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OPERATING AGREEMENT
THIS AGREEMENT, entered into by and between Merrion OQil & Gas Corporation
610 Reilly Avenue, Farmington, New Mexico 87401 , hercinafter designated and
referred to as “Operator”, and the signatory party or parties other than Operator, i hereinaft ferred to individually herein
as “Non-Op ”, and collectively as “Non-Op ",
WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the lend identified in
Exhibit “A”, and the parties hereto have reached an agreement to explore and develop these leases andfor oit and gas interests for the
production of oil and gas to 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 here ascribed to them:

A. The term “oil and gas™ shall mean oil, gas, casinghcad gas, gas cond and sall other liquid or gaseous hydrocarbons
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated.

B. The terms “oil and gas lease”, “lease” and “leaschold” shall mean the oil and gas leases covering tracts of land
lying within the Contract Arca which are owned by the parties 1o this agroement.

C. The term “oil and gas interests” shall mean unleased fce and mineral interests in tracts of land lying within the
Contract Area which are owned by parties o this agreement.

D. The tem “Contract Area™ shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be
developed and opesated for oil and gas purposes under this Such lands, oi} and gas leaschold interests and oil and gas inferests
are deseribed in Exhibit “A”.

E. 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 having authority. [f a drilling unit is not fixed by any such rule or order, a drilting unit shall be the drilling unit as establish-
ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties,

F. The term “drilisite” shall mean the oil and gas lease or interest on which a proposed well is to be located.

G. The terms “Drilling Party” and “Consenting Party” shall mean a party who agrees ¢o join in and pay its share of the cost of
any operati ducted under the provisions of this agr

H. The terms “Non-Drilling Party” and “Non-Conscnting Party” shall mean a party who elects aot to participate
in a proposed operation.

Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the
singular, and the neuter gender includes the tine and the fe

ARTICLE IL
EXHIBITS

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

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

(1) Identification of lands subject to this agreement,

Q) Rmmlfmy,asmdepxhs,fmmmmum:bsmnm

(3) P tages or i l & of parties to this agreement,

(4) Oil and gas leases and/or oil and gas interests subject to this agreement,

(5) Addresses of parties for notice purposes,
C. Exhibit “C”, Accounting Procedure.
D. Exhibit “D”, Insurance.
E. Exhibit “E”, Gas Balnncmg Agreemcnt

. cion of NenS —
FExbibit “F Non-B d € ofNon Fooilities:

DO0ON¥EREO

G—Exhibit “G Fox Partnershi

If any provision of any ex}ubu, except Exhibits “E” and “G”, is inconsistent with any provision contained in the body
of this agrecment, the provisions in the body of this agreement shall prevail,
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ARTICLE I
INTERESTS OF PARTIES

A. Ol and Gas Interests:

If any party owns an oil and gas interest in the Contract Arca, that interest shall be treated for all pusposes of this agreement
and during the term hereof as if it were covered by the form of oil and gas lease attached-horoto-as-Exhibit—=B~, and the owner thercof
shall be deemed to own both the royalty interest reserved in such lease and the interest of the lesses thereunder.

B.  Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be bome and
paid, and all equipment and materials acquired in operations on the Contract Arca shall be owncd, by the parties as their interests arc set
forth in Exhibit “A”. In the same manner, the partics shall also own all production of oil and gas from the Contract Area subject to the
payment of royalties to the extent of Actual Rovalties as refercnced in leases which shall be bome as hercinafter set forth.

Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royalty is due and
payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or
cause to be paid or delivered, to the extent of its interest in such production, the royalty ipulated hercinabove and shall hold the
other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received
by such party, to any other party’s lessor or royalty owner, and if any such other party’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 royalty burden attributable to

such higher price.

Nothing contained in this Article I11.B. shail be deemed an assignment or cross-assij

& of i d hereby.
C.  Extess Royalties, Overriding Royaities and Other Payments:

Unkss changed by other provisions, if the interest of any party in any lease covercd hercby is subject to any royalty,
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article IILB., such party so
burdened shall assume and alonc bear all such ¢xcess obligations and shall indemnify and hold the other parties hereto harmless from any
and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequently Created Interests:

If any party should hereafter create an overiding royalty, production payment or other burden payable out of production
attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit “A”, or
was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and
accepted obligation of all parties (any such interest being hercinafd ferred to as “subsequently created interest” imespective of the
timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred
to as “burdened party”), and:

1. If the burdened party is required under this agreement to assign or relinquish to any other party, or partics, all or a portion
of its working interest and/or the production attributable thereto, said other party, or partics, shall receive said assignment and/or
production free and clear of said subsequently created interest and the burdened party shall indemmify and save said other party,
or partics, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest;
and,

2. If the burdened party fails to pay, when due, its share of exp h ble b der, all provisions of Article VIL.B. shall be
enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of
the burdened party.

ARTICLE IV.
TITLES

A. Tite Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, if
the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to be includ-
ed, in the drilling unit around such weil. The opinion will include the hip of the working interest, minerals, royalty, overriding
royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases and/or oil and

gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status
reports), title opinioms, title papers and ) ial in its p ion free of charge. All such i ion not in the p ion of or
made available to Operator by the parties, but y for the ination of the title, shall be obtained by Operator. Operator shall

cause title to be examined by attomeys on its staff or by outside attorneys. Copics of all title opinions shall be furnished to each party
hereto. The cost incurred by Operator in this title program shall be bomne as follows:

0O Option No, 1. Costs incurred by Operator in procuring ab and title ination (including preliminary, suppl 1
shut-in gas royalty opinions and division order title opinioas) shall be a part of the administrative ovethead as provided in Exhibit “C",
and shall not be a direct charge, whether performed by Operator’s staff attormeys or by outside attorneys.
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ARTICLE IV
continued
Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside ys or {ners for title

(including preliminary, supplemental, shut-in gas royalty opinjons and division order title opinions) shail be bome by the Drilling Parties
in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Partics as such interests appeas in Ex-
hibit “A”. Operator shall make no charge for services rendered by its staff attomeys or other personnel in the performance of the above
functions.

Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection
with leases or oil and gas interests contributed by such party. Operator shall be respoasible for the preparation and recording of pooling
designations or declarations as well as the conduct of hearings hefore governmental agencies for the securing of spacing or pooling orders.
This shall not prevent any party from appearing oa its own behalf at any such hearing,

No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as sbove
provided, and (2) the title has been approved by the examining attomey or title has been accepted by all of the parties who arc to par-
ticipate in the drilling of the well.

B. Lossof Title:

1. Failure of Title: Should any oil and gas inferest or lease, or interest therein, be lost through frilure of title, which loss results in &
reduction of interest from that shown on Exhibit “A”, the party contributing the affected lease or interest shall have ninety (90) days
from final determination of title failure to acquire amwleasemotheruuuumemcunng the entirety of the title failure, which acquisi-
tion will not be subject to Article VIILB., and failing to do so, this agr shall inue in force as to all remaining oil
and gas leases and interests: and,

(a) The party whose 0il and gas lease or inferest is affected by the title failure shall bear alone the entire loss and it shail not be
cntitled to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred,
but there shall be no additional liability on its part to the other partics hercto by reason of such title failure;

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has
been lost, but the interests of the partics shall be revised on an acreage basis, as of the time it is determined finally that tite fhilure hes oc-
curred, so that the interest of the party whosc lcase or interest is affected by the title failurc will thereafier be reduced in the Contract
Area by the amount of the interest lost;

(¢) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contract Area is
increased by reason of the title failure, the party whose title has failed shall reccive the proceeds attributable to the increase in such in-
terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such
well;

(d) Should any person not a party to this agreement, who is determined to be the owner of any interest in the tithe which has
foiled, pay in any manner any part of the cost of aperation, development, or equip such amount shall be paid to the party or parties
who bore the costs which are so refunded;

(¢c) Any liability to account to a third party for prior production of oil and gas which sriscs by reason of title failure shall be
bomebyﬂ\cpanyorpmwhosemiefnﬂedmthesamepropomonsmwhxchdwysharedmmchpnorpmducumund,

(f) No charge shall be made to the joint for legal expenses, fees or sal in ion with the defense of the interest
clalmedbyanypmyhauo,ltbcmgthemtmhmofdwpuruuhuctothateadlshalldeﬁndliﬂemirsmmmdheuallexpenmin
connection therewith,

< ;| pe:  If, through mistake or oversight, any rental, shut-in well
payment, mmmummyaltyormynhypaymm mnmwdoruemoomlypud,mdasamuhalaseormmtberemtcrmum.
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 covering the same interest within ninety (90) days from the discovery of the failure to make proper payment,
which scquisition will not be subject to Article VIILB., the interests of the parties shall be revised on an acreage basis, effective as of the
date of termination of the lcase involved, and the party who failed 1o make proper payment will no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has tesminated. In the event the party who failed to make the
required payment shall not have been fully reimbursed, st the time of the loss, from the proceeds of the sale of oil and gas attributable to
the lost interest, calculated on an acreage basis, for the develop and operating costs theretofore paid on of such interest, it
shall be reimbursed for unrecovered actual costs theretofore 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 neocssary to effect reimbursement:

(8) Proceeds of oil and gas, less operating exp fe d to the credit of the lost interest, on an acreage basis,
up to the amount ofumeoovaed costs;

(b) Proceeds, less op g exp hereaft: d attributable to the lost interest on an acreage basis, of that portion of
oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease

would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said
portion of the oil and gas to be contributed by the other parties in proportion to their respective interest; 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 interest
lost, for the privilege of participating in the Contract Arca or becoming a party to this agreement.

3. Other Losses: All losses of title incurred other than those set forth in Articles IV.B.1. and IV.B.2. above, shall be joint losses
and shall be bome by all parties in proportion to their interests. There shall be no readj of i in the ining portion of
the Contract Area.
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:

Merrion Qil & Gas Corporation shall be the
Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and
required by, and within the limits of this agreement. It shall conduct all such operations in 8 good and workmanlike manner, but it shall
have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross
negligence or willful misconduct.

B. Resigoation or Removal of Operator and Selection of Successor:

1. Resignation or Removal of Operator: Operator may resign at any time by giving written potice thereof to Non-Operators.
If Opcrator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as
Operator, Op shall be d d to have resigned without any action by Non-Operators, except the sclection of a successor. Operator
may be removed if it fails or refuses to carry out its duties h der, or b insolvent, bankrupt or is placed in receivership, by the
affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit “A™ remaining after
excluding the voting Interest of Operator.  Such resignation or removal shall not become effective until 7:00 o’clock AM. on the first day of
the calendar month following the expiration of ninety (90) days after the giving of noticc of resignation by Operator or action
by the Non-Operators to remove Operator, unless a Op has been selected and the duties of Operator at an carlier
date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-
porate name or structure of Operator or transfer of Operator’s interest to any single subsidiary, parent or poration shall not
be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or § of Op a Operator shall be selected by
the partics, The Op shall be sclected from the parties owning an interest in the Contract Area at the time such successor
Operator is selected. The successor Operator shall be selocted by the affirmative vote of two (2) or more partics owning a majority interest
based on ownership as shown on Exhibit “A™; provided, however, if an Operator which has been removed fails to vote or votes only to
succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based
on ownership as shown on Exhibit “A” remaining after excluding the voting intecest of the Operator that was remaved.

C. Employees:

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

D. Drilling Contracts:

All wells drifled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area If it so
desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and
such wotk shall be performed by Operator under the same terms and conditions as are customary and usual in the area i contracts of in-
dependent contractors who are doing work of a similar nature,

ARTICLE VL
DRILLING AND DEVELOPMENT

A.  Initial Well:
On or before the 31" day of __Dgcember ,20_11 , Operator shall commence the drilling of a well for
oil and gas at the following location:

Tl i

and shall thereafter continue the drilling of the well with due diligence to a depth sufficient to test the Fruitdand Coal Formation.

unless granite or other practically imp ble sub or condition in the hole, which renders further drilling impractical, is en-
countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth.

Operator shall make reasonable tests of all formations encountered during drilling which give indication of containing oil end
gas in quantities sufficient to test, unless this agroement shall be limited in its application to a specific formation or formations, in which
event Operator shall be required to test only the formation or formations to which this agreement may apply.
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ARTICLE VI
continued

If, in Operator’s judgment, the weil will not produce oil or gas in paying quantities, and it wishes to plug and abandon the
well as a dry hole, the provisions of Article VLE.1. shall thereafter apply.

