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OPERATING AGREEMENT

THIS AGREEMENT, enteced o by and between TMBR/SHARP DRILLING, INC.

hereinafier desigaated and
telerred 10 &5 'Operstor’’, and the signatary party or parties other than Operator, sometimes hereinalier referred 1o individually herein
as "Non Operatar'’, aad collectively a3 '‘Non-Operators’'.

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases andlor oil and gas interests in the tand identified in

Exhibit “*A"*, and the parties hereta have reached an agreement 1o explore and develop these leases andlos oil 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 1.
DEFINITIONS

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

A. The term *‘oil and gas'' shali mean oil, gas, casinghead gas, gas condensate, and sll other liquid or gaseous hydrocarbuns
and other markeuable substances produced therewlth, unless 12 latent to limit the inclusiveness of thls term i3 specifically suted.

B. The terms “oil and gus lease’™, “‘lease’’ und ‘‘leaschold’’ shall mean the ail and gas leases covering tracts of Lad
lying within the Contract Area which are owned by the pasties to this agreement.

C. The term ‘‘oil and gas interests’’ shall mean unleased fee and mineral interests in wacts of land lying within the
Coutract Area which are owned by parties to this agreement.

D. The term “‘Conuract Area’' shall mean all of the lands, oil and gas leasehold interests and oif and gas intercsts intended 1o be
developed and operated for oil and gas pucposes under this agreement. Such lands, oil and gas leaschold interests and oil and gas interests
are described in Exhibit **A’".

E. The term “‘drilling unit'' shall mean the area (ixed {or the drilling of one well by order or rule of any state o
federat budy having authority. U a drilfing unit is not fixed by any such rule or oeder, a drilling unit shall be the drilling unit as establish-
ed by the pattern of drilling in the Conuvact Area or as fixed by express agevement of the Drilling Parties.

F. The teem *'drillsite’* shall mean the oil and gas lease or interest on which 2 proposed well is to be located.

G. The terms ' Drilling Party'® and **Consenting Party'* shall mean a2 pacty who agrees (0 join in and pay its share of the cost ot
any operation conducted uader the provisions of this sgreement.

H. The terms “‘Non-Dritting Panty’ and *'NonConsenting Party’’ shal mean a party who elects not 10 participate
in 2 proposed operation.

Unlcfs the context otherwise ciearly indicates, words used in the singular include the plucal, the plural includes the
singular, #nd the neuter gender includes the masculine and the leminine.

i
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ARTICLE 1L,
EXHIBITS

'

he lollowing exhibits, 85 indicated below and attached hereto, are incorporated in and made a part hereol

@ A Exhibit A", shall include the following information:

{1} Wentification of lands subject 10 this agreement,

(2) Restricuiong, if any, u1 o depths, {formations, or substances,

(3) Percenuages oc lractional interests of parties 1o this agreement,

(4} Oil and gas leases andlor oil and gas interests subject to this agreement,

(3) Addresses of pasties for notice purposes.
B. Exhibit “B", Form of Lease. s
C. Exhibit *'C"", Accounting Procedure.
D. Lzhibit *'D**, Insurance.
E. Exhibit “'E"', Gas Balancing A greement.
F. Exhibit “'F'*, Noa-Discrimination and Gertification of Mon-Segregated Facilities.
G. Exhibic **G**, Tax Pactnership.
{ any praovision of any exhibit, except Exhibits ““E'* and ""G'', is incoasistent with any provicinn
of this agreement, the provisions in the body of this agreement shall prevail.
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ARTICLE 1.
| | INTERESTS OF PARTIES

A. Oil and Gas laterests:

# any pacty owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposcs ol this agreement
and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit **B**, and the owner thereol
shall be deemed 1o awn both the coyalty interest reserved in such lease and the inserest of the Yessee thereunder

B. laterests of Pacties in Costs aad Peoduction:

Unless changed by other provisions, all costs and Uabilities incurred in operations under this agreement shall be borne and
pad, and afl equipment and materials acquired in operations on the Contract Area shull be owned, by the partics as their interests are set

forth wn Exhibit **A’". In the same manner, the parties shall also awn all production of oil and gas from the Conteact Area subject to the
payment of royalties 1o the extent of__ONe-€ighth (1/8)

which shall be bone as hereinalier set fordy,

Regardless of which party has conuibuted the lease(s) andloc oil and gas interesi(s) herewo on which royalty is due and
payable, cach party entitled to receive a shace of production of oil and gas from (he Cantract Area shull bear and shall puy ve deliver, or
cause to be paid or delivered, 10 the extent of its interest in such production, the royalty amount stipulated hereinabove and shull hold the
other parnes free {tom any liabilicy therelor. No pacty shall ever be responsible, hawever, an a price basis higher than the price recrivad
by such party, 1o any other party’s lessor or royalty owner, and if any such other party’s lessor or royalty vwuce should demand and

receive scttlement oa a higher price basis, the party contributing the affected lease shall bear the additional royalty burden suributable w
such highec price.

Nohing contained in this Article HLB. shall be deemed an assi of Cruss

ignment of interests covered herdby.

C. Eacess Royalties, Overriding Royalties and Other Paymenss:

Unless changed by other provisions, i the interest of any party in any lease covered heceby is subject to any royahy,
overriding royalty, production payment ar other hurden on production in excess of the amount stipulated in Acticle HLT., such party so
burdened shall assume and alone bear sll such excess obligations and shall indemnily and hold the other parties hereto harmless from any
and all claims and demands {or payment asserted by owners of such excess burden.

D. Subsequently Created Interests:

11 any pariy should hercalter create an averriding rayalty, production payment or other bueden payavle out of production
attributable to is working interest hereundes, or if such a busden existed prior 1o this agreement and is not set forth 1in Exlubic “"A™, or
was not disclosed in weiting to alf other pacties prior to the execution of this agreement by all parties, or is not 4 joundy acknowledyged and

aceepred obligation of all parties (any such interest being hereinaflier referred to as *‘subsequently created interest” irrespective of the

umtisg of its creation and the party out of whase working interest the subsequentdy created interest is derived being heecinatter eeleered
tw as “burdened party'’), and:

1 the burdened party is required under this agreemend to assign or relinquish to any other party, oe pacties, all or 2 porton

ol its working interest andfor the production atiributable thereto, said pither party, of pactics, shall feceive sad asvignment andhne
prxlucuon free and clear of said subsequendy created interest and the buedened party shall indemnily and save said othier party,

ae parties, harless from any sad atl cliims and demands for paywent asseried by owners of the subsequenty created isterest
and,

~

. H the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all pravisions ol Article VILB. shall be
enforceable against the subsequently created interest in the same manner as they are enlorceable against the working interest of
the burdened party.

ARTICLE V.
} TITLES

A Tilge Examination:
| i

Tule examination shall be made on the drillsite of any proposed well prior to commeacement of drilling vperations or, it
the Datlng Parties sa cequest, title examination shall be made oa the leases andfoc oil and gas interests included, or planaed lu:‘;« 1nclud
ed, in the difling unit arauad such well. The opinion will include the ownership of the working incerest, minerals, foyaly, qvcrtiding
ruyalty and production payments under the applicable leases. At the time a well is proposed, each party conteibuting leases andfor oil and
g4s werests 1o the drillsite, gr 10 be included in such deilling unit, shall fuenish to Operator all abstracts (including federal lepse seaws
reporis), title opinions, title papers and curauve material in its possession {ree of charge. All such information not in the pum: sian of or
made available w Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator. L)pcr‘lor shali

cause titde to be examined by atiorneys on its stall or by outside attorneys. Copies of all title opinions shall be lurnishied 10 cach party
hereto. The cast incurred by Operator in this tide peogram shall be bhorae as (olluws:

Ry
0O 0|-non No : Costs incurred by Operator in procuring abstracts and title examiaation (including prglumm;ry, sup(r ;mqual

shut in gus my..hy opintons and division arder title opinions) shatt be a parc of the administrative overhead as provided Exhibitu e,
and shall not be a dicect charge, whether performed by Operator's staff attorncys or by autside attorneys
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ARTICLE 1V
continued

e.] Opdon No. 2: Costs incurred by Operator in procuring absicacts and fees pald outside wtworneys foe titde examination
(including prelisninary, supplumental, shut-in gas royalty opinions and division order title opinions) shalt be borne by the Drilting Partics
in the proportion that the interest of each Drilling Party bears (o the total interest of alt Drilling Pacties a5 such interests appear in Ex

hibie " A, Operator shall make no charge lor services rendered by its stalf attorneys of other personnel in the perlotmiance ol the above
{uncuous.

Lach pucy shull be responsible loe secating cucative mateer and pooling smendinents of ggreenients topted m conneciiun
with leases oc oil and gas interests conscibuted by such party. Operator shall be responsible for the preparation und recordiag of pooting
designanions or declarutions as well as the conduct of hearings before goveramental ugencies for the secucing of spacing or pooling orders
This shall not prevent any party lrom appearing on its own behalf at any such hearing.

No weil shall be drilled on the Contcact Area until after (1) the utle w the drillsite or dritling unit has been examined s abuve

provided, and (2) the title has been approved by the examining attorney or title hus been accepted by alt of the pardics who are 1 pac-
ticipate in the drilling of the well.

1. Loss of Titles

.*_

seduciiol

fram final determination of title failure to acquire 4 new lease of other instrunent curing the entirety of the aitle faiture,
tion will nat be subject 1 Acticle VHLB., and lailing ta do 50, this agreement, nevertheless, shall continue in force as
and gas leases aad intecests: and,

(4) The party whose oil and gas lease or interest is allecied by the title failuce shall bear alone the erflire loss and it shall not be
entitied to secover lrone Operator of the other parties any development or operating casts which it mayfave theretofore paid or incureed,
Lut shere shatl be no additional liability on its ‘part Lo the other panties hereto by reason of #dCh title (uiture;

(1) There shall be no retroactive adjusiment of expenses incureed of revenues receg feam the opecatian of the interest which bas
been lust, but the interests of the parties shall be revised on an acreage basis, as of tine it is determined finally that e failace has oc-
curred, so that the interest of the party whose lease or interest is alfected ¢ title failure will therealter be reduced in the Coatcact
Area by the amount of the interest lost;

(¢} U the proportionate intesest of the other parties her
increased by reason of the tidle lailure, the party whose ti

terest (less costs and burdens attributable thereto} u
well;

I resnaining oil

in any producing well thecetolote deilled on the Contracy Acea is
as failed shall receive the proceeds atuributable 1o the increase in such in-
it has been reimbursed for unrecovered costs paid by it in connection with such

(4} Should any person not a party
(ailed, pay in uny auanner any part
who bore the costs which ag

