Fa? i G 4 £ tha—fall
give—tifnely—written—netice—o—Op " 2
th Iad - hall £ 6 O d J thy . £ J
£ S prioe—an —Op y—ia—th 3 ranpy B
O T2l . . 11 1, - £ L anll 1d- . 3
B hall of—al g —ar £ £ pofted—whioh
-l Holl b v.) HEL A PPN O Tyl T
records: P g
ARTICLE VIL

EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Partics:

The lability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations,
and shall be liable only for its proportionate share of the costs of developing and operating the Contract Arca. Accordingly, the
liens granted among the parties in Amicle VILB. are given to secure only the debts of each severally, and no party shall have

any lability to third parties

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

hereunder. It is oot the intention of the parties to create, nor shall this apreement be construed as creating, a mining or other
parmership, joint venture, agency relatonship or association, or to reoder the partics liable as partners, co-vemturers, or

principals. In their relations

Wlichad Fdential relati

a

with each other under this agreement, the parties shall not be considered fiduciaries or to have
hip but rather shall be free to act on an arm's-length basis in 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.
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B. Liens and Sccurity Interests:

Each party grants to the other partics hercto a lien upon any interest it now owns or hereafter acquires in Oil and Gas
Leases and Oil and Gus Interests in the Contract Area, and a security interest and/or purchase money security interest in any
interest it mow owns or hereafter acquires in the pevsonal property and fixtures on or used or obtained for use in conmection
therewith, 10 secure performance of all of its obligations under this agreement including but not limited to payment of cxpense,
interest and fees, the proper disbursement of all monies paid b der, the i or relinguist 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 in lands pooled or umitized therewith or
otherwise becoming subject to this agreement, the Oil and Gas when extracted therefn and equip i d thereon or
used or obtained for use in commection therewith (including, without limitation, 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, inventory and general intangibles relating thersto or arising therefrom, and all proceeds and products of the
foregoing.

To perfect the lien and sccunty agreement pmwded herein, cach party hereto shall exccute and acknowledge the recording
supplement and/or any fi prep and sub
following execution hercof, and Operator is authorized to file this agreement or the recording supplement executed herewith as
a lien or mortgage in the applicable rcal estate records and as a financing statement with the proper officer under the Uniform
Commercial Code in the smte in which the Contract Area is siwated and such other states as Operator shall deem appropriate
w perfect the sccurity interest granted hercunder. Any party may file this agreement, the recording supplement executed
herewith, or such other documents as it deems necessary as a lien or morigage in the applicable real estate records and/or a
financing statement with the proper officer under the Uniform Commercial Code.

Each party represents and warrants to the other parties hereto that the lien and security interest gramted by such party to
the other parties shall be a first and prior lien, and cach party hercby agrees to maintain the priority of said lien and security
interest against all persons acquiring an interest in Oil and Gas Leases and Interests covered by this agreement by, tough or
under such party. Al partics acquiring an interest in Oil and Gas Leases and Oil and Gas Interests covered by this agreement,
whether by assignment, merger, mortgage, operation of law, or otherwise, shall be deemed to have taken subject
to the lien and secusrity intcrest granted by this Article VILB. as to all obligations auributable to such interest hercunder
whether or not such obligations arise before or after such interest is acquired.

To the extent that parties have a secunity interest under the Uniform Commercial Code of the statc in which the
Contract Area is situated, they shall be entiled to cxcrvise the rights and remedies of a sccured party under the Code.
The bringing of a suit and the obtaining of judgment by a party for the secured indebtedness shall not be deemed an
clection of remedies or otherwise affect the len rights or security interest as security for the payment thereof. In
addition, upon default by any party in the payment of its share of expenmses, 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 defauhing party's share of Oil and Gas untl the amount owed by
such party, plis interest as provided in "Exhibit C," bas been received, and shall have the right 1o offset the amoum
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 thc amount duc as a result of the
default, and all parties waive any recourse available against purchasers for releasing production procceds as provided in
this paragraph.

If any party fails to pay its share of cost within ome bundred twenty (120) days afier renditon of a statement therefor by
Operator, the non-defaulting parties, including Operator, shall upon request by Operator, pay the uspaid amount in the
proportion that the interest of each such party bears to the interest of all such partics. The amount paid by each party so
paying its sharc of the unpaid amount shall be secured by the liens and security rights described in Asticle VILB., and each
paying party may independently pursuc 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 g5 P to the provisions of this agrecment, 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 sccured property prior to sale, any available right to stay execution or to require a marshaling of assets
and any required bond in the event a receiver is appointed. In addition, to the extent permitted by applicable law, each party
hereby grants to the other parties a power of sale as to any property that is subject to the lien and security rights granted
hereunder, such power to be exercised in the manner provided by applicable law or otherwise in a commercially reasonable

d by any party hereto in conjunction herewith or at any tme

manger and upon reasonable potice.

Each party agrees that the other parties shall be cntitled to utilize the provisions of Oil and Gas lien law or other lien
law of any state in which the Contract Arca is situated to cnforce the obligations of each party hereunder.  Without limiting
the generality of the foregoing, to the ecxtent permitted by applicable law, Non-Operators agree that Operator may invoke or
utilize the mechanics' or materialmen’s lien law of tho state in which the Contract Area is situated in order to secure the
payment to Operator of any sum due bereunder for  services performed or materials supplied by Operator.
C. Advances:

Operator, at its election, shall have the right from time to time to demand and receive from one or more of the other
partics payment in advance of their respective shares of the estimated amount of the expense to be incurred in operations
hereunder during the next succeeding month, which right may be exercised only by submission (o each such party of an
itemized statement of such estimated expense, together with an invoice for its share thereof. [Each such statement and invoice
for the payment in advance of estimated cxpense shall be submitted on or before the 20th day of the next preceding month.
Each party shall pay to Operator its proportionate share of such estimate within fifteen (15) days after such estimate and
invoice is received.  If any party fails to pay its share of said estimate within said time, the amount due shall bear interest as
provided in Exhibit "C" until paid. Proper adjustment shall be made monthly between advances and actual expense to the end
that each party shall bear and pay its proportionate share of actual expenses incurred, and no more.

D, Defaults and Remedies:

If any party fails to discharge any financial obligation under this agreement, inciuding without limitation the failure to
make any advancc under the preceding Article VILC. or any other provision of this agreement, within the period required for
such payment hereunder, then in addition to the remedies provided in Article VOB, or elsewhere in this agreement, the
remedies specified below shall be applicable. For purposes of this Article VILD, all notices and eclections shall be delivered
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only by Operator, except that Operator shall deliver any such notice and election requested by a non-defaulting Non-Operator,
and when Operator is the party in default, the applicable notices and clections can be delivered by any Non-Operator.
Election of any one or more of the following dies shall not preclude the sub use of any other remedy specified
below or otherwise availzble to a noo-defaulting party.

1. Suspension of Rights: Any party may deliver to the party in default a Notice of Defaunlt, which shall specify the default,
specify the action to be taken to cure the default, and specify that failure to take such action will result in the cxercise of one
or more of the remcdies provided in this Article. [f the default is not cured within thirty (30) days of the delivery of such
Notice of Default, all of the rights of the defaulting party granted by this agreement may upon notice be suspended untl the
default is cured, without prejudice to the right of the non-defaulting party or parties to continue to enforce the obligations of
the dcfaulting party previously accrued or thereafter accruing under this agreement. If Operator is the party in default, the
Non-Operators shall have in addition the right, by vote of Non-Operators owning a majority in interest in the Contract Arca
after excluding the voting interest of Operator, to appoint a new Operator effective immediately. The rghts of a defaulting
party that may be suspended hereunder at the clection of the non-defaulting parties shall inchude, without limitation, the right
to receive information as to any operation conducted hereunder during the period of such default, the right to clect to
participate in an operation proposed under Article VIB. of this agreemeat, the right to participatc in an operation being
conducted under this agreement ¢ven if the party has previously elected to participate in such operation, and the right to
receive proceeds of production from any well subject to this agreement.

2. Suit for Damages: MNon-defaulting pardes or Operator for the benefit of non-defaulting parics may sue (at joint
account cxpense) to collect the amounts in default, plus interest accruing on the amounts recovered from the date of default
until the date of collection at the rate specified in Exhibit "C" attached hereto, Nothing herein shall prevent any party from
suing any defaulting party to collect consequential damages accruing to such party as a result of the default.

3. Deemed Non-Consent; The non-defaulting party may deliver a written Notice of Non-Consemt Election to the
defauling party at any time after the expiration of the thirty-day cure period following delivery of the Notice of Default, in
which event if the billing is for the drilling a new well or the Plugging Back, Sidetracking, Reworking or Deepening of a
well which is to be or has been plugged as a dry hole, or for the Completion or R letion of any well, the defaulting
party will be conclusively deemed to have clected not to participate in the operation and to be a Non-Cousenting Party with
respect thereto under Asticle VLB, or VLC, as the case may be, to the extent of the costs unpaid by such party,
votwithstanding any clection to participate therstofore made. If election is made to proceed under this provision, then the
non-defaulting parties may not elect to sue for the unpaid amount pursuant to Article VI1L.D.2.

Unti) the delivery of such Notice of Non-Consent Election to the defaulting party, such party shall have the right to cure
its default by paying its unpaid share of costs plus interest at the rate set forth in Exhibit "C," provided, however, such
payment shall not prejudice the rights of the non-defaulting partics to pursuo remedies for damages incurred by the non-
defaulting parties as a result of tbe default.  Any interest rclinquished pursuant to this A.mcle VILD.3. shall be offered to the
non-defaulting partics in proportion to their interests, and the con-defaulting partics el g 10 particip in the ownership
of such interest shall be required to contribute their shares of the defaulted amount upon their election to participate therein.

4. Advance Payment; [f a default is not cured within thity (30) days of the delivery of a Notice of Default, Operator, or
Non-Operators if Operator i3 the defaulting party, may thereafter require advance payment from the defaulting
party of such defaulting party’s anticipated share of any item of expense for which Operator, or Non-Operators, as the case may
be, would be entitled to reimbursement under any provision of this agrecment, whetber or not such expense was the subject of
the previous default. Such right includes, but is not limited to, the right to require advance payment for the estimated costs of
drilling a well or Completion of a well as to which an election to pasticipate in drilling or Completion has been made. If the
defaulting party fails to pay the required advance payment, the non-defaulting parties may pursue any of the remedies provided
in the Article VILD. or any other default remedy provided clsewhere in this agreement. Any excess of funds advanced remaining
when the operation is completed and all costs have been paid shall be promptly returned to the advancing party.

.5 Costs and Aftorneys' Fees: In the event anmy party is required to bring legal proceedings to enforce any financial
obligation of a party hereunder, the prevailing party in such action shall be entitled to recover all court costs, costs of
collection, and a reasonable attomney's fee, which the lien provided for herein shall also secure.

E. Rentals, Shut-in Well Pay and Minimum Royalti

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid
by the /party or parties who subjected such lease to this agreement at its or their cxpense. In the event two or more parties
own and have contributed intcrests in the same lease to this agrcement, such parties may designate one of such parties to
make said paymeunts for and on behalf of all such parties. Any party may request, and shall be entitled to reccive, proper
cwdcm:e of all such payments. In the event of failure to make proper payment of any rental, shut-in well payment or

royalty th h mistake or oversight where such payment is roquired to continue the lease in force, any loss which
resuits from such non—payment shall be borne in accordance with the provisions of Anticle B&B=2: IV.B.3.
Operator shall notify Non-Op of the icipated pletion of a shut-in well, or the shutting in or return to

production of a producing well, at least five (5) days (excluding Saturday, Sunday, and legal holidays) prior to taking such
action, or at the earliest opportunity permitted by circumstances, but assumes no liability for failure to do so. In the event of
failure by Operator to so notify Noo-Operators, the loss of any lease contributed hereto by Non-Operators for failure to make
timely payments of any shut-in well payment shall be bome jointly by the parties bereto under the provisions of Article
vV.B.3.

F. Taxes:

Beginning  with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all
property subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed
thercon before they become delinquent. Pror to the rendition date, tach Non-Operator shall furnish Operator information as
to burdens (to include, but not be limited to, royaltics, overriding royalties and production payments) on Leases and Oil and
Gas Interests contributed by such Noo-Operator. If the assessed valuation of apy Leasc is veduced by reason of its being
subject to outstanding excess royalties, overriding royalties or production payments, the reduction in ad valorem taxes
resulting therefrom shall inure to the benefit of the owner or owners of such Lease, and Operator shall adjust the charge to
such owner or owners so as to reflect the benefit of such reduction. If the ad valorem taxes are based in whole or in part
upon separate valuations of each party's working interest, then potwithstanding anything to the contrary herein, charges to
the joint account shall be made and paid by the parties hereto in accordance with the tax value gemerated by each party's
working interest.  Operator shall bill the other partes for their proportionate shares of all tax payments in the manner
provided in Exhibit "C.”
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If Opcrator considers any tax assessment improper, Operator may, at its discretion, protest within the time and manner
prescribed by law, and prosecute the protest to a final determination, unless all partics agrec to abandon the protest prior to final
dctermination. During the pendency of admimistrative or judicial proceedings, Operator may elect to pay, under protest, all such taxes
and any interest and penalty. When any such protested assessment shail have been finally determined, Operator shall pay the tax for
the joint account, together with any interest and peunalty accrued, and the total cost shall then be assessed against the parties, and be
paid by them, as provided in Exhibit "C."

Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon or with respect
1o the production or handling of such party’s share of Oil and Gas produced under the terms of this agreement.

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST
A. Surreander of Leases:

The Leases coversd by this agreement, insofar as they embrace acreage in tho Contract Area, shall not be surrendered in whole
or in past unless all parties coansent thereto.

However, should any party desire to surrender its interest in any Lease or in any portion thereof, such party shall give written
notice of the proposed surrender to all parties, and the pasties to whom such notice is delivered shall have thirty (30) days after
delivery of the notice within which to notify the pasty proposing the sumrender whether they elect to consent thereto. Failure of a
party to whom such notice is dclivered to reply within said 30-day period shall constitute a consent to the surrender of the Leases
described in the notice. If all parties do not agree or consent thereto, the party desining to surrender shall assign, without express or
implied wammanty of tide, all of its imterest in such Lease, or portion thereof, and any well, material and equipment which may be
located thereon and any rights in production thereafter secured, to the parties not consenting to such surrender. U the interest of the
assigning party is or includes an Oil and Gas Interest, the assigning party shail execute and deliver to the party or parties not
consenting to such surrender an oil and gas lease covering such Oil and Gas Interest for a term of one (1) year and so long

thy er ag Oi{’ and/or Gas is produced from the land covered thereby, such lease to be on tire-form hed-herote—as—Exdiibit=B" a
mumally agreeable form.

Upon such assigament or lease, the assigning party shall be relieved from all obligations thereafter accruing, but not theretofore
accrued, with respect to the interest assigned or leased and the operation of any well attributable thereto, and the assigning party
shall have no further interest in the assigned or leased premises and its equipment and production other than the royalties retained
in any lease made under the terms of this Article. The party assignee or lessee shall pay to the party assignor or lessor the
reasonable salvage value of the latter’s interest in any well's salvable materials and equip attributable to the d or leased
acreage. The value of all salvable materials and equipment shall be determined in accordance with the provisions of Exhibit "C," less
the estimated cost of salvaging and the estimated cost of plugging and abandoning and restoring the surface. If such value is less
than such costs, then the party assignor or lessor shall pay to the party assignee or lessee the amount of such deficit. If the
assignment or lease is in favor of more than one party, the intercst shall be shared by such parties in the proportions that the
interest of each bears to the total interest of all such partics. I the interest of the parties to whom the assignment is 10 be made
varies according to depth, then the interest assigned shall similasly reflect such variances,

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering
party's interest as it was immediately before the assignment, lease or surrender in the balance of the Conwact Area; and the acreage
assigned, leased or surrendered, and subsequent operations thereon, shall not thereafier be subject 1o the terms and provisions of this
agreement but shall be deemed subject to an Operating Agreement in the form of this agreement.