B. Subsequent Operations:

1. Proposed Operations: Should any p%hw%m drill agn&vgggg‘m Contmcthlg %(‘hg“than the well provided
for tn Article VLA., or to rework, deepen or plug‘Lacl? a e%ﬁ &-immam ef-Mes’or a we'ﬁa‘ i
tho-patis T 20d s he prodcing in paying quanitie,the party desiring t drill,rework, deepen a plig back such a well shall give the
other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after raceipt of the notice
within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-
ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the responsc period shall be
limited to forty-cight (48) hours, exclusive of Saturday, Sundsy, and legal holidays. Failure of a party receiving such notice to reply within
the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or

ponse given by telephone shall be promply confirmed in writing,

If all parties elect to participate in such a proposed operation, Operator shall, within'} oo 530 T Aot eepiration of the otice

period of thirty (30) days (or as promptly as possible after the expiration of the forty-cight (48) hour period when a drilling rig is on loca-
tion, as the case may be), actually commence the proposed operation and ph itwithduediligcnceaﬂhcriskmdckpcnscofallpar-
ties hereto; provided, howivcr i t date may be extended upon written notice of same by Operator fo the other parties,
ﬁnapaiodot‘upﬂof&sw“—lgge ? if, in the sole opinion of Operstor, such additional time is reasonably necessary to btain

permits from gavernmentsl autherities, surface rights (including rights-of-way) or appropriate drilling equip of to complete title ex-
amination or ive matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XX, if the
actual operation has not been commenced within the time provided (including any extensicn thereof as specifically permitted herein) and
if any party hereto still desires to conduct said operation, written notice proposing same must b¢ resubmitted to the other partics in  accor-
dance with the provisions hereof as if no prior proposal had been made.

2. Operations by Less than All Panies: If any party receiving such nofice as provided in Asticle VLB.L. of VILD.1. (Option

No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the begcteitﬁ %fdth %cle party or parties
giving the notice and such other paties as shall lect 0 participate in the operation shall, within }IM Y H8%e expiraion of

the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-cight (48) hour period when a drilling rig is
on location, as the case may be) I} the proposed operation and plete it with due diligence. Operator shall pesform all
work for the account of the Consenting Parties; provided, however, if no drilling rig or other equip is on location, and if Op is

a Non-Consenting Party, the Consenting Parties shall cither: (a) request Operator to perform the work required by such proposed opera-
tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Partics as Operator to perform such work. Con-
senting Partics, when conducting operations on the Contract Area pursuant to this Article VLB.2,, shall comply with all terms and coa-
ditions of this agreement.

If less than all parties app any proposed operation, the proposing party, i diately after the expiration of the applicabl
notice period, shall advise the Conscenting Parties of the total interest of the partics approving such operation and its recommendation as
to whether the Consenting Parties should procecd with the operation as proposed. Each Consenting Party, within forty-cight (48) hours

(exclusive of Saunday, Sunday and legal holidays) after receipt of such notics, shall advise the proposing party of its desire to (a) limit par-

2T o S S P T e sy R e A e
e s S e

t
PIopos; Yy shall be deemed an election un 'aé [n the event a drilling rig is on location, the time permitted for
such a response shall not exceed a total of forty-eight (48) houss e /of Saturday, Sunday and legal holidays). The proposing party,

at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision.

The entire cost and risk of conducting such operations shall be bomne by the Consenting Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. C: ing Parties shall keep the leaschold estates involved in such
operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the C g Partics.
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their
sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article results in a pro-
ducer of oil and/or gas in paying quantitics, the Consenting Parties shall complete and equip the well to produce at their sole cost and risk,
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ARTICLE VI
continued

and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Conseating Par-
ties, Upon commencement of operations for the drilling, reworking, decpening or plugging back of any such well by Conscating Parties
in accordance with the provisions of this Article, cach Non-Consenting Party shall be deemed to have relinquished to Consenting Parties,
and the Consenting Partics shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Coasenting

Party’s intetest in the well and share of production therefrom lﬂpuuhc doﬂ ‘gxﬂ&c, |’si:‘l)ed J?c:‘ﬂ?ch shmm?;‘lc.g&wmdx g’ ?xc d?ed&xg

f‘nn “'Mc emf if such share is not sold, (after deducting / peoduction-taxes-exeise-taxes, roy: over‘n‘amg royalty and other in-
terests not excepted by Article 1ILD. payable out of or measured by the production from such well accruing with respect to such interest
until it reverts) shall equal the total of the following:

(a) 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the wellhead
connections (including, but not limited to, stock tanks, separators, treaters, pumping 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 continuing until cach such Non-
Consenting Party’s relinquished interest shall revert to it under other provisions of this Article, it being agroed that cach Non-
Consenting Party’s share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting
Party had it participated in the weil from the beginning of the operations; and

(b) __300 % of that portion of the costs and expenses of drilling, reworking, decpening, plugging back, testing and completing,
after deducting any cash contributions received under Article VIILC., and 100 % of that portion of the cost of newly acquired equip-
ment in the well (to and including the welihead connections), which would have been chargeable to such Non-Consenting Party if it had
participeted therein.

An clection not to participate in the drilling or the de¢pening of a8 well shall be d d an clection not to partici in any re-
working or plugging back operation proposed in such a well, or portion thereof, 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-C ing Party’s p Any such
reworking or plugging back operati ducted during the p 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 Pasties one hundred percent (100%) of that portion of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. If
such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VI.B. shall be ap-
plicablc as b said C ing Parties in said well.

During the period of time Consenting Partics are entitied to receive Non-Consenting Party’s ’Mﬁ of ction, or the
proceeds therefrom, Consenting Partics shall be responsible for the of all producti cxcl A g and other
taxes, and all royalty, overriding royalty and other burd licabk to Non-Ci ting Party’s share of production not excepted by Ar-
ticle [1.D.

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shail be permitted to use, free
of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon
abandonment of a well afer such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-
ment to the awners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage.

Wilhinf‘glg%daysaﬂcrmc pletion of any operation under this Article, the party conducting the operations for the
Consenting Parties shall furnish 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, decpening, plugging back, testing, completing, and equipping the well for production; of, at its
option, the % ing party, in lieu of an jtemized statement of such costs of operation, may submit a detailed statement of monthly bill-
ings. Each thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the

for the C ing Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds
realized from the salc of the well’s working interest production during the preceding month. In d ining the quantity of oil and gas
produced during any month, Consenting Partics shall use industry accepted methods such as, but not limited to, metering or periodic
well tests. Any amount realized from the sale or other disposition of equip newly acquired in jon with any such operation
which would have been owned by 2 Non-Consenting Party had it participated therein shall be credited against the total unretumed costs
of the work done and of the equip purchased in d ining when the interest of such Non-Consenting Party shall revert to it as
above pmvided' and if there is a credit balance, it shall be paid to such Non-Consenting Party.

rov‘lslnn (o th m"‘”o}'{hm“ or an o ¢ o0 ng.rﬂu ‘m; m
u“ii&rna‘: S act n“ ﬁ"}i‘:ﬁ e g It‘:;)%r W u&‘ It %&% onwthe ta:‘ rea, ngan*ﬁgn }o wI:e;nsuc
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continued

If and when the Consenting Parties recover from a Non-C ing Party’s relinquished interest the amounts provided for above,
the retinquished interests of such Non-Consenting Party shall sutomatically revert to it, and, from and after such reversion, such Non-
Consenting Party shail own the same interest in such well, the material and equipment in or pertaining thereto, and the production
therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging
back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of
the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto.

Notwithstanding the provisions of this Article VLB.2, it is agreed that without the mutual consent of all parties, no wells shall
be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such
well conforms to the then-existing well spacing pattern for such source of supply.

The provisions of thig Article shall have no application whatsoever to the drilling of the initial well described in Asticle VLA
except (8) as to Article VILD.1. (Option No. 2), if sclested, or (b) as to the reworking, deepening and plugging back of such initial well
after if it has been drilled (o the depth specified in Article VILA. if it shall thereafter prove to be a dry hole or, if initially completed for pro-
duction, ceases to produce in paying quantities.

3. Stand-By Time; When a well which has been drilled or deepened has reached its autherized depth and all tests have been
completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party’s motice proposing a
reworking, decpening, plugging back or completing operation in such a well ghall be charged and bome as part of the drilling or decpen-

ing operation just completed. Stand-by costs subsequent to all partics responding, or expiration of the resp time permitted, whichever
first occurs, and prior to agn as 10 the participating i ofaﬂComnnnguaspmumtmmwmsoftbescwndmm
matical paragraph of Article VLB.2,, sballbcdm@dtoandbomespanofthe, posed operation, but if the prop is subseq

withdrawn because of insufficient participation, such stand-by costs shall be aflocated between the Consenting Parties in the propomon
each Consenting Party’s interest as shown on Exhibit “A” bears to the total interest as shown on Exhibit “A” of all Consenting Par-
ties.

4. Sidetracking; Except as hercinafter provided, those provisions of this agr pplicable to a “decpening” jon shall
also be applicable to any proposal to directi conuolandmmuomllydevmeawellﬁomvuucalso-mchangeﬂnbottomhole
location (herein called “sidetracking™), unless done to straighten the hole or to drill around junk in the hole or because of other
mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does sot own an interest in the
affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal
to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:

(8) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in
the initia) drilling of the well down to the depth at which the sidetracking operation is initiated.

(b) If the proposal is for Sl%‘im& n whi 3"’3?; &?‘:ﬁ ‘{:ﬁz uI ént uw)msemmt shall ﬁ tg{: ﬂ}f’msns ounew ﬁ“‘

salvable materials and equlpmt"r ation 18 mmau:d} 7 Hctmn
provisions of Exhibit “C”, less the estimated cost of salvasms and the estimated cost of plugging and abandoning.

In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period
shall be limited to forty-cight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and
receive up to cight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by time
incurred during such extended response period. If more than one party elects to tske such additional time to respond to the notice, stand
by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing par-
ty’s interest as shown on Exhibit “A™ bears to the total interest as shown on Exhibit “A” of all the electing partics. [n all other in-
stances the period to a proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:

Each party shall " obe TP oc separately dispose of its proportionate share of all oil and gas produced from the Contract Arca,
exclusive of production which may be used in development and producing operations and in preparing the treating oil and gas for
marketing purp and prody dably fost. Any cxtra expenditure incurred in the taking in kind or separate disposition by any
partyofltspmporﬁonmshmoﬁhepmdlmonshallbebomebysuehpaﬂy. Any party taking its share of production in kind shall be
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ARTICLE VI
continued

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 as may be y for the sale of its interest in production from
the Contract Area, and, except as provided in Amticle VIIB,, shail be entitled to receive payment directly from the purchaser thereof for
its share of all production,

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its share of
the oil 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 or sell it to others at any time and from time to time, for the account of the non-taking party at the
best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to the right of the
owner of the production to excrcise at any time its right to take in kind, or scparately dispose of, its share of all oil not previously
delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil shall be only for such reasonable periods of
time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess
of one (1) year.

PIOp

In the event one or more parties’ separate disposition of its share of the gas causes splitstream defiveries to pipetines and/or
deliveries which on a day-to-day basis for any reason are not exacdy equal to a party’s respective proporti shm of total gas sales to
be all d to it, the balancing or bety the resp ofmemesshxllbemwcor ce with / ey gas balancing
ngmmtbetwen(hcpamwhm vhoth is hed as Exhibit “E.” ;

o EEE gmg R S
D.  Actess to Contract Area and Information:

Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations,
and shall have access at reasonsble times to information pertaining to the development or operation thereof, including Operator’s books
and records relating thercto.  Operator, upon request, shall fumish each of the other parties with copics of all forms or reports filed with
govemnnwntal agencies, daily drilling reports, well logs, tank tables, daily gauge and nn tickets and reports of stock on hand at the first of
each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of
gathering and furnishing information to Nou-Operator, other than that specificd above, shall be charged to the Non-Operator that re-
quests the Information.

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2.,, any well which has been
drilled or deepened under the terms of this agp and is proposed to be completed &s a dry hole shall not be plugged and abandoned
without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply
within forty-eight (48) hours (exclusive of Satarday, Sunday and fegal holidays) after receipt of notice of the proposal to plug and sbandon
such well, such party shall be d d to have d to the proposed aband: nt. All such wells shall be plugged and abendoned in

d: with applicabl lations and at the cost, risk and expense of the parties who participated in the cost of drilling or decpening
such well. Any party who objects to plugging and abandoning such weil shall have the right to take over the well and conduct further
operations in search of il and/or gas subject to the provisions of Article VI.B.

8 ed: Except for any well in which a Non-Consent operation has been conducted
hemunderfm wluch the Conscmmg Pamu have notbeenfully reimbursed as herein provided, any well which has been completed as a
produccrshallm!bepluggedmdahmdoncdmﬂmnﬂleeonsauofsllpamas. If all partics to such aband t, the well shall
be plugged and abandoned in d: with bl lati mdmmecost,nskmdexpemeofallthepmwhm If, within
thirty (30) daysaﬁermcelm of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well,
those wishing to its operation from the interval(s) of the formation(s) then open to production shall tender to each of the ather
pastics its proportionate share of the value of the well’s salvable material and equipment, d ined jn d with the provisions of
Exhibit “C™, less the estimated cost of salvaging and the estimated cost of plugging and abandoning. / Each abandoning party shall assign
the non-sbandoning parties, without express or implied, as to title or a3 to quantity, or fitness for use of the equipment and
material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only 8s to, the in-
terval or intervals of the formation or formations then open to production. [f the interest of the abandoning party is or includes an oil and
gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in-
terwlsofthcfmmanonorformauonsdmopcnmpmdammforatamofom(l)ywandsolongdimaﬂnnsmlandlm'gasnpm-
duced from the interval or intervals of the & jon or fi d thereb oh-Joas o-on-the—fors o

- 'l;:“fm of a party (o make an explicit election within thirty (30) days will be deemed to be an agreemeant by that party to absadon the
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ARTICLE VI
continued

“B*. The assignments or leases so limited shall encompass the “drilling unit” upon which the well is located. The payments by, and the
assignments or leases to, the assignees shall be in a ratio based upon the relationship of their resp p tage of participation in the
Contract Arca to the aggregate of the percentages of participation in the Contract Area of all assignees. There shail be no readjustment of
interests in the remaining portion of the Contract Area.