{) Any lisbitity
borae by the pa

this agreement, who is determined 10 be the owner of any interest in the uile which has
e cost of operation, development, or equipment, such atmount shall be paid w the paety or partics
refunded;

account to a third party for prior production ol ot and gas which arises by reason of wile Gadure shall be
or partics whose title fuiled in the same proportions wn winch they shared in such peior producuon; snd,

do—bavas—L y—Bluts-Huyient o —Ers Puyrrent-si—Atrounte-Bure—t - throngh—trotgee—o A kL iy Lt abebbu-twd]
paymient, nunittum royalty oc royalty payment, is nat gaid or is erroncousty paid, and as 3 result a lease or interest theevin terg

there shutl be no monctary liability against the pacty who {aited 10 make such payaicnt Unless the parey who laled |;;y\/\’l|/:|uuul
paywient secures a new lease covering the same interest within nincty (90) days frony the discovery of the failure 1o © Proper frayinent,
winchi suquisition will not be subject to Anicle VIILDB., the intecests of 1he purties shall be revised on an go
date of werinination of the lease involved, aad the pacty who failed to make proper payment will
the Conirt Ares un account of ownership of the lease or interest which has weemenated,
requited payment shall not have been fully reimbursed, at the time of the loss, fra
the fost interest, calculated on an acreage basis, for the development and o
shall be reimbursed for unrecovered actual costs theretofore paid by
o wells peeviously abandoned) from so much of the follayi
(a) Procecds of oil and gas, less operating ex
up to the amount of unrecovered costs;
(L) Proceeds, less operating ex;

ol wud gas thereafier produc
tecmination, would

=

ge busis, cffective as of the
mgee be credived with an inteeest we
e event the party who eiled o make the
e proceeds of the sale of oil and gas auributable to
Ting costs theretolore paid on account ul such interest, o
ut not for its share of the cost of any dry hole previously dritied
as is necessary o effect reimbursement:

s, therelofore accrued to the credit of the lost interest, on an acreage basis,

. thereafter accrued attributable to the lost interest on an acrcage basis, of that portion of
marketed (excluding production from any wells thereafter drilled) which, in the susence of such lease
fibutable to the st interest on an acreage basis, up to the amauns of wncecovered costs, the proceeds of wid
a0d gas to be contributed by the other parties in proportion to their respective interests; and, FR

ny monies, up to the amound of unrecovered costs, that may be paid by any party who is, or becomies, the owner of lh< interest

] ) i i H iR A L 4 bbb 1
- ¥ L -3 L gk L L hd hd -3 L guhiP A (-} .
3. Other Losses: All losses incurted, wtbwe—than—those—ser—{orth—n—Aricdee IV L and IV B D abouee shall be jolit® losses

and shall be borae by alt partics in proportion to their interests. There shall be no readjustment of interests in the remuaining |muun of
the Contract Area.

l
-{
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator: ’

TMBR/SHARP DRILLING, INC. shall be the

Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Aren as permitted and
required by, and within the limits of this agreement. It shall conduct all such operations in 2 good and workmanlike manaer, 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 willlul -misconduct.

B. Resignation or Removai of Operator and Selection of Successor:

1. Resignation or Removal of Operator: Operator may resign at any time by giving written aotice thereof to Non-Operators.
If Opecator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is na longer capable of serving as
Operator, Operatar shall he deemed to have resigned without any action by Non Operatars, except thie selection of a successar. Operator
may be remaved if it fails or refuses Lo carry out its dutics hereunder, or becomes insolvent, bankrupt or is placed in reccivership, by the
alticmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit **A*" remaining
afier excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A-M. on the
first day of the calendar month fullowing the expiration of ninety {90) days after the giving of natice of resignation by Operator or action
Dy thie Non-Operators to remave Operator, unless a successor Operator has been selected and assumes the duties of Operatar at an cacliee
date. Operator, aiter elfective 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 iransfer of Operator's interest to any single subsidiacy, parent or successor corporation sliall noy
be the basis for removal of Operator.

2. Sclection of Successor Operator: Upon the resignation or removal of Operator, 3 successor Operator sl be selectal by
the partics. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successoe
Ogerator s setected. The successor Operator shall be selected by the alficmative vote of two (2) or more parties owning 2 tiajority interest
based on ownership as shown on Exhibit *‘A’"; provided, however, if an Operatar which has been remaved fails w0 vate or votes only to
succeed itsell, the successor Operator shall be selected by the affirmative vote of 1wo (2) or more partics owning 2 majarity intesest based
on ownership as shown on Exhibit *'A"" remaining after excluding the voting interest of the Operator that was removed.

C. Employees:

The number of employces used by Operator in conducting operations hereunder, their sclection, and the hours of labor and the
cumpensation {or services performed shall be deteemined by Operator, and alt such emyployces shall be the employees of Operator.

D. Drilling Contracts:

All wells dritled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the arca. Il it so
desires, Operator may emplay its owa tools and equipment in the drilling of wells, but its charges therefor shall nat exceed the prevaiting
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling aperations are commenced, and
such wark shall be performed by Operator under the same terms and conditions as are customary and usual in the arca in contracts of in-
dependent comteactors who are doing work of a simifar nature.

ARTICLE VI
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the day of
oil and gas at the following location:

, 19___, Operator shall commence the dritling of 2 well for

to b2 datevmined in the contract area at a later date

and shall thereafter continue the drilling of the well with due diligence to ,‘l

s f"
a depth to be determined at a later date, |L

unless granite or other practically impencteable substance or condition in the hole, which renders furiher drilling mmumud is o
counteend at a lesser depeh, or unless all parties agree 10 complete or abandon the well at a fesser depth. {

Operatar shall muke reasonable testa of all formations encountered during drilling which give indication pf . containing oil and

gas in quantitics sulficient to test, unless this agreement shall be limited in its spplication ta a specilic lormation or formations, in which
event Operatoe shalt be required to test only the {formation or formations to which this agreement may .qq-ly
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ARTICLE V1
continued

", in Operatar's judgment, the well will not produce oil o gas in paying quantities, sad it wishes to plug sad sbundoa the
well as a dry hole, the provisions of Article VII.E.I. shall therealter spply.

8. Subsequent Opecations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided
for in Article VLA, or 10 rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well juinily owned by att
the partics and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug 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 lorina-
tian and the esumated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice
within which ta notily the party wishing to do the wack whether they elect to pasticipate in the cost of the proposed operation. H a drill-
ing rig is on location, notice of a proposal ta rework, plug back or drill deeper may be given by telephone and the response period shall be
linited 10 forty eight (48) hours, exclusive of Saturday, Sunduy and legal holidays. Failure of a party receiving such notice to reply within
the period above lixed shall constitute an election by that pacty not to pacticipate in the cost of the proposed operauon. Any notice of
cesponse given by telephone shall be prompily confirmed in writing.

W all parties elect o pacticipate in such @ proposcd operation, Operator shall, within ninety (90) days alier expiration of the nutice
petiod of thicty (3U) days (or as prompily as posuible alter the expiration ol the {orty vight (48} hour period when @ deitling nig 15 on loca:
tian, as tic case may be), actually commence the proposed operation and complere it with due ditigence at the risk and expense of alt pur
tics hereto; provided, however, said commencement date may be extended upon written notice of same by Opcerator 10 the other puriie,
fur a period of up 1o thiny (30) addivional days if, in the sole opinion of Operator, such additional time is feasonably vovesaary 1o vhisn
pennits from governmental authorities, suelace righns (including rights of wauy) of appropriste drilling erguipineny, ur 1o complete tile ex:
anination ur cucative matter requised for title approval or accepuance. Notwithstanding the force majeure provisions of Aricke X1, il the
actual operation has not been commenced within the time provided (including any extension thereol as specifically pecmitted hereiny and
if any party bieceto sall desires to conduct s2id operation, written natice proposing same must be resubmitied to the other parties i accar-
dance with the provisions hereof as il ao prior proposal had been made.

2. Operations by Less than All Pacties: H any party receiving such notice as provided in Article VIB.1. or VILD.]1. (Option
No. 2) elects nos 10 participate in the propased operadion, then, in order to be entitled to the beaelits of this Acticle, the panty of parties
giving the notice and such other parties as shall elect to parvicipate in the operation shall, within rinety {(90) days afier the expiration of
the notice peciod of thirty (30) days (or as peomptly as possible after the expiration of the forty€ight (48) hous period when a drilling cig s
on location, as the case may be) actualiy commence the proposed operation and complete it with due diligence. Operator shatl perlorm alt
work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on Jocation, 2nd if Operator is
4 Non Consenting Parly, the Cansenting Parties shall either: (a) request Operator to peclorm the work required by such proposed opera-
don for the account of the Consenting Parties, or (1) designate one (1) of the Consentiag Pacties g5 Operator 10 perfornn such wurk. Coa-

seating Parties, when conducting operations an the Contract Area pursuant to this Articte VI.B.2., shall comply with alt 1esins and con-
ditions ol this agreement.

H less thaa all pariics approve any proposed operation, the proposing party, tnunediately aftee the expiration of the applicable
notice pecund, shall advise the Consenting Parties of the total interest of tie partics approviag such operanon and is reconmendstion s
10 whethee the Consenting Pacties should proceed with the opecation 15 prapased. Each Consentiag Party, within locty eight (48) houcs
(exclusive of Saturday, Sunday and legal holidays) alter receipt of such natice, shall advise the proposing party of its desire 10 {a) limit par-
twipation (0 such party's interest as shown on Exhibit *'A"" or (b) carry its proportionate part of Non-Consenting Parties' interests, and
faiture 10 advise the propusing party shall be decemed an election under (a). In the event a drilling rig is on location, tie umie permitied for
such a response shall not exceed a total of {orty eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing pacty,
at its election, may withdraw such proposal if there is insuficient participation and shall promptly notify all parties of such devisiva.

The gntire cost and risk of conducting such operations sisn v Burne hy the Consenting Parties in the proportions they have
elected to ,)cu same under the terms of the peeceding paragraph. Consenting Parties shait keep the leaschold estates involved in such
uperations free and clear of all kiens and encumbrances of every kind created by or arising {rom the operations of tie Comemiq'!_ Pactics,
I such an vperation results in a dey hole, the Consenting Pacties shalt plug and abandon the well and cestore the sucfece location at tseic
sole cost, risk and expense. I any well drilied, reworked, deepened or plugged back under the provisions of this Article results’in a pro-
ducer of oil andfor gas in paying quantities, the Cdasenting Parties shall complete and cquip the well to produce at their sole cosgiﬁd risk,
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ARTICLEVI]
continued
and the wetl shall then be turned aver 10 Operatar and shall be operated by it at the expense and lor the account of the Consenting Par

sies. Upun commencement of operations for the deilling, reworking, decpening or plugging back of uny such well by Consenting Fartles
i secordance with the peovisions of this Artlcte, cach Non Consenting Pacty shall be d

d to have relinquished to Co ting Partics,
and the Consenting Parties shall own and be entitled 1o reccive, in peoportion to their respective interests, all of such Non Cunsenting
Party’s imerest in the well and share of production theretrom until the procecds of the sale of such share, calcutated at the well, or
wacket value tercot of such shace is aot sold, @liee deducting production taxes, exncise taxes, rayalty, oversiding royabty sl other in
terests not eacepted by Article H1LD. payable out of or measured by the production {rom such well accruing with respect to such interest
undil it reveris) shall equal the totat of the following:

-

(a)‘:lgé‘:% of cach such NonConseating Party's share of the cost of any newly acquired surface equipment beyond the welthead
connections (inctuding. but not limited 1a, stock tanks, separators, treaters, pumping equipment and piping), plus 100% ol each such
Non Cunsenting Party's share of the cost of operation of the well commiencing with first production and continuing untit cach such Nun
Consenting Party's celinquished intecest shall cevert w0 it undee othee provisions of this Article, it being agreed that cach Noa-

Consenung Party's share of such costs and equipment will be that interest which would have been chargeable 10 such Noa Conseating
Party had it participated in the well {rom the beginning of the operations; and

|

(l'lﬂp_.?‘u of that poruon ol the costs and expenses of drilling, reworking, deepening, plugging buck, testing and complettag,
alter deducting any cash contributions received under Article VIILC., and __)_M"/a of that portion of the cost of newly acquired equip:

ment an the well (10 and including the wellhead conaections), which would have been chargeable to such NonConsenting Party il it had
participated therein.