B. Renewal or Extension of Leases:

i any party secures a renewal or replacement of an Oil and Gas Leasc or Interest subject to this agreement, then all other parties
shal]l be notified promptly upen such acquisition or, in the case of a replacement Lease taken before expiration of an existing Lease,
promptly upon cxpiration of the existing Lease. The parties notified shall have the right for a period of thirty (30) days following

delivery of such notice in which to elect to participate in the hip of the I or repl Lease, insofar as such Lease
affects lands within the Contract Area, by paying to the party who acquired it their proporti shares of the acquisition cost
allocated to that part of such Lease within the Contract Area, which shall be in proportion to the interest held at that time by the
parties in the Contract Arca. Each party who participates in the purchase of a 1 or repl Lease shall be given an

assignment of its proportionate interest therein by the acquiring party.’

If some, but less than all, of the parties elect to participate in the purchase of a renewal or replacement Lease, it shall be owned
by the parties who elect to participate therein, in a rato based upon the relationship of their respective percentage of participation in
the Contract Arca to the aggregate of the percentages of participation in the Contract Area of all parties participating in the
purchase of such renewal or replacement Lease. The acquisition of a ] or repl Lease by any or all of the parties hereto
shall not cause a readj of the i of the parties stated in Exhibit "A." but any renewal or replacement Lease in which
less than all parties elect to participate shall oot be subject to this agreement but shall be deemed subject to a separate Operating
Agreement in the form of this agreement.

If the interests of the parties in the Contract Area vary according to depth, then their right to participate proportiomately in
renewal or replacement Leases and their right to receive an assignment of interest shall also reflect such depth variances.

The provisions of this Article shall apply to renewal or replacement Leases whether they are for the entire interest covered by
the expiring Lease or cover only a portion of its area or an intcrest therein. Any renewal or replacement Lease taken before the
expiration of its predecessor Lease, or taken or contracted for or becoming cffective within six (6) months after the expiration of the
existing Lease, shall be subject to this provision so long as this agreement is in effect at the time of such acquisition or at the time
the renewal or replacement Lease becomes effective; but any Lease taken or contracted for more than six (6) months after the
expiration of an existing Lease shall not be d d a 1
agreement.

The provisions in this Article shall also be applicable to extensions of Oil and Gas Leases.

C. Acrcage or Cash Contributions:

While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or any other
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other operation and shall
be applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party to whom
the contribution is made shall promptly tender an assignmeat of the acreage, without warranty of title, to the Drilling Parties in the
proportions said Drilling Parties shared the cost of drilling the weil. Such ge shall b a sep Contract Area and, to the
extent possible, be governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any
acreage or cash contributions it may obtzin in support of any well or any other operation on the Contract Area. The above

pravisigns shall also be applicable to optional rights to earn acreage outside the Contract Area which are in support of well drilled
inside Contract Area.

or rep Lease and shal! not be subject to the provisions of this
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If any party contracts for any consideration relatng to disposition of such party's share of substances produced bercunder,
such consideration shall not be deemed a contribution as contemplated in this Article VIIL.C.

D. Assignment; Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the Contract Area in the Oil and Gas Leases, Oil and Gas
Interests, wells, equipment and production covered by this agreement no party shali sell, encumber, transfer or make other
disposition of its interest in the Oil and Gas Leases and Oil and Gas Interests embraced within the Contract Area or in wolls,
equipment and production unless such disposition covers either:

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

2. un cqual undivided percent of the party's present interest in all Oil and Gas Leases, Oil and Gas Interests, wells,
equipment and production in the Contract Area.

Every sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement
and shall be made without prejudice 10 the right of the other parties, and any transferec of an ownership interest in any Oil and
Gas Lease or loterest shall be deemed a party to this agreement as 10 the interest conveyed from and after the effective date of
the tansfer of ownership; provided, however, that the other parties shall not be required to recognize any such sale,
encumbrance, transfer or other disposition for any purpose hereunder until thirty (30) days afier they have received a copy of the
instrument of transfer or other satisfactory evidence thereof in writing from the transferor or tramsferce. No assignment or other
disposition of interest by a party shall relieve such party of obligations previously incurred by such party hereunder with respect
to the interest transferred, including without limitation the obligation of a party to pay all costs attributable 1 an operation
conducted hereunder in which such party has agreed to participate prior to making such assignment, and the lien and security
interest granted by Article VILB. shall continue to burden the interest transferred to secure payment of any such obligations.

If, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion,
may require such co-owners to appoint a single trustce or agent with full authority to receive ootices, approve expenditures,
receive billings for and approve and pay such party’s share of the joint expenscs, and to deal generally with, and with power to
bind, the co-owners of such party's interest within the scope of the operations embraced in this agreement; however, all such co-
owners shall have the right w enter into and execute all contracts or agreements for the disposition of their respective shares of
the Oil and Gas produced from the Contract Arez and they shall have the right to receive, separately, payment of the sale
proceeds thereof.

E. Waiver of Rights to Partition:

If permitted by the laws of the state or states in which the property covered hereby is located, each party hereto owning an
undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severalty its
undivided interest therein,

F. Preferential Right to Purchase:
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ARTICLE DX
INTERNAL REVENUE CODE ELECTION

If, for federal income tax purposes, this agreement and the operations hereunder are regarded as a parmership, and if the
parties bave not otherwise agreed to form a tax parmership pursuamt to Exhibit "G" or other agreement between them, each
party thercby affected elects to be luded from the application of all of the provisions of Subchapter "K." Chapter 1, Subtitle
"A" of the Internal Revenue Code of 1986, as amended ("Code"), as permitted and authorized by Section 761 of the Code and
the regulotions promulgated thereunder. Operator is authorized and dirested to execute on bebalf of each party hereby affected
such evidence of this election as may be required by the Secretary of the Treasury of the United States or the Federal Internal
Revenue Secrvice, including specifically, but mot by way of limitation, all of the returns, statements, and the data required by
Treaswry Regulation §1.761.  Should there be any requircment that cach party hereby affected give further ¢vidence of this
clection, cach such party shall execute such documents and furnish such other evidence as may be required by the Federal Internal
Revenue Service or as may be necesswry to evidence this election. No such party shall give any notices or take any other action
inconsistent with the clection made hereby. If any present or future income tax laws of the state or states in which the Contract
Area is located or any future income tax laws of the United States contain provisions similar 10 those in Subchapter "K,"” Chapter
1, Subtitle "A." of the Code, under which an election similar to that provided by Section 761 of the Code is permitted, cach party
hereby affected shall make such election as may be permined or required by such laws. In making the foregoing clection, each
such pasty states that the incorne derived by such party from operations hercunder can be adequately determined without the
computation of partnership taxable income.

ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure
docs not exceed _Fifty Thousand Dollars ($__50,000 ) and if the paymeat is in complete settlement
of such claim or suit. If the amount required for settlement exceeds the above amount, the partics hereto shall assume and take over
the further handling of the claim or suit, unless such authority is delegated to Operator. All costs and expenses of handling seuling,
or otherwise discharging such claim or suit shall be a the joint expense of the parties participating in the operation from which the
claim or suit arises. If a claim is made against any party or if any party is sued on account of any matter arising from operations
bereunder over which such individual has no control because of the rights given Operator by this agreement, such party shall
immediately notify all other parties, and the claim or suit shall be treated as amy other claim or suit involving operations hereunder.
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ARTICLE X1.
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to camy out its obligations under this agreement, other
than the obligation to indemnify or make money payments or fumish sccurity, that party shall give to all other parties
prompt written notice of the force majeurc with reasonably full particulars conceming it thereupon, the obligations of the
party giving the notice, so far as they arc affected by the force majeure, shall be suspended during, but no longer than, the
continuance of the force majeure. The term "force majeure,” as here cmployed, shall mean an act of God, strike, lockout, or
other industrial disturbance, act of the public enemy, war, blockade, public riot, lightening, fire, storm, flood or other act of
nature, cxplosion, gover ] action, gov 1 delay, restrmint or inaction, unavailability of equipment, and amy other
cause, whetber of the kind specifically enumerated above or otherwise, which is not reasonably within the control of the party
claiming suspension.

The affected pasty shall use all reasonable diligence to remove the force majeure siation as quickly as practicable. The
requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes,
lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficultics shall be handled shall
be entirely within the discretion of the pasty concerned.

ARTICLE XII.
NOTICES
All notices authorized or required between the parties by any of the provisions of this agreement, unless otherwise
specifically provided, shall be in writing and delivered in person or by United States mail, courier service, telegram, telex,
tclecopier 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 thereafler by written
notice. The originating notice given under any provision hereof shall be deemed delivered only when received by the party to
whom such notice is directed, and the time for such party to deliver any notice in response thereto shall run from the date
the originating notice is received. "Reccipt” for purposes of this agreement with respect to written notice delivered hercunder
shall be actual delivery of the notice to the address of the party to be notified specified in d: with this
to the telecopy, facsimile or telex machine of such party. The second or any responsive notice shall be decmed dclivered when
deposited in the United States mail or at the office of the courier or telegraph service, or upon wansmittal by telex, telccopy
or facsimile, or when personally delivered to the party to be notified, provided, that when response is required within 24 or
48 hours, such response shall be given orally or by telephone, telex, telecopy or other facsimile within such period. Each party
shall have the right to change its address at any time, and from time to tme, by giving written notice thercof to all other
parties. If a party is not available to reccive notice orally or by telephone when a party attempts o deliver a notice required
to be delivered within 24 or 48 hours, the notice may be delivered in writing by any other method specified herein and shall
be deemed delivered in the same manner provided above for any responsive notice.
ARTICLE XIT1.
TERM OF AGREEMENT
This agreement shal] remain in full force and effect as to the Oil and Gas Leases and/or OQil and Gas Interests subject
hereto for the period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title
or interest in ot to any Lease or Oil and Gas Interest contributed by any cther party beyond the term of this agreement.
OOphior_No, 1; So long as any of the Oil and Gas Leases subjcct to this agreement remain or are continued in
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The termination of this agreement shall not n:heve any party bereto from any expense, liability or other obligation or any
remedy therefor which has accrued or attached prior to the date of such termination,

Uponr of this agr and the satisf: of all obligations hereunder, in the cvent a memorandum of this
Operating Agreement has been filed of record, Operator is authorized to file of record in all necessary recording offices &
notice of termination, and each party hereto agrees to execute such a notice of termination as to Operator's interest, upon
request of Operator, if Operator has satisfied all its financial obligations.

ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the applicable laws of the state in which the Contract Area is located, to the valid rules,
regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state,
and local laws, ordinances, rules, regulations and orders,

B. Governing Law:

This agrecment and all matters pertaining hereto, including but wnot limited to matters of performance, noo-
performance, breach, remedies, procedurcs, rights, dutics, and interpretation or construction, shall be governed and
determined by the law of the state in which the Contract Arca is located.

C. Regulatory Agencies:

Nothing herein cootained shall grant, or be construed to grant, Operator the right or authority to waive or release any

rights, privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or
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orders promulgated under such laws in reference to oil, gas and mineral operations, including the locadon, operation, or
production of wells, on tracts offsetting or adjacent to the Contract Area.

With respect to the operations hereunder, Non-Operators agree to rciease Operator from amy and all losses, damages,
injuries, claims and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation
or application of rules, rulings, regulations or orders of the Department of Encrgy or Federal Evergy Regulatory Commission
or pred r or or ies to the extent such interpretation or application was made in good faith and does not
consti gross negli . Each Non-Operator further agrees 10 reimburse Operator for such Non-QOperator's 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 owing by Operator as a result of such

incorrect interpretation or application.
ARTICLE XV.
MISCELLANEOUS
A. Exccution:

This agreement shall be binding upon each Non-Operator when this agrecment or a counterpart thercof has been
executed by such Non-Operator and Operator notwithstanding that this agreement is not then or thercafter executed by all of
the parties to which it is tendered or which are listed on Exhibit "A" as owning an interest in the Contract Arca or which
own, in fact, an interest in the Contract Area. Operator may, bowever, by written notice to all Non-Operators who have
become bound by this agreement as aforesaid, given at any time prior to the actual spud date of the Initial Well but in mno
event later than five days prior 1o the date specified in Article VLA, for commencement of the Initial Well, terminate this
agreement if Operator in its sole discretion determines that there is insufficient participation to justify commencement of
drilling operations. In the event of such a termination by Operator, all further obligations of the parties hereunder shall ccase
as of such termination. In the event any Non-Operator has advanced or prepaid any share of drilling or other costs
hereunder, all sums so advanced shall be returned to such Non-Operator without imterest. In the event Operator proceeds
with drilling operations for the Initial Well without the execution hereof by all persons listed on Exhibit "A" as having a
current working imterest in such well, Operator shall indemnify Noo-Operators with respect to all costs incurred for the
Initial Well which would have been charged to such person under this agreement if such person had executed the same and
Operator shall receive all revenues which would have been received by such person under this agreement if such person had
executed the same.

B. Successors and Assigns:

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and their respective heirs,
devisecs, legal representatives, successors and assigns, and the terms hercof shall be deemed to run with the Leases or
Interests included within the Contract Area.

C. Counterparts:

This instrument may be exccuted in any number of counterparts, cach of which shall be considered an original for all
purposes.

D. 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 tejected in its entirety, and the failure of any party to
this agreement 10 comply with all of its financial obligations provided berein shall be a material default

ARTICLE XV1.
OTHER PROVISIONS

A. Conflict Between Provisions:

In the event of a conflict between the provision of this Articke XVI and other provisions of this agreement, the provisions of this
Article X V1 shall control and prevail.

B. Priority of Operations:
Where a well authorized under the terms of this agreement by all parties, (or by less than all parties under Asticle V1.B.2) has

been drilled to the Objective Depth and the parties participating in the well cannot agree upon the sequence and timing of further operations
regarding such well, the following elections shall control in the order enumerated below:

(1) An election to do additional logging, coring or testing;

{2} An election to atterapt to lete the well at either the abjective depth or formation;

(3) An election to plug back and attempt to complete said well at a shallower formation or zone;
“) An election to decpen said well;

5) An election to sidetrack the well: and

6) An election to plug and abandon the well.

However, if at any time the participating parties are considering the above clections, the hole is in such a condition that in the
opinion of a majority of the parties a reasonably prudent operator would not conduct the operations contemplated by the particular clection
involved because of the possibility of placing the hole in jeopardy or losing the same prior to completing the well, such election shall not be
given the priority hereinabove set forth. Instead, the operation which is less likely to jeopardize the well, in the opinion of the majority of
the parties entitled to participate in the operation, based on ownership, will be conducted. It is further understood that if some, but not all,
parties elect to participate in the additional logging, coring or testing, they may do so and the party or parties not logging, coring o testing
shalf not be entitled to the fogs, cores, or the resufts of the tests but shall suffer no other penalty.