Thereafier, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production from
the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-
quest, Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned
well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to
repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-
visions hereof.

3. Abandonment of Non-Consent Operations; The provisions of Article VIE.1. or VLE.2 above shall be applicable as between
Cansenting Partics in the event of the proposed abandonment of any well excepted from said Articles; provided, however, 1o well shall be
permanently plugged and sbandoned unless and until all parties having the right to conduct further operations therein have been notified
of the propesed abandonment and afforded the opportunity to ¢lect to take over the well in accordance with the provisions of this Article
VLE.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Lisbility of Parties:

The liability of the parties shall be several, nox 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 opesating the Contract Arca. Accordingly, the liens granted
among the parties in Article VILB. are given to secure only the debts of each severally. It is not the intentiod of the parties to create, nor
shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable a< partners.

B.  Liens and Payment Defaults:

Each Non-Operator grants to Operator a licn 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 equi to secure p of its share of expense, together with interest thereon
at the rate provided in 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 remedics of a secured party under the Code. The bringing of a suit and the ob-
taining of jud by Op for the 1 indebted shall not be d d an election of dies 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 purcheser 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 entitied to rely upon Operator’s written statement conceming the amount of any default. Operator grants a like lien
and security interest to the Non-Operators to secure payment of Operator’s proporti share of exp

If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by

44 Operator, the non-defaulting partics, including Operator, shall, upon request by Operator, pay the unpaid amount in the propostion that

the interest of cach such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shal, to obtain

46 reimbursement thereof, be subrogated to the security rights described in the forcgoing paragraph.

C., Payments and Accounting:

Except as herein otherwise specifically provided, Op shall promptly pay and discharge exp i d in the develop
and operation of the Contract Arca pursuant to this agreement and shall charge cach of the parties hereto with their respective propor-
tionate shares upon the expense basis provided in Exhibit “C”. Operator shall keep an accurate record of the joint account hereunder,

showing expenses incurred and charges and credits made and received.

Operatar, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance

of their respective shares of the estimated amount of the exp to be i d in operations h der during the next succeeding
month, which right may be exercised only by submission to each such party of an itemized of such esti d geth
with an invoice for its share thercof. Each such statement and invoice for the payment in ad of esti d exp shall be submitted

on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate sharc of such estimate within
fifteen (15) days after such estimatc and invoice is received. If any party fails to pay its share of said estimate within said time, the amount
duc shall bear interest as provided in Exhibit “C” until paid. Proper adjustment shall be made monthly between advances and actual ex-
pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more.

D. Limjtation of Expeaditures:

1. Drill_or Degpen; Without the consent of all pasties, no well shall be drilled or deepened, except any well drilled or deepened
pursuant to the provisions of Article VLB.2. of this agreement. Consent to the drilling or deepening shall include:
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ARTICLE VII
continued
X  Option No, I; All necessary expenditures for the drilling or deepening, testing, completing and cquipping of the well, including
necessary tankage and/or surface facilities.

0O  QOption No. 2; All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its
authorized depth, and all tests have been completed, and the results thereof fumished to the parties, Operator shall give immediate notice
to the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-eight
(48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at-
tempt. Such election, when made, shall include cansent to all necessary expenditures for the completing and equipping of such wel, in-
cluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall
constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the parties,
elect to set pipe and to attempt a completion, the provisions of Article VIB.2. hereof (the phrase “reworking, deepening or plugging
back” as contained in Article V1.B.2. shall be deemed to include “completing™) shall apply to the operations thereafter conducted by less
than all parties.

2. Rework or Plug Back: Without the consent of all Fm m @‘:‘?““82‘? né‘}v%k&g; ngl‘ back except a well reworked or

plugged back pursuant to the provisions of Article V[.B,Z.? g or plugging back of a well shall
include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankag
and/or surface facilities. :

3. Other Qperations: Without the consent of all parties, Operator shall not undertake any single project reasonably estimated

to roquirc an expenditure in excess of ____Fi 0100 ——eoerm——— Dollars ($50.000.00 )
except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been
previously authorized by or p to this agr provided, h , that, in case of explosion, fire, flood or other sudden

emergency, whether of the same or different nature, Operator may take such steps and incur such exp 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 cmergency to the other
parties. If Op: prep an suthority for expenditure (AFE) for its own use, Operator shall firnish any Non-Operator so requesting
an information copy thercof for any single project costing in excess of (any amount)

Dollars (§, ) bt less than the amount first set forth above in this paragraph.

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

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 partics who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-
tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and on
behalf of all such partics. Any party may request, and shall be eatitled to reccive, proper evidence of ail such payments, In the event of
failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or ight where such pay-
ment is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-
visions of Article IV.B.2.

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or retum to production
of a producing gas well, at Jeast five (§) days (excluding Saturday, Sunday and legal holidays), or at the earlicst opportunity permitted by
circumstances, prior to taking such action, but assumes no lisbility for failure to do so. In the event of failure by Operator to so notify
Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to meke timely payments of any shut-in well payment
shall be bome jointly by the parties hereto under the provisions of Article IV.B.3.

F. Taxes:

Beginning with the first calendar year after the effective datc hereof, Operator shall render for ad val ion all property
subject to this agreement which by law should be rendered for such taxes, and it shal} pay all such taxes assessed thereon before they
become delinquent.  Prior to the rendition date, each Non-Operator shall fumish Operator information as to burdens (to include, but not
be limited to, royalties, ovemiding royalties and production payments) on leases and oil and gas intcrests contributed by such Non-
Op If the d valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-
riding royalties or producti the reduction in ad taxes resulting therefrom shall inure to the benefit of the owner or
owners of such leasehold cstate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
tion. If the ad valorem taxcs are based in whole or in part upon scparate valuations of cach party’s working interest, then notwithstanding
anything to the contrary hercin, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax
value generated by cach party’s working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in
the manner provided in Exhibit “C™.

if Operator iders any tax improper, Op may, at its discretion, protest within the time and manner
prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to final deter-
mination. During the pendency of administrative or judicial proceedings, Operator may clect to pay, under protest, all such taxes and any
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for the joint ac-
count, together with any interest and penalty accrucd, and the total cost shall then be assessed against the partics, 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/or gas produced under the terms of this agreement.
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G. [lusurance:

At all times while operations are conducted hereunder, Operator shall eoniply with the workmen’s compensation law of
the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-
pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit “C™. Operator shall
also carty or provide insurance for the benefit of the joint account of the parties as cutlined in Exhibit “D”, attached to and made a part
hereof  Operator shall require all contractors engaged in work on or for the Contrect Area to comply with the workmen®s compensation
law of the state where the operations are being conducted and to maintain such other insurance as Operator may require.

[n the event automobilc public liability insurance is specified in said Exhibit “D”, or subsequently reccives the approval of the
parties, no direct charge shall be mede by Operator for premiums paid for such insurance for Operator's automotive equipment.

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Sarrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole
or in part unless all parties consent thereto.

However, should any party desire to surrender its interest in any lease or in amy portion thereof, and the other parties do not
agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in
such lease, or portion theroof, and any well, material and equipment which may be located thereon and sny rights in production
thercafter secured, to the parties not g to such der. If the interest of the assigning party is or includes an oil and gas in-
terest, the assigning party shall and deliver to the party or parties not ing to such der an oil and gas lease covering
suchmlandgs.smmtforammofonc(l))wmdsolongdmmﬁcrmmlandlorgaswpmd\wedﬁ‘omthclmdoovmdthmby,m

4501 on—the-forn heroto-as—Bxhibit-B=. Upon such assignment or lease, the assigning party shall be relieved from all
ohhgauons ift ing, but not th fe d, with respect to the interest assigned or leased and the operation of any well
attributable thereto, and thc assigning party shail have no further interest in the assigned or leased premises and its equipment and pro-
duction other than the royaltics rctained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the
pmyassig;zororlesorﬂ)éremonnblc salvage value of the latter’s interest in any wells end equip attributable to the assigned or leas-
ed acreage. The value of all material shall be & ined in d with the provisions of Exhibit “C”, less the estimated cost of
salvaging aad the cstimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest
shajl be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties.

Any assigns lease or d madc under this provision shall not reduce or change the assignor’s, lessor's or surrendering
party’s interest as it was immediately before the assigr lease or der in the bal of the Contract Arca; and the acreage

igned, leased or dered, and subseq operations thereon, shall not thereafier be subject to the terms and provisions of this
agreement.

B. Renewal or Extension of Leases:

If any party secures a renewal of any oil and gas lease subject to this agreement, all other parties shall be notificd promptly, and
shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate in the ownership of the
renewal lease, insofar a3 such lease affects lands within the Contract Arca, by paying to the party who acquired it their several proper pro-
portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in proportion 10 the
intesests held at that time by the parties in the Contract Area.

If some, but less than all, of the parties elect to paticipate in the purchase of a renewal lease, it shail be owned by the parties
who elect to participate therein, in a ratio based upon the relationship of their respective p tage of participation in the Contract Area
to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such d lease.

Any rencwal lease in which less than all parties elect to participate shall not be subject to this agreement.

Each party who participates in the p of a 1 lease shall be given an assi of its praporti interest therein
by the acquiring party.

The provisions of this Article shall apply to rencwal leases whether they are for the entire interest covered by the expiring leasc
or cover only a portion of its area or an interest therein. Any rencwal lease taken before the expiration of its predecessor lease, of taken or
contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision; but any lease taken or con-
tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a rencwal lease and shall not be subject to
the provisions of this agreement.

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

While this agreement is in force, if any party for a ibution of cash §s 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 con-
tribution is made shall promptly tender an assi of the without of title, to the Drilling Parties in the proportions
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ARTICLE VIII
continued
said Drilling Partics shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to the extent possible, be
2 d by provisions identical to this agr Each party shall promptly notify all other parties of any acreage or cash contrit

it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op-
tional rights to carn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area.

If any party contracts for any coasideration relating to disposition of such party’s sharc of substances produced hereunder, such
consideration shall not be deemed a contribution as contemplated in this Article VIIL.C.

D. Maintenance of Uniform Interests:

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this agreement, no
party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Arca and in welils,
cquipment and production unless such disposition covers cither. :

1. the entire interest of the party in afl leases and equipment and production; or
2. an equal undivided interest in all leases and equipment and production in the Contract Area.

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement
and shall be made without prejudice to the right of the other parties,

If, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, may
require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for
and approve and pay such party’s share of the joint expenses, and to deal generelly with, and with power to bind, the co-owners of such
panty’s interest within the scope of the operati braced in this agn h , all such crs shall have the right to enter
into and all or agr for the disposition of their respective shares of the oil and gas produced from the Contrect
Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.

E. Waiver of Rights to Partition:

€ 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 to0 partition and have set aside to it in severalty its undivided
interest therein.

BaR: & beidiarv-of. Rt OF-to-ay in-whieh oy a-majority-of the-stosk:
pany-of-to-&- y-of-a-parest- ipany;-of y P y party REJOF:

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship of p p or an
for profit between or among the pasties hereto. Natmt.hsnmdmg any provision hercin that the rights and liabilitics hereunder are several
and not joint or collective, or that this and h der shall not constitute a partnership, if, for federal income tax
purposces, this agr and the operations h der are regarded as a p hip, cach party hereby affected clects to be excluded
from the application of all of the provisions of Subchapter “K”, Chapter 1, Submie “A”, of the Intemal Revenue Code of 1986, as per-
mitted and authorized by Section 761 of the Code and the regulations p gated thy der. Operator is authorized end directed to ex-
ecute on behalf of cach party hereby affected such evid of this election as may be required by the S y of the Treasury of the
United States or the Federal § ! R Service, including specifically, but not by way of limitation, all of the retums, statements,
and the data required by Federal Regulations 1.761. Should there be any requirement that cach party heredy affected give further
evidence of this clection, each such party shall execute such documents and fumish such other evideace as may be required by the
Federal Intemnal Revenue Service or as may be Yy to evid this election. No such party shall give any notices or take any other

action i i with the election 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 to those in Subchapter “K”, Chapter 1,

Subtitle “A”", of the Intemal Revenue Code of 1986, under which an election similar to that provided by Section 761 of the Code is per-
mitted, each party hereby affected shall make such election as may be permitted or required by such laws. In maln.ng the foregoing elec-
uon,eachsucbpanysmcs!hmﬂnmeomedcnvedbysuchpmyﬁ'om, ions h der can be adeq d ined without the
computation of partnership taxable income.
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ARTICLE X.
CLAIMS AND LAWSUITS
Operator may settle any single uni d third party damage claim or suit arising flom operations hereunder if the expenditure
does not exceed Twenty-Fjve Thousand and NO/100 Dollars

($25,000.00 ) and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex-
ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such avthority is
delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any pasty or if any party is
sued on account of any matter arising from operations hercunder 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 any other claim
or suit involving operations hereunder.