An clection not ta pacticipate in the drill-.in‘g ac the deepening of a well shall be deemed an election nat to participate i any te-
working ur plugging back operation propased in such a well, or portion thereol, to which the initial Non-Consent clection applied that is
conducted at any time prior to {ull recovery by the Consenting Parties of the Non-Consenting Party's recoupinent account. Any such
rewarking o¢ plugging hack operation conducted during the recoupment period shall be deemed pant of the cost of operation of said well
and here shall be added 10 the sums 10 be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of
the cewacking or plugging back operation which would have beea chargeable to such Non-Consenting Party had it pardicipated therein. It

such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article V1.B. shall be ap-
plicable as between said Consenting Pacties in s3id well,

During the period of time Consenting Parties are entitled to receive Non Consenting Party's share of production, or the
peoceuds therefrom, Cansenting Parties shall be respansible for the paymwnt of all production, severance, exvise, gatheniag and othee

taxes, and all royalty, overriding royalty and other burdens applicable 10 Now-Conscating Party s shaee of production not excepted by Ar
ucle 110,

In the case of any reworking, plugging back or deeper drilling operauon, the Consenting Parties shall be petted to use, lree
ul cent, sl casing, wbing and othier equipment in the well, but the ownership of all such equipment shall remain unchanged: and upon
shandonsnent of o welf altes such reworking, plugging back o deeper dritlng, the Consending Partios shiall scconnd {uc all sueh equip
ment (o the owners thereol, with each party receiving its propartionate part in kind or in value, less cost of salvage.

Wichin sixty (6U) days altec the completion of any operation under this Article, the party conducting tie opecations for the
Consenting Pacties shall furnish each Non-Consenting Party with an inveatory of the equipment in 2ad connected o the well, and e
uctnized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at its
option, die operating party, in lieu of an itemized statement of such costs of operation, may submit 2 detailed statement of monthly il
ings. Each month thetealter, during the time the Consenting Partties ace being reimbursed as peovided abave, the party conducting the
operations (or the Coasenting Parties shall furnish the Non-Consenting Partics with ar itemized statement of «ll coste and fiabilivies in-
curred in the operation of the well, together with a statement of the quantity of oit and yas proqucey irom it any the amount oy proceeds
realized lrom (he sale of the well's working interest production during the preceding month. In determining the quantity of gi] and gas
produced during any month, Conseating Parties shall use indusiry accepted methods such as, but not limited to, metering o( peridic
well tests. Any amount realired [rom the sale or other disposition of equipment newly acquired in connection with any such bp-,uuou
which would have been owned by 3 NoaConsenting Party had it participated therein shall be credited against the total unreiyg
ol the work done and of the equipment purchased in determining when the interest of such Noa Conseatiag Party shafl reve o it as
dbave provided: and o there is a credin balance, it shall be paid 1o such Non-Conseniing Panty.
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ARTICLE VI o
continued

Il snd when the Consenting Parties recover {rom & Noa-Consenting Party's retinquished interest the amounts provided foc above,
the relinijuished Interests of such Nan-Conseating Party shall sutomaticaily tevert (o It, and, {rom and after such reversion, such Non
Conscniting Party shall own the same interese in such well, the muterial und equipment in o perwlning thereto, and the productivn
theretrom as such Non Consenting Party would have beea entitled 10 had it participated in the drilling, rewarking, decpening o plugging
back of said well. Thereafter, such Noa-Consenting Party shall be charged with and shall pay its proportionate part of the fuethier costs ol
the aperstiun ol said well in accordance with the erms of this agreement and tie Accounting Procedure attached heeeto.

Notwithstanding the provisions of this Article VIB.2., it is agreed that without the mutual consent of alt parties, no wells shall
be comgpleted in or produced from a source of supply from which 3 well located clsewhere on the Contract Area is produding. ualess such
well confurms to the then-existing well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever 1o the drilling of the initial well deseribed in Asticke VLA
except (1) 3s 10 Article VIED.1. (Opdon No. 2), if selected, or (b) a1 to the reworking, deepening and plugging back of such inttial welt

after it has been drilled (o the depth specilied in Article VI A if it shall therealter prove to be a dry hole or, 1 initiatly completed for geo
duction, ceases ta produce in paying quantities.

1. Swand By Time: When a well which has been drilled of decpened has reached its authorized depth and alf tests have b
wonipletesd, and the resuls thereof furaished to the pacties, stand-by casts incurced pending response (0 a party’s notice proposing 4
reworking, deepeaing, plugging back or comgleting operation in such a well shull be charged and borne as part of the drilling or dagen
ing uperativa just completed. Stand-by costs subsequent to all partics responding, or expiration of the response time pecmicesd, whicheve
fiese accues, and prior 10 agreenieat as o the pacticipating interests of all Canseating Parties pursuant to the tecats of the sccond gram
matical pacagrapl of Article V1.8.2, shall be charged 10 and borne as part of the proposed operation, but if dhie proposal is subsequesuly
withdrawn because of insulficient participation, such stand-by costs shall be aliocated between the Consenung Pariies w the propartion

each Consenting Party's interest as shown on Exhibit '*A°" beacs ta the otal interest as shown on Exhibit “*A"" of all Consenting Par-
tes.

4 Sidetracking: Except as hercinalter provided, those provisions of this agrevment applicable 10 a ““decpening’ operation shalt
alsu be spplicable to any propbsal to dicectionaily contral and intenuonally deviate a well from vertical so as 10 change the buttom hole
location (heren calied “'sidetracking'’), vnless done 10 siraghien the hole or to deill around junk i the bole or hecause of other
nechianical difficulties Any party having the right to participate in a proposed sidetrucking operation that does not own an interest m the
affected well bore a1 the time of the notice shall, upon electing 1o participate, tender 10 the well bore owners its proportionate share {equal
to #s interest in the sidetracking operation) of the value of that portion of thie existing well bore to be utilized as follows:

(3} U the proposal is {or sidetsacking an existing dry hole, reimbursement shislt be an the basis of the sctual costs iacutead ia
the newad drilling of the well dawn 0 the depth at which the sidetracking operation is initiated.

(1) U e propasal is lor sidetracking a well wliich has previously produced, reimbucsement shall be oa the basis of the well's
sabvable matenials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the
provisions of Exhibit **C™", less the estimated cost ol salvaging and the estimated cost of plugging and abandoning

In the event that notice for a sidetracking operation is given while the drifling rig to be utilized is an location, the respoase period
shall be limited 10 forty <ight {48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may rejuest and
receive up to eight (8) additional days alter expiration of the forty €ight (48} hours within which 1o respand by paying far all stand by tirne
incurred during «uch extended response period. I mare than one party elects to tuke such additional time to respond to the natice, stand:
Uy LOaa meen be aliocated Letzveen the oarties taking additional time to respond on a day-t0day basis in the proportion each ekxuni par-
ty's interest as shown on Exhibit "*A"" bears to the total interest as shown on Exhibit “*A’* of alf the electing parties. le all ather in-
stances the response period 10 2 proposal for sidetracking shall be limited 1o thirty (30) days.

C. TAKING PRODUCTION IN KIND: 1

Each party shall take in kind or separately dispose of its proportionate share of all oit and gas produced rom the Contract Area,
exclusive of production which may be used in development and producing operations and in preparing and weatigg ol and gas lur
marketing purposes and production unavoidably lost. Any extra expendituee incurred in the taking in kind or scparate dispasition by any

party of its proportiunate share of the produciion shall be borne by such party. Any party taking its share of produﬁlion n ﬁ “ull be
R Y.
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ARTICLE VI
continued

fequired 10 pay for only its proportionate share of such part of Operator's sucface facilities which it uses.

Each party shall execute such division orders and contracts as may be necessary for the sale of is interest in peoduction {rom

the Contract Ares, and, except as provided in Acticle VILB., shalf be entided to receive payment directly from he purchaser therood for
its share of all production.

la the event any party shall {ail (o make the arrangements fecessary to take in kind or separately dispose of its proportionate share of
the oil produced {rom the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it, but not
the obligation, 1o purchase such oil or sell it o others at any time and from time 1o time, for the account of the noa-tking party at the
best price obtainable in the area foc such production. Any such purchase or sale by Operator shall be subject always to the right ol the
awner of the production to exercise at any time its right 1o take in kind, or separately dispose of, its share of all oil not previously
delivered 10 2 purchaser. Any purchase or sale by Operator of any other party’s share of oil shall be only for such reasonable perivds of

tiene as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in eacess
ol one (1) year.

In the event one or mare parties” separate disposition ol its share of the gas causes splic-stream deliveries (o sepacate pipelines andfoc
deliveries which on a day 10 day basis for any reason are not exactly equal to a party's respective proportionaie share of total gas sales w
be allocaied 1o it the balancing or accounting between the respective accaunts of the parties shall be in accordance with any gus Lalancing
agreement between the parties hereta, whether such an agreement is attached as Extubit ', or is a sepacate agreement.

0. Access to Contract Area aad laformation:

Each party shall have access to the Contract Area at all reasonable times, atits sofe cost and risk 10 inspect or vbserve vperatioas,
and shiall have access at reasonable times to information pertaining ta the developrucnt or opecation thercuf, including Opecatar's ks
aid cecords relating thereto. Operator, upon request, shall furnish cach of the other parties with copics of alt forms oe eepoats filed watl
guvernmental agencics, daily deilling reports, well logs, tank wbles, duily gauge and run tickets and coports of stack an hund 2 the tiest ol
vach munth, and shalt make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost ol

gathering and furnishing information to Non-Operator, otiier than that spucified sbove, shall be chiarged to the Nan Operator that re
quests the information.

€. Abaadosmeant of Wells:

1. Abandoament of Dry Holes: Except for any well drilled or deepened pursuant to Article VIB.2, any well which has been
drilled or deepened under the teems of this agreement and is propased ta be completed as a dey hole shall not be plugged and abandoned
without the consent of all parties. Shauld Operator, after diligent effore, be unable ta cantact any party, or should any party faif w ceply
within (ofty cight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal ta plug and abandon
such wulf_. such party shall be decined ta have onsented 1o the propased abandoament. All such wells shall be plugged and abandoned in
atcordange with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deeperung
such well. Any party who objects 10 plugging and abandoning such well shali have the right to 1ake over 1he well and conduct further
operations in search of oil andlor gas subject (o the provisions of Article VI B.

2 Abandonment of Wells that have Produced: Except {or any weli in which a Noa-Consent operation has been conducted

heceuader {or which the Consenting Parties have not been fully rcimbursed as heeein provided, any well which hus been complenad as a
producer shall not be plugged and abandoned without the consent of all parties. If all purties consent to such abandonment, the well stull
be plugged and abandoned in accordance wich applicable regulations and at the cost, risk and expense of all the parties hercw. W, witha
tnrty (30) days altec ceceipt of notice of the proposed abandoament of any well, all partics do not agree 1o the abandonment of such well,
thase wirhing ta continue its aperatian (com the intecvalis) of die focmation(s) then apen o production shall widee to cach ol the adher
patues its proportionate share of the value of the well’s salvable material and equipment, determined in accordance watd the provisious of
Exhibic **C'", less the estimated cost of salvaging and the estimated cast of plugging and sbundoning. Each abandoning party shall assign
the non-sbundoning parties, without warranty, express or implied, as (o title or as Lo quantity, or fitness lor use ol the equipment aud
matenial, all of its interest in the well and related equipment, together with its interest in the leasehold estate as 10, but only as (o, the in-
terval or intervals of the formation or farmations then open to production. If the interest of the abandoning party is or includes au od and
gas interest, such party shall execuce and deliver to the non-abandoning purty or parties an oil and gas lease, limited to the inteeval ur in-
tervals of the lormadon or formations then open ta production, for a term of one (1) year and so long therealter as ol andlor gas is pro-
duced {com the intetvat oc intervals of the focmatian oc (ormations cavered thereby, such lease 1a be on the {oem attached as Exhibit

¥
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continued
T The assignments oc keases so timited shall e;\compm the ‘“drilling unit’* upon which the well is located. The payments by, and the
assignenents o leascs to, the assignees shall be in a ratio based upon the relationship of their respective perceatage of participation in the

Contract Area to the sggregate of the percentages of participation in the Contract Area of aff assignees. There slll be no readjustment ol
tatecests i the remaining portion of the Contract Area.