C. Depth Specifie:
If a well is drilled to the agreed objective depth and thereafter a proposal is made to either; 1) deepen the well to 2 decper depth;

or 2) attempt a completion in any sand or horizon penetrated in such well; or 3) subject to Article VLB.8, rework the well as to any sand or
horizon afier production is established; and any party elects not to participate in such operation, the costs for operations together with the
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penalty for failure to participate as provided under Section VLB.2 shall be recouped only out of production obtained from the sands or
horizons cncountered below the original objective depth in any such decpening operation or only from the particular sand or horizon
specified in any such completion attempt or only from the sand or borizon specified ip any such reworking operations.

E. Separatc Mcasurement Facility:

In the event of a transfer, sale, encumbrance or other disposition of interest within the Conuract Area that necessitates the
of production, the party creating the nevessity for such measurement shall alone bear the cost of purchase, installation
.:nd operation of such del]lﬂCS

G. Baokruptcy:

If, following the granting of relief under the Bankruptcy Code to any party hereto as debtor thereunder, this agreement should be
held to be an executory contract within the meaning of 11 U,S.C. Section 365, then the Operator or, if the Operator is the debtor in
bankiuptcy, the other parties, shall be entitled to a determination by the debtor or any trustee of the debtor within thirty (30) days from the
date an order for relief is entered under the Bankruptcy Code as to the rejection or assumption of this agreement. In the event of an
assumption, Operator or the other parties shall be entitled to adequate assurances as to future performance of debtor’s obligations hereunder
and the protection of the interest of all other parties.

A

H. Hearings and Administrative Pr ing;

Operator shall act as the representative of all parties hercto in all hearings and p dings before admizistrative bodies
concemning the Contract Area and, subject to approval by Non-Operators, all costs and expenses incurred by Operator directly or by
retention of outside personnel in participation in such hearings or proceedings shall be a proper charge against the joint account; provided,
however, that nothing herein contained shall prohibit any of the parties other than Operator from participating in any such hearings or
proceedings in his or its behalf and at his or its own cost and expense.

I. Waiver of Jury Trial:

EACH OF THE PATIES TO THIS AGREEMENT EXPRESSLY WAIVES, RELINQUISHES, AND FOREGOES ANY AND
ALL RIGHTS TO TRIAL BY JURY OF ANY AND ALL CLAIMS AND CAUSES OF ACTIONS ARISING UNDER OR IN
CONNECTION WITH THIS AGREEMENT AND ANY INSTRUMENTS AND DOCUMENTS EXECUTED PURSUANT HERETO OR
IN CONNECTION HEREWITH, INCLUDING, BUT NOT LIMITED TO, ALL CLAIMS AND CAUSES OF ACTION RELATING TO
THE FORMATION, CONSTRUCTION, INTERPRETATION, VALIDITY, ENFORCEABILITY, PERFORMANCE AND/OR NON-
PERFORMANCE OF THIS AGREEMENT AND ANY INSTRUMENTS AND DOCUMENTS EXECUTED PURSUANT HERETO OR
IN CONNECTION HEREWITH.

J. Operator’s Authority to Perform Certain Ministerial Acts:

Non-Operators hereby irrevocably authorize Operator (including any successor Operator validly serving bereunder) to take the
following actions under or in connection with this agreement, for and on behalf and in the name of Non-Operators, all without necessity of
further action or consent by Non-Operators:

(1) Execute, deliver, and record in all appropriate public records any memoranda of this agreement {including any
amendments or supplements hereto), any financing statements, and any and all other instruments and documents
necessary or desirable to evidence, perfect, and enforce the terms of this agreement, including, without limitation, the
tiens and security interests established under Article VILB. hereof;

2) Execute and delivering any d to this agr that are Y 10 correct graphic errors herein
and/or to efft modifications of an i quential nature that do not materially adversely affect the Non-
Operators; and

3) Exocute and deliver appropriate modifications or updates to Exhibit “A™ to this agreement to reflect subsequentty

+

oceurring events such as itions of leases or ¢t in the i of the parties,

The foregoing special powers shall survive any disability on the part of the applicable granting Non-Operator. The grant and
existence of such powers shall not alter, diminish, or affect any obligations of Non-Operators under this agreement. The exercise or non-
exercise of such powers shall be in the sole discretion of Operator, whose decisions with respect to exercise or non-exercise shall be non-
actionable and shall be final, binding, and conclusive as to all parties.

K. Covenants Running with Land/ Effect of Transfer:

The terms, covenants and conditions of this agr shall be co ing with the land covered Lereby and leasehold
estates therein and with each transfer or assignment of said lands or leasehold estates. Each party making an assignment or transfer of any
lands or leaschold estatcs covered hereby shall state in such assignment or wansfer that it is subject to ail of the terms, covenants and
conditions hereof, and shall promptly give notice to the Operater of any such assignments or transfers. Any transferee acquiring an interest
of a party hereunder shall expressly assume and agree to perform all obligations attributable to such mterest for all pertods from and after
the effective datc of transfer. The assumption of liability by a i to the forcgoing, shall operate to terminate prospective
liability of the transferring party for all periods subsequent to the later of u:e actual date of transfer or the effective date of transfer, but shall
in no event limit, diminish, or affect the direct and continuing liability of the transferring party under this agreement and applicable faw for
all periods prior to such date.
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IN WITNESS WHEREOF, this agreement shall be effective as of the day of .

o has p ated thl form for execu %mt}
&Tmmmrn’m-wm exccpu S T?w s deonal b ETQAAI?L oom ﬂ'ésfb orm
n comp mz% alterations, or
IF W‘:{/#‘\h {mje ngovc ani madc 5 gnfoan 1§at are’ c{'guly Tec gnga?fe as changes 1p

OPERATOR:

Cimarex Energy Co. of Colorado

By:

Name
Type or Print Name: Roger Alexander
Title: Attorney-in-Fact

Date:

Tax D or S.S. NO.

NON-OPERATOR(S):

Magnum Hunter Production, Inc.
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By:

Name
Type or Print Name: Roger Alexander
Title: Attorney-in-Fact

Date:

Tax ID or §.5. NO,

By:

Name

Type or Print Name:

Title:

Date:

Tax ID or $.5. NO.

ACKNOWLEDGEMENTS

Note: The following forms of acknowledgment arg the short forms approved by the Uniform Law on Notarial Acts. The validity and

effect of these forms in any state will depend upon the stanutes of that state.

Acknowledgment in representative capacity:

State of TEXAS )
)ss.
County of MIDLAND)

This instrument was acknowledged before me this day of , 2009, by Roger Alexander as Aitomey-
in-Fact of Cimarex Encrgy Co. of Colorado, a Texas corporation, and Magnum Hunter Production, Inc., a Nevada corporation, on
behalf of said corporations.

(Seal, if any)

My ission expires:
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Acknowled in rep ive capacity:
State of )
) ss.
County of )
This instrument was acknowledged before me on day of , 2008 by
(Scal, if any)

My commission expires:
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EXHIBIT “A”

Attached to and made a part of that certain Operating Agreement dated

by and between Cimarex Energy Co of Colorado, as Operator, and . ag
Non-Operator(s).

CONTRACT ARFA:

DEPTH RESTRICTIONS:

INTERESTS OF THE PARTIES TO THIS AGREEMENT:

Interest Owners Unit Net Acres Unit Working Interest

Totals: 160.00 1.00000000

OIL AND GAS LEASES SUBJECT TO THIS AGREEMENT:

Insert lease info. and associated burdens here.
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Attached to and made part of

COPAS 2005 Accounting Procedure
Recommended by COPAS

EXHIBIT“C ”
ACCOUNTING PROCEDURE
JOINT OPERATIONS

L GENERAL PROVISIONS

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

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

1.

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

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

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

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

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

“Excluded Amount™ means a specified excluded trucking amount most recently recommended by COPAS.
“Field Office™ means a structure, or portion of a hether a temporary or permanent installation, the primary function of which is

to dircctly serve daily operation and maintenance activities of the Joint Property and which serves as a staging area for directly chargeable
field personnel.

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

- Responsibility for field empioyeces and contract labor engaged in activitics that can include field operations, maintenance,
ion, well dial work,

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

Responsibility for day-to-day direct oversight of constuction operations

Coordination of job prioritics and approval of work procedures

Respoasibility for optimal utilization (equi Materials, p 1)

Responsibility for meeting production and field operating expense targets

« Represcotation of the Parties in local matters involving community, vendors, regulatory agents and landowners, as an incidental

part of the supervisor's operating responsibilities

« Responsibility for all Yy resp with field staff

Responsibility for impl ing safety and envi I p

Responsibility for field adherence to company policy

Respousibility for employment decisions and performance appraisals for field personnel

Oversight of sub-groups for field functions such as electrical, safety, envi 1, tel ications, which may have group

or team leaders.

movement and drilling

.

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

“Joint Operations” means ail operations necessary or proper for the exploration, appraisal, development, production, protection,
, repair, aband , and restoration of the Joint Properry,

COPYRIGHT © 2005 by Council of Petroleum Accountants Societies, Inc, (COPAS)
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“Joint Property™ means the real and personal property subject to the Agreement.
P

“Laws™ means any laws, rules, regulations, decrees. and orders of the United States of America or any state thereof and all other
governmental bodies, agencies, and other authoritics baving jurisdiction over or affecting the provisions conmined in or the transactions
contemplated by the Agreement or the Partes and their operations, whether such laws now exist or are hercafter amended, enacted,
promulgated or issued.

“Material™ means p ] property, equif supplies, or s acquired or held for use by the Joint Property,

“Non-Operators” means the Parties to the Agreement other than the Operator.

“Offshore Facilities™ means platforms, surface and subsea development and production systers, and other support systerns such as 0il and
gas handling facilitics, living quartess, offices, shops, cranes, clectrical supply equipment and systems, fuel and water storage and piping,
heliport, marine docking installations, communication facilities, navigation aids, and other similar facilities necessary in the conduct of
offshore operations, ali of which are located offshore.

“Off-site” means any location that is not considered On-site as defined in this Accounting Procedure.

“On-site” means on the Joint Property when in direct conduct of Joint Operations. The term “On-site™ shall also include that portion of
Offshore Facilities, Shore Base Facilities, fabrication yards, and staging areas from which Joint Operatons are conducted, or other
facilities that directly control equipment on the Joint Property, regardless of whether such facilities are owned by the Joint Account.

“Operater” means the Party designated pursuant to the Agreement to conduct the Joint Operations.

“Partics” means legal catities signatory to the Agreement or their successors and assigns. Parties shall be referred to individually as
“Party,”

“Participating Interest” means the percentage of the costs and risks of conducting an operation under the Agreement that a Party agrees,
or is otherwise obligated, to pay and bear.

“Participating Party” mcans a Party that approves a proposed operation or otherwise agrees, or becomes liable, to pay and bear a share of
the costs and risks of conducting an ion under the Agr

P

“Personal Expenses™ means reimbursed costs for travel and temporary living expenses.

“Railway Receiving Point” means the mithead nearest the Joint Property for which freight rates are published, even though an acmal
raifhcad may not exist.

“Shore Base Facilities” means onshore support facilities that during Joint Operations provide such services to the Joint Property as a
receiving and transshipment point for Materials; debarkation point for drilling and production personnel and services; communication,
scheduling and dispatching center; and other associated functions serving the Joint Property.

“Supply Store” means a gnized source or stock point for a given Material item.
“Technical Scrvices” means services providing specific engineering, geosci or other professional skills, such as those performed by
geologists, geoph and technici: required to handle specific operating conditions and problems for the benefit of Joint

Operanons, provided, however, Technical Services shall not include those functions specifically identified as overhead under the second
h of the introduction of Section I (Overkead). Technical Services may be provided by the Operator, Operator’s Affiliate, Non-
Operator, Non-Operator Affiliates, and/or third parties.

STATEMENTS AND BILLINGS

The Operator shall bill Non-Operators on or before the last day of the month for their proportionate share of the Joint Account for the
preceding month. Such bills shall be accompanied by statements that identify the AFE (authority for expenditure), lease or facility, and all
charges and credits summarized by appropriate categories of investment and expense. Controilable Material shall be separately identified
and fully described in detail, or at the Operator’s option, Controllable Matenial may be summarized by major Material classifications.
Intangible drilling costs, audit adjustments, and unusual charges and credits shall be separately and clearly identified.

The Operator may make available to Non—Opcm\oxs any statements and bills required under Section 1.2 and/or Section L.3.A (4dvances
and Payments by the Parties) via email, el ic dam i h internet websites or other equivalent electronic media in lieu of paper
copies. The Operator shall provide the Non-Operators instructions and any necessary information t0 access and receive the statements and
bills within the timeframes specified hevein. A statement or billing shall be deemed as delivered twenty-four (24) hours (exchusive of
weekends and holidays) after the Operator notifies the Non-Operator that the statement or billing is available on the website and/or sent via
email or electronic data interchange transmission. Each Non-Operator individually shall elect to teceive statements and billings
electronically, if available from the Operator, or request paper copies. Such election may be changed upon thirty (30) days prior written
notice to the Operator.

COPYRIGHT © 2005 by Council of Petrol A Societies, Inc. (COPAS)
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ADVANCES AND PAYMENTS BY THE PARTIES

Unless otherwise provided for in the Agreement, the Operator may require the Non-Operators 10 advance their share of the estimated
cash outlay for the succeeding month’s operations within fifteen (15) days after receipt of the advance request or by the first day of
the month for which the advance is required, whichever is later. The Operator shall adjust each monthly billing to reflect advances
received from the Non-Operators for such month. If a refund is due, the Operator shall apply the amount to be refunded to the
subsequent month’s billing or advance, unless the Non-Operator sends the Operator a written request for a cash refund. The Operator
shall remit the refund to the Non-Operator within fifteen (15) days of receipt of such written request.

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

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

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

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

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

4. ADJUSTMENTS

A

Payment of any such bills shall not prejudice the right of any Party to protest or question the correciness thereof; however, all bills
and payout dered during any calendar year shall tusively be p d to be true and correct,
with respect only to expenditures, after twenty-four (24) months following the end of any such calendar year, unless within said
period a Party takes specific detailed written exception thereto making a claim for adjustment. The Operator shall provide a response
to all written exceptions, whether or not contained in an audit report, within the time periods prescribed in Section L5 (Expenditure
Audits).

Y1

All adjustments initiated by the Operator, except those described in items (1) through (4) of this Section 14.B, are limited to the
twenty-four (24) month period following the end of the calendar year in which the criginal charge appeared or should have appeared
on the Operator’s Joint Account statement or payout statement. Adjustments that may be made beyond the twenty-four (24) month
period are limited to adjustments resulting from the following:

(1) a physical inventory of Controllable Material as provided for in Section V {/nveniories of Controliable Material), or

(2) an offsctting entry (whether in whole or in part) that is the direct result of a specific joint interest audit exception granted by the
Operator relating 1o anotber property, or

(3) a government/regulatory audit. or

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

5. EXPENDITURE AUDITS

A,

A Non-Opcrator, upon written notice to the Operator and all other Non-Operators, sball have the right to audit the Operator's
accounts and records relating to the Joint Account within the twenty-four (24) month period following the end of such calendar year in
which such bill was rendered; h -, conducting an audit shall not extend the time for the taking of written exception 10 and the
adjustment of accounts as provided for in Section L4 (Adjustments). Any Party that is subject to payout accounting under the
Agreement shall have the right to audit the accounts and records of the Party responsible for preparing the payout statements, or of
the Party furnishing information to the Party responsible for preparing payout statements. Audits of payout accounts may include the
volumes of hydrocarbons produced and saved and proceeds received for such hydrocarbons as they pertain 10 payout accounting
required under the Agreement, Unless otherwise provided in the Agreement, audits of a payout account shall be conducted within the
twenty-four (24) month period following the end of the calendar year in which the payout statement was rendered.

Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a joint audit in a
manaer that will result in 2 minimum of inconvenience to the Operator. The Operator shall bear no portion of the Non-Operators™
audit cost incurred under this paragraph unless agreed to by the Oporator. The audits shall not be conducted more than once cach year
without prior approval of the Operator, except upon the resignation or removal of the Operator, and shall be made at the expense of

COPYRIGHT © 2005 by Council of Petroleum Accountartts Societies, Inc. (COPAS)
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those Non-Operators approving such audit.

The Non-Operator leading the audit (hercinafter “lead audit company™) shall issue the audit report within nivety (90) days after
completion of the audit testing and analysis; however, the ninety (50) day time period shall not extend the twenty-four (24) montb
requirement for taking specific detailed written exception as required in Section L4.A (Adjustments) above, All claims shall be
supported with sufficient documentation.

A timely filed written exception or audit report containing written exceptions (hereinafter “written exceptions™) shall, with respect to
the claims made therein, preciude the Operator from asserting a statute of limitations defense against such claims, and the Operator
hereby waives its right to assert any statute of limitations defense against such claims for so long as any Non-Operator continucs to
comply with the deadlines for resolving exceptions provided in this Accounting Procedure, If the Non-Operators fail to comply with
the additional deadlines in Section 1.5.B or L5.C, the Operator’s waiver of its rights to assert a statute of limitations defense against
the claims brought by the Non-Operators shall Japse, and such claims shall then be subject to the applicable statute of limitations,
provided that such waiver shall not lapse in the event that the Operator has failed to comply with the deadlines in Section 15.B or
1.5.C.

The Operator shall provide a written response to all exceptions in an audit report within one hundred eighty (180) days after Operator
receives such report. Denied exceptions should be accorapanied by a substantive response. If the Operator fails to provide substantive
response to an exception within this one hundred eighty (180) day period, the Operator will owe interest oo that exception or portion
thereof, if ultimately granted, from the date it received the audit report. Interest shall be calculated using the rate set forth in Section
1.3.B (Advances and Paymenis by the Parties).

The lead audit company shall reply to the Operator’s response 10 an audit report within ninety (90) days of receipt, and the Operator
shall reply to the lead audit company’s follow-up response within ninety (90) days of receipt; provided, however, each Noo-Operator
shall have the rght to represent itself if it disagrees with the lead audit company's position or believes the lead audit company is not
adequately fulfilling its duties. Unless otherwise provided for in Section L3.E, if the Operator fails 1o provide substantive response
to an exception within this ninety (90) day period, the Operator will owe intercst on that exception or portion thereof, if ultimately
granted, from the date it received the audit report. Interest shall be calculated using the rate set forth in Section 1.3.B (Advances and
Paymenis by the Parties).

If any Party fails to meet the deadlines in Sections LS.B or 15.C or if any audit issues are outstanding fificen (15) movths after
Operator reccives the audit report, the Operator or any Non-Operator participating in the audit has the right to call a resolution
meeting, as set forth in this Section L5.D or it may invoke the dispute resolution procedures included in the Agroement, if applicable,
The meeting will require one month’s written notice to the Operator and all Non-Operators participating in the audit. The meeting
shall be held at the Operator’s office or mutually agreed location, and shall be attended by representatives of the Parties with
authority to resolve such outstanding issues. Any Party who fails to attend the resolution meeting shall be bound by any resohution
reached at the meeting. The Jead audit company will make good faith efforts to di the resp and positions of the
Non-Operator participants throughout the resolution process; however, each Non-Operator shall have the right to represent itseif.
Attendees will make good faith efforts to resolve outstanding issues, and each Party will be required to present substantive information
supporting its position. A resolution meeting may be held as often as agreed 1o by the Partics. Issues unresolved at one meeting may
be discussed at subsequent meetings until each such issue is resolved.

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

54 6. APPROVAL BY PARTIES

56 A

GENERAL MATTERS

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other Sections of this Accounting
Procedure and if the Agreement to which this Accounting Procedure is attached contains no contrary provisions in regard thereto, the
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Operator shall notify all Non-Operators of the Operator's proposal and the agreement or approval of a2 majority in interest of the
Non-Operators shall be controlling on all Non-Operators.

This Section 1L6.A applies to specific situations of limited duration where a Party proposes to change the accounting for charges from
that prescribed in this Accounting Procedure. This provision does not apply to d 1o this A ing Procedure, which are
covered by Section L.6.B,

AMENDMENTS

If the Agreement to which this Accounting Procedure is attached contains no contrary provisions in regard thereto, this Accountiog
Procedure can be amended by an affirmative vote of Two (2 ) ormore Parties, one of which is the Operator,
having a combined working interest of at least Fifty percent (__50 _ %), which approval shall be binding on all Parties,
provided, however, approval of at least one (1) Non-Operator shal} be required.

AFFILIATES

For the purpose of administering the voting procedures of Sections L6.A and 1.6.B, if Parties to this Agreement are Affiliates of each
other, then such Affiliates shall be combined and treated as a single Party having the combined working interest or Participating
Interest of such Affiliates.

For the purposes of administering the voting procedures in Section L6.A, if a Non-Operator is an Affiliate of the Operator, votes
under Section L6.A shall require the majority in interest of the Non-Operator(s) after excluding the intercst of the Operator’s
Affiliate.

L DIRECT CHARGES

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

1.

RENTALS AND ROYALTIES
Lease rentals and royalties paid by the Operator, on behalf of all Parties, for the Joint Operations,
LABOR

A. Salaries and wages, including incentive compensation programs as set forth in COPAS MFI-37 (“Chargeability of Incentive

Compensation Programs™), for:
{1) Operator’s field employees directly employed On-site in the conduct of Joint Operations,

(2) Opcrator’s employees directly employed on Shore Base Facilities, Offshore Facilities, or other facilities serving the Joint
Property if such costs are not charped under Section IL6 (Equipment and Facilities Furnished by Operator) or are not a
function covered under Section Il (Overkead),

(3) Operator’s employees providing First Level Supervision,

(4) Openator’s employees providing On-site Technical Services for the Joint Property if such charges are excluded from the
overhead rates in Section I (Overiead),

(5) Operator’s employees providing Offsite Technical Services for the Joint Property if such charges are excluded from the
overhead rates in Section I1l (Overhead).

Charges for the Operator’s employees identified in Section [1.2.A may be made based on the employee’s actual salaries and wages,
or in licu thereof, a day rate representing the Operator’s average salaries and wages of the employee's specific job category.

Charges for personnel chargeable under this Section I1.2.A who are foreign nationals shall not exceed comparable compensation paid
to an equivalent U.S. employee pursuant to this Section 1.2, unless otherwise approved by the Parties pursuant to Section
1.6.A (General Matters),

Operator’s cost of holiday, vacation, sickness, and disability benefits, and other customary allowances paid 10 employces whose
salaries and wages are chargeable to the Joint Account under Section IL2.A, excluding severance payments or other termination
allowances, Such costs under this Section 11.2.B may be charged on a “when and as-paid basis™ or by “percentage assessment™ on the
amount of salacies and wages chargeable to the Joint Account under Section IL2.A. If percentage assessment is used, the rate shall
be based on the Operater's cost experience.

Expenditures or coatributions made pursuant 1o assessments imposed by governmental authority that are applicable to costs
chargeable to the Joint Account under Sections [1.2.A and B.

COPYRIGHT © 2005 by Council of Petroleum Accountants Societies, Inc. (COPAS)
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D. Personal Expenses of personne] whose salaries and wages are chargeable to the Joint Account under Section [12.A when the
expenses are incurred in connection with directly chargeable activities.

E. Reasonable relocation costs incurred in transferring to the Joint Property persoant] whose salaries and wages are chargeable to the
Joimt Account under Section I1.2.A. Notwithstanding the foregoing, relocation costs that result from veorganization or merger of a
Party, or that are for the primary benefit of the Operator, shall not be chargeable to the Joint Account. Extraordinary relocation
costs, such as those incurred as a result of transfers from remote Jocations, such as Alaska or overseas, shall not be charged to the
Joint Account unless approved by the Parties pursuant to Section L6.A (General Matters).

F. Training costs as specified in COPAS MFI-35 (“Charging of Training Costs to the Joint Account™) for personnel whose salaries and
wages are chargeable under Section I1.2.A. This training charge shall include the wages, salaries, training course cost, and Personal
Expenses incurred during the training session. The training cost shall be charged or allocated to the property or properties directly
benefiting from the training. The cost of the training course shall not exceed prevailing commercial rates, where such rates are
available.

G. Operator’s current cost of established plans for employee benefits, as described in COPAS MFI-27 (~Employee Benefits Chargeable
to Joint Operations and Subject to Percentage Limitation™), applicable to the Operator’s labor costs chargeable to the Joint Account
under Sections I1.2.A and B based on the Operator’s actual cost not to exceed the employee benefits limitation percentage most
recently recommended by COPAS.

H. Award payments to employees, in accordance with COPAS MFI-49 (“Awards to Employees and Contractors™) for personnel whose
salarics and wages are chargeable under Section [[2.A.

MATERIAL

Material purchased or furnished by the Operator for use on the Joint Property in the conduct of Joint Operations as provided under Section
IV (Material Purchases, Transfers, and Dl:po:mam) Only such Material shall be purchased for or mnsferred to the Joimt Pmpcﬂy as
may be required for i use or js bly p 1 and consi with cfficient and economical op The J

of surplus stocks shall be avoided.

.

TRANSPORTATION

A, Transportation of the Operator’s, Operator’s Affiliate’s, or sp y for Joint Opcrations,

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

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

ly apply the sclected alternative.

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

SERVICES

The cost of contract services, equipment, and utilities used in the conduct of Joint Operations, except for contract services, equipment, and
utilities covered by Section Il {Overhead), or Scction I1.7 (Affiliates), or excluded under Section 1.9 (Legal Expense). Awards paid 10
contractors shall be chargeable pursuant to COPAS MFI49 (“Awards to Employees and Contractors™),

The costs of third patty Technical Services are chargeable to the extent excluded from the overhead rates under Section [l (Overhead).
EQUIPMENT AND FACILITIES FURNISHED BY OPERATOR
[n the absence of a separately ncgotiated agreement, equipment and facilities furnished by the Operator will be charged as follows:

A. The Operator shall charge the Joint Account for use of Operator-owned equipment and facilities, including but oot limited to
production facilities, Shore Base Facilities, Offshore Facilitics, and Field Offices, at rates commensurate with the costs of ownership
and operation. The cost of Field Offices shall be chargeable to the extent the Field Offices provide direct service to personnel who
are chargeable pu.rsuant to Section I.2.A (Labor). Such rates may include labor, maintenance, repairs, other operating expense,

taxes, depreciation using straight line depreciation method, and interest on gross investment fess accumulated depreciation
not to exceed Twelve percent ( 12 %) per annum; provided, however, depreciation shall not be charged when the
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equipment and facilities investment have been fully depreciated. The rate may include an element of the estimated cost for
abandonment, recl and di lement. Such rates shall not exceed the average commercial rates currently prevailing in the
immediate area of the Joint Property.

B. In licu of charges in Section IL.6.A above, the Operator may elect to use average commercial rates prevailing in the immediate area
of the Joint Property, less twenty percent (20%). If equipment and facilities arc charged under this Section IL.6.8, the Operator shall
adequately document and support commercial rates and shall periodically review and update the mate and the supporting

quip the Operator may elect to use rates published by the Petoleum Motor Transport

Association (PMTA) or such other organization recognized by COPAS as the official source of rates.

dc ion. For ive

AFFILIATES

A.  Charges for an Affiliate’s goods and/or services used in operations requiring an AFE or other authorization from the Non-Operators
may be made without the approval of the Parties provided (i) the Affiliate is identified and the Affiliate goods and services arc
specifically detailed in the approved AFE or other authorization, and (if) the totwl costs for such Affiliate’s goods and services billed
to such individual project do not exceed 5___50,00000 __ [f the total costs for an Affiliate’s goods and scrvices charged to such
individual project are not specifically detailed in the approved AFE or authorization or exceed such amount, charges for such
Affiliate shall roquire approval of the Parties, pursuant to Section L6.A (General Matters).

B. For an Affiliate’s goods and/or services used in operations not requiring an AFE or other authorization from the Non-Operators,
charges for such Affiliate’s goods and services shall require approval of the Parties, pursuant to Section 1.6.A (General Matters), if the
charges exceed $__100.000,00 in a given calendar year,

C.  The cost of the Affiliate’s goods or services shall not exceed average commercial rates prevailing in the area of the Joint Property,
unless the Operator obtains the Non-Operators’ approval of such rates. Tho Operator shall adequately document and support
commercial rates and shall periodically review and update the rate and the supporting documentation; provided, however,
d ion of ial rates shall not be required if the Operator obtains Non-Operator approval of its Affiliate’s rates or
charges prior 1o billing Non-Operators for such Affiliate’s goods and services. Notwithstanding the foregoing, direct charges for
Affiliate-owned communication facilities or systems shall be made pursuant to Section I1.12 (Communications).

If the Parties fail to designate an amount in Sections [L.7.A or IL7.B, in each instance the amount deemed adopted by the Parties as a

result of such omission shall be the amount established as the Operator’s expenditure limitation in the Ag; If the Agy t
does not contain an Op 's expendi limitation, the amount d d adopted by the Parties as a result of such omission shall be
zero dollars (§ 0.00).

DAMAGES AND LOSSES TO JOINT PROPERTY

All costs or cxpenses necessary for the repair or replacement of Joint Property resulting from dnmages or losses incurred, except to the
extent such damages or losses result from a Party’s or Parties’ gross negli or willfol mi duct, in which case such Party or Parties
shall be solely liable.

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

LEGAL EXPENSE

Recording fees and costs of handling, settling, or otherwisc discharging litigation, claims, and liens incurred in or resultng from
operations under the Agreement, or necessary to protect or recover the Joint Property, to the extent permitted under the Agrecment, Costs
of the Operator’s or Affiliate’s legal staff or outside attorneys, including fees and expenses, are not chargeable unless approved by the
Parties pursuant to Section L6.A (General Matters) or otherwise provided for in the Agreement.

Notwithstanding the foregoing paragraph, costs for procuring abstracts, fees paid to outside attomneys for title examinations (including
preliminary, supplemental, shut-in royalty opinions, division order title opinions), and curative work shall be chargeable 10 the extent
permitted as a direct charge in the Agreement.

TAXES AND PERMITS

All taxes and permitting fees of every kind and nature, assessed or levied upon or in connection with the Joint Property, or the production
thercfrom, and which have been paid by the Operator for the benefit of the Parties, including penalties and interest, except 1o the extent the
penalties and interest result from the Op r’s gross neghi or willful mi d

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

COPYRIGHT © 2005 by Council of Petrol A Societies, Inc. (COPAS)
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Costs of tax consultants or advisors, the Operator’s employces, or Operator’s Affiliate employees in matters regarding ad valorem or other
tax matters, are not permitted as direct charges unless approved by the Parties pursuant to Section 1.6.A (General Matters).