ARTICLEXL
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than

the obligation to make money payments, that party shall give to all other parties prompt written notice of the force majeure with

bly full particul ing it, thercupon, the obligations of the party giving the notice, so far as they are affected by the force

yjeure, shall be suspending during, but no longer than, the continuance of the force majeure. The affected party shall use all reasonable
diligence o the force maj ituation as quickly as practicable.

The requirement that any force maj shall be died with all bic dispatch shall not require the settlement of strikes,
fockouts, or other tabor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely
within the discretion of the party concerned.

The term “force majeurc”, as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, ect of
the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, goveramental action, governments) delay, restraint
or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is
not reasonably within the control of the party claiming suspension.

ARTICLE XIL
NOTICES

All notices authorized or required between the partics and required by any of the provisions of this agrecment, unless otherwise
specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopicr and addressed to
the parties to whom the notice is given at the addresses listed on Exhibit “A”. The originating notice given under any provision hereof
éballbedeanedgivenorﬂywlxnmeivedhythepaﬂytowhom such notice is directed, and the time for such party to give any notice in
response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given
when deposited in the mail or with the telegraph company, with postage or ch prepaid, or sent by telex or telecopier. Each party
shall have the right to chenge its address at any time, and from time to time, by giving written notice thereof to all other parties.

ARTICLE XMIL
TERM OF AGREEMENT

This sgreement shall remain in full force and effect as to the oil and gas leases and/or oil and gas interests subject hereto for the
period of time sclected below; provided, however, no party hereto shall ever be construed as having any right, title or interest in or to any
lease or oil and gas interest contributed by any other party beyond the term of this agreement.

O Option No. 1; So long as any of the oil and gas leases subject to this agreement remain or are continued in force as to any part
of the Contract Arca, whether by producti i , or otherwise.

(B Option No, 2: In the event the well described in Article VLA, or any subsequent well drilled under any provision of this
agr results in production of oil and/or gas in paying ities, this agr shall inue in force so long as any such well or
wells produce, or are capable of production, and for an additionsl period of ___180 days days from cessation of all production; provided,
however, if, prior to the expiration of such additional period, one or more of the partics hereto are engaged in drilling, reworking, deepen-
ing, plugging back, testing or attempting to complete 3 well or wells h der, this agr shall inue in force until such opera-
tions have been completed and if production results therefrom, this agr shall inuc in force as provided herein. In the event the
well described in Article VLA, or any subsequent well drilled hercunder, results in a dry hole, and no other well is producing, or capable
of producing oil and/or gas from the Coatract Area, this agreement shall terminate unless drilling, decpening, plugging back or rework-
ing operations arc commenced within __180 davs __ days from the date of abandonment of said well.

It is agreed, however, that the termination of this agrecment shall not relieve any party hereto from aay liability which has
accrued or attached prioc to the date of such termination.
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

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

B. Governing Law:

This agrecment and all matters pertaining heseto, including, but not limited to, matters of performance, non-performance, breach,
remedies, procedures, rights, duties, and interpretation or construction, shall be govemed and determined by the law of the state in which
the Contract Area is located. If the Contract Area is in two or more states, the Law of the state of New Mexico
shall govern.

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construcd 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, lations or orders p Igated
under such laws in reference to oil, gas and mineral operations, including the locati peration, or production of wells, on tracts offset-
ting or adjacent to the Contract Arca.

With respect to operations h der, Non-Op: agree to release Operator from any and all losses, damages, injurics, claims
and causes of action arising out of, incident to or resulting dirsctly or indirectly from Op "8 interpretation or application of rules,
rulings, regulations or orders of the Department of Encrgy or predecessor or successor agencics to the extent such interpretation or ap-

plication was made in good faith. - Each Non-Operator further agrees to reimburse Operator for any smounts ‘applicable to such Non-
Operator’s share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or
application, togethes with interest and penaltics thereon owing by Operator as a result of such incorrect interpretation or application.

Noa-Operators authotize Opetator to prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oil sold bereunder or to any other person or entity p to the requi of the “Crude Oil Windfall Profit Tax Act
of 1980”, as same may be amended from time to time (*Act"), and any valid regulations or cules which may be issued by the Treasury
Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information
which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act.

ARTICLE XV,
OTHER PROVISIONS:

XVA COMMINGLING OF FORMATIONS (ATTACHED......Pages 14a-14g)



ARTICLE XV, A
COMMINGLING OF FORMATIONS

The entire costs, risk and expenses involved in drilling, testing, completing, equipping,
reworking, deepening, plugging back and operating a well located on the Contract Area,
in the event such well is completed in or proposed to be completed in two or more
formations in which the working interest ownership differs, or in plugging and
abandoning such well in one or more formations, shall be governed by the following
provisions:

A.  Definitions
“Objective Formation” - the interval consisting of a zone, formation or
horizon to be tested in a proposed operation, as
stated in the AFE or notice whereby such operation
was proposed.
“Participating Interest” - the percentage of the costs and risks of conducting
: an operation under the applicable operating
agreement that a Participating Party agrees, or is
otherwise obligated, to pay and bear.
“Participating Party” - with respect to a given formation, a Party that has

approved a proposed operation or otherwise agreed,
or become liable, to pay and bear a share of the
costs and risks of conducting such operation under
the applicable operating agreement.

References herein to multiple completion wells shall mean wells which are
completed in, or proposed to be completed in, two or more formations regardless
of whether such formations are produced through separate tubing strings or
commingled downhole.

B. Formuls for Allocation of Drilling, Completing ahd Equipping Costs

Whenever in this Agreement it is provided that costs will be borne by the Parties
in accordance with this Section B, the following procedures will be used:

At the time a Party proposes the drilling of a well having two or more
Objective Formations in which the working interest ownership differs, the
proposing Party shall submit to the other Parties who are entitled to
participate in the proposed operation, an estimate of the total costs of
drilling, testing, completing and equipping said well to, and including, the
wellhead in all Objective Formations. In a like manner, a Party which
proposes to conduct a reworking, deepening, or plugging back operation
on a well involving two or more formations in which the working interest
_ownership differs, shall submit to the other Parties entitled to participate in
the proposed operation, an estimate of the total cost of the operation. The
estimated costs shall be divided into the following categories:

(a.) Costs to be incurred from the surface to the base of the shallowest
Objective Formation, including pre-drilling costs that benefit all
Objective Formations, but excluding those costs set forth in
subsection B (4) hereof;,

(b.) Costs to be incurred from the base of the shallowest Objective
Formation to the base of the next (second) shallowest Objective
Formation, excluding those set forth in subsection B (4) hereof’

(c.) Costs to be incurred from the base of the second shallowest Objective
Formation to the base of the next (third) shallowest Objective
Formation, excluding those set forth in subsection B (4) hereof;



(d.) Costs incurred from the base of the second deepest Objective
Formation to total depth;

(e.) Costs attributable to logging, testing, perforating, treating,
stimulating, completing and abandoning each formation and the cost
of equipping the well with respect to equipment that is used solely in
connection with one formation; and

(f) Costs attributable to equipping the well beyond the wellhead, with
respect to equipment that serves more than one formation.

The actual costs of drilling, testing, completing, and equipping the well will be
apportioned among the Objective Formations, in accordance with the categories
set forth above in this Section B, as follows:

)

@

&)

@
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Except as provided in Subsection B (4), pre-drilling costs that benefit all
Objective Formations (including, but not limited to site surveys, site
preparation, right-of-way and surface damage payments) and costs
incurred from the surface to the base of the shallowest Objective
Formation shall be divided equally between all Objective Formations and
charged to the Participating Parties therein, in accordance with their
respective Participating Interest in such formations.

Except as provided in Subsection B (4), costs incurred from the base of the
shallowest Objective Formation to the base of the next shallowest (second)
Objective Formation shall be divided equally between the second
Objective Formation and all other deeper Objective Formations and
charged to the Participating Parties therein in accordance with their
respective Participating Interest in such formation. In a like manner, costs
incurred from the base of the second Objective Formation to the base of
the next shallowest (third) Objective Formation, other than those set forth
in Subsection B (4), shall be divided equally between the third Objective
Formation and all other deeper Objective Formations and charged to the
Participating Parties therein, in accordance with their respective
Participating Interest in such formation.

Costs incurred from the base of the second deepest Objective Formation to
total depth shall be charged to the Participating Parties in the deepest
formation, in accordance with their respective Participating Interest in
such formation. '

Costs attributable to logging, testing, perforating, treating, stimulating,
completing and abandoning a given formation shall be charged to the
Participating Parties therein, in accordance with their respective
Participating Interests in such formation. The cost of equipping the well,
with respect to equipment that is used solely in connection with a given
formation, shall be charged to the Participating Parties therein, in
accordance with their respective Participating Interest in such formation.

The cost of drilling, production casing, and tubing that serves more than
one Objective Formation shall be allocated to the Participating Parties of
each respective Objective Formation, pursuant to Subsections (1), (2), and
(3) of this Section B, on a footage basis as follows:

n = number of Objective Formations

1i = First, or shallowest Interval

I2 = Second shallowest Interval

Is = Third shallowest Interval

Basex = Footage at the base of the x Interval



Cost allocated to I1:
(1/n * Basei)/ Total Depth .

Cost atlocated to Lz:
[(1/n * Baser) + ((1/(n-1) * (Basez2-Base1))] / Total Depth

Cost allocated to Ia:
[(1/n * Basei) + ((1/(n-1) * (Basez2-Base1)) + ((1/n-2) * (Bases-Basez))])/
Total Depth

If there are more than three (3) Objective Formations, costs shall be
allocated to such other formations in a like manner.

Drilling and Completing Wells in All Objective Formations

Costs of drilling, testing, completing, and equipping wells to, and including, the
wellhead which are begun with the objective of multiple completions and which
are completed in all Objective Formations shall be borne by the Participating
Parties in each Objective Formation in accordance with the provisions of Section
B. The material and equipment in the well and on the surface shall be owned by
the Parties paying the cost thereof pursuant to Section B. As to any well which
was begun with the objective of multiple completions, drilling overhead shall be
charged as though the well were a single well to be drilled to test the deepest
formation, and borne in accordance with Section B. The working interest owners
shall own all oil and gas produced from their respective formations in accordance
with the applicable operating agreement for such formation.

Upon abandonment of the well, if dry in all formations, the costs of plugging and
abandoning shall be borne in accordance with the provisions of Section B.

Completion of Well in Fewer than All Objective Formations

In the event that a well begun with the objective of multiple completions is drilled
to the deepest formation and results in discovery of oil and/or gas in paying
quantities in one or more Objective Formations, but is dry in one or more
Objective Formations, all costs of drilling, testing, and completing the well shall
be borne by the Participating Parties in each Objective Formation in accordance
with Section B. Likewise, all costs of equipping the well prior to the decision to
abandon the dry formation(s) shall be borne by the Participating Parties in each -
Objective Formation in accordance with Section B. All costs of equipping the
well subsequent to the decision to abandon the dry formation(s) shall be borne by
the Participating Parties in the formation(s) being completed and if there are two
or more formations being completed, the equipping costs shall be apportioned
between such formations in accordance with Section B. Further, the Participating
Parties as to the formation(s) being completed shall pay to the Participating
Parties of the formation being abandoned the value of any salvable material and
equipment paid for or furnished by such abandoning Parties which is used in
connection with the formation being completed. Thereafter, the Participating
Parties in the completed formation(s) shall own all materials and equipment
acquired and installed in the drilling and completion of said well. The working
interest owners in the completed formation(s) shall own all oil and gas produced
from their respective formation in accordance with the applicable operating
agreement, and shall bear all costs of operating, reworking, and plugging and
abandoning the well which accrue thereafter. Notwithstanding anything to the
contrary herein, the cost of abandoning the dry formation shall be borne by the
working interest owners of the formation(s) being abandoned, in accordance with
the applicable operating agreement. If the formation being abandoned is the
deepest formation, the working interest owners in the deepest formation shall bear
the cost of abandoning the entire portion of the well below the base of the second
deepest formation, in accordance with the applicable operating agreement.



Partial Abandonment After Completion of Well in Multiple Formations

In the event that, after completion of a well in two or more formations, the
working interest owners of a given formation should decide to abandon the well
as to their formation, the Participating Parties in the formation open to production
(“Producible Formation”) shall pay to the working interest owners of the
formation to be abandoned (“Abandoning Parties”), the salvage value of any
materials or equipment belonging to the Abandoning Parties that are used in
connection with the Producible Formation. If there is more than one Producible
Formation, such payment shall be apportioned between the Producible Formations
50 as to be consistent with the ownership of material and equipment as set forth in
Section B. Upon making such payment, the Participating Parties as to the
Producible Formation(s) shall own all of such materials and equipment. The

working interest owners in the Producible Formation(s) shall own all oil and gas
produced from their respective formation in accordance with the applicable
operating agreement, and shall bear all cost of operating, reworking, and plugging
and abandoning the well which accrue thereafter. Notwithstanding anything to
the contrary herein, the cost of abandoning the formation to be abandoned shall be
borne by the Abandoning Parties, in accordance with the applicable operating
agreement. If the formation being abandoned is the deepest formation, the
Abandoning Parties in the deepest formation shall bear the cost of abandoning the
entire portion of the well below the base of the second deepest formation, in
accordance with the applicable operating agreement.