Therealter, abandoning parties shall have no lurther responsibility, liability, or interest in the operation of or production from
the well in the interval oc intecvals then open other than the royalties retained in any lease made under the terms of this Article. Upon ¢c-
quest, Operator shall continue to operate the assigned well for the account of the non abandoning parties at the rates and charges con-
twemplated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned
well. Upon praposed abandoament of the producing interval(s) assigned or leased, the assignor or lessor shall then have the oplion 0

tepurchase its prior interest in the well (using the same valuation formula) and participate in furttrer operations thercin subject to the pro-
visions hereol.

3. Abandoament of Non-Ceascnt Operations: The provisions of Article VLE 1. or VLE 2. above shall be applicable as between
Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, 0o well shall be
permancatly plugged and abandoned unless and until all partics having the right to conduct furthee operations therein have been notificd

of the proposed abandonment and afforded the opportunity to elect 10 1ake over the well in accordance with the provisions of this Articte
VIE.

ARTICLE Vil
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

‘The bability ol the partics shall be several, not joint or collective. Euch pany shall be responsible only for ity obligations, awd
slualt b listite ouly for its propostioaute share of the costs of developing and operating e Conteact Acca. Accardingly, the tiens graniad
anong the parties in Article V11D, are given o secure only the debes of each severally. Tt is not the intention of the parues wo creae, nos
shalt chis agreeaient be canstrued as creating, s mining or other pacinership or association, or to render the parties lisble as partners.

8. Liens and Peyment Defaults:

Each Non Operatac grants o Operator a lien upon its oif aad gas cights in the Conteact Area, and a security interest in dts shace
ol oil andlor gas when extracied and its interest in all equipment, to secure payment of its share of expense, wogether with interest thereon
at the cate provided in Exhibit "C**. To the extent that Operator has a security interest under the Unilorm Commercial Code of the
state, Operator shall be entitled (o exercise the rights and remedies of a sccured party under the Code. The bringing of a sut and the ob:
taming of udgment by Operator for the secured indebtedness shall not be deemed an election of seimedies or otherwise atfect the tien
rights or sccueity interest as security for the payment theceof. In addition, upon delault by any Non Operator in the paymicat of its share
of expense, Operator shall have the right, withouy prejudice to other rights or remedies, ta collect from the purchaser the peoceeds from
the sate of such Non'Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been pad. Each
purchaser shall be entitied 10 rely upon Operator's writien siatement concerning the amount of any default. Operaior granis a hike liea
and securiy interest to the Non-Operators to secure payment of Operator’s propoctionate share of expense.

H-any—party—faili—ortrunable—to-pay-—ny—shercofexperscwithit—sixty{601deyrviterrendinon—ol—e—statem
Oprerator, thie non dedaulting partics, including Operator, shall, upon request b ()umun,wy-'hﬂm(ﬁmin thie proposten i
the terest ol cach sudwmjmmwfdfmmmu paying s share of the unpaid amound shistl,  aban
sunbuesenant U ie vl be-subrugated to-the sacusity-cights—duscribudin-tlu-Loregany pusageapls

C. Payments and Accouating:

Except as hercin otherwise specifically provided, Operatar shali promptly pay and discharge expenses incurced in the development
and opecation of the Contract Acea pursuant to this agreement and shall charge each of the partics hereto with their cespective propor-
tionate shares upon the expense basis provided in Exhibit **C*'. Operator shall keep an accurate record of the joint account hereunder,
showing cxpenses incursed and charges and credits made and received.

Operator, at is election, shall have the right from time to time to demand and receive from the other parties payment in advance
ol theit respective shares of the estimated amount of the expense to be incurced in operations hereunder during the next succeeding
month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together
with an invaice (or its shace thereol. Each such statement and invoice for the puymen: in 2dvande ol esiimaed cxpense shali be submitied
un or before the 20th day of the next preceding moath. Each party shall pay to Operator its pwponiom('e: share of such estin
fifteen (13) days alier such estimate and invoice is received. I any pacty lails to pay its share of said estimate within said tisne, l‘@f‘anluum
due shall bear interest as provided in Exbibit **C** unti paid. Proper adjustment shall be made monthly between advances and v
pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more.

within

wat ex-

D. Limitstion of Expenditures:

1. Ddil ac Decpen: Without the consent of all parties, no well shall be drilled or decpened, except any well
pursuant to thie pravisions of Article V1.8.2. of his agreement. Coasent to the drilling ar deepening shalt inclu
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ARTICLE VII
oontinued

G Option No. 1: Aft necessary expendiiures for the deitling or deepening, tenting, completing and equipping of the well, lnctuding
necessary tankage andi/or sucface facilities.

| Opuon No. 20 Al necessary expenduures for the drilling or deepening and testing of the well. When such well bus reached s
anthorized depth, and all tests lave been completed, and the resulis theeeal {uenished 1o the parties, Operator shall give unmediate notice
1w the Non Operators who have the right to participate in the campletion costs. The parties cecciving such notice shall have forty cight
{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, whena made, shall include consent to alt necessary cxpenditures {or the completing and equipping of such well, in-
cluding necessary 1ankage andfor surface facilities. Faiture of any party receiving such notice ta reply within the petiod sbove fixed shall
constitule an election by that party not to participate in the cost of the completion atiempt. If one oc more, but Yess than all of the pactics
elece 10 set pipe and to atcempt a completion, the provisions of Article VI.IB.2. hereof (the phrase *‘reworking, deepening or plugging

back"" as contained in Article VI.B.2. shall be deemed to include **completing ™) shall apply 1o the operations thereafter conducied by less
than all pacties.

2. Rework of Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or
plugged back pursuant o the provisions of Article VI.B.2. of this agreement. Consent to the reworking or plugging back of 2 well shatl

include all necessury expendituces in conducting such operations and cotpleting and equipping of said well, including necessacy tankage
undlor sueface facilities.

3. Other Opwerations: Without the consent of all parties, Operator shall not underiske any single project ressanably estunated
w requite an expenditure in excess of Twenty-Five Thousand __Dultars ($25,000.00 )

except in connection with a well, the dritling, reworking, deepening, compicting, recompleting, o plugging back of which has beca
previously authorized by of pursuant to this agreciment; pravided, however, that, in case of explosion, fuwe, lood ar uther sudden
ancrgency, whether of the same or dillerent natuee, Operator may take such steps snd incur such expenses as in s opmion sie requieed
10 deal with the eaergency o safeguard life und property but Operator, as promptly as possibile, sladl eeport the cinergency to the adie
parties U Operator prepares an autharnity loc expenditure (AFE) for us uwn use, U|

an afuriation copy thereol for any single project costing in excess uf fen
Lailars (3 10,000,

wrstor sh.all furnish any Non Operator so sequesting
wougand

) bat less than the amount first set forth abuve tn his paragraph.

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

Rentals, shutin well payments and minimum royalties which may be cequiced under the terms of any lease shall be paid by the
party ur parties who subjected such lease to this agreement at its or their expense. In the event two or more pactics awn and have con-
tribured interests in the same tease to this agreement, such parties may designate one of such partics 1o make said payments lor and on
Uehall of all such parties. Any pacty may request, and shall be entitled 1 receive, proper evidence ol all such payments. in the event ol
failure (o tnake proper payment of any rental, shut-in well payment or mininusm royalty thcough mistake or aversight where such pay

meat is required to continue the fease in lorce, any loss which resules {from such non-payment shall be borne in sccordance with the pro
visions of Article IV.83.2.

Operator shall nouly Now Operator of the anticipated completian of a shur in gas well, oc the shutting in or ceturn 10 production
ol o producimg gis well, at least live (9) days (cxcluding Saturday, Sunday sad legal holdays), or at the caddiest opportunnty permiticd by
Grcutislances, prior 1o taking such action, but assumes no lability for fuiture 1 do so. In the event of faiture by Operator w su notity
Nuaa Operatar, the Juss of any lease contributed hereto by Non-Operator for {ailure 10 imake timely payments of any shut in well payment
shail be borne joiady by the parcies hereta under the provisions of Articie 1V 13 3.

F. Taxes:

Beginning with the first calendar year after the elfective date hereol, Operator shail render for ad valoren taxation all propesty
subject 1o this agreemeat which by law shauld be rendered for such taxes, and it shall pay all such taxes assessed thercon before they
Iecome delinquent. Prior to the readition date, each Non Operator shalt lurnish Operator infocmation as 1@ burdens (to include, but not
be lunited 1o, royalties, gverriding royalties and production payments) an leases and oil and gas interests contributed by such Non
Operatac. 1 the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royaltics, over-
riding royalties os production payments, the reduction in ad valorem taxes resulting therelrom shail inure 1o the bencedin of the owner o
owners ol such leasehold estate. and Operator shall adjust the charge 10 such owner or owaers 30 as 10 reflect the benedit of such redue
ton. 1 ihe ad valorent taxes are based in whole of in part upon separate valuations of each party 's wockiag interest, then nutwithstanding
auydung o the contrary hercut, churges to the joint account shall be made and paid by the parties hereto 10 sccordance with the tax

value generated by each party's working interest. Operator shall bill the other parties {or their proportionate shaces of all Lax payinenms in
W Tmaned provided an Fxhioi C'

I Operator considers any 1ax assessmeat improper, Operator may, at its discretion, protest within the time :mlum.nmu
prescaibued by law, and prosecute the protest to 4 final determination, unless all parues agree to abandon the protest prior 10 [IR,}, deter-
munation. During the pendeacy of administrative or judicial procecdiags, Operator may elect to pay, under protest, all such tax
nterest and penalty. When any such protested assessment shall have been finally deteemined, Operator shall pay the tax for the

count, together with any interest and penalty accrued, and the total cost shatl then be asscssed against the parties, and be paid by
peovided in Exhibic ©'C**.

gml any

Lacky patty shall pay or casse 1o be pind all production, severance, excise, gathuering and other taxes inpased upon 9r;wilh respect to

Ui production or haadling of such party's share of oil andioe gas produced vnder the tenns of this agreement. { f t-1
i
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ARTICLE vl
continued

G. lnsursnce:

AU all times while operations are conducted hereunder, Operator shall comply with the workmen's compensation law of
the sute where (he operations are being conducted; provided, however, tat Opesator say be a sell-insurer lor lability under said com-
pensation taws in wliich event the only chacge that stidl be made 1o the jaiat account shall be as provided in Exhibit **C**. Operatus shall
also carry or provide insurance lor the benedit of the joint account of the parcties as audined in Exhibic **D**, avtached (0 and made 8 part
hereof. Operator shall require all contractars engaged in work on or for the Coalract Area 10 comply wilh the workmen's compensation
law of the siate where the operations are being conducted and to maintaia such other insucance as Operator may require

In the event automobile public liability insurance is specified in said Exhibit *'D'", or subsequently receives the approval of the
parties, na direct charge shall be made by Operator for premiums paid for such insurance for Operator’s automotive equipment.