Charges to the Joint Account resulting from sales/use tax audits, including extrapolated amounts and penaities and interest, are permitted,
provided the Non-Operator shall be allowed to review the invoices and other underlying source documents which served as the basis for
tax charges and to determine that the comrect amount of taxes were charged to the Joint Account. If the Non-Operator is not permitted to
review such documentation, the sales/use @x amount shall not be directly charged unless the Operator can conclusively document the
amount owed by the Joint Account.

INSURANCE

Net premi paid for i required to be camried for Joint Operations for the protection of the Parties. If Joint Operations are
conducted at locations where the Operator acts as self-insurer in regard to its worker’s compensation and employer's liability insurance
obligation, the Operator shall charge the Joint Account manual rates for the risk d in its self-i program as regulated by the
jurisdiction governing the Joint Property. In the case of offshore operations in federal waters, the manual rates of the adjacent state shall be
used for personnel performing work Ogp-site, and such rates shall be adjusted for offshore operations by the US. Longshoreman and

Harbor Workers (USL&H) or Jones Act surcharge, as appropriate.

COMMUNICATIONS

Costs of ncquiring, leasing, installing, operating, repairing, and maintining communication facilities or systems, including satellite, radio
and microwave facilities, between the Joint Property and the Operator’s office(s) directly responsible for field operatons in accordance
with the provisions of COPAS MFI-44 (“Field Computer and Communication Systems™). If the communications facilities or sy
serving the Joint Property are Operator-owned, charges to the Joint Account shall be made as provided in Section [L.6 (Equipment and
Facilitles Furnished by Operator). If the communication facilities or systems serving the Joint Property are owned by the Operator’s
Affiliate, charges to the Joint Account shall not exceed average commercial rates prevailing in the area of the Joint Property. The Operator .
shall adequately document and support commercial rates and shall periodically review and update the rate and the supporting

documentation.
ECOLOGICAL, ENVIRONMENTAL, AND SAFETY

Costs incurred for Technical Services and drafting to comply with ecological, environmental and safety Laws or standards recommended by
Occupational Safety and Health Administration (OSHA) or other regulatory authorities. All other labor and functions incurred for
ecological, environmental and safety matters, including management, administration, and permitting, shall be covered by Sections 1.2
(Labor), IL.5 (Services), or Section UI (Overhead), as applicable.

Costs 1o provide or have available pollution i and removal equipment plus actual costs of control and cleanup and resulting
responsibilities of oil and other spills as well as discharges from permitted outfalls as required by applicable Laws, or other pollution
containment and removal equipment deemed appropriate by the Op for prudent operati are directly chargeable.
ABANDONMENT AND RECLAMATION

Costs incurred for aband, and recl. ion of the Joint Property, including costs required by lease agy or by Laws.

OTHER EXPENDITURES

Any other expenditure not covered or dealt with in the foregoing provisions of this Section U (Direct Charges), or in Section HI
(Overhead) and which is of direct benefit to the Joint Property and is incurred by the Operator in the ry and proper conduct of the
Joint Operations. Charges made under this Section IL.15 shall require approval of the Parties, pursuant to Section L6.A (General Maliers).

IIl. OVERHEAD

As compensation for costs not specifically identified as chargeable to the Joint Account pursuant to Section Il (Direct Charges), the Operator
shall charge the Joint Account in accordance with this Section ([L

Functions included in the overhead rates regardless of whether performed by the Operator, Operator's Affiliates or third pardes and regardless
of location, shall include, but not be limited to, costs and expenses of:

warehousing, other than for warebouses that are jointly owned under this Agreement

design and drafting {except when allowed as a direct charge under Sections IL13, I0.1.A(ii), and II1.2, Option B)
inventory costs not chargeable under Section V (Jnventories of Controllable Material)

- procurement

+ administration

accounting and auditing

gas dispatching and gas chart integration

.
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= human resources

management

- supervision not directly charged under Section IL2 (Labor}

legral services not directly chargeable under Section I1.9 (Legal Expense)
taxation, other than those costs identified as directly chargeable under Section U.10 (Taxes and Permits)
preparation and monitoring of permiis and certifications; preparing latory reports; app before or meetings with

govermnmental agencies or other authorities having jurisdiction over the Joint Property, other than On-site inspections; reviewing,
interpreting, or submitting comments on or lobbying with respect to Laws or proposed Laws.

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

1. OVERHEAD—DRILLING AND PRODUCING OPERATIONS

As compensation for costs incurred but pot chargeable under Section II (Direct Charges) and not covered by other provisions of this
Section 111, the Operator shall charge on ¢ither:

o]
a

(Alternative 1) Fixed Rate Basis, Section [11.1.B.
(Alternative 2) Percentage Basis, Section [11.1.C.

A. TECHNICAL SERVICES

0]

(i)

Except as otherwise provided in Section IL13 (Ecological Environmenial, and Safety) and Sectiop 112 (Overhead - Major
Construction and Catassrophe), ot by approval of the Parties pursuant to Section L6.A (General Matters), the salaries, wages,
related payroll burdens and benefits, and Personal Expenses for On-site Technical Services, including third party Technical
Services:

& (Alternative 1 — Dircet) shall be charged direct to the Joint Account.

O (Alternative 2 — Overbead) shall be covered by the gverhead rates.

Except as otherwise provided in Section [L13 (Ecological, Environmental, and Safety) and Section 1.2 (Overiead — Major
Construction and Catastrophe), or by approval of the Parties pursuant to Section L6.A (General Matters), the salaries, wages,
related payroll burdens and benefits, and Personal Expenses for Off-site Technical Services, including third party Technical
Services:

[J  (Alternative 1 — All Overhead) shall be covered by the averhead rates.
4] (Alternative 2 — All Direct) shall be charged direct wo the Joint Account.

O (Alternative 3 — Drilling Dircct) shall be charged direct to the Joint Account, only to the extent such Technical Services
are directly attributable to drilling, redrilling, deepening, or sidetracking operations, through completion, temporary
abandonment, or abandonment if a dry bole. Off-site Technical Services for all other operations, including workover,
recompletion, abandonment of producing wells, and the construction or expansion of fixed assets not covered by Section
I11.2 (Overhead - Major Construction and Catastrophe) shall be covered by the overhead rates.

Notwithstanding an)"thing to the contrary in this Section {II, Technical Services provided by Operator's Affiliates are subject to limitations
set forth in Section 1.7 (4ffifiates). Charges for Technica) personnel performing non-technical work shall not be governed by this Section
IML1.A, but instead govemed by other provisions of this Accounting Procedure relating to the type of work being performed.

B. OVERHEAD—FIXED RATE BASIS

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

Drilling Well Rate per month $__7.000.00 (prorated for less than a full month)

Producing Well Rate per month § 750,00

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

(a)

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

COPYRIGHT © 2005 by Council of Petroleum Accountants Socicties, Inc. (COPAS)
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Charges for any well undergoing any type of workover, recompletion, and/or abandonmeant for a period of five (5) or more
consecutive work-days shall be made at the Driiling Well Rate. Such charges shall be applied for the period from date

operations, with rig or other units used in op gh date of rig or other unit release, except that no charges

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

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

(a)

®)

©)

(CY)

e

An active well that is produced, injected into for recovery or disposal, or used to obwmin water supply to support operations for
any portion of the month shall be considered as & one-well charge for the entre month.

Each active pletion in a multi-compieted well shall be considered as a one-well charge provided each completion is
considered a separate well by the governing regulatory authority.

A ove-well charge shall be made for the moath in which plugging and abandonment operations are completed on any well,
unless the Drilling Well Rate applies, as provided in Sections L 1,B.(2)(a) or (b). This one-well charge shall be made whether
or not the well bas produced.

An active gas well shut in because of overproduction or faiture of a purchaser, processor, or transporter to take production shall
be considered as a one-well charge provided the gas well is directly connected to a permanent sales outlet.

Any well not meeting the criteria set forth in Sections Ifl.1.B.(3) (a), (b}, (c), or (d) shall not qualify for a producing overbead
charge,

(4) The well rates shall be adjusted on the first day of Aprif each year following the effective date of the Agreement; provided,
however, if this Accounting Procedure is attached to or otherwise governing the payout accounting under a farmout agreement, the
rates shall be adjusted oo the first day of April each year following the effective date of such farmout agreement. The adjustment
shall be computed by applying the adjustment factor most receatly published by COPAS. The adjusted rates shall be the initial or
amended rates agreed to by the Parties increased or decreased by the adjustment factor described herein, for cach year from the
cffective date of such rates, in accordance with COPAS MFI-47 (“Adjustment of Overhead Rates™).

OVERHEAD-—MAJOR CONSTRUCTION AND CATASTROPHE

To compensate the Operator for overhead costs incurred in consection with a Major Construction project or Catastrophe, the Operator
shall either negotiate a rate prior to the beginning of the project, or shall charge the Joint Account for overhead based on the following
rates for any Major Construction project in excess of the Operator’s expenditure limit under the Agréement, or for any Catastrophe
regardless of the amount. If the Agreement to which this Accounting Procedure is attached does not contain an expenditure limit, Major
Construction Overhead shall be assessed for any single Major Construction project costing in excess of $100,000 gross.
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10




COPAS 2005 Accounting Procedure
Recommended by COPAS, Inc.

Copas

W ™ N A W N e

Major Construction shall mean the construction and installation of fixed assets, the expansion of fixed assets, and any other project clearly
discernible as a fixed asset required for the development and operation of the Joint Property, or in the dismantlement, abandonment,
removal, and restoration of platforms, production equir and other operating factlities.

Catastrophe is defined as a sudden calamitous cvent bringing damage, loss, or destruction to property or the environment, such as an oil
spill, blowout. explosion, fire, storm. hurricane, or other disaster. The overhead rate shall be applied to those costs necessary to restore the
Joint Property to the equivalent condition that existed prior to the eveat.
A.  If the Openator absorbs the engincering, design and drafting costs related to the project:

(1) 5 % of total costs if such costs are less than $100,000; plus

) 3 % of total costs in excess of $100,000 but less than $1,000,000; phus

3) _—_2__ % oftotal costs in excess of $1,000,000.
B. If the Operator charges engineering, design and drafting cosis related 1o the project directly to the Joint Account;

[¢)] 3 % of total costs if such costs are less than $100,000; plus

) 3 % of total costs in excess of $100,000 but less than $1,000,000; plus

(3) 2 % of total costs in excess of $1,000,000.
Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single Major
Construction project shall not be treated separately, and the cost of drilling and workover wells and purchasing and installing pumping
units and downhole artificial lift equipment shall be excluded. For Catastrophes, the rates shall be applied to all costs associated with each
single occurrence or event.
On cach project, the Operator shall advise the Non-Operator(s) in advance which of the above options shall apply.
For the purposes of calculating Catastrophe Overhead, the cost of drilling relief wells, substitute wells, or conducting other well operations
dircetly resulting from the catastrophic event shall be inchuided. Expenditures to which these rates apply shall not be reduced by salvage or
insurance recoveries. Expenditures that qualify for Major Construction or Catastrophe Overhead shall not qualify for overhead under any

other overhead provisions.

In the event of any conflict between the provisions of this Section 1.2 and the provisions of Sections 0.2 (Laber), ILS (Services), or IL7
{(Afftliates), the provisions of this Section 1.2 shall govern.

AMENDMENT OF OVERHEAD RATES
The overhead rates provided for in this Section IIT may be amended from time to time if, in practice, the rates are found to be insufficient

or excessive, in accordance with the provisions of Section L6.B (Amendments).

IV. MATERIAL PURCHASES, TRANSFERS, AND DISPOSITIONS

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

fitness for use, or any other matter.

|

DIRECT PURCHASES

Direct purchases shall be charged to the Joint Account at the price paid by the Operator afier deduction of all discounts received. The
Operator shall make good faith efforts (o take discounts offered by suppliers, but shall not be liable for failure to take discounts except to
the extent such failure was the result of the Operator's gross negligence or willful misconduct. A direct purchase shall be deemed 10 oceur
when an agreement is made between an Operator and a third party for the acquisition of Material for a specific well site or location.
Material provided by the Operator under “vendor stocking programs,” where the initinl use is for a Joint Property and title of the Material
does not pass from the manufacturer, distributor, or agent until usage, is considered a direct purchase. If Material is found to be defective
or is retumed to the manufacturer, distributor, or agent for any other reason, credit shall be passed to the Joint Account within sixty (60)
days after the Operator has received adj from the facturer, distributor, or agent,
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TRANSFERS

A transfer is determined to occur when the Operator (i) furnishes Material from a storage facility or from another operated property, (ii) has
assumed liability for the storage costs and changes in value, and (iii) has previously secured and held title 1o the transferred Material,
Similarly, the removal of Material from the Joint Property to a storage facility or to another operated property is also considered a transfer;
provided, however, Material that is moved from the Joint Property to a storage location for safe-keeping pending disposition may remain
charged to the Joint Account and is not considered a transfer. Matetial shall be disposed of in accordance with Seetion IV.3 (Disposition of
Surplus) and the Agreement to which this Accounting Procedure is attached.

A,

PRICING

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

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

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

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

(2) Bascd on a price quotation from a vendor that reflects a current realistic acquisition cost.

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

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

FREIGHT

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

(1) Transportation costs for oil country fubulars and line pipe shall be calculated using the di from castero mill to the
Railway Recciving Point based on the carload weight basis as recommended by the COPAS MFI-38 (“Material Pricing
Manual™) and other COPAS MFIs in cffect at the time of the transfer.

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

tonk

(3) Transportation costs for special end tubular goods shall be d using the i tuck rate from Houston, Texas, to the

Railway Receiving Point.

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

Regardless of whether using CEPS or manually calculating ransportation costs, transportation costs from the Railway Receiving Point
to the Joint Property are in addition to the foregoing, and may be charged 1o the Joint Account based on actual costs incurred. All
transportation costs are subject to Equalized Freight as provided in Section I1.4 (Transportasion) of this Accounting Procedure,

TAXES
Sales and use taxes shall be added 10 the Material transfer price using cither the metbod contained in the COPAS Computerized

Equipment Pricing System (CEPS) or the applicable tax rate in effect for the Joint Property at the time and place of transfer. In either
case, the Joint Account shall be charged or credited at the rate that would have governed had the Material been a direct purchase,
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D.  CONDITION

1)

2)

(3)

@

)

Condition “A” ~ New and unused Material in sound and serviceable condition shall be charged at one hundred percent (100%)
of the price as determined in Sections [V.2.A (Pricing), IV.2.B (Freigh(), and IV,2.C (Taxes). Matenial transferred from the
Joint Property that was not placed in service shall be credited as charged without gain or loss; provided, however, any unused
Material that was charged 1o the Joint Account through a direct purchase will be credited to the Joint Account at the original
cost paid less restocking fees charged by the vendor. New and unused Material transferred from the Joint Property may be
credited at a price other than the price originally charged to the Joint Account provided such price is approved by the Parties
owning such Material, pursuant to Section L6.A (General Matters). All refurbishing costs required or necessary to return the
Material to original condition or to comect handling, transportation, or other damages will be borne by the divesting property.
The Joint Account is responsible for Material preparation, handling, and transportation costs for new and unused Material
charged to the Joint Property either through a direct purchase or transfer. Any preparation costs incurred, including any internal
or external coating and wrapping, will be credited on new Material provided these services were not repeated for such Material
for the receiving property.

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

Except as provided in Section IV.2.D(3), all reconditioning costs required to return the Material to Condition “B™ or to correct
handling, transportation or other damages will be bomne by the divesting property.