Adding Completions and Commingling

Operations to deepen the well or recomplete the well at a shallower depth for the
purpose of completing additional formations shall be proposed and approved by
the Parties entitled to participate in the proposed completion attempt in
accordance with the applicable operating agreement. Before any well which is
completed in one or more formations may be deepened or recompleted at a
shallower depth for the purpose of completing the well in an additional formation,
such operation must have non-objection by Participating Parties owning an
aggregate of at least seventy five percent (75%) Participating Interest in each
formation that is then capable of producing in paying quantities in such well. (In
other words, such deepening or recompletion operations shall be prevented in the
event that Participating Parties owning an aggregate of more than twenty five
percent (25%) Participating Interest in any formation that is capable at that time
of producing in paying quantities object to said operations.) Failure of a Party
owning an interest in a formation capable of producing in paying quantities to
respond to a request for non-objection to a proposed deepening or recompletion
within thirty (30) days after receipt of such request shall be deemed non-objection
to such deepening or recompletion. Any Party owning a Participating Interestin a
formation which is entitled to participate in the proposed deepening or
recompletion shall have an election whether or not to participate in such
deepening or recompletion operation that is separate from its non-objection to use
of the wellbore. If the operation should result in an impairment of production
from, or a loss of, the existing well, the provisions of Subsections H (4), (5) and
(6) shall govern unless otherwise agreed.

As compensation for the use of the equipment, the Participating Parties in the
additional completion shall pay to said Participating Parties in each formation
then capable of producing in paying quantities their proportionate share of the
current salvage value of the equipment to be shared as provided for in Section B.

As compensation for use of the wellbore, the Participating Parties in the
additional completion shall pay to said Participating Parties in each such
formation then capable of producing in paying quantities (“Producing Parties”) an
amount calculated as set forth hereinbelow (“Wellbore Compensation™). Such
Wellbore Compensation shall be equal to that portion of the Current Drilling
Costs, depreciated as provided below, which the Participating Parties would have
borne if they had originally participated in the drilling of the well under the terms
of this Agreement. The Current Drilling Costs would be the estimated cost to
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Current Drilling Costs shall be depreciated on a straight-line depreciation basis
over a twenty (20) year period commencing as of the original completion date of

the subject wellbore until the commencement date of operations for the additional
completion.

If the estimated cost of commingling formations exceeds the Operator’s
expenditure limit under the Operating Agreement, the proposing Party shall
submit an authority for expenditure to the Participating Parties in the formations
proposed to be commingled. Notwithstanding anything to the contrary in the
Operating Agreement, failure to respond to a proposal to commingle that does not
include other operations in the well, within thirty (30) days after receipt of the
proposal, shall be deemed approval of such commingling. The cost of the
commingling operation shall be bome by the formations being completed as set
forth in Section B.

Allocation of Operating and Maintenance Costs

After completion of a well in two or more formations, the costs of producing
operations shall be borne by the Participating Parties as to such formations as
follows:

(1)  Notwithstanding anything to the contrary in the Accounting Procedure,
each active completion which is not commingled downhole shall be
treated as a separate well for producing well overhead, if the Operator is
required by the working interest owners or any governmental agency to
separately account for such completions. Such expense shall be borne by
the Participating Parties of the respective formations as a separate cost
allocable to their interest. Active completions that are commingled
downhole or are not required by the working interest owners or any
governmental agency to be separately accounted for shall be treated as one
well for the purpose of charging producing well overhead and such charge
shall be allocated equally to all such completions.

(2) The Participating Parties as to each formation shall bear all costs of
routine producing operations including costs of labor, repairs, maintenance
and replacement of equipment attributable solely to such formation. All
costs of operations performed for the joint benefit of two or more
formations shall be borne equally by the formations benefiting from such
operations and charged to the Participating Parties in each such formation
in accordance with their respective Participating Interest in such
formation. »

Allocation of Cost of Workover Operations

After completion of a well in two or more formations, a proposed workover,
repair or other operation, excluding routine repair or maintenance work, must be
approved by Parties owning an aggregate of at least seventy five (75%)
Participating Interest in each formation which is capable of producing in paying
quantities, whether or not such formations are to undergo the proposed workover,
repair or other operation. (In other words, such operations shall be prevented in
the event that Participating Parties owning an aggregate of more than twenty five
percent (25%) Participating Interest in any formation that is capable at that time
of producing in paying ‘quantities object to said operations.) Failure of a Party
owning an interest in a formation capable of producing in paying quantities to
respond to a request for non-objection to a proposed deepening or recompletion
within thirty (30) days after receipt of such request shall be deemed non-objection
to such deepening or recompletion. Any Party owning a Participating Interestin a
formation which is entitled to participate in the proposed workover or repair shall
have an election whether or not to participate in such workover or repair operation
that is separate from its non-objection to use of the wellbore.



The costs and risk of any workover, repair or other operations on such well shall
be borne by the Participating Parties in such workover, repair or other operation
as follows:
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The costs and risk of any workover, repair or other operation which is
directly related to one formation, including but not limited to operations
such as re-perforating the casing or stimulating the formation, shall be
borne by the Participating Parties in the formation for which the workover,
repair or other operation is performed.

All costs and risk of any workover, repair, or other operation not directly
related to one formation, including but not limited to repair and correction
of leaks which may result in communication between formations within

the well bore shall be bome equally by the formations benefiting from
such work, and charged to the owners of each such formation in
accordance with their respective Participating Interests.

Any material and equipment acquired by any such expenditures provided
for in Subsection H(1) and H(2) above shall be owned by the Participating
Parties of the respective formations so as to be consistent with the
ownership of the material and equipment as set forth in Section B.

The working interest owners of the formation undergoing the workover,
repair or other operation shall not be liable to the working interest owners
of the formation(s) not being worked upon for cessation of production
during such operations for a period of time not exceeding a cumulative
total of sixty (60) days. In the event cessation of production during such
operations is for a longer period of time, the Parties participating in such
workover, repair, or other operation, hereinafter referred to as Remedial
Owners, shall pay to the Participating Parties as to the formation not being
worked upon, hercinafter referred to as Damaged Owners, damages in
such amount as shall be proposed by the Operator and approved jointly by
Remedial Owners and Damaged Owners representing an aggregate of at
least seventy five percent (75%) Participating Interest in each of the
respective formations for loss of production occurring for each day in
excess of such sixty (60) cumulative day period until such production is
restored. If the Parties owning an aggregate of at least seventy five
percent (75%) Participating Interest in each formation do not approve the
proposed damages within one hundred eighty (180) days after written
request for damage payments, the matter shall be referred to mediation,
pursuant to Section K.

If the producing capacity of the formation not undergoing the workover,
repair or other operation is reduced in excess of twenty percent (20%) as a
result of such workover, repair or other operation, damages will be
deemed to have occurred. If damages have occurred, the Remedial
Owners shall pay to the Damaged Owners, damages in such amount as
shall be proposed by the Operator and approved jointly by Remedial
Owners and Damaged Owners representing an aggregate of at least
seventy five percent (75%) Participating Interest in each of the respective
formations for loss of producing capacity. (In other words, approval of
damages shall be prevented if Parties owning an aggregate of more than
twenty five percent (25%) in any formation do not accept the proposal). If
the proposal for damages is not approved by the Parties owning an
aggregate of at least seventy five percent (75%) in each formation within
one hundred eighty (180) days after written request for damage payments,
the matter shall be referred to mediation, pursuant to Section K.

It is understood, however, that liability for loss or damages under
Subsections H(4) and H(5) shall not accrue hereunder if: (1) such loss or
damage existed prior to actual commencement of the operations or prior to
penetration by workover equipment of the damaged formation, and (2) the
evidence is conclusive that the loss or damage resulted solely from the



previously existing poor mechanical condition of the well. In no event
shall Remedial Owners be required to pay Damaged Owners an amount
greater than the cost of drilling and completing a replacement well.

Payments

If the amount of any payment due by working interest owners of one formation to
the working interest owners of another formation(s), pursuant to Sections D, E, F,
or H above, is agreed to by Parties having at least seventy five percent (75%)
Participating Interest in each of the respective formations, such agreement shall be
binding on all Parties. Within thirty (30) days after agreement as to the amount of
payment due, Operator shall invoice the working interest owners owing such
payment. Within thirty (30) days after receipt of the invoice, each Party owing
such payment shall send its payment to the Operator. The Operator will distribute
the payments so received, along with any payment owed by the Operator, to the
owners of the formation to whom payment is due within sixty (60) days after the
invoice is issued. The Operator shall make a good faith effort to collect any such
payments owed by the non-operators. If any non-operator fails to make a
payment due hereunder, the Operator may, afier making a good faith effort to
collect, turn over the responsibility for collecting the payment to the Party to
whom it is owed, and the Operator will have no further liability with regard to
such payment.

Non-Consent Wells

Any payments made by owners of one formation to the owners of another
formation(s) pursuant to Sections D, E, F, or H above, that would have been
received by a Non-Consenting Party had it not relinquished its interest in the well,
shall be credited against the total unreturned costs of the non-consent operation in
determining when the interest of such Non-Consenting Party shall revert to it as
provided in the applicable Operating Agreement; and if there is a credit balance, it
shall be paid to such Non-Consenting Party. Likewise, any payments made by
owners of a formation to owners of another formation(s) pursuant to Sections D,
E, F or H above, that would have been made by a Non-Consenting Party had it not
relinquished its interest in the well shall be deemed to be part of the cost of the
non-consent operation and shall be added to the sums to be recouped by the
Consenting Parties as provided in the applicable Operating Agreement,

Dispute Resolution

If a dispute arises between the Parties under this Agreement and is not resolved by
negotiation, the dispute shall be submitted to mediation before any Party resorts to
litigation. In such event, promptly following one Party’s written request for
mediation, the Parties to the dispute shall choose a mutually acceptable mediator
and share the costs of mediation services equally. The Parties to the dispute shall
each have present at the mediation at least one individual who has authority to
settle the dispute. The Parties shall make reasonable efforts to ensure that the
mediation commences within sixty (60) days of the date of the mediation request.
Notwithstanding the above, any Party may file a complaint (1) if the Parties are
unable after reasonable efforts to commence mediation within sixty (60) days of
the date of the mediation request, (2) for statute of limitations reasons, or (3) to
seek 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 actions, the Parties shail
continue to try to resolve the dispute by negotiation or mediation as necessary.
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ARTICLE XVL
MISCELLANEOUS

OPERATING AGREEMENT DATED....... sossess July 1,2010 (Westland Park 1 & 2)

OPERATOR: Merrion Oil & Gas Corporsation

CONTRACT AREA; Township 29 North, Range 13 West, NMPM, N72 Section 18, San Juan County, NM
Depth Limited: Surface to base of Pictured Cliffs formation

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees,
legal representatives, successors and assigns.

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

IN WITNESS WHEREOF, this agreement shall be effective as of 1® day of February, 2008.

Merrion Oil & Gas Corp. Land Dept. , who has prepared and circulated this form for execution, represents and warrants that the form
was printed from and with the exception listed below, is identical to the AAPL Form 610-1982 Model Form Operating Agreement, as published
in diskette form by Forms On-A-Disk, Inc. No changes, alternations, or modifications, other than these-in-Astiole __ DELETIONS APPEAR
AS 3 P E have been made to the form.

OPERATOR

MERRION OIL & GAS CORPORATIOGN
s POMLY

T. Greg Merrion, President

NON-OPERATORS

By:

Name:

Title:




EXHIBIT “A”

Attached to and made a part of that certain Operating Agreement, dated July 1, 2010, by and between
Merrion Qil & Gas Corporation, as Operator, and Non-Operator(s).

LANDS SUBJECT TO THIS AGREEMENT

Township 29 North, Range 13 West, NMPM
Section 18: N2

Containing 250.15 acres, more or less
San Juan County, New Mexico

OPERATING AGREEMENT DEPTH OR FORMATION RESTRICTIONS

Surface to base of Pictured Cliffs formation

PARTIES TO THIS AGREEMENT

Onperator:

Merrion Oil & Gas Corporation
610 Reilly Avenue

Farmington, NM 87401

Non-Operator(s):

XTO Energy, Inc.
810 Houston Street
Fort Worth, TX 76102

Synergy Operating LLC

P.O. Box 1317
Aztec, NM 87410

PROPOSED WELLS

rWestland Park1&2 J

Township 29 North, Range 13 West, NMPM
Section 18: N/2

Proposed Formation: Fruitland Coal

San Juan County, New Mexico



There is no Exhibit “B” contained in this Operating Agreement.
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Attached to and made a part of ertain Opers
RATION, as r, and Non: 13,

EXHIBIT “C”

3,

ACCOUNTING PROCEDURE
JOINT OPERATIONS

L GENERAL PROVISIONS

Definitions

"Joint Property” shall mean the rcal and personal property subject to the agreement to which this Accounting Procedure
is attached. -

“Joint Operations” shall mean all opemstions necessary or proper for ¢the development, operation, protection and
maintenance of the Joint Property.

“Joint Account” shall mean the account showing ' the charges paid and credits received in the conduct of the Joint
Operations-ang which are to be shared by the Parties.

"Operator” shall mean the party designated to conduct the Joint Operations.