ARTICLE VIiI.
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases cavered by this agreement, insolar as they embeace acreage in the Contract Asea, shall not be surrendered in whoke
of in part unless all parties consent thereto.

However, should any party desire 10 surrender its intecest in any lease or in any portion thereol, and the other pariics do not
agree or consent thereto, the party desiring 1o surrender shall assig, without express oc implied warrany of title, all of its intecest in
such lease, of portion thereol, and any well, material and equipment which may be located thereon and any rights in production
thercafter secuced, to the parties not consenting 10 such surrender. 1f the interest of the assigning party is or inctudes an oit and gas in-
terest, the assigning party shall exccute and deliver 10 the party or parties not conscating to such surrender an ol and gas lease covering
such oil snd gas interest fur a2 term of one (1) year and so long therealter as oil and/or gas is produced from the land covered thercby, such
fease to be on the form attached hereto as Exhibit **B*'. Upon such assignment or lease, the sssigning parey shall be relieved from sl
ouligations therealter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well
aucibutable thereto, and the assigning pacty shall have aa {ucther iaterest in the assigned or leased premises and s equipment and peo-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay 10 the
party assignor or lessor the reasonable satvage value of the latter’s interest in any wells and equipment attributable o the assigned or keas-
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit ““C**, less the estimated cost of
salvaging and the estimated cost of plugging and abandoning. Uf the assignment or leuse is in favor of more than oue pasty, the interest
shall be shared by. such parties in uie proportions that the intecest of each bears to the total intecest of all such pacties.

Auny assigniment, lease or surrender made under this provision shall pot reduce or change the assignor's, lessor’s or surrendefing
party s inferest s i was immediately before the assignment, lease or surrender in the balance of the Contract Area; and he acreage

ansgoed, Jeased or sursendered, and subsequent operations thereon, shall not thercalter be subject o the termis and provisions of this
\
agreement.

B. Renewal or Extension of Leases:

1 any party secures a cenewal of any oil and gas fease subject 1o this agreement, all other parties shalt be nouficd prompily, and
shall have the eight fur a period of thirty (30) days following receipt of such notice in which to clect Lo purticipate in the owaership of the
cenewd bease, insofar as such fease alfects lands within the Contract Area, by paying (o the party wha acquited it their seseral praper peo
portionate shares of the acquisition cast allocated (o that part of such fease withia the Contract Arca, which shall be in propurtion w the
interests lwld at that time by the parties in the Contract Area.

It sowne, but less than afl, of the partics elect to participate in the purchase of a renewal lease, it shall be owned by the partics
who elect 10 participate therein, in 2 ratio based upon the relationship ol their respective percentage of pactiapation in the Contract Area
10 the aggregate of the percentages of participation in the Contract Area of all parues participating in the purchase of such renewal lease
Any renewal lease in which less than all parties elect to participate shall not be subject 10 this agreement.

Each party who participates in the purchase of a renewsl lease shall be given an assignment of its proportionate intecest therein
by the acquiring party.

The provisioas ol this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease
or cover anly a portion of its ares ar an iniceest werenm, Ay renewal iease (akea belore the expiration of its predecessor fease, of taken of
contracted for within six (6) months aiter the expiration of the existing icase shalt be subject 1o this provision; but any lease ukgi-or con-
tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal tease and shall not be
the peavisions of this agreement.

bject 10

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 contracts for a contribution of cash towards the drilfing of ) welt or,‘xhy other
apecation on the Contract Area, such contribution shall be paid to the pacty who conducted the drilling or other una f 11|d shall be
applicd by it against the cost of sucht drilling or other operation. If the contribution be ia the lorm of wcreage, the puu

(d‘wlaé cone
tribution is made shall prompuly tender an assignment of the acreage, without warranty of title, to the Drilling Parues’ the ns

-
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, ARTICLE VIft

continued
sai Drilling Parties thared the cost of drilling the well. Such acresge shall become a scparate Contract Ares and, (0 the extent possible, Le
governcd Ly provisioas identical to this agreemence. Each party 1hall promptly natify all other parties of any acreage or cash coatributions
it wuay obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op-
tioaal figlus (0 carn acseage outside the Contract Area which ace in suppoct of 2 well drilled inside the Conuact Area.

,

U any pacty comgacts for any consideration relating 1o disposition of such party's share of substances produced hereunder, such
consideration shall not be deemed 2 conuribution as contemplated in this Article VIL.C.

D. Maiatenance of Uaiform 1aterest:

For the pucpase of mainaining uniformity of ownership in the oit and gas leasehold interests covered by this agreement, no

party shall sell, encumber, transler or make other disposition of its interest in the leases embraced within the Contract Area and in wells,
equipment and production unless such disposition covers cither:

1. the entire interest of the party in all jfrases 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 (o this agreement
and shall be made without prejudice 1o the right of the other partics.

U, ac any time the interest of any party is divided among and owned by four or mare co-owners, Operator, at its discretion, may
crquire suck co owaces 1o appoint a single trustee or agent with (ull authority to receive notices, approve expenditures, receive billings for
and approve and pay such pasty's share of the joint expenses, and 10 deal generally with, and with power 1o bind, tiw co awners of such
party's interest within the scope of the operations embraced in this ageecment; however, all such co owners shall have the right o enter
it and exceate all contracts or agreements for the disposition of their respective shares of (he ol aud gas produced from the Comract
Acca and thiey shall have the right 1o receive, sepacately, payment of the sale proceeds thereol.

E. Waiver of Rights ta Pactition:

I perinitted by the laws of the state oc states in which the property covered hereby is located, each party hereto owaing an

undivided interest in the Contract Area waives any and all rights it may have (o partition and have set aside to it in severaliy 1s undivided
tnterest therein,

Should -uny peciy-desice4o—celill y—pari-of—itei t—under—this—ug . Ha-tightsund-interests- uthe-Cont
Area, i shatl prompuly give written notice 1o the other parties, with full information concerning its proposed sale, whi waififclude the

name and address of the prospective purchaser (who must be ready, willing and able to purchase), the purch
of the offer. The other parties shall then have an optional prior tight, for a period gf

price, and all other terms
ays after receipt of the notice, (o purchase

ARTICLE 1X.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be consuued 10 create, a relationship of partnership or an association
lor profit between or amang the parties lhiereto. Notwithstanding aay provision herein that the rights and abilities hereunder are several
and not joint or collective, or that this agreement and operations heseunder shall not constitute & partnership, if, {ur {ederal income tax
purpuses, (his agreement and the operations hereunder are regarded as a pastnership, cach party hereby affected clects 10 be excludal
from the application ol all of the provisions of Subchapter *'KK**, Chapter 1, Subtitte ““A"", of ihe laternal Revenue Code of 1994, a5 per
witted and authorized by Section 761 of the Code and the regulations promuigated thereunder. Operator is authorized and diretted (o ex-
ccute on behalf of each party hereby atfected such evidence of this election as may be reguired by the Sceretary of the Treasuey of the
United $States oc die Federal lntecnal Revenue Secvice, including specifically, but nut by way of limitatian, all of the returns, stateents,
and the dats requiced by Federal Regulations 1.761. Should there be any require: et cach party heeeby allected give lurther
evidence of this dlection, cach such pacty shail execute such documentss and lurnish such other evidence as auay be u’quilﬁ~ by te
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give uny notices ar take Nu ather
action nconsistent witly the election made heceby. U any preseat or {uture incame tax laws of the state or states in which thy

Leact
Area is focated or any luture incomne tax laws of the United States contain peovisions similac 1o those in Subchapter K", € §gu‘r 1,
Subtitle "A"", of the Internal Revenue Code of 1934, under which an election similar (o that provided by Section 761 of (e Colle is pur
nutted, each pasty hercby affected shall make such election as may be permitted or required by such laws. la making the (utcg iy elec
tion, each such pasty states that the income derived by such party {rom operations heseunder can be adequately determinad ut the

computation of partnership taxable income.
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ARTICLE X.
CLAIMS AND LAWSUI'TS

Operatar may seude any single uninsured third party damage claim or suit arising {rom operations herenndee if the expendituce
does not cxceed _Fifteen Thousand

it
+.15,000.00 . o

) and if the paymend is in complete settlement of such claitn or suit. If the amount required for sertdement ex-
cewds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authurity is
delegated 10 Operator. Al costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex
pense of the pacties participating in the operation from which the claim of suic arises. If 3 claim is made sgainst any pasty of il any party is
sued on account of any matter arising from operations hereunder 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 cluim or suit shall be wreated s any other claim
of suit involving operations hereunder.

ARTICLE X1.
FORCE MAJEURE

W any pacty is rendered unable, wholly o in part, by force majeure 10 carry out its obligations under this agreement, other than
the obligation 1o make nioney payments, tat party shall give to all other parties prompt written notice of the force majeute with
scasonably full paruculars concerning it theceupon, the obligations of the party giving the notice, so {ar as they ace atlected by the lorce
majeure, shall be suspended during, but no longer than, the continuance of the lorce majeure. The aflected pacty shall use alt ceasonable
ddigence 10 remove the focce majeure situation as quickly as practicable.

The requicement that aay force majeure shall be remedicd with all reasonable dispatch shall not sequire the seatlement of sueikes,

luckouts, ue other labor difliculty by the pacty involved, contrary to its wishes; how all such difficultics shall be handled shall be entirely
within the discection of the party concerned.

‘The term *‘force majeure’’, as here employed, shalt muan an act of God, strike, lockout, o otler industrial distucbance, act ol

the public encmy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, govermuental delay, restaaing

of inscuon, uoavatability of equipment, and any other cause, whether of tie kind specifically caoumerated above or othierwise, whicly is
oot reasonably within the contral of the party claiming suspension.

ARTICLE Xtl1.
NOTICES

All nutices authorized or required between the parties and required by any of the pravisions of this agreement, uabess atherwise
speafically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecapier and addressed w
the parties (o whom the notice is given at the addresses listed on Exhibit **A**. The originating notice given under any provision hereof
shalt e deemied given only when received by the party to whom such notice is directed, and the time for such party 10 give uny notice in
response thereto shall cun from (he date the originating notice is received. The second or any responsive notice shall be dormied given
when deposited tn the mail or with the elegruph company, with postage or charges prepaid, or sent by telex or telecopicr. Each party
shall have the right 10 change its address at any time, and from time 16 tinie, by giving written notice thereof 1o all other parties.

ARTICLE Xt
TERM OF AGREEMENT

This agrecment shall reman in ful focce and effect as 10 the oil and gas leases andloe oil and gas interests subject hereto for the
petiod of tune schccaed below; provided, however, 1o party hereto shall ever be comstrued as having any right, title or interest i of 1w any
lease or oil and gas interest contributed by any other party beyond the term of this agreement.

3 Opuan No. i: So long a3 any of the oil and gas leases subject to this agreement remain or ace continued in force as to any part
ol the Contract Area, whether by production, extension, renewal or otherwise.

B Option No. 2: In the event the well described in Article VLA, or uny sypscquent well deilled under any provision of this

agreemer(t, rsulls in production ol oil andor gas in paying quantitics, this agreement shall continue in lorce 50 long us any such well os
wells prongluce, of ace capable of production, and for an additional period of 90 ____ days from cessation of alt production; pruvided,

hawever, it, prior to the expication of such additonal period, one or more of the partivs hereto are engaged in deilling, reworking, decpuen-

1. puging back, esting or attempting to complete ¢ well or wells hereunder, this agreement shall continue in force until such overa-
uons have been cunpleted and i production results thesefrom, this agreement shall continue in force as pruidcd b Ll e the
well described in Article VLA, or any subsequent well drilled hereunder, results in a dey hole, and no other well is producing, Q(muble
of producing il andfor gas from the Contract Area, this agreement shall werminate unless deilling, deepening, plugging back u‘l‘uwmk
g uperations are conmenced within 90 days from the date of abundonment of said well.