If the Material was originally charged to the Joint Account as used Material and placed in service for the Joint Propersty, the
Material will be credited at the price determnined in Sections IV.2.A (Pricing), IV.2.B (Freight), and IV .2.C (Taxes) muldplicd
by sixty-five percent (65%).

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

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

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

Condition “D"™ — Material that (i) is no longer suitable for its original purpose but useable for some other purpose, (ii) is
obsolete, or (iii) does not meet original specifications but still has value and can be used in other applications as a substinste for
items with different specifications, is considered Condition “D™ Material, Casing, tubing, or drill pipe used as line pipe shall be
priced as Grade A and B seamless line pipe of comparable size and weight. Used casing, tbing, or drill pipe utilized as line
pipe shall be priced at used line pipe prices. Casing, tubing, or drill pipe used as higher pressure service lines than standard line
pipe, €.8., power oil lincs, shall be priced under normal pricing procedures for casing, tubing, or drill pipe, Upset tubular goods
shall be priced on a non-upsct basis, For other items, the price used should result in the Joint Account being charged or credited
with the vale of the service rendered or use of the Material, or as agreed to by the Parties pursuant to Section 1.6.A (General
Matters).

Condition “E" — Junk shall be priced at prevailing scrap value prices.

E. OTHER PRICING PROVISIONS

[e3}

@

Preparation Costs

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

Loading and Unloading Costs

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

1
2
; Surplus Material is that Material, whether new or used, that is no longer required for Joint Operations. The Operator may purchase, but
. shall be under no obligation 1o purchase, the interest of the Non-Operators in surplus Material.
5 . 5 .
R Dispositions for the purpose of this procedure are considered to be the relinquish of title of the Material from the Joint Property to
; either a third party, a Non-Operator, or 1o the Operator. To avoid the accumulation of surplus Material, the Operator should make good
s faith efforts 1o dispose of surplus within twelve (12) months th h buy/sale agr trade, sale to a third party, division in kind, or
0 other dispositions as agreed to by the Parties,
10
. Disposal of surplus Materials shall be made in accordance with the terms of the Agreement 1o which this Accounting Procedure is
2 attached. If the Agreement contains no provisions governing disposal of surplus Material, the following terms shall apply:
13
" = The Operator may, through a sale to an unrelated third party or entity, dispose of surplus Material having a gross sale value that
1 is less than or equal to the Operator’s expenditure limit as set forth in the Agreement to which this Accounting Procedure is
' attached without the prior approval of the Parties owning such Material.
17 . . . .
18 . If the gross sale value exceeds the Agr expends limit, the disposal must be agreed to by the Partics owning such
Material,
9
20
2 . Operator may purchase surplus Condition “A” or “B"™ Material without approval of the Partics owning such Material, based on
;2 the pricing methods set forth in Section V.2 (Transfers).
23
2 - Operator may purchase Condition “C" Material without prior approval of the Parties owning such Material if the value of the
2 Materials, based on the priciog methods set forth in Section V.2 (Transfers), is less than or equal to the Operator's expenditure
2 limitation set forth in the Agreement. The Operator shall provide documentation supporting the classification of the Material as
Condition C.
27
28
2 . Operator may dispose of Condition *D™ or “E™ Material under procedures normally utilized by Operator without prior approval
30 of the Parties owning such Material.
31
» 4. SPECIAL PRICING PROVISIONS
33
4 A. PREMIUM PRICING
35
1 Whenever Material is available ouly at inflated prices due to national emergencies, strikes, government imposed foreign trade
37 restrictions, or other unusual causes over which the Operator has no control, for direct purchase the Operator may charge the Joint
18 Account for the required Material at the Operator’s actual cost incurred in providing such Material, making it suitable for use, and
19 moving it to the Joint Property. Material ferred or disposed of during premium pricing situations shali be valued in accordance
© with Section IV.2 (Transfers) or Section IV.3 (Disposition of Surplus), as applicable,
41
2 B. SHOP-MADE ITEMS
43
" Items fabricated by the Operator’s employees, or by contract laborers under the direction of the Operator, shall be priced using the
4 value of the Material used to construct the item plus the cost of labor to fabricate the item. If the Material is from the Operator's
» scrap or junk account, the Material shall be priced at either twenty-five percent (25%) of the current price as determined in Section
s IV.2.A (Pricing) or scrap value, whichever is higher. In no cvent shall the amount charged exceed the valie of the item
" commensurate with its use.
49
5o C. MILL REJECTS
51
2 Mill rejects purchased as “limited service™ casing or tubing shall be priced at eighty percent (80%) of K-55/1-55 price as determined in
5 Section IV.2 (Transfers). Line pipe converted to casing or tubing with casing or wbing couplings attached shall be priced as K-55/J-
4 55 casing or tubing at the nearest size and weight.
55
56
57 V. INVENTORIES OF CONTROLLABLE MATERIAL
58
59
© The Operator shall maintain records of C Lable Material charged to the Joint Account, with sufficient detail to perform physical inventories.
61
@ Adjustments to the Joint Account by the Operator resulting from a physical inventory of Controllable Material shall be made within twelve (12)
6 months following the taking of the inventory or receipt of Non-Operator inventory report. Charges and credits for overages or shortages will be
" valued for the Joint Account in accordance with Section [V.2 (Transfers) and shall be based on the Condition “B” prices in effect on the date of
o5 physical i y unless the § rying Parties can provide sufficient evidence another Material condition applies.
66
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DIRECTED INVENTORIES

Physical inventories shall be performed by the Operator upon written request of a majority in working interests of the Non-Operators
(hereinafter, “directed inventory™); provided, however, the Operator shall not be required to perform directed inventories more frequently
than once every five () years. Directed inventories shall be commenced within one hundred eighty (180) days after the Operator receives
writien notice that a majority in interest of the Non-Operators has requested the inventory. All Parties shall be governed by the results of
any directed inventory.

Expenses of dirceted inventories will be bome by the Joint Account; provided, however, costs associated with any post-report follow-up
work in settling the tnventory will be absorbed by the Party incurring such costs, The Operator is expected to ise judgy in keeping
expenses within reasonable limits. Any anticipated disproportionate or extraordinary costs should be discussed and agreed upon prior to
commencement of the inventory. Expenses of directed inventories may include the following:

A. A per diem rate for each inventory person, representative of actual salaries, wages, and payroll burdens and benefits of the personnel
performing the inventory or a rate agreed to by the Parties pursuant to Section 1.6.A (General Matters). The per diem rate shall also
be applied 10 a reasonable number of days for pre-inventory work and report preparation.

B.  Actual transportation costs and Personal Expenses for the inventory team.

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

NON-DIRECTED INVENTORIES

A.  OPERATOR INVENTORIES

Physical inventories that are not requested by the Non-Operators may be performed by the Operator, at the Operator's discretion, The
expenses of conducting such Operator-initiated inventories shall not be charged to the Joint Account.

B. NON-OPERATOR INVENTORIES

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

C. SPECIAL INVENTORIES

The expense of conducting inventorics other than those described in Sections V.1 (Directed Inventories), V.2.A {Operatwr
Inventories), or V.2.B (Non-Operator Inventories), shall be charged to the Party rcquesting such inventory; provided, bowever,
inventories required due to a change of Opcrator shall be charged to the Joint Account in the same manner as described in Section
V.1 (Directed Inventories).
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EXHIBIT "D"

Attached to and made a part of Operating Agreement dated ) , by and
between Cimarex Energy Co. of Colorado, as Operator, and , as Non-operator(s).

INSURANCE

At all times while operations are conducted hereunder, Operator shall comply with all federal and state Workers'
Compensation Laws where the Operations are being conducted and include Employers Liability with limit of
$1,000,000; provided, however, that Operator may qualify as a self-insurer for liability under appropriate state workers'
compensation laws in which event the only charge that shall be made to the joint account shall be an amount equivalent
to the premium which would have been paid had such insurance been obtained, Operator shall, within reason, require all
Contractors engaged in work on or for the contract area to comply with all state and federal workers' compensation laws
where the operations are being conducted and to maintain such other insurance as Operator may require.

No other insurance shall be purchased, or carried, by the Operator for the benefit of the Parties bereto except as directed
by the operating committee or as required by third party contract to the joint account. Any liability, loss, damage, claim
or expense resulting from occurrences not covered by or in excess of insurance required under this provision shall be
bome by parties hereto in the same proportion as their interests may appear at the time of the loss.

Each party may procure and maintain, at its own cost and expense such public liability, third party property damage, fire
and extended coverage and/or other insurance as it shall determine, and any such insurance so procured and/or
maintained shall inure solely to the benefit of the party procuring such insurance and such party shall indemnify and hold
harmless Operator and other parties to this agreement harmless against any claim of such insurance carrier arising
against such other party by subrogation, or otherwise, in connection with operations hereunder.

It shall be the sole responsibility of each party hereto to provide its own well control insurance, including underground
blow out, seepage, and pollution, that Operator shall not provide same for the benefit of the joint account unless prior
arrangements to do so have been made, in writing, by the partes hereto.

In the event any party hereto declines any of the applicable coverage(s) herein above provided, then, in such event,
pothing concerning the above declined coverage(s) will be charged toward the Joint Account.

Each party hereto to be insured hereunder shall provide copies of certificates evidencing the above insurance
coverage(s) upon request of any other party. In the event any party hereto elects to self-insure, then in such event, it
must obtain a Certificate of Financial Respounsibility from the applicable Federal and/or State Agencies, provide an
acceptable letter of self-insurance or otherwise furnish appropriate acceptable evidence of same relating to said
guidelines to the other parties hereto.



EXHIBIT "E"
GAS BALANCING AGREEMENT
Attached to and made a part of that certain Operating Agreement dated

, by and between Cimarex Epergy Co. of Colorado, as Operator, and
, as Non-Operator(s).

1. The parties to the Operating Agreement referred to above own working interests in the gas rights
underlying the lands and leases covered by such agreement ("Contract Area") in accordance with the percentages of
participation ("Working Interest") set forth therein.

2. Each party has tbe right to take, market, or otherwise dispose of its Working Interest share of gas
produced from the Contract Area. Each party's Working Interest share shall be calculated on the volumes taken in
MCF's by each party or its purchaser(s). In the event any party at any time does not take in kind or market its
Working Interest share of gas from a well, or has contracted to sell its Working Interest share of gas to a purchaser
which fails to take all of such gas, the other parties shall be entitled, in proportion to their Working Interest, to
produce, take and deliver each month up to one hundred percent (100%) of the anticipated allowable gas production
to be assigned to such well by the governmental entity having jurisdiction (if applicable). The purpose of this
provision is to permit any party not taking or marketing all of its Working Interest share of current gas production to
defer its production and permit the other parties to pass clear title to quantities of gas in excess of their Working
Interest.

3. Each party which fails to take or market its full Working Interest share of gas from any well at any
dme shall be credited with gas in an imbalance account for such well equal to that volume of gas taken or marketed
by the other parties hereto in excess of their Working Interest share.

4, Each party shall endeavor to take or market its full Working Interest share of gas production from
such well. Further, each party shall give Operator reasonable notice and sufficient data either to nominate such
party's Working Interest share of gas to the transporting pipeline(s) or, if Operator is not norminating such party's
gas, to inform Operator of the manner in which to dispatch such party's gas. Except as and to the extent caused by
Operator's gross negligence or willful misconduct, Operator shall not be responsible for any fees and/or penalties
associated with imbalances charged by any pipeline to any Non-Operator.

5. To allow for the recovery of gas from an imbalance account and to balance the gas account of the
parties, a party which has taken less than its full Working Interest share of gas at any time ("negative balance"), shall
be entitled to produce, take and deliver each month upon reasonable notice to the Operator and to the other affected
parties, its Working Interest share of the anticipated allowable gas production to be assigned to such well by the
governmental entity having jurisdiction (if applicable) plus an amount up to an additional fifty percent (50%)
("Make-up Gas") of the Working Interest share of each party which has taken more than its full share of gas at such
time ("positive balance"). However, a party with a negative balance shall never be allowed to take more than its
Working Interest share of such allowable gas (if applicable) during the months of November, December, January
and February (“the Winter Period”), unless the underproduced party has taken at least ninety percent (90%) of the
make-up gas to which it was entitled during the six (6) consecutive months immediately prior to the Winter Period.
If more than one party has a negative balance and elects to take Make-up Gas, they shall divide the Make-up Gas to
be taken from any party with a positive balance in proportion to the respective working interest participation of each
such party with a negative balance in such well.

6. This Agreement shall apply separately to each well, proration unit, conservation unit, and to each
producing formation within such well, proration unit or conservation unit (unless such formations are accounted for
all purposes as commingled production), and as to instances where any price controls apply to Make-up Gas, to each
regulated price category; all uncontrolled gas is in a single price category for this purpose. The term "well" is used
throughout the other paragraphs of this Agreement for convenience only and shall be deemed to include the other
delineations herein set forth to the extent relevant. Imbalances in one well, proration umit, conservation unit,
producing formation or category shall not be used for balancing any other well, proration unit, conservation unit,
producing formation or category, as the case may be.

7. If, at the permanent termination of production of gas from a well, an imbalance exists between the
parties, statements or invoices for a monetary settlement of the imbalance between any of the parties relative to such
well shail be issued within ninety (90) days. Operator shall promptly provide all parties with a final cumulative
balance for each party upon receipt of all relevant data from all other parties after permanent termination of
production from each well. For the purposes hereof, the value per unit in calculating a monetary settlement shall be
defined as the weighted average of the actnal values received by a party with a positive balance on all of its gas sales
under an arms-length contract in excess of its Working Interest share ("Extra Gas"), beginning when such party was
last in balance. If such party did not sell all or part of such Extra Gas under an arms-length contract, such Extra Gas
not sold will be valued in the same manner used for production and severance taxes when produced. The amount of
the monetary settlement due each party with a negative balance for any well shall be determined by: (a) multiplying
the value per unit (as defined above) received by each party with a positive balance for each well by the volume of
gas (same unit basis) such party has produced; (b) subtracting production and severance taxes (and royalties if paid
on a gas taken rather than on a working interest basis) paid on such Extra Gas; (c) totaling the figures computed in

“(a) and (b) for all parties with a positive balance; and (d) allocating to each party with a negative balance its pro rata
share of the total reached in (c) above on the basis of the ratio of each party’s negative balance volume to the total
negative balance volumes for all parties. Each party with a positive balance shall provide a settlement schedule to
each party with a negative balance detailing how its settlernent amount was calculated. That portion of the proceeds
by each party with a positive balance which is or may be subject to refund or other dispute by order(s) of the FERC,
the Minerals Management Service, the courts or other authorities may be withheld by such party until such prices
or disputes are fully resolved, unless the relevant parties with a negative balance furnish satisfactory undertakings
agreeing to hold the relevant parties with a positive balance harmless from any financial loss due to the orders or
disputes, Settlement as provided herein shall also be made by any party with a positive balance prior to any sale,
assignment or other disposition of all or any part of its interest in any well in which such party has a positive



balance. If the provisions of this Agreement are breached by the transferring party, any party receiving any part of
the transferred mterest shall be jointly and severally liable for its pro rata share of such positive balance upon the
demand of any party with a negative balance.