“Non-Operators” shall mean the Parties to this agreement other than the Operator.

*Parties” shall mean Operstor and Non-Operators,

"First Level Supervisors” shall mean those employces whose primary function in Joint Operations is the direct
supervision of other cmployces and/or contract labor dircctly employod on the Joint Property in a fiekd operating
capacity.

"Technical Employees” shall mean those employees having special and specific  engineering,  geological o other

professional skills, and whose primary function in Joint Operati is the handling of specific opemting conditions and
problems for the benefit of the Joint Property.

"Personal Expenses” shall mean travel and other ble ref < of Operator's employees.

"Material” shall mean p 1 prop quip or suppli quired or held for use on the Joint Property.

"Controflable Material” shall mean Material which at the time is so classified in the Material Classification Mamual as
most recently recommended by the Council or Py A Societi

Statement and Billings

Operatos  shall bill Non-Operators on or before the last day of each month for their proportionste share of the Joint
Account for the preceding month. Such bills will be accompanied by satements which identify the authority for
expenditure, leass or facility, and all charges and credits summarized by appropriate classifications of investment and
expense except that items of Controllable Material and unusual charges and credits shall be scparately idemtified and
fully described in detail.

A Unless otherwise provided for in the agroement, the Opcrator may require the Non-Operators to advance their

share of estimated cash outlay for the ing month's opemtion within fifteen (15) days afler receipt of the
billing or by the first day of the month for which the adv is required, which is later. Operator shall adjust
each manthly billing to reflect adv ived from the Non-Op

B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment i not made

wilhinsud’nime,Mmmidwmmlmmmmmuhpmmmeﬁmumm%m_
an  the first day of the month in  which deliquency ocours plus H o the

rate permitted by the i usury laws in the state in which the Joint Property is located,
whichever is the lesser, plus attomey's fees, court costs, and other costs in ion with the colloction of unpaid
amounts.

Adjastments

Payment of amy such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof,
provided, however, all bills and dered to Non-Op by Opemtor during any calendar year shall
conclusively be presumed to be true and comect after twenty-four (24) months following the end of any such calendar
yeas, unless within the said twenty-four (24) month period a Non-Operator takes written cxception thereto and makes

claim on Operator for adj No ad; to Operator shall be made unfess it is made within the same
prescribed period. The provisi of this p h shall not prevent adjustments resulting from a physical inventory of
C Material as provided for in Section V.

COPYRIGHT © 1985 by the Council of Petroleum Accountants Societies.
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Material

Material purchased or fumished by Operator for use on the Joint Propenty as provided under Section IV. Only such
Material shall be purchased for or transferred to the Joint Property as may be requied for immediate usc and is
reasonably practical and consistent with efficient and cconomical operstions, The accumulation of surplus stocks shall be
avoided.

"Transportation

Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations:

A, If Matenial is moved to the Joint Property from the Operator's warchouse of other properties, no charge shall be
made to the Joint Account for a distance greater than the distance from the nearest retiable supply store where like
material is normalty available or railway receiving point nearest the Joint Property unless agreed to by the Parties.

B If surplus Material is moved to Opertors warehouse or other storage point, no charge shall be made to the Joint
Account for a distance greater than the distance to the nearest relisble supply store where like material is nommally
availsble, or milway receiving point nearest the Joint Property unless sgreed to by the Parties, No charge shall be
wade to the Joint Account for moving Material to other properties belonging to Operstor, unless sgreed to by the

Parties.

C. In the application of subp wphs A and B above, the opion to oqualize or charge actual trucking cost is
available when the actual charge is $400 or less excluding accessorial ‘charges. The $400 will be adjusted to the
amount most receatly recommended by the Council of Petrol A Societi

Services

The cost of contract services, equipment and utilitics provided by outside sources, ‘except services excluded by Paragraph
10 of Section Il and Paragraph i, ii, and iii, of Section O The cost of professional consultant services and contract
services of technical p 1 direcdy d on the Joit Propery if such charges are exclided from the overh
rates. The cost of professional consultant services or contract services of ftechnical personnel mot directly engaged on the
Joint Property shall not be charged to the Joint Account unless previously agreed to by the Parties.

Equipment and Facilitics Furnished By Operator

A Operator shall charge the Joint Account for use of Operator owned cquipment and facilities at rates commensurate
with costs of ownmership and operation. Such Tates shall include costs of maintenance, repairs, other operating
P i taxes, depreciati and interest on gross i less lated depreciation not to
exceed Twelve percent { 120 %) per annyry. Such rates shall not exceed averago commercial
rates currently prevailing in the immediate area of the Joint Property.

B. In liew of charges in Paragraph 8A above, Opertor may elect to use average commercial rates prevailing in the
immediate area of the Joint Property less 20%  For automotive equipment, Operator may elect to use rates
publistied by the Petroleum Motor Transport Associati

Damages and Losses to Joint Property

All costs or expenses nocessary for the repair or replacement of Joint Property made y b of damages or
losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from. Operator's gross
negligence or willful misconduct. Operator shall fumish Non-Operator written notice of damages or lisses incurred as
soon as practicable after a report thereof has been received by Operstor.

Legnl Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments and
amounts paid for setlement of claims incurred in or resulting from operstions under the agrecment or necessary (o
protect or recover the Joint Property, except that mo charge for services of Operstors legal staff or fees or -expense of
outside attomeys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be
covered by the averhead provisions of Section I unless otherwise agreed to by the Parties, except as provided in Section
1, Paragraph 3.

Taxes

All taxes of every kind and naturc assessed or kvied upoa or in connection with the Joint Property, the operation thereof,
or the production thecefrom, and which taxes have been paid by the Operator for the benefit of .the Pagties. If the ad
valorem taxes are based in whole or in pat upon separate valuations of each party's working interest, then
notwiﬂxmndmganythingmmnmmryherein,dmgnmthelomtwﬂnﬂbemdemdpaidby'he?am‘u
hereto in accordance with the tax value generated by each party's working interest.

iy
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1 12 Insurance
2
3 Net premil paid for i quired to be caried for the Joint Operations for the protection of the Parties. In the
4 event Joint Operations are conducted in a state in which Operator may act as sclf-insurer for Worker's Compensation
H and/or Employers Liability under the respective state's laws, Operator may, at its election, include the risk under its self-
6 insurance program and in that event, Operator shall include a charge at Operator’s cost not 1 exceed manual rates.
7
8 13. Abandonment and Reclamation
9
10 Costs incurred for abendonment of the Joint Property, inchuding costs required by govemmental or other regulatory
11 authority.
12
13 14 Communications
14
15 Cost of acquiring, leasing, installing, operating, repairing and maintaining ication systems, including radio and
16 microwave facilities directly serving the Joint Property. In the cvent ication facilities/sy serving  the Joint
17 Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section IL
18
15 15 Other Expenditures
20
21 Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section II and which
22 is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
2 Operations. )
4
25
26 III. OVERHEAD
27
28 1. Overhead - Drilling and Producing Operations
29
30 i  As np i for administative, supervision, office scrvices and warchousing costs, Operator shall charge
n drilling and producing operations on either:
32
33 ( X ) Fixed Rate Basis, Paragraph 1A, or
M ( ) Percentage Basis, Paragraph (B
35
36 Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and
37 salaries or wages plus applicable burdens and expenses of all personnmel, except thoss directly chargeable under
38 Paragraph 3A, Section I The cost and expense of services from outside sources in connection with matters of
39 taxation, taffic, accounting or matters before or involving go | agencies shall be idered as included in
40 the overhesd rates provided for in the above selected Paragraph of this Section I unless such cost and expense are
4t agreed to by the Parties as a direct charge to the Joint Account.
42
43 ii. The salaries, wages and Personal Exp of Technical Employ and/or the cost of professional consultant
44 services and services of technical A directly employed on the Joint Property:
45
46 { ) shall be covered by the overhead rates, or
47 ( X ) shall not be covered by the overhead rates.
43
49 ili. The salarics, wages and Personal Exp of Techni Employ and/or costs of professional consultant scrvices
50 and contract services of technical el cither porarily or p 1 igned to and directly employed in
s1 the operation of the Joint Property:
52
53 { X ) shall be covered by the overhead rates, or
54 (  )shall not be covered by the overhead rates.
55
56 A Overhead - Fixed Rate Basis
57
58 (1)  Operator shall charge the Joint Account at the following rates per well per month:
59
60 Drilling Well Rate § 5.000
61 (Prorated for less than a full month)
62
63 Producing Well Rate $___ 500
64
65 (2) Application of Overhead - Fixed Rate Basis shall be as follows:
66
67 (a) Drilling Well Rate
68
69 {1) Charges for drilling wells shall begin on the date the well is spudded and terminats on the date
70 the drilling rig, completion rig, or other units used in completion of the well is released, whichever

My
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is later, cxcept that no charge shall be made during suspension of drilling of completion operations
for fifteen (15} or more consecutive calendar days.

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5)
consecutive work dsys or more shall be made at the drilling well rate. Such charges shall be
applied for the period from date workover operations, with rig or other wnits used in workover,
commence through date of rig or other unit releass, except that no charge shall be made during
suspension of operations for fifteen (15) or more consecutive calendar days.

(b)  Producing Well Rates

(1) An active well either produced or injected into for any portion of the month shall be considered os
aone-well charge for the entire month.

(2) Each active completion in a multicompleted well in which production is not commingled down
hole shall be considered as a one-well charge providing each fetion is idered a
well by the goveming regulatory authority.

(3) An imctive pas well shut in because of overproduction or falure of purchaser to take the
production shaill be idered as a onewell charge providing the gas well is directly connected to
& permanent sales outlet.

(4) A onewell charge shall be made for the month in which plugging and abendonment operstions
arc completed on any well This one-well charge shall be made whether or not the well has
produced except when drilling well rate applics.

(5) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease
ble, ferred all , ¢tc.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April cach year following the effective date of the

agrocment to which this A ing Procedure is hed. The odj shall be computed by multiplying
the mte cumently in use by the percentage i or d in the average weckly camings of Crude
Petroleum and Gas Production Workers for the last calendar year d to the calendar year preceding as
shown by the index of average weckly ings of Cruds Petrol and Gas Production Workers as published
by the United States Department of Labor, Bureau of Labor istics, or the equivak Canadian index as
published by Statistics Canada, as applicable. The adjusted mtes shall be the mtes cwrently in use, plus or

minus the computed adjustment.
B.  Overhead - Percentage Basis
(1)  Operator shall charge the Joint Account at the following rates:

(8) Development

Percent {___ %) of the cost of development of the Joint Property exclusive of costs
provided under Paragraph 10 of Section II and al salvage credits. ’

(b)  Opersting

Percent (__ %) of the cost of operating tho Joint Property exclusive of costs provided
under Paragraphs 2 and 10 of Section I all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which arc levied, assessed and paid upon the
mineral interest in and to the Joint Property.

(2) Application of Overhead - F ge Basig shall be as follows:

For the puwpose of determining charges on a percentage basis under Pasragraph 1B of this Section III,

development shall include all costs in connection with drilling redrilling, deepeni or  any dial
operations on any or all wells involving the use of drilling rig and crew capsble of drilling to the producing
interval on the Joimt Propesty, also, preliminary pendi y in preparat for drilling and

expenditures incurred in abandoning when the well is not complcted as a producer, and original cost of
consyuction or installation of fixed assets, the cxpansion of fixed nassets and any other project clearly
discernible as a fixed asset, except Major Construction as defined in Pamgraph 2 of this Section IN. All other
costs shall be considered as operating.

Overhead - Major Constrnction

To compensate Operator for head costs i d in the ion and installation of fixed asscts, the expansion of
fixed assets, and any other project clearly discemniblo a3 a fixed asset roquired for the devel and ion of the

Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint

(OPAS
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Account for overhead based on the following rates for any Major Construction project in excess of $__100,000,

A 5 % of first $100,000 or total cost if less, plus
B 2 % of costs in excess of $100,000 but less than $1,000,000, plus

C. 1 % of costs in excess ofSl,_Om,OOO.

Total cost shall mean the gross cost of any one project. For the purpose of this h, the p parts of a single
project shall not be treated scparately and the cost of drilling and workover wells and artificial lift equipment shall be
excluded.

3. Catastrophe Overhesd

To compeusate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowout, explosion, fire, storm, humicane, or other catastrophes as agreed to by the Parties, which are
necessary to restore the Joint Property to the equivalent condition that existed prior to the event causing the
expenditures, Operator shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account
for overhead based on the following rates:

A S % of total costs through $100,000; plus
B. 2 % of total costs in excess of $100,000 but 1mﬂ:_m$1,ooo,ooo; plus
C. 1 % of total costs in excess of $1,000,000.

Expenditures  subject to the overheads above will not be reduced by insurance recoveries, and no other averhead
provisions of this Section Il shall apply.

4. Amendment of Rates

The overhead rates provided for in this Section I may be amended from time to time only by mutual agreement
between the Parties hereto if, in practice, the rates are found 1o be insufficient or excessive.

v PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material
movements  affecting the Joint Property. Opemator shall provide ali Material for use on the Joint Property, however, at
Opemator's option, such Material may be supplicd by the Non-Operator. Opemstor shall make timely disposition of idle andfor
surplus  Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to
outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition
A or B Material. The disposal of surplus C: llable Material not purchased by the Operator shall be agreed to by the Parties.