It is ageeed, however, that the termination of this agreement shall aut celicve any party hereto {com any lisbitiy Wl
acrued or attached prior 1o the date of such termination.
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ARTICLE XIV.
COMFPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject o the conservatoa laws of the state in which the Contract Area it located, to the valid rules,

fegulations, and ocders of any duly constituted regulatory body of said state; and o ali other applicuble federal, state, and local laws, oc-
dinances, cules, regulations, wnd ocdess.

8. Governing Law:

This agreement and all matcers pertaining heseta, including, but not limited Lo, matters of performance, non perlormance, breach,
remedics, procedures, rights, duties and interpretation ar construction, shall be governed and determined Ly the law of the state in which
the Conu!m Area is located. U the Contract Acea is in (w0 or more states, the law of the state of

shall govém.

1
C. Regulstory Agencies:

Nothing herein contained shall grant, of be consirued 10 grant, Operator the right or authority to waive or release any rights,
privileges, or obligations which Noa Operators may have under federal or state laws or under rules, regulations or orders promulgated

under such laws in reference 10 oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offsct-
ting of adjacent to the Contract Area.

With respect (0 operations hereunder, Non-Operators agree 1o release Operator from any and all Josses, damages, injuries, claiing
and causes of action arising out of, incident 10 or resuliing directly or indirectly from Operator's interpretstion or application of rukes,
rulings, regulations or orders of the Deparcaient of Energy or predecessor of successor agencies 10 the extent such interpeetation o ap
plication was made in good (aith. Esch Non Operator lurther ageees 10 reimburse Operator for any amounts applicable 1o such Non
Opeqatar’s share of production that Operator may be required ta relund, sebate or pay as 3 cesult of such an incorrect iterpretation of
application, wgether with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application.

Nan Operatars autharize Opecalor 1o peegiare and subinit such documents as may be required to be subnutied to the putchasee
ol any crude oil sold hereunder or to any other person or entity pursuaat to the requirements of the **Crude Oil Windlall Profic Taz Act
of 1980°°, as same may b aniended {rom time to time (*“Act’’), and any valid regulations or rules which may be issucd by the Treasury
Deparunent from time to time pursuaan 1o said Act. Each party hereto agrees 1o furnish any and all certilications or other infosmation
which is required 10 be (urnished by said Act in a tmely manner and in suflicient detaid 10 permit compliance with said Ace.

ARTICLE XV.
OTHER PROVISIONS

SEE PAGES 14a, 14b, & l4c ATTACHED:
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ARTICLE XV.
OTHER PROVISIONS

The followlng provielone are intended to be cumulative, but in the event they conflict with the
other proviaions herein, then the following provieione shall control:

AL Definition of "holidays":

The word *holidays* when used herein ia defined as a legal holiday
observed by Rational Banking Asgocfacions in Midland, Texas.

“Back-in after Payout“ : Upon payout of each well drilled hereunder, on a well by well baais

fuel Producte, Inc., Ameristate COil & Gas, Inc. and Louls Mazzullio, Inc. (hereinafter collectively

referred to herein as “¥PI™), shall collectively be entitled to an additional twenty-five percent (25t}
working interest in each such well, proportionately reduced to the ninety-five percent (95%) interest of
TMBR/Sharp Drilling, Inc. (*TMBR"} hereunder (such back-in being an undivided twenty-three and seventy-
five hundredths percent (23.75%} working interest in each guch well as Payout occure therein). 1f any of
the partiea comprising “FP[" elects not to receive its proportionate share of such back-in, each of the

other such parties who desire to receive such back-in shall be entitled to the entire back-in in such

well. For the purposes of this Agreement, “Payout* for each well drilled hereunder, shall occur at that

point in time at which there is recouped out of the production {(or other value received) which ias

attribucable to the interest credited to TMBR in Exhibit "A" hereto (after deducting therefrom all

royalties, overriding royalty intereats and applicable severance, production, excise and gathering taxes)

all coet® incurred in drilling, completing, equipping and operating euch well to the point in time that

The accounting procedure attached as Exhibit “C* hereto shall be used in determining
payout on each well. TMBR/Sharp Drilling,

Payocut occurs.

Inc. et al (collectively “TMBR"} shall glve notification to
FPl of the date said well(a) has paid out. Payout ehall, for the purpose of this agreement, be deemed to

have occurred at 8:00 a.m. on the day next following the date the well{s) actually paya out. Should FPI

elect to back-in for said additional working interest, it will thereafter share proportionately the cost

of operating, repairing and recompleting the well(s) and shall bear its proportionate part of any

overriding royalty burdening the lease included within the producing unit formed for the well(s), it being
clearly understood, however, that in no event shall FPI be liable for any drilling, completing
recompleting, equipping or operating cost incurred by or for TMBR'e account prior to the time of payout
of each well.

In the event one or more of the parties hereto shall elect as follows:
1. not to pay a delay rental;
Z. ta abandon a iease; or

3. not to participate in a necessary well as defined in Article XV.N; and aseigns ite interest

in a lease, or portion thereof, to and for the benefit of the participating parties hereto. or if some,
but not all, of the parties hereto elect to acquire an interest in a leage or a contract affecting a lease

purauant to the proviaions of Article XV.F., it le agreed that the lands covered by the contract rights

ahall no longer Dhe subject to this agreement. In such event the lease or contract rights and the lands

covered thereby a&hall be deemed to be subject to an operating agreement jdentical to this agreement
changed only to reflect the proper owners and percentages and, 1f the parties 8o desire, to designate a
new operator if the operator under this agreement ia not a co-owner,

C. Dispute re: Proposed Depth: 1If during the drilling of any well being drilled hereunder other than

the Initial Well provided for in Article VI.A., 2 bona fide dispute shall exist as to whether the proposed
depth has been reached in such well (ae for example, whether a well has been drilled to a depth sufficient
to teat a particular sand or formation or if the well has reached the stratigraphic equivalent of a
particular depth), the cpinicn of the majority in intereat, and not in numbers, of the owners aa shown
on Exhibit "A* shall control and be binding upon all parties.

1f the partiees are equally divided, the
opinion of the Operator will prevail.

o. Payment Obligationas: All rentale, shut-in well payments and minimum royalties which wmay be

required under the terme of any lease shal} ne aaminietered and paid by Opérator and charged to the. Jot(nt

Account except where otherwise expressly provided to the contrary in this agreement. Any party may

Operator shall make or
cauae to be made proper payment of any rentals and ghut-in well payments and minimum royalties under the
foregoing provisicns.

request and shall be entitled to receive proper evidence of all such paymente.

Operator shall notify each Non-Operator of its recommendation concerning the payment of delay

rentals or shut-in royalties under any leases aa they may fall due in writing at lease forty-five (45)

daye in advance of the day when such payment is due. Each Non-Operator shall have fifteen (15) days from

the receipt of such notice to respond to such recommendation with payment, and failure by Non-Operator

shall be deemed an election by Non-Operator to concur with Operator’d recommendation. Operator will be

regponsible for non-payment of delay rentals or whut-in royalties only if it‘s actions conetitute gross
negligence or willful misconduct.
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€ Acquisition of Leasehold Intereac:

Any party acquiring a new lease within the Concract Area shatl
turniah the other party or partles actual copiea of the lease,

leases in scquiring said inscrument
eutficient to verity che actual conaidecration (or satd iaterest,

a plat oc eaxsct deucripeion at the
lucstion and any othar documsnts pertinent Lo the other party evaluacing the acquiriag partiles inteiest,

The ton-acquiring parcies shall have thirty (30} days following receipt of the afovesard notice 1n which
Lo 1ndicate the preference ae to particlparion tn said acquislition Ly written respousc to the acquirTing
pavey accompanied by a check covering its share of the acquisition.

F. Cotncidental Operactions:

1t ts agreed by the parties hereto that unless otherwise ayreed when any
well provided for in thia Agreement ia drilling or teating. neither party shall propose the deilling ot
a0 additional well on the contract acreage unleas the drilling of a well ig necessary to perpeLuate the
Leaee or for some other reason it i@ mutually agreed by the partiee hereto that an additiocnal well whould
be drilled prior to the completion of a well on the contract acreage.

G. Expenses Attributable co Tranafers:

In the event of transfer, sale., eacumbrance cr other digposition
of interest within the Contract Area which creates the necessity of separate meagurement of production,
the party creating the neceeaity for such measurement ahall alcne bear the coat of purchase, 1nstallation
and operation of auch facilictes.

il. Bankruptcy: If, following the granting of relief under the Bankruptcy Code to any paity hereto as

debtor thevreunder, this Agreement should be held to be an executory contract within the wzaning of 11

U.S.C. Section 365, then the Operator, or (if the Operator ie the debtor i1n bankruptcy} any oLhier party,
vhall Le entitled to a determination by debtor or any truetee {or debtor within thivey (10} days from che
date an order for relief 18 entered under this Bankruptcy Code as to the rejection or aasungi iou of Lhig
Operating Agreement. 1In the event of an assumption, Operator or said other party ahall be entitled 1u

sdtguate assurancesd as to future performance of debtor‘s obligation hereunder and Lhie proteciion of tiw
tateveut of all other parcies.

1. Insurance (Non-Operators): With the exception of minlmum limita aet by Stacte and Federa) regulations

Non Cperator(sl may elect not to be covered by any of Operator‘sa insurance coverage provided four the joint

account by providing Operator with written notice and Certificate of Insurance.

J. Third Party Services:

Regardlens of any provieion of this Operating Agreement Or the ALCLunLiIng
Procedure to the contraty, the Operator may charge to the Joint Account for the Cuuntract Ateu tor tues
and charges incurred for the outside engineers, geologists, consultante, brokers., (itle curative wotk
dtcorneys, and other third-party services incurred in connection with leases owned hy or acquired toL the

Juint Account or operations for the benefit of the Joint Account, all to be borne

in the proportions
upecified on Exhlbic “A™.

K. Heterving ot Production:

It a diversity of the working interedt owitership in productioa from a lease
dubject to thie agreement occurd as a result of operacions by lese than all parties

pursuant Lo any
proviaion of thie agreement,

1t is agreed that the ail and other hydracarbone produced f{rowm the wall av
wells completed by the conmenting party or partiee ehall be separately meaaured Ly sLaudard metutring
equtpment to be properly teeted periodically tor accuracy, and the secting of a sepavate tank battery will
not be required unlews the purchaser of the production or governmencal reguiatory body having jurisdict ton
will not approve uwtering for separately measuring productiocn.

L. Non-Discrimination: In the performance of this Agreement, Operator ahall not engage in any coaduct
or practice which violates any law, order or regulation prohibiting discrimination against any person by
reason of his or her race, reiigion, color, sex, national origin, or age; and Operator further agiees Lo

conply fully uith the non-discriminaticn provisions of Section 202 of Executive Quder No. 11246 {30 ¥F.R.
12319), as amended.

M.

Félority of Operation: wWhenever there is more than one proposal in connection with auny well suliject
I

to :h*n sareement, guch proposals shall be conwidered and diaposed of in the following order or priority:

Orilling the well to tte authorized depth or attempting a completion including tescing and logying
of such well at such depth shall have first priority over all other operations aud proposals;
A propoeal to plug back s well shall prevail over a proposal to deepen or to aidevrrack such well;
if there ia more than one propasal to plug back, the proposal to plug back to the next deepesc
progpective interval shall have priority over proposale to plug back to ehallower prospective

intervale.