8. Balancing payments from parties with a positive balauce to parties with a negative balance under
this Agreement shall be paid not later than sixty (60) days (1) after the amount of the monetary settlement due such
party has been determined and a statement or invoice issued, or (2) after the date when the period for calculation of
amounts due has passed, whichever is the earlier, pursuant to the provisions of Paragraph 7 above. No interest shall
accrue or be due among the parties as to the period prior to this payment date. Interest on late payments (including
payments rightfully made on a late basis because amounts are subject to potential refund or other dispute as stated
in Paragraph 7 above or which are delayed because computations are not timely completed) shall accrue at the prime
rate in effect at Chemical Banking Corp., New York, New York, at noon on the first day of the month in which the
payment due date occurs plus two percent (2%) or the maximum contract rate permitted by applicable law,
whichever is less. Attorneys' fees, court costs and other reasonable costs of collection of amounts owning due to
breach of this Agreement shall also be payable to the affected party(ies).

9. Each party taking gas from a well shall promptly furnish or cause to be furnished to Operator a
monthly statement of gas taken. Operator shall regularly furnish to each party a statement of the gas balance among
the parties, including the total quantity of gas produced from each well, the portion thereof used in operations,
vented or lost, and the total quantity delivered for each party's account. Each party shall retain records of volumes
of gas taken or marketed from each well and revenues or values accruing thereto for the full term of the Operating
Agreement and two (2) years thereafter. Any party with either a positive or negative balance shall have the right
during the two (2) years following each statement/invoice due date under Paragraph 7 above to audit the records of
the other parties with positive or negative balances as to volumes, revenues, values and other relevant information
concerning such well. No party will use any of the information obtained pursuant to the provisions of this paragraph
for any other purpose than implementing the terms of this Agreement and enforcing rights thereunder.

10. In addition to any rights granted in the Operating Agreement, if any well produces casinghead gas
and any party is not selling all of its Working Interest share, Operator shall have the right but not the obligation to
sell the non-selling party's share of casinghead gas for the account of such party.

11. Each party hereto shall share in and own the condensate recovered from each well by primary
separation at the lease in accordance with its Working Interest in such well as provided in the Operating Agreement.

12. Gas used in lease operations, vented or lost shall not be considered taken by any party for
purposes of the balancing hereunder. Nothing herein shall change or affect each party's obligation to pay its
Worldng Interest share of all costs and liabilities incurred in accordance with such party's Working Interest.

13. At all times while gas is produced from the Contract Area, unless otherwise required by any laws,
rules or regulations, each party shall make appropriate settlement of all royalties, overriding royalties and other
payments out of or in lieu of production for which it is responsible ("royalty payments") as if each party were taking
or delivering to a purchaser its Working Interest share and its Working Interest share only, of such gas production.
Each party hereto agrees to defend, indemnify and hold each other party hereto harmless from all claims for royalty
payments asserted by third parties to whom any party hereto is accountable.

14. Each party taking or marketing gas hereunder shall pay, or cause to be paid, all production and
severance taxes due on all volumes of gas actually taken or marketed by such party, unless otherwise required by
any laws, rules or regulations.

15. Nothing contained herein shall be construed to deny any party the right, from time to time, to
produce and take or deliver to its purchaser the entire well stream, if necessary, 1o meet such deliverability tests as
may be reasonably required by its gas sales contract,

16. The parties shall communicate, as necessary, the contents of this Agreement to any of their
respective gas purchasers or transporters and monitor their respective deliveries so as to ensure to the extent
reasonably practicable that such third parties do not take gas in excess of the quantities provided herein.

17. This Agreement shall remain in force and effect as long as the Operating Agreement is in effect
and thereafter until the gas balance accounts of the parties are settled in full or the audit period provided in
Paragraph 9 has expired, whichever shall be longer. The obligations of the parties shall survive the termination of
this Agreement.



EXHIBIT "'F"

Attached to and made a part of that certain Joint Operating Agreement dated
, by and between Cimarex FEnergy Co. of Colorado, as Operator, and
, as Non-Operator(s).

The word "Contractor” as used herein refers to Second Party/Operator in the Agreement to which this Exhibit is attached.

SECTION 1
EQUAL EMPLOYMENT OPPORTUNITY CLAUSE

The following clause shall be included in all contracts exceeding $10,000.

(a) The Contractor will not discriminate against any employee or applicant for employment because of
race, color, religion, sex, or national origin. The Contractor will take affirmative action to ensure that applicants are
employed, and that employees are treated during employment, without regard to their race, color, religion, sex, or
national origin. Such action shall include, but not be limited to the following employment, upgrading, demotion, or
transfer, recruitment or recruitment advertising, layoff or termination; rates of pay or other forms of compensation; and
selection for training, including apprenticeship. The Contractor agrees to post in conspicuous places, available to
employees and applicants for employment notices to be provided by the Contracting officer setting forth the provisions of
this nondiscrimination clause.

(b) The Contractor will, in all solicitations or advertisements for employees placed by or on behalf of the
Contractor, state that all qualtified applicants will receive consideration for employment without regard to race, color,
religion, sex or pational origin.

(c) The Contractor will send to each labor union or representative of workers with which it has a collective
bargaining agreement or other contract or understanding, a notice to be provided by the agency contracting officer,
advising the labor union or workers' representative of the Contractor's commitments under Section 202 of Executive
Order 11246 of September 24, 1965, and shall post copies of the notice in conspicuous places available to employees and
applicants for employment.

(Y] The Contractor will comply with all provisions of Executive Order 11246 of September 24, 1965, and
of the rules, regulations, and relevant orders of the Secretary of labor.

(e) The Contractor will furnish all information and reports required by Executive Order 11246 of
September 24, 1965, and by the rules, regulations, and orders of the Secretary of Labor, or pursuant thereto, and will
permit access to books, records, and accounts by the contracting agency and the Secretary of Labor for purposes of
investigation to ascertain compliance with such rules, regulations, and orders.

® In the event of the Contractor's noncompliance with the nondiscrimination c{auses of this contract or
with any of such rules, regulations, or orders, this contract may be cancelled, terminated or suspended in whole or in part
and the Contractor may be declared ineligible for further government contracts in accordance with procedures authorized
in Executive Order 11246 of September 24, 1965, and such other sanctions may be imposed and remedies invoked as
provided in Executive Order 11246 of September 24, 1965, or by rule, regulation, or order of the Secretary of Labor, or
as otherwise provided by law.

(g) The Contractor will include the provisions of Paragraphs (a) through (g) in every subcontract or
purchase order unless exempted by rules, regulations, or orders of the Secretary of Labor issued pursuant to Section 204
of Executive Order 11246 of September 24, 1963, so that such provisions will be binding upon each subcontractor or
vendor. The Contractor will take such action with respect to any subcontract or purchase order as the contracting agency
may direct as a means of enforcing such provisions including sanctions for noncompliance; provided however, that in the
event the Contractar becomes involved in or is threatened with, litigation with a subcontractor or vendor as a result of
such direction by the contracting agency, the Contractor may request the United States to enter into such litigation to
protect the interests of the United States.

SECTION 2
EMPLOYMENT OF THE HANDICAPPED

(a) The Contractor will not discriminate against any employee or applicant for employment because of
physical or mental handicap in regard to any position for which the employee or applicant for employment is qualified.
The Contractor agrees to make affirmative action to employ, advance in employment and otherwise treat qualified
handicapped individuals without discrimination based upon their physical or mental handicap in all employment practices
such as the following; employment, upgrading, demotion or transfer, recruitment, advertising, layoff or termination, rates
of pay or other forms of compensation, and selection for training, including apprenticeship.

(b) The Contractor agrees to comply with the rules, regulations, and relevant orders of the Secretary of
Labor issued pursuant to the Act.

(c) In the event of the Contractor's noncompliance with the requirements of this clause, actions for

noncompliance may be taken in accordance with the rules, regulations, and relevant orders of the Secretary of Labor
issued pursuant to the Act.

©2192) -1-



(@ The Contractor agrees to post in conspicuous places, available to employees and applicants for
employment, notices in a form to be prescribed by the Director, provided by or through the contracting officer. Such
notices shall state the Contractor's obligation under the law to take affirmative action to employ and advance in
employment qualified handicapped employees and applicants for employment, and the rights of applicants and
employees.

(e) The Contractor will notify each labor union or representative of workers with which it bas a collective
bargaining agreement or other contract understanding, that the Contractor is bound by the terms of Section 503 of the
Rehabilitation Act of 1973, and is committed to take affirmative action to employ and advance in employment physically
and mentally handicapped individuals.

® The Contractor will include the provisions of this clause in every subcontract or purchase order of
$2,500 or more unless exempted by rules, regulations, or orders of the Secretary issued pursuant to Section 503 of the
Act, so that such provisions will be binding upon each subcontractor or vendor. The Contractor will take such action
with respect to any subcontract or purchase order as the Director of the Office of Federal Contract Compliance Programs
may direct to enforce such provisions, including action for noncompliance.

SECTION 3
CERTIFICATION QOF NONSEGREGATED FACILITIES

The following clause shall be included in all contracts and related subcontracts exceeding $10,000 which are not
exempt from the Equal Opportunity Clause.

The Contractor certifiés that it does not maintain or provide for its employees any segregated facilities at any of
its establishments, and that it does not permit its employees to perform their services at any location, under its control,
where segregated facilities are maintained. The Contractor certifies further that it will not maintain or provide for its
employees any segregated facilities at any of its establishments, and that it will not permit its employees to perform their
services at any location, under its control, where segregated facilities are maintained. The Contractor agrees that a breach
of this certification is a violation of the Equal Opportunity Clause in this contract. As used in this certification, the term
"Segregated Facilities" means any waiting room, work areas, rest rooms and wash rooms, restaurants and other eating
areas, time clocks, locker rooms or other storage or dressing areas, parking lots, drinking fountains, recreation or
entertainment areas, transportation, and housing facilities provided for employees which are segregated by explicit
directive or are in fact segregated on the basis of race, color, religion, or national origin, because of habit, local custom,
or otherwise. The Contractor agrees that (except where it has obtained identical certifications from proposed
subcontractors for specific time periods) it will obtain identical certifications from proposed subcontractors prior to the
award of subcontracts exceeding $10,000 which are not exempt from the provisions of the Equal Opportunity Clause, and
that it will retain such certifications in its files.

NOTE: The penalty for making false statements in offers is prescribed in 18 U.S.C. 1001.

The failure of a prime Contractor or subcontractor to comply with the terms of its certification of nonsegregated
facilities or with the terms of Equal Opportunity Clause shall be a ground for termination or cancellation of contracts or
subcontracts as provided in '1-12.805-9.

SECTION 4
WRITTEN AFFIRMATIVE ACTION COMPLIANCE PROGRAM

The Contractor certifies that if it has 50 or more employees and if it anticipates sales to us in connection with
government contracts of $50,000 or more, it will develop a written Affirmative Action Compliance Program for each of
its establishments consistent with the rules and regulations published by the Department of Labor in 41 CFR Chapter 60.

SECTION S

AFFIRMATIVE ACTION PROGRAMS FOR DISABLED VETERANS
AND VETERANS OF VIETNAM ERA

The following clauses shall be included in all contracts exceeding $10,000.

(a) The Contractor will not discriminate against any employee or applicant for employment because he or
she is a disabled veteran or veteran of the Vietnam Era in regard to any position for which the employee or applicant for
employment is qualified. The Contractor agrees to take affirmative action to employ, advance in employment and
otherwise treat qualified disabled veterans and veterans of the Vietnam Era without discrimination based on their
disability or veterans status in all employment practices such as the following; employment upgrading, demotion or
transfer, recruitment, advertising, layoff or termination, rates of pay or other forms of compensation, and selection for
training, including apprenticeship.

(b) The Contractor agrees that all suitable employment openings of the Contractor which exist at the time

of the execution of this contract and those which occur during the performance of this contract, including those not
generated by this contract and including those occurring at an establishment of the Contractor other than the one wherein
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the contract is being performed but excluding those of independently operated corporate affiliates, shall be listed at an
appropriate local office of the State employment service system wherein the opening occurs. The Contractor further
agrees to provide such reports to such local office regarding employment openings and hires as may be required.

State and local government agencies holding Federal contracts of $10,000 or more shall alse list all their
suitable openings with the appropriate office of the State employment service, but are not required to provide those
reports set forth in paragraphs (d) and (3).

(c) Listing of ernployment openings with the employment service system pursuant to this clause shall be
made at least concurrently with the use of any other recruitment source or effort and shall involve the normal obligations
which attach to the placing of a bona fide job order, including the acceptance of referrals of veterans and non-veterans.
The listing of employment openings does not require the hiring of any particular job applicant or from any particular
group of job applicants, and nothing herein is intended to relieve the Contractor from any requirements in Executive
Orders or regulations regarding nondiscrimination in employment.

d) The reports required by paragraph (b) of this clause shall include, but not be limited to, periodic reports
which shall be filed at least quarterly with the appropriate local office or, where the Contractor has more than one hiring
location in a State, with the central office of that State employment service. Such reports shall indicate for each hiring
location (1) the number of individuals hired during the reporting period, (2) the number of nondisabled veterans of the
Vietnam Era hired, (3) the number of disabled veterans of the Vietnam Era hired, and (4) the total number of disabled
veterans hired. The reports should include covered veterans hired for on-the-job training under 38 USC 1787. The
Contractor shall submit a report within 30 days after the end of each reporting period wherein any performance is made
on the contract identifying data for each hiring location. The Contractor sball maintain at each hiring location copies of
the reports submitted until the expiration of one year after final payment under the contract, during which time these
reports and related documentation shall be made available, upon request, for examination by any authorized
representatives of the contracting officer or of the Secretary of Labor. Documentation would include personnel records
respecting job openings, recruitment and placements.

(e) ‘Whenever the Contractor becomes contractually bound to the listing provisions of this clause, it shall
advise the employment service system in each State where it has establishments of the name and location of each hiring
location in the State. As long as the Contractor is contractually bound to these provisions and has so advised the State
system, there is not need to advise the State system of subsequent contracts. The Contractor may advise the State system
when it i3 no longer bound by this contract clause.

® This clause does not apply to the listing of employment openings which occur and are filled outside of
the 50 states, the District of Columbia, Puerto Rico, Guam, and the Virgin Islands.

(2) The provisions of paragraphs (b}, (c), (d) and (e) of this clause do not apply to openings which the
Contractor proposes to fill from within its own organization or to fill pursuant to a customary and traditional employer-
union hiring arrangement. This exclusion does pot apply to a particular opening once an employer decides to consider
applicants outside of its own organization or employer-union arrangement for that opening.

(h) As used in this clause:

(6)) " All suitable employment openings" includes, but is not limited to, openings which occur in
the following job categories: production and nonproduction; plant and office; laborers and mechanics; supervisory and
ponsupervisory; technical; and executive, administrative; and professional openings as are compensated on a salary basis
of less than $25,000 per year. This term includes full time employment of more than three (3) days' duration, and part-
time employment. It does not include openings which the Contractor proposes to fill from within its own organization or
to fill pursuant to a customary and traditional employer-union hiring arrangement nor openings in an education institution
which are restricted to students of that institution. Under the most compelling circumstances an ¢employment opening
may not be suitable for listing, including such situations where the needs of the Government cannot reasonably be
otherwise supplied, where listing would be contrary to national security, or where the requirement of listing would
otherwise not be for the best interest of the Government.

2) " Appropriate office of the State employment service system™ means the local office of the
Federal-State national system of public employment offices with assigned responsibility for serving the area where the
employment opening is to be filled, including the District of Columbia, Guam, Puerto Rico, and the Virgin Islands.