1. Purchases

Material purchased shall be charged at the price paid by Operator after deduction of all di ived In case of
Material found to be defective or retumed o vendor for any other reasons, credit shall be passed to the Joint Account
when adjustment has been received by the Operator.

2 Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator,
unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash di

A, New Material (Condition A)

COPKS
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supply store nearest the Joint Property, or point of f plus portation costs, if licable, to the
railway receiving point nearest the Joint Propexty.

Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the curreat
new price, in ¢ffect on date of movement, as listed by a reliable supply store nearest the Joint Property, or
point of manufecture, plus transportation costs, if applicable, to the railway receiving point nearest the loimt
Property. Unused new tubulars will be priced a3 provided above in Paragraph 2.A.(1) and (2).
Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property

At seventy-five percent (75%) of current new price, as determined by Paragraph A.

(2) Msaterial used on and moved from the Joint Property

(a) At seventy-five percent (75%) of current new price, as d ined by P: ph A, if ial was
originally charged to the Joint Account as new Material or

(b) At sixty-five percent (65%) of curent new price, as determined by Paragraph A, if Material was
originally charged to the Joint Account as used Material

{3) Material not used on and moved from the Joint Property
At seventy-five percent (75%) of current new price 8s determined by Paragraph A.

‘The cost of reconditioning, if any, shall be sbsorbed by the

Other Used Material
(1) ConditionC

Material which is oot in sound and serviceable condition and not suitable for its orginal function umtil
after reconditioning shall be priced at fifty percent (50%) of cument new price as determined by
Paragraph A. The cost of reconditioning shall be charged to the recciving prop provided Conditi
C value plus cost of reconditioning does not excoed Condition B vatue.
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@) Condition D

Material, excluding junk, no longer suitsble for its original purpose, but usable for some other purpose
shall be priced on a basis commensurate with its use. Operator may dispose of Condition D Material
under procedures normally used by Operator without prior approval of Non-Operators.

(a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B scamless line pipe
of comparable size and weight Used casing, tubing or drill pipe utilized as line pipe shall be
priced at used line pipe prices.

() Casing, tbing or drill pipc used as higher pressure service lines than standwd line pipe, ¢g
power oil lines, shall be priced under nommal pricing procedures for casing tubing, or drilt pipe.
Upset tubular goods shall be priced on a non upset basis.

(3} ConditionE

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under
procedures nommally utilized by Operator without prior approval of Non-Operators.

D.  Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material
is not equivalent to that which would justify a price as provided above may be specially priced as agroed to by
the Parties. Such pricc should result in the Joint Account being charged with the value of the sesvice
rendered by such Material.

E.  Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Accounmt at the mate of twenty-five cents (25¢)
per hundred weight on all tubular goods movements, in lieu of actval loading or unloading costs
sustained st the stocking point. The above rate shall be adjusted as of the first day of April each year
following January 1, 1985 by the same p age i or d used to adjust overhead rates in
Section I, Paragraph 1.A(3). Each year, the rate calculated shall be rounded to the ncarest cemt and
shall be the. rate in effect until the first day of April next year. Such mtc shall be published cach year
by the Council of Petroleum A Societi

(2) Material involving erection costs shall be charged at applicable percentage of the cument knocked-down
price of new Material.

Preminm Prices

Whenever Material is not readily obtainable at published or listed prices becausc of national cmergencies. sirikes or other
unususl causes over which the Operator has no control, the Operator may charge the Joint Account for the required
Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving it
to the Joint Property; provided notice in writing is fumished to Non-Op of the proposed charge prior to billing
Non-Operators for such Material.  Esch Non-Operator shall have the right, by so electing and notifying Operator within
ten days after receiving notice from Operator, to fumish in kind all or part of his share of such Material suitable for use
and acceptable to Operator.

Warranty of Matertal Furnished By Operator

Operator does not wamant the Material fumished. In case of defective Material, credit shall not be passed to the Joint
Account until adjustment has been received by Operator from the manuficturers or their agents.

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

Perjodic Inventories, Notice and Representation

At ble intervals, i ies shall be taken by Opemator of the Joimt Account Controliable Material, Written notice
of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that
Non-Op: may be rep d when any invemtory is taken. Failure of Non-Op to be repr d @ an
inventory shall bind Nan-Op 0 aocept the i 'y taken by Operator.

Reconciliation and Adjustment of Inventories

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six
months following the taking of the i y. & y adj shall be made by Operator to thc Joint Account for
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overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.

Speclal Inventories '

Special inventories may be taken whemever there is any sale, change of interest, or change of Operator in the Joint
Property. It shall be the duty of the party sclling to notify all other Parties as quickly as possible afer the transfer of
imterest takes place. In such cases, both the seller and the purchaser shall be govemed by such inventory. In cases
involving a change of Operator, all Parties shall be governed by such inventory.

Expense of Conducting Inventories

A. The expense of conducting periodic inventories shall not be charged to the Joint Account unless agreed to by the
Parties. :

Xp shall be charged to the Parties requesting such inventories, except
inventories required due to change of Operator shall be charged to the Joint Account,

B. The of ducting special
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Audits

A. A NonOperator, upon notice in writing t0 Operator and all other Non-Operators, shall have the right to audit
Operator’s  accounts and records relating to the Joint Account for any calendar year within the twenty-four
(24) month period following the end of such calendar year, provided, bowever, the making of an audit shal]l not
extend the time for the taking of written exception to and the adj of as provided for in
Pamagraph 4 of this Section I Where there are two or more Non-Operators, the Non-Operators shall make
cvery reasonable effort to conduct a joint audit in 4 manner which will result in a minimum of inconveniencs
to the Operator. Operstor shall bear no portion of the NonOpematos' audit cost incurred under this
paragraph unless agreed to by the Operator. The audits shall not be conducted more than once each year
without prior approval of Operator, except upon the resignation or removal of the Operator, and shall be made
at the expense of those Non-Operators approving such andit.

B.  The Operator shall reply in writing to an audit report within 180 days after receipt of such report.

6 Approval By Non-Operators
Where an zpproval 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 s attached contains 1o

contrary provisions in regard thereto, Opesator shall notify all Non-Operstors of the Operator's proposal, and the
agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Operators.

IL DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

Cmmuumdfotlhebmﬁtofthelomthopmyaslmultofgommumjormglﬂnorymummmsmsfy

il T"“wme!omOpuanoru,Su:hwmnmymcmdcmmofanmlog;alor
haeological nature and pollution control procedures as required by appli laws and
2, Reatals and Royalies

Lease rentals and royaltics paid by Operator for the Joint Operations.

3. Labor

A. (1) Salaries and wages of Op s field ploy directly ployed on the Joint Property in the conduct of
Icint Operatians.

(2) Salaries of First level Supervisors in the field.

(3) Salaries and wages of Techni Employ directly cmployed on the Joint Propesty if such charges are
excluded from the overbead rates.
(4) Salasries and wages of Technical Employ cither ily or Iy igned to and directly

anpluyedmmeq)etanalordn.lomtl’mpatylfmhchmmcxcluded&omtheovemudmn

B. Operator’s cost of holiday, vacation, sickness and disability bencfits and other customary aliowances paid to
employces whose salaries and wages are chargesble to the Joint Account under Paragmph 3A of this Section IL
Such costs under this Paragraph 3B may be charged on a "when and as paid basis” or by “percentage assessment™
on the amount of salarics and wages chargeable to the Joint Account under Paragraph 3A of this Section IL If
percentage assessment is used, the rate shall be based on the Operator's cost experience.

C. Expenditures or contributions made p to i d by go | authority which are

applicable to Operator’s costs chargeable to the Joint A t under P: aphs 3A and 3B of this Section TL.

D. Personal Expenses of those employces whose salaries and wages are chargeable o the Joint Account under
Pamagraphs 3A and 3B of this Section II.

4 Emplayee Beneflts

Operator's current costs or established plans for employees' group life i bhospitali peasion,

stock purchase, thrift, bonus, and other benefit plans of a like nature, epplicable to Opermtor's labor cost chargeable to the
JomtAcoomtmdeerynphsSAdeBof!huSecuonllshallbeOpuamr’smunlmnmmcxoeedﬁwpaw
most recently recommended by the Council of Petrol A S
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EXHIBIT “D”

Attached to and made a part of that certain Operating Agreement dated
July 1, 2010, by and between Merrion Oil & Gas Corporation, as Operator,

and Non-Operator(s).

INSURANCE

Operator shall at all times during the term of this Agreement or an extension
thereof, and at all times relative thereto, carry insurance to protect the parties hereto as

follows:

(a)

®)

(c)

d)

Statutory Workmen’s 'Compensation Insurance as may be required in the
state or states where work under this Agreement, or activities relative
thereto, will be performed, plus Workmen Compensation Insurance as
may be required by Federal Law, if applicable, plus Employers Liability
Insurance.

Public Liability Insurance with bodily injury limits of not less than
$1,000,000 for death or injury to one person, or not less than $1,000,000
for death or injury to more than one person in any one accident and
property damage liability insurance with a limit of not less than
$1,000,000 for any one accident, for loss of or destruction of or damage to
property.

Automobile Liability Insurance with bodily injury policy limits of not less
than $1,000,000 for death or injury to one person, or not less than
$1,000,000 for death or injury to more than one person in any one accident
and property damage liability insurance with a limit of not less than
$1,000,000 for any one accident, for loss or destruction of or damage to
property.

Operator shall require its contractors and subcontractors working or
performing services on the contract area covered hereby to carry insurance
in the types and amounts as set out in subsections (a), (b), and (c)
hereinabove.

Operator agrees to furnish Non-Operator, upon request, acceptable
certificates from the major drilling contractors, the contract pumper, and
from the Operator, showing the effectiveness of the foregoing insurance
coverage at least five (5) days before the commencement of actual drilling
operations, such to contain a statement that such insurance shall not be
materially changed or canceled without at least fifieen (15) days prior
written notice to Non-Operator.

Bvhikit TV Dona | Af 1
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Exhibit "E"
Attached to and made a past of that certain Operating Agreement dated July 1, 2010, by
and between Merrion Qil & Gas Corporation, as Operator, and Others (see Exhibit “A”) 28 Non-Operator.
Township 29 North, Range 13 West, N/2 Section 18

Gas Balancing Agreement

ARTICLEI
. Definitions

For the purposes of this Agreement, the terms set forth below shall have the meanings herein ascribed to them.

@) “Balance” is the condition existing when a Party has disposed of 2 curmulitive volume of Gas from o Well which is
equal to such Party's Percentage Osmership of the total cumulative volume of (as disposed of by all Parties from
such Well. For purposes of Balancing, references herein to price, value and volume shall be adjusted or calculated on 2
Btu basis.

®) “Btu” is one British thesmal urat, which is the amount of heat required to nise the temp of one pound of water
one degree Fahrenheit from 58.5° Fahrenheit to 59.5° Fahrenheit at 14.73 pounds per square inch absolute. The term
“MMBt” refers to one million (1,000,000) Btu's,

{© “FERC” refers to the Federal Energy Regulatory Commission, or any similar or successor agency, state or federal,

@ “Gas” includes all hydrocarbons produced or producible from 2 Well, whether 2 Well is classified as an oil Well or gas
Well by the regulatory agency having jusisdiction in such matters, which are or may be made available at the
Mwumnu\t?omtfonaleo:wpamdmposumbyd\ch excluding oil, condensate and other liquids

from the Me Pomt.‘@ns"dmmtmcludcgsusbdforpmtopcmnm or gas which
uvmzcdorloct,pnotmdchve:yatﬂm" Point, R, herein to the right to “dispose of” Gas or Gas
d of” i all methods of disposition of Gas, including taking in kind, delivering in kind to a Lessor, sales

toaPaxtymdnxdpmyormafﬁlmuorpsmedbyahnyforpmposuodmthmlomopmnm

) “Imbalance® refers to cither the Overproduction of an Overproduced Party or the Underproduction of an
Undexproduced Party, as applicabl

[6)] “Mnko-quas"xefustcﬂmmumnmlvolumcoqu,upnobutnotexceedmgﬁftypmm(SO'/)of&m

hip of an Overproduced Pasty in the gas which can be produced from a Well which the
Underptoducedl’myumuﬂadtochspoceofm d with this Ag in order to make up its imbalance.
® “Mcf” means the quantity of Gas occupying a volume of one thousand (1,000) cubic feet at a temperature of sixty
degrees Fahrenheit (60°F) and 2 p of and seventy-three hundredths pounds pee square inch absolute
(14.73 psia).

(h) “Measurement Point” refers to the outlet side of the joindy owned production facilitics, or such other point mutually
agreeable where Gas from a Well is d after the sef of ail, condk or other liquids and custody of
the gas is transferred to a pipeline.

[0] “Operator” refers to the Operator under the terms of the Operating Agreement.

0] “Overproduced” i the condition existing when a Party has disposed of a greater lative volume of Gas froma
Well than its Percentage Ownership of the total cumulative volume of Gas disposed of by all Parties from such Well

[153] “Party” means any party subject to the Operating Agreement. “Parties” mean all parties subject to the Operating
Agreement.