A proposal to sidetrack a well in order to reach the auchorized depth shall prevail uver a
proponal to deepen;
A proposal to deepen a well ghall have ladt priority; and

. Atuposals of the dawme Lype and to the same dopth shall be givan pracedunce 1 Lhu urdoer

1 owhisch
Ctliey were made.
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N. = b, ce I I1f during the term of this agreement, a well

is required to be drilled, deepened, reworked, plugged back, sidetracked, ar recompleted, or any other

operation that may be tequired in order to:

11) continue a lease or leases in force and effect:

12) maintain a unitized area or any portion thereof ln and to any oil and/or gaa and other

interest which may be owned by a third party or which, failing in such oparat:ion, may revert to

a third party;
{3} comply with an order issued by a regulatory body having jurisdiction in the premises, failing
in which certain rights would terminate;

such operation shall hereinafter be defined as a “Necessary Operatioa”. Notwithstanding any other

provisions contained in thls agreement to the contrary, any party electing not to participate in a
Ne?essary Operation which is proposed pursuant ko Article VI.B.l. shall forfeit and assign to the
paéticipatinq parties, all of its right, title, and interest in the Contract Area except sach well in
uhﬂch such party participated in all operations conducted thereon and the producing formation underlying
thé proration or spacing unit for each such well. Such forfeiting pacty’'s interest shall not be burdened

except as authorized hereunder.

Q. b, u Created e t: If any party hersto shall create an overriding royalty production

payment, net proceeds interest, or other similar interest, subsequent to the effective date onf this
Agceement, or if such interest was created prior to the effective date hereof but was neither recorded
in the county in which the Contract Area is located nor disclosed to all parties hereto at the time of
execution hereof (any such interest created under the circumstances herein mentioned shall hereafter be
referred to as a "Subsequently Created Interest®}, such Subsequently Created Interest shall be

specifically subjesct to all of the terms and provisions of this Agreement, as followsa:

1). 1f non-consent operations are conducted pursuant to any provision of this agreement, and

the
party conducting such operations becomes entitled to receive the producrion attributable no the
interest out of which the subsequently Created Interest is derived, such party shall receive
same free and clear of such Subsequantly Created interast. The party <crearing same 3hall bear
and pay 211 such Subsequently Created Interest and shall indemnify aad hold “he sther parties
hereto harmless fram any and all liability resulting therefcom.
2). 1f the owner of the interest from which a Subsequently Created Interest is darived fails
to pay, when due, its share of expenses chargeable hereunder, the lien granted the other partiea
hereto under the provisions cof Article VII.B. or under the appropriate state statates shall
cover and affect the Subsequently Created Interest and the righrs of the partiaes shall be the

same as 1 f the Subsequently Created Interest had not been created.

3). If the owner of the interest from which Subssquently Created Interest is derived (i) elects
to abandon a well under the provisions of Article VI.E. hereof, [ii) elects to surrender a lease
{or portion thereof} under the provisjons of Article VIII.A. hereof, or (iii) elects not to pay
rentals attributable to its interest in any lease and thereby is required to assign the lease
or that portion or interest therein for which it elects not to pay rentals to those parties
paying such rental, any assignment resulting from such election shall be free and clear af the

Subsequently Created Interest.

41. The cwnar cre-“iry such nterest shall indemnify and hald the other parties harmless from

any claim or cause of action by the owner of the Subsequently Created Interest.
P. Workover Operatjons: 1t is agreed that without the mutual consent of all parties, no workover
operations will be conducted under the provisions of Arvicle VI so long as any completion in the well

proposed to be worked over is producing in p2ying guantities.

Q. JOA SUBCRDINATE: NOTWITHSTANDING ANYTHIMG ELSE HEREIN TO THE CONTRARY, THE PROVISIONS OF THE JOINT
QPERATING AGREEMENT SHALL NOT CONFLICT WITH THE LETTER AGREEMENT DATED JULY 1, 1998 BETWEEN TMBR/SHARP
DRILLING, INC., FUEL PRODUCTS, INC. ET AL. AND THE PARTIES HERETO. THE PROVISIONS Of SAID LETTER
AGREEMENT SHALL SUPERSEDE AND HAVE PRECEDENCE OVER THE PROVISIONS HEREOF.

l4c
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ALAPL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE XVI.
MISCELLANEQUS

This agreement shall be binding upon and shall inure to the bencfit of the partics hereto and to thicic respective heirs, devisces,
legal representatives, successors and assigns.

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

IN WITNESS WHEREOF, this agreement shall be effective as of _ LSC__ day of ___July 1998

OPERATOR

TMBR/SHARP Drilling, Inc.

NON-OPERATORS

FUEL PRODUCTS, INC. AMERISTATE OIL & GAS, INC.

Thomas M. Beall, President Mark K. Nearburg, President
LOULS MAZZULLQ, INC,

BY:
Louis J. Mazzullo, President
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ARTICLE X VI
MESCELLANEOUS

This sgecement adatl be bindiag upan and thall jnuce ta the beacllt of the pactiet hereto snd to s retive bhidis, dovivers,
kil eqeesciutiv, st aud essigns

R R s

This Bistrument mry be exccuted in any nmbee of counterpasts, each of miich shall be covsiddered a0 origingt foe al uepency

°

IN WITNPSS WHTREOF, this sgreement shall be eftective sy of __ 13Tyt __1W1Y 1998

=3

OFHRATOR

- -

TMBR/SHARP Drilling, Inc.

v

BY:

<

NEXTE

NON-OPERATORS

o~
=T

FUFEL PRODUCTS, INC.

~
=

ANFRTSTATE QIL & CGAS, INC.

-3

b3

BY: _ BY; . .
®  Yrowas W, Beall, Fronident Mark K. Nearburg., Presideat
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EXHIBIT “A™

Attached to and made a part of that certain Operating Agreement dated July 1, 1998 by and between TMBR/Sharp
Drilling, Inc. as “Operator”, and Fuel Products, fnc,, et at as “Non-Operators™.

L enti i lan bie his agr nt;

Section 13: SE/4, Section 24: All, Section 25: NW/4, Township 16 South, Range 35 East, Lca County,
New Mexico

1 Restrictions, if any, as to depths, formations, or substances:
None.
1. e Tacti interest dies to thi recment:
Warking Working
Interest Interest
BRO. APRO*
TMBR/SHARP DRILLING, INC. 950000 0.712500
i
i
FUEL PRODUCTS, INC. 022500 0.1115625
MARK K. NEARBURG ’ 022500 0.1115025
LOUIS MAZZULLO, INC. 005000 0.064375
1.00000 1.00000

*Back-in afier pay-out on a well-by well basis
Iv. Addresses of parties for notice purposes:

TMBR/SHARP Drilling, Inc.
P. 0. Box 10970

Midland, Texas 79702
915-699-5050

915-699-5085 Fax

Fuel Products, Inc. Tax 1.D. 73-0951191
P. O. Bax 3098

Midland, Texas 79702

915-687-0008

915-687-0000 Fax

Ameristate Oil & Gas, Inc. Tax 1.D. 75-2398302
1211 W. Texas

Midland, Texas 79701

915-683-6679

915-683-5935 Fax

Louis Mazzullo, Inc. Tax 1.D. 85-0444285
P. O. Box 66657
Albuquerque, NM 87193-6657

V. Schedule of leases:

Date: November 20, 1997
Lessor: Gladys Chambers, a widow
Lessee: Ameristate Oil & Gas, Inc.
Recorded: Volume 845, Page 277

Discrotioin Section 24: NE/4 NW/4
Township i6 South, Range 35 East,
NMPM, Lea County, New Mexico

Date: February 3, 1998

Lessor: Jones Robinson, Lid.
Lessee: Ameristate Oil & Gas, Inc.
Recorded: Volume 864, Page 257
Description: Section 24: SE/4

Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico



Date:
Lessor:
Lessee:
Recorded:

Description:

Date:
Lessor:
Lessee:
Recorded:

Description:

Date:
Lessor:
Lessee:
Recorded:

Description:

Date:
Lessor:
Lessee:
Recorded:

Description:

Date:
Lessor:
Lessee:
Recorded:

Description:

Date:
Lessor:
Lessee:
Recorded:

Description:

December 2, 1997

Edmund F. Ely

Ameristate Oil & Gas, Inc.

Volume 835, Page 568

Section 24: NE/4 NE/4

Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico

November 15, 1997

Laverne C. Levers

Ameristate Oil & Gas, Inc,

Volume 835, Page 570

Section 24: NE/4 NE/4

Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico

November 15, 1997

Alice Jane Sumruld

Ameristate Oil & Gas, Inc.

Volume 835, Page 566

Section 24: 8/2 NE/4, NE/4 SW/4, 5/2 SW/4
Township 16 South, Range 35 East,

NMPM, Lea County, New Mexico

November 15, 2000

Alice fane Sumrnuld

Ameristate Oil & Gas, [nc.

Volume 872, Page 490

Section 24: §/2 NE/4, NE/4 SW/4, 8/2 SW/4
Township 16 South, Range 35 East,

NMPM, Lea County, New Mexico

December 7, 1997

Erana Stokes Hamilton

Ameristate Oil & Gas, Inc.

Volume 827, Page 124

Insofar only as said lease covers:
Section 13: SE/4

Section 24: NW/4 SW/4 NWid NE/4
Section 25: NW/4

Township 16 South, Range 35 East,
NMPM, Lea County, New Mexica

December 7, 1997

Madeline Stokes

Ameristate Qil & Gas, Inc.

Volume 827, Page 127

Insofar as said lease covers:

Section 13: SE/4

Section 24: NW/4 SW/4, NW/4 NE/4
Section 25: NW/4

Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico
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Attached (o and made a part of _that certain Operating Agreement dated July 1, 1998, with .
_TMBR/Sharp Drilling, Inc. as Operator and Fuel Products, Inc., et al as Non-Operators.

EXHIBIT “C »

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL [;ROVIS!()NS

i. Deflinitions

“Joint 'roperty” shall incan the real and persenal property subject to the agreement o which this Accounting Pracedure
is attached,

“loint Operitions™ shatl mean all operations necessary or proper for the developmend, operition, profection and mainfe-
nanee of the Joint Urapecty.

“Joint Aceant” shall mean the aceount showing the charges paid and credits received in the ennduct of the Join Opera-
tions and which are (o be shared by the Parties.

“Operatar shall mean the party designated Lo conduct the Joint Operations.

“Non- ()pw ators” shall wiean the Parties o this agreement other than the Operator,

“frarties” shall mean ()pﬂau)r and Non-Operators.

“I"irst Level Supervisnrs” shall mean those employees whose primary function in Joint Operations is the direet supervision
ol ather employees and/or contract fabor divectly employed on the Joint Praperty ina (ield operating capacity.
“Pechnicd Fmployees” shall mean these employees having special and specific engineering, gedlogical or other prafes-
sional skills, and whose primary function in Joint Operations is the haadling of specific operating conditions and probilems
for the benelit of the Juint Property.

Personal Fxpenses” shall mean travel and other reasonalile reimbursable expenses of Operalar’s employees,
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

“Controllable Material” shall mean Material which at the time is s0 classified in the Material Classification Manual as

wost recently reconunended by the Cauncil of Petroleum Accountants Societies.
i
i

2. Statement and Billings

Operator shall il Non-Operators on or before the last day of each manth for their proportionate share of the Joint Ac-
caunt for the preceding month. Such hills will bie accompanied by statements which identify the sthority Tor expenditure,
lesse or facility, and all charges and credits summarized by appropriate classifications of investtnent and expense exceept

that items of Controlialle Material and unusual charges and credits shall be separalely identified and Tally deseribed in
detail.