3) "Openings which the Contractor proposes to fill from within its own organization” means
employment openings for which no consideration will be given to persons outside the Contractor's organization
(including any affiliates, subsidiaries, and the parent companies) and includes any openings which the Contractor
proposes to fill from regularly established "recall” lists.

4) "Openings which the Contractor proposes to fill pursuant to a customary and traditional
employer-union hiring arrangement" means employment openings which the Contractor proposes to fill from union halls,
which is part of the customary and traditional hiring relationship which exists between the Contractor and representatives
of its employees.

[6)] The Contractor agrees to comply with the rules, regulations, and relevant orders of the Secretary of
Labor issued pursuant to the Act. :



G) In the event of the Contractor's noncompliance with the requirements of this clause, actions for
noncompliance may be taken in accordance with the rules, regulations and relevant orders of the Secretary of Labor
issued pursuant to the Act.

(k) The Contractor agrees to post in conspicuous places, available to employees and applicants for
employment, notices in a form to be prescribed by the Director, provided by or through the contracting officer. Such
notice shall state the Contractor's obligation under the law to take affirmative action to employ and advance in
cmployment qualified disabled veterans and veterans of the Vietnam Era for employment, and the rights of applicants and
employees.

(1)) The Contractor will notify each labor union or representative of workers with which it bas a collective
bargaining agreement or other contract understanding, that the Contractor is bound by the terms of the Vietnam Era
Veterans Readjustment Assistant Act, and is committed to take affirmative action to employ and advance in employment
qualified disabled veterans and veterans of the Vietnam Era.

(m) The Contractor will include the provisions of this clause in every subcontract or purchase order of
$10,000 or more unless exempted by rules, regulations, or orders of the Secretary issued pursuant to the Act, so that such
provisions will be binding upon each subcontractor or vendor. The Contractor will take such action with respect to any
subcontract or purchase order as the Director of the Office of Federal Contract Compliance Programs may direct to
enforce such provisions, including action for noncompliance.

SECTION 6
UTILIZATION QOF SMALL BUSINE ONCERNS
AND SMALL BUSINESS CON S OWNED AND

CONTROLLED BY SOCIALLY AND ECONOMICALLY
DISADVANTAGED INDIVIDUALS

The following clanse shall be included in all contracts over $10,000 except contracts for services which are
personal in nature and contracts which will be performed entirely (including all subcontracts) outside any State, territory,
or possession of the United States, the District of Columbia, or the Commonwealth of Puerto Rico.

(a) It is the policy of the United States that small business concerns and small business concerns owned
and controlled by socially and economically disadvantaged individuals shall have the maximum practicable opportunity
to participate in the performance of contracts let by any Federal agency.

(b) The Contractor hereby agrees to carry out this policy in the awarding of subcontracts to the fullest
extent consistent with the efficient performance of this contract. The Contractor further agrees to cooperate in any
studies or surveys as may be conducted by the Small Business Administration or the contracting agency which may be
necessary to determine the extent of the Contractor's compliance with this clause.

) As used in this contract:

) The term "small business concern" shall mean a small business as defined pursuant to Section
3 of the Small Business Act and relevant regulations promulgated pursuant thereto.

2) The term "small business concern owned and controlled by socially and economically
disadvantaged individuals" shall mean a small business concern—

(i) which is at least 51 per centum owned by one or more socially and economically
disadvantaged individuals; or in the case of any publicly owned business, at least 51 per centum of the stock of which is
owned by one or more socially and economically disadvantaged individuals; and

(ii) whose management and daily business operations are controlled by one or more of such
individuals.

The Contractor shall presume that socially and economically disadvantaged individuals inchude Black
Americans, Hispanic Americans, Native Americans, Asian-Pacific Americans, and other minorities, or any other
individual found to be disadvantaged by the Small Business Administration pursuant to Section 8(a) of the Small
Business Act.

(d) Contractors acting in good faith may rely on written representations by their subcontractors regarding
their status as a small business concern or a small business concern owned and controlled by socially and economically
disadvantaged individuals.

SECTION 7
UTILIZATION OF WOMEN-OWNED BUSINESS CONCERNS



The following clause shall be include in all contracts expected to exceed $10,000 except contracts which,
including all subcontracts thereunder, are to be performed entirely outside the United States, its possessions, Puerto Rico
and the Trust Territory of the Pacific Islands, and contracts for services which are personal in nature.

(a) It is the policy of the United States Government that women-owned businesses shall have the maximum
practicable opportunity to participate in the performance of contracts awarded by any Federal agency.

(b) The Contractor agrees to use its best efforts to carry out this policy in the award of subcontracts to the
fullest extent consistent with the efficient performance of this contract. As used in this contract, a "woman-owned
business" concern means a business that is at least 51 per centum owned by a woman or women who also control and
operate it. "Control" in this context means exercising the power to make policy decisions. "Operate” in this context
means being actively involved in the day-to-day management. “"Women" means all women business owners.



EXHIBIT “H”

Attached to and made a part of that certain Operating Agreement dated , by and
between Cimarex Energy Co. of Colorado, as Operator, and , as Non-Operator(s).

MEMORANDUM OF OPERATING AGREEMENT

STATE OF NEW MEXICO )
) KNOW ALL MEN BY THESE PRESENTS:

COUNTY OF EDDY )

The undersigned have entered into an Operating Agreement, dated August 15th, 2009, in order to explore for,
develop and produce oil and gas from their respective oil and gas leases or interests to the extent described in Exhibit "A"
attached hereto and hereinafter referred to as the "Contract Area”,

Arxoong other provisions, the Operating Agreement appoints Cimarex Energy Co. of Colorado, as Operator and
designates

the other parties thereto as Non-Operator(s). The Operating Agreement grants said Operator the authority, with certain
limitations, to incur expenses on behalf of the Non-Operator(s) and, at the Operator's election, the right to bill the Non-

Operator(s) in advance for the estimated expenditures.

The Operating Agreement provides that the liability of the parties shall be several and not joint or collective,
with each being liable only for its proportionate share of the costs and liabilities incurred therewith as set forth in the
Operating Agreement and as may change by subsequent assignment of interest. Said Operating Agreement also provides
that:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security
interest in its share of oil and/or gas when extracted and its interest in all equipment, to secure payment of its share of
expense, together with interest thereon at the rate provided in the Exhibit "C". To the extent that Operator has a security
interest under the Uniform Commercial Code of the State, Operator shall be entitled to exercise the rights and remedies
of a secured party under the Code. The bringing of a suit and the obtaining of judgment by Operator for the secured
indebtedness shall not be deemed an election of remedies or otherwise affect the lien rights or security interest as security
for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share of expense, Operator
shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from the sale
of such Non-Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid.

Each purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any default.
Operator grants a like lien and security interest to the Non-Operators to secure payment of Operator’s proportionate share
of expense.

If any party fails or is unable to pay its share of expense 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 in the proportion that the interest of each such party bears to the interest of all such parties. Each party so paying
its share of the unpaid amount shall, to obtain reimbursement thereof, be subrogated to the security rights described in the

foregoing paragraph.



Further, the Operating Agreement has attached to it various Exhibits, including but not limited to, a Gas
Balancing Agreement, which among other provisions, allows one or more parties to take more than their working interest
share of gas production if another party or parties cannot or does not take their respective working interest share. It also
provides for volumetric balancing on an Mcf basis and for cash balancing on permanent cessation of gas production from
a well, cessation of a gas category if different pricing categories are imposed by governmental regulation and if a party
sells its interest.

Copies of the Operating Agreement and/or the Gas Balancing Agreement Exhibit can be obtained from any of
the undersigned or their successors in interest.

The said Operating Agreement and the Exhibits attached thereto are binding upon the undersigned and their
respective heirs, devisees, legal representatives, successors and assigns. This Memorandum of Operating Agreement
shall not be deemed an amendment of said Operating Agreement or of said Gas Balancing Agreement Exhibit and shall in
no way increase the obligations or decrcase the rights of the undersigned thereunder, but is entered into for the sole
purpose of providing notice of the existence of said Operating Agreement, the security interest granted thereunder, and
the Gas Balancing Agreement attached as an Exhibit thereto.

This Memorandum of Operating Agreement may be executed in any number of duplicate or counterpart copies,
including counterpart signature pages, each of which shall be considered an original for all purposes. Photocopies of this
Memorandum of Operating Agreement may be filed in the appropriate records as proof of the security interest created
hereunder.

Executed as of the date and year indicated in the acknowledgement of each signature, to be effective the date of

the Operating Agreement recited above.

Operator:

Cimarex Energy Co. of Colorado

By:

Name
Type or Print Name: Roger Alexander

Title: Attorney-in-Fact

Non-Operator(s):

Magnum Hunter Production, Inc.

By:

Name

Type or Print Name:

Title:




Chase Oil Corporation

By:

Name

Type or Print Name:

Title:

Robert C. Chase

By:
Name

Type or Print Name:

Title:

Richard L. Chase

By:

Name

Type or Print Name:

Title:

Gerene Dianne Chase Ferguson

By:
Name

Type or Print Name:

Title:




ACKOWLEDGEMENTS

STATE OF TEXAS )
COUNTY OF MIDLAND)
The foregoing instrument was acknowledged before me this day of , 2009, by

Roger Alexander as Attomey-in-Fact of Cimarex Energy Co. of Colorado, a Texas corporation, and Magnum Hunter
Production, Inc., a Nevada corporation, on behalf of said corporations.

Notary Public in and for the State of Texas

STATEOF )
COUNTY OF )
The foregoing instrument was acknowledged before me this day of 2008, by

,as of A
corporation, on behalf of said corporation.




FARMOUT AGREEMENT

THIS AGREEMENT is made and entered into the day of , 2009, by
and  between - ”)  whose mailing address s
__, as Farmor, and Cimarex Energy Co., ("Cimarex") whose

mailing address is 600 N. Marienfeld, Suite 600, Midland, Texas 79701, as Farmee.

WITNESSETH:

WHERFEAS, represents, without warranty of title express or implied, that it is
the owner of certain leasehold interests under that certain oil and gas lease set forth on the attached
Exhibit "A", insofar, and only insofar as said lease covers and pertains to the lands described in
Exhibit "A", hereinafter referred to as the "Farmout Lands", and more specifically described by
depth therein;

WHEREAS, agrees that Cimarex may acquire an interest in the Farmout
Lands under the terms and conditions set forth herein;

NOW THERFFORE, for and in consideration of the mutual covenants and agreements
hereinafter set forth, it is agreed by and between the parties hereto that:

1. Titles: does not warrant title to its interest in the Farmout Lands but
agrees, upon written request, to furnish Cimarex with such abstracts of title, status reports, title
opinions, and other title information as it may have in its files.

2. Initial Well: On or before August 1, 2010, Cimarex agrees to commence drilling
operations of a well, hereinafter referred to as the "Initial Well", at a legal location on the Farmout
Lands to test the lower Abo formation. Said procedure shall be done with diligent effort in
accordance with accepted oil field practices.

3. Substitute Well: If for any reason conditions in the Initial Well make the further drilling
thereof impractical or irnprudent, Cimarex shall have the right to commence the actual drilling of a
substitute well located on the Farmout Lands on or before August 1, 2010 or within 90 days after
release of rig from the Initial Well, whichever is the later.

4. Costs & Expenses: All costs and expenses incurred in drilling, testing, completing and
equipping or plugging and abandoning the Initial Well shall be borne and paid in full by Cimarex.

5. Convevance of Interest Upon Completion of Initial Well: Upon Cimarex' completion of
the Initial Well (and/or other well or wells as provided for herein) as a well capable of producing oil
and/or gas in commercial, paying quantities, including the setting of tank batteries and/or other
production facilities, and upon Cimarex' compliance with all of the terms and provisions of this
agreement, agrees to assign and deliver to Cimarex a limited assignment of

leasehold interest as set forth in Exhibit "A" hereto, in and to the spacing unit
dedicated to the Initial Well, effective as of the date immediately prior to the date of first production
of the Initial Well (and/or other well or wells as provided for herein), excepting from said
conveyance and reserving to an overriding royalty interest equal to the positive
difference, if any, between twenty-five percent (25%) and the total of all previous assignments or
reservations of royalty and/or overriding royalty interests.

6. Right to Earmn Further Interests: Whether the Initial Well described above is completed as
a commercial producer or plugged and abandoned, Cimarex shall bave the right to earn additional
nterests in prescribed spacing units within the Contract Lands under the following terms and
conditions. Within 180 days of the date of filing the Completion Report for the Initial Well, a
substitute well or any subsequent well, Cimarex must commence actual drilling on a subsequent
well and thereafter drill and complete such well under the same terms and conditions as specified
hereinabove for the Initial Well. Each substitute or subsequent well shall be treated, for the purposes
of the provisions in this contract, as if it is an Initial Well. agrees to convey unto
Cimarex its leasehold interest in any such additional spacing unit eamned by each such subsequent
well under the same terms and conditions expressed in Paragraph 6, above, in regard to the Initial
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Well.

7. Compliance with Laws and Lease Obligations: Cimarex agrees that in the location and
drilling of the Initial Well and all subsequent wells pursuant to this agreement, it will conduct all of
its operations in full compliance with all of the terms, provisions and covenants, express and
implied, of the oil and gas leases upon which such well is located, and in full compliance with all
applicable laws, rules, regulations and orders, both state and federal, relating to the ownership and
enjoyment and the development and operation of the acreage covered by such leases, and agrees as
to the drilling and/or reworking of the Initial Well, and any substitute or subsequent wells to
indemnify and hold harmless from and against any and all clais, demands,
losses, damages, causes of action and/or liabilities resulting from or arising out of Cimarex’
operations in the drilling and/or reworking, completion and operation of the Initial Well and all
subsequent wells.

8. Effect of Nonperformance: The only consequence of Cimarex’ failure to comply with the
earning provisions hereof is that this agreement may be terminated at election, In
that event, and Cimarex shall be relecased from all obligations hereunder,
except those which have accrued prior to termination.

9. Lesser Interest Clause: Should own less than the entire fee leasehold
working interest estate in the Farmout Lands, then the interests described herein shall be reduced
proportionately in the proportion that interest bears to the whole.

Upon execution by both parties hereto, this agreement shall inure to the benefit of and be
binding upon the parties hereto and their respective heirs, successors and assigns.

Executed this day of 2009.

FARMOR:

FARMEE:

CIMAREX ENERGY CO.

By:  Roger Alexander, Attorney-in-Fact

STATE OF TEXAS §

§

COUNTY OF MIDLAND §
The foregoing instrument was acknowledged before me this day of , 2009,

by Roger Alexander, Attorney-In-Fact of CIMAREX ENERGY CO., a Delaware corporation, on
behalf of the corporation.

My Commission Expires:

Notary Public in and for the State of Texas



STATE OF TEXAS §
§
COUNTY OF §
The foregoing instrument was acknowledged before me this day of , 2009,
by

My Commission Expires:

Notary Public in and for the State of Texas



EXHIBIT "A"

Attached to and made a part of that Farmout Agreement dated

, by

and between , as Farmor, and Cimarex Energy Co., as Farmee.

LEASEHOLD INTEREST OF
SUBJECT TO THIS AGREEMENT

All right, title and interest in and to the following described oil and gas lease,
insofar, and only insofar, as said lease covers and pertains to the N/2NW/4 of
Section 20-Township 15 South, Range 31 East, NM.P.M., Chaves County, New
Mexico; and limited in depth to include only those depths below 5,500 feet
subsurface.

1.) Lease info. will be inserted here.