® The “Percentage Ownership” of each Party is equal to that Party's pescentage or fractional interest in a Well, as
determined undex the terms of the Operating Agreement.

(m) “Und duced” is the condition existing when 2 Party has disposed of a lesser lative votume of Gas from a
We\lﬂmml’mmuchwncnhpofvhemulumm!mvevolumcofGasdnspmedofbynﬂl’amuﬁunmchWe.\l

n) The terms “Und duction”™ and “Ovesproduction” refer to that lesser or greater incremental volume of Gas which
aPmywoqulnvedzsposedoffromaWd],onamuﬂ-dyorcmmﬂmvebasxs if it had disposed of its Percentage
Ownership of Gas from that well.

(o) “Well” means a well drilled on the Contract Area covered by the and capable of producing Gas.

If a single Well is completed in two or more reservoirs, such Well will be considered a separate Well with respect ta,
but only to, each reservoir from which the Gas production is not commingled m the wellbore. If this Agreement
covers a fieldwide unit, “Well” for the purposes of this Agreement shall refer to gas production from the unit
separately accounted for by NGPA category.

Urﬂs:theconu:xtclcniymdmmswd\eommzy words used in the singular inchude plural, the phural inchudes the singular, and
the neuter gender i the

ARTICLEIT
Scope and Term of Agteement
This Ag blishes a sef gas balancing agn for each Well covered by The Operating Agreement to the same
extent 28 if a separate Gas Balincing Agr had been d for cach such Well,
’I‘hc.‘v shall inate, sep ly s to cach Well, the earlier of (2) when the oil and gas lease(s) covering the Well

or () when production from such Well permanently ccases and the Gas accounts for such Well are brought into
Balance pursuant to this Agreement.
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ARTICLE 111

Subject to the rights of an Underproduced Party to produce and dispose of Make-up Gas pursuant to this Agreement, each Party
shall own and be entitled to produce and dispose of its Percentage Ownership of Gas which can be produced from a Well
During any month when a Pasty does oot dispose of its entire Percentage ownesship of such gas, the other Parties shall be entitled
to produce aad dispose of all or any portion of such Gas; provided, that to the extent such Parties desire to dispase of more Gas
than is available, they shall share in such Gas in the proportion that each such Party's Percentage Ownership bears to the

bined P age Ownership of all Parties desising to dispose of such Gas.

As between the Parties hereto, ezdemysln!lownardbcumdedtotheGud:sposcdofbysthzrtyformsolewomt,and
the p ds thereof, includi contained therein that are recovered d from th Point. If at
any time, M&mnmwmm,aPmmendupwducedwxﬂ\mspccttaneﬂ.ItsUndctproducuonshaﬂbcdmmdtobcm
storage in the Well, subject to the right of such Party to produce and dispose of such Gas at 2 later time.

ARTICLE IV
Make-Up Gas

Tt order to make up an Imbal each Undesproduced Party in a Well shall have the right, after twenty (20} days written notice
to all parties, to produce and dispose of Make-Up Gas, subject to the following rules:

[6)] AnOvuproducedl’utyshzﬂnotbcmqunedtoﬁmsthk&UpGumﬂmmUndeapmdwedey-ﬁmukmg
or disposing of its full P Ovmership of Gas from a4 Well; and

® AnOvexpmducedeynuybutsha!lmtbereqmdund:rmyuxumsﬂncesmmﬂuce-wmkcsmle-du:mtx
Percentage Ownership of Gas which can be produced frim a Well during the months of January, February, and
December of 2 calendar year, and

© An Overproduced Party may but shall not be required under any circumstances o reduce its takes to less than fifty
peccent (50%) of such Overproduced Party's Percentage Ownesship of Gas which can be produced from a wel; and

[C)] OmchndapmdudemydemuulbegnsmukeMake-UpGunﬂ:mke—upnhllmmmmmmve

hs untit the Underproduced Party is brought back into Balance, except as provided in 4.01 (5) above.
€ 1F there is more than one Overproduced Party, the Make-Up Gas will be taken from the Overproduced Parties in the

proportion that each Overproduced Party's Percentage Ownership in 2 Well beass to the total Percentage Ownership
of all Overproduced Parties m that Well; and

4] IfdmmnwrcﬂlmoneUndcxpxodw:deywhodmreundhMcmdispouoszke-UpGumnnmda,cadx
UndcxpmdnoedPartywﬂlslmmtheMnkbUpGumthe portion which its P Ow hip in 2 Well
bears to the total P T hip of all Underproch ‘Pamesmduthldmposmgoszke—UpGudut
month,

‘The provisions of this Asticle IV shall constitute an Underproduced Party’s exclusive sights 4nd an Overproduced Party’s
exclusive obligations with regard to the right of an Underproduced Party to require an Overproduced Party to furnish Make-Up
Gas. .

NothmghcmnslnllbcoonsuuedmdmymyPanyﬂmng}xtﬁmnumemmmtopxodmcmddehvcnuﬁxll?cmmnge

OwnmhpofGasmaWcllforme pase of conducting delr ility tests p :omglspux\-.has:conmm
ARTICLEV
Balanci
The Opesutor shall have the right of 1k duction and deliveries of Gas and adnvinistering the provisions of this

Ag:wnummOpmmrsluﬂusensbestcﬂ'ommmlseGﬂswbedchvcmdItﬂieMmumnmzPomtmﬂx:hamnnnmdn
such rates as may be required, from time to time, to give cffect to the intent that any Imbalances shall be brought into Balance in
dance with the provisions hereof. The Op shall oaly be Liable for its failure to make deliveries of Gas in d:

with the terms of this Agreement if such failure is due 1o its gross negligence or willful misconduct

Duﬁngpcriod.soflmbalancehucunda,tthpenwrwﬂlmzinuinuepmmGuammmtfotu:hPmydeeﬂ.'me
Operator will fumish each Pasty quarterly a report showing the tota] MMbtu of gas delivered to the Measurement Point from
each Well, the MMbtu of Gas disposed of by each Party, each Party’s Overproduction or Und duction for each month during
thepn:e:dmgcalmdnqmn:t,mdﬁxecmmﬂauvennbah:mcofﬂ?mnmad:Wdlat&)c:ndofudamonmdumgm
quarter. In the event that production from cach Well is not ser d at the M. Point, then the Opentar will
alloun:pmducﬁmtourthlonthcbassofpcnod:ctesgchcckmctzn,mmhodxrmcdmdsumcmmﬂyusedmd
accepted in the industry.

EnchPartys}nﬂmmnaﬂdmmfomuonmdmdspﬂumgtodw&smkmmddupooedofbyxud\Paxtyszdl
during periods of Imbak 1g, but not limited to, records pertaining to the volumes of Gas disposed of, and
dmmfonmzuonuuhzedwadmstvolummonnBtubasu.foxapmodcqmngrwo(Z)ymaﬁuthetcmmumofdls
Agreement 23 to such Well.

Duing the tesm of this agreement, subject to the terms of the operating agreement, each Party shall have the right to request
Information from and to audit the records of the Operator and any other Party a5 to all matters conceming volumes, Btu
adjustments, and disposition of Gas from a Well. These rights for each Well shall extend unti] two (2) years after the termination
of this Agreernent as to that Well. Any audit ¢hall be conducted at the expense of the Party or Parties desising such audit, and
shall be conducted, after reasonable notice, during normal business hours in the office of the Party whose records are being
audited. If more than one party desires to audit the records of another Party, then all such Parties shall cooperate with each other
in order that only one audit shall be conducted in any twelve (12) month period.

ARTICLE VI
Cash Settlement of Imbalance
"UponOnppmvﬂofaﬂpmcsvwnmgawo:hngmtuestmdmwe]]wphxgzmiabsndonduwel]or(n)whmproducuonfmm
awellp cmses,l:he(}r shallmdcnts&ﬂmmtofdxcmmﬂsnvcmbahnceofaﬂ?mfo:ﬂmweﬂwﬂm
sixty (60) days after receiving the informati d as hereafy “w.mmamy(so)d-ymfo;mwemqumach
e:producedeyshnﬂpmdcmfommnmtoOpanmfsuﬂimtfoﬂhe T such
Underproduced Party ghall submit ta Operator such data and 3 iw“ of all ,'* iding

myducgpmducumhndnmmdmmmsumup:odummwhdmwuohhwdww EuhOvupmdumdPutylhzﬂ
account to and pay each Underproduced Pasty withim sixty (60) days of Operator’s final account 2 sum of monky equal to the
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6.03

6.04

6.05

101

8.01

9.01

100

Settlement Price on the Underproduction which an Underproduced Party was entitled to receive from an Overproduced Pasty.
All past due payments due Underproduced Parties shall bear interest ot the prime rate of interest in effect from time (o time of
Chemical Bank of N.Y. plus 2-percent (%), from date due until date paid. Net price for cash settlements herein shall be
determined in accordance with Paragraph 6.02.

‘The “Settlement Price” for cash settlements (without interest) under this Article VI shall be the Index Price (§/MMbtu) published
in Inside FERC's Gas Madket Report on or about the first day of the moath of the month (i) when approval of all pacties owning
2 working interest in the well to plug znd abandon the well is received or (i) when production from a well permanently ceases,
under the heading “Prices of Spot Gas Delivered to Pipelines” for the appropriate pipeline and produciag region. In the event
the referenced Index Price ceases to be available, the Op shall designate another Index Price that is representative of the
price for gas of equal quality and relative location.

If any portion of the price which is to be paid to an Underproduced Party is subject to refund under order, rule or regulation of
the FERC, then the Overproduced Party shall withh “the ofpnusuhgectmﬂﬁmdunu]ﬂupncesﬁﬂlyap?mod,
unless the Underproduced Party furnishes a corp ; factory to the Overproduced Party g g the retumn
ofdleummtmpncclttubumblctosuchreﬁmd,mchxdmgmt:mst,lfmy,wlnchumqmredmbepeﬂwxﬂlsuchref\md.h
addition, if FERC or any other govemmental agency having jusisdiction requireg that an Overproduced Party make a refund with
respecttomypoxﬁmofapn‘oeusedmmkcpnymmtunderdﬁsArﬁchLdmﬂerndupmdmedeyﬁa)s}ﬁ.llrdmburse
the Overproduced Party(ies) for such refund, including any interest required to be paid with respect thereto. This Paragraph 6,03
shall survive the termination of this Agreement until the period has passed for which a refund may be required.

In the event an overproduced pasty sclls, assigns, mod:mscmfmmyofmmmtmthclusumwhchthuagxman

apphes,xtshallpmmpdynonfymeoﬂ\erpamcsmduponwnnmmqustfrmnl' derproduced parties p d to make a cash

with U duced parties as p d herein, provided that a cash setd] may not be d ded by such
Undesprod pmysolely an Overproduced pasty has ged its i , or disposed of its interest by merger,
roorganizat idation, or sale of sub al]ofnsnssetstoasub&dmyotpumtcompmy,ortomycompmym
wh:chanympanywmsmn;ontyofﬂxestock.
Nothing herein med shall be d a3 precluding cash balancing at any time as negotiated betwoen parties.

ARTICLE V11
i iguids

All operating risks, exp and habilitics shall be bome and paid by the Parties in accordance with the provisions of the
Op Agr or other agr tule or order if there is not an Operating A dless of whether the Gas is

being taken oz disposed of from 2 Well at any given time in proportion to the Percentage Ownership of the Partics in the Well
Liquid hydrocarbons of 4 Well separated from the Gas prior to delivery at the Measusement Point shall be ouned by all Partics in
accordance with their Percentage Ownership in the Well, and each of the Parties shall be entitled to own and market their liquid
hydrocarbons separated prior to the Measurement Point in accordance with their Percentage Ownership in the Well and the
operating agreement, irrespective of the fact that one or more of the Pastics may not be disposing of Gas from the Well.

ARTICLE VIII
Each Pacty hereby indemnifies and agrees to hold the other Parties harmless from all claims which may be asserted by any third
party arising out of the operation of this Ags and the perfi ofd'lcmdanmfymg?anyofxlsobhgnnons 3
Suchmdunmtyshaﬂextmdmandmdudeaﬂcostsof igation and defense (including 'ys fees), and all
Judgr and darnages incurred or ined, as a result of any such claim.
ARTICLE IX
Payment of Lease Burden

Unless otherwise required by provisions of 2 lease agreement or statute, rule, regulation or order of any governmenta] authority
hzvmg;\msdxcmmdrcgudlcsofwhms:cmuym]mgorduposmgof%fmmaWcll,euhPutyshzﬂben:spmslblefor
mdslullpnyorcsuumbcpudznymdaﬂmydm ov:mdmgwyzluu,pnthon and sirnilar on

production due to its full Pe Ow of Gas production from a Well and shall hold the other Parties free from any

lizhility therefore. ﬁerum:smuaﬂyhkmgmdchspo&ugnquﬁmunWeﬂsluﬂbcrﬁpmNefotandduﬂpnya]l
production severance or similar taxes, fees or levies on such production

ARTICLE X
otice
Any notices or other ications ired or p d h der shall be in writing and shall be deemed given only when

mcnvcdbythePanytowhomth:sun:udnecmdnthczddmss:smdmﬂ’mnnnnerdmpmvnbdundudleOpmung
Agreement.
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