3. Advances and Payments by Non-Operators

A, uless otherwise provided for in the agreement, the Operator may require the Non Operators o adviuee their

shawe of ostinated cash outlay far the succeeding mantl's aperation within (ifteen (15) days after vecapl of the ntl-
ing ar by the first day of the month for which the advance is required, whichever is kter. Operator shadl adjust cach
monthly billing to reflect advances received from the Non-Operators.

Irach Non-Operalor shall pay its proportlion of all bills within {ifteen (158) days after receipl. I payment is not made

w&mm such um(' lkxc unpaid balance shal) bear interest mmlthly at the prime rate in effect al _1€%X88
ommerce Bank

A B _on the first day of the month in which delinquency ocenrs plus 1% or Uhe thaxinmum
contract rate pel mitted by the ¢ applicable usury taws in the state in which the Joint Properly s located, whichever
is the fesser, plus attorney’s fees, court costs, and olher cosls in conneclion wilth the collection af unpaid nmounts.

4.  Adjustments

Payment of any such bills shall nol prejudice the right of any Non-Operator to protest or question the correctness thereof;
provided, hawever, all bills and statements rendered o Non-Operators by Operator during any calendar year shadl con-
chusively be presumed o be true and correcl after twenty-four (24) months following the end of any such cateadar year,
unless within the said twenty-four (24) month period & Non-Operator takes written exception thereto and mikes clainy on
Operator for adjustinent. No adjustinent favorable to Operator shall be made unless i s made within the same preseribuad

period. The provisions of this paragraph shall not prevent adjustments resuiling from a physical inventory of Controltable
Material as provided for in Section V.

COPYRIGIIT® 1985 by the Council of Petroleum Accountants Sovielics.
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Audits

'GHPRS-:\

A A Nauw-Opcerator, upon notice in writing o Operator and all other Nan-Operutory, shall huve the right w audit

Operator’s accounts and recordy relating Lo the Joint Account for any catendur year within the twenty-four
(24) month period following the end of such calendar year; provided, however, the making of an audit shall not
extend the time for the wuking of writlen exception to and the adjustments of accounts as provided for in
Paragraph 4 of this Section 1. Where there are two or more Non-Operalors, the Non-Operutars shall make
every reasonable effort to conduct u joint vudit in 8 manner which will result in 8 minimum of inconvenience
w the Operator. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this
parugraph 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 maide
al the expense of those Non-Operators approving such audit.

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

Approval By Non-Operators
Where an approval or other agreement of the Parties or Non-Operators is expressly required under sther sections of
this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no

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

1. DIRECT CHARGES

20 Operator shall charge the Joint Account with the (ollowing items:

Ecological and Environmental

Costs incurred for the Lenefit of the Joint Property as a result of guvernmeatal or regulutary requirements to satisly
environmental considerations applicable to the Joint Operutions. Such costs may include surveys of an ecological or
archacological nuture and pollution control procedures as required by applicable laws and regulations.

Rentals and Royuliles

L xase rentals and royalties puid by Operator for the Joint Operations.

Labor

A. (1) Salaries and wages of Operator's field employees directly employed on the Joint Property in the conduct of
Joint Operations.

(2) Salaries of First L.eve! Supervisors in the field.
(3)  Salaries and wages of Technical Employees dircelly employed on the Joint Property l such charges are
exciuded from the overticad rates.

(4)  Salaries and wages of Technical Employces either temporarily or permunently assigned o und directly
employed in the aperation of the Joint Property if such charges are excluded {rom the overhead rates.

Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances gaid to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section |1
Such costs under this Paragraph 3B may be charged on a "when and as paid basis” or by "percentage assessinent™
on the amount of salaries 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.

]

..... -i{s

applicable to Uperalors cosws chargeable 1o the Joint Account under Paragraphs JA and 3D of this Secuan it

Personal Expenses of those employees whose salaries und wages are chargeable to the Joint Account under
Paragraph 3A of this Section [1.

Emplayee Benelits

Operator's current costs of established plans for employees’ group life insurance, hospitalization, pension, retirement,
stock purchase, thrift, bonuas, and other benefit plans of a like nuture, applicable to Operator’s labor cost chargeable to the
Juint Account under Paragraphs 3A and 30 of this Section 11 shall e Operator's uctual cost not W exceed the pereent
st recently recommended by the Council of Petroleun Accountants Societics.
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Material

Material purchused or furnished by Operatar for use on the Joint Properly as provided under Scction 1V, Only such

Mitertal shall be purchused for or transferred to the Joint Property as may be required for ininediate use and is

reasonably practical and consistent with elficient and economicul operations. The aceumulation of surplus stocks shalt be
avoided.

‘[Yansportation

Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations:
A. I Muterial is moved to the Joint Property from the Operator's warechouse or olher properties, no charge shall be
made to the Joint Account for a distance greater than the dislance from the nearest reliable supply store where like
material is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties.

If surplus Material is moved to Operator's warehouse or other storage poinl, no charge shall be made to the Joint
Account for a distance greater than the distance to the nearest reliable supply store where like material is normally
availuble. or railway receiving point nearest the Joint Property unless sgreed to by the I'artics. No charge shall be

made to the Jaint Account for moving Material to other properties belonging to Operator, unless agreed to by the
Parties.

In the application of subparagraphs A and B above, the oplion to equalize or charge actual trucking cost is
avinlible when the actual charge is $400 or less excluding accessorisl charges. The $400 will be adjusted to the
amount most recently recommended by the Council of Petroleun Accountants Sveieties.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section 1l and Paragraph i. ii, and iii, of Section III. The cost of professional consultant services and contract
services of technical personnel directly engaged on the Joint Property if such charges ave excluded from the overhead
rates. The cost of professional consultant services or contract services of technical personnel not 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 Operalor

A Operator shall charge Lhe Juint Account for use of Operator owuned equipment and facilities at rates comuiensurate
with costs of ownership and operation. Such rates shall include costs of mainicnance. repairs, other vperating
expense, insurance, laxes. depreciation, arh(& interesl on gross 1nvestment less accutnulated depreciation not to
exceed eight percent ( 22 %) per anuum. Such rates shall nat exceed average comnercial
rates currently prevaiting in the immediate area of the Joint Property.

IR

In licu of charges in puragraph 8A abaove, Operator may clect to use average conunercial rates prevadling in the
immediate area of the Joint Property less 20%. For automotive equipment, Operstor may clect W use rates
published by the Petroleum Motor Transport Association.

Damayges and Losses to Joint Property

Al costs or expenses necessury {or the repair or replacement of Joint Property made necessary because of damages or
losses incurred by fire, fNlood, storm, theft, accident, or other cause. except those resulling from Operator's gross
uegligcnce‘ or willful misconduct. Operalor shall furnish Non-Operatlor written notice of damages or losses incurred as
soon s pr?'clicable alter a report thereof has been received by Operator.

1

! .
Legal Rxxl»cnsc

Expense of handling, investigating and settling litigation or claims. discharging of liens, paynent of judgements and

amounts paid for settlement of claims incurred in or resulting from operstions under the agreement or nccessury to
protect or recover the Joint Preperty, sxcupt wual ac charge for services of Operator's legal staff or fecs or expense of
outside aitorneys shall be made unless previously agreed lo by ihe Partlies. All other legal expense is considered to Le

covered by the overhead provisions of Section 111 unless otherwise agreed to by the Parties, except as provided in Section
{, Paragraph 3.

i

‘Tuxes

Al taxes of every kind and nature assessed or levied upon or in conneetion with the Joint Property, the operation thereof,
or the pruduction therefrom, and which taxes have been paid by the Operator {or the benefit of the Paruies. §f the ad

valorem taxes are based in whole or in part upon separste valuations of each party’s working interest, then

notwithstanding anything to the contrary herein, charges o the Joint Account shall be tmade and paid by the Pacties
berets in accordance with the tax value generated Ly each purty's working interest.

— (PR
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4.

OPRS

insurance

Net premiums paid for insarance required (0 be carried fur the Joint Qperations for the protection of the Parties. In the
event Joint Operations are conducted in g state in which Operator may act as self-insurer for Worker's Campensation
and/or Employers Liability under the respective state's laws, Operator may, at its election, include the risk under its self-
insurance program and in that event, Operator shall include a charge at Operator's cost not to exceed manual rates.

Abandonment and Reclamation

Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory
authority.

Communications

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication syslems, including radio and
inicrowave facilities direetly serving the Joint Property. In the event communication facilities/systems serving the Joint
{roperty are Operator owned, charges W the Joint Account shall be made as provided in Puragraph 8 of this Seetion I,

Other Expenditures

Any other expenditure not covered or dealt with in the {oregoing provisions of this Section 11, or in Section 111 and which

is of direct benefit 1o the Joint Property and is incurred by the Operator in the necessary and praper conduct of the Jaint
Operatians.

1L OVERHEAD

Overhead - Drilling and Producing Operations

As campensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on either:

( X ) Fixed Rate Basis, Paragraph 1A, ar

( ? Percentage Basis, Paragraph 1B

Un!éss otherwise agreed to Ly the Parties, such charge shall be in lieu of costs and expenses of all offices and
salaries ar wages plus applicable burdens and expenses of all parsonnel, except those direclly chargeable under
Paragraph 3A, Section II. The cost and expense of services {rom outside sources in connection with matters of
taxation, traffic, accounting or matters before or involving governmental agencies shall be considered as included in

the overhead rates pravided for in the above selected Paragraph of this Section 111 unless such cost and expense are
agreed o by the Parties as a dircet charge to the Joint Account.

The subaries, wages and Personal Expenses of ‘fechnical Employees andfor the cost of prufessivnal consultant
services aud contract services of technical personnel direetly coaployed on the Joint Property:

{ ) shall be covered by the overhead rates, or
( X ) shall not be covered by the averheud rates.

iii. The sularies, wages and Personal Expenses of ‘Technical Employces and/or costs of prolessional consultant services

and vontract services of technical personnel either temporarily or permanently assigned to and directly employed in
the operation of the Joint Property:

{ ) shall be covered by the overhead rates, or
( X ) shall not be covered by the overhead rates.

A.  Overhead - Fixed Rate Basis

{1} Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate § __4,3500.00
(Proraled for less than a full month)

Producing Well Rate § _450.00
(2) Application of Overhead - Fixed Rate Basis shall be as follows:
{a}  Drilling Well Rate

(1) Charges for drilling wells shall begin on the date the well is spudded and terminute on the date

the drilling rig. completion rig, or other units used in completion of the well is released, whichever

-4 -
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1 is later, except that no charge shall be made during suspension of drilling or completion operations
2 for fifteen (16) or more consecutive calendar days.

3 .

4 (2)  Chargey for wells undergoing uny type of workover or recompletion for a period of five (6)

[ consecutive work days or more shall be made al the drilling well rate. Such charges shall be

6 applied for the period Irom date workover operations, with rig or other units used in workover,

7 commence through date of rig or other unit release, except that no charge shall be made during
8 suspension of operations for fifteen (16) or more consacutive calendar days.
(]

10 (b)  Producing Well Rates

il

12 (1) An active well either produced or injected into for any portion of the month shall be considered as
13 a ane-well charge (or the entire month.

"

15 (2) Each active completion in a multi-completed well in which production is not commingied down
16 hole shall be considered as a ane-well charge providing each completion is considered a separate
b well by the governing regulatory authority.

19 (3}  An inactive gas well shut in because of overproduction or failure of purchaser to take the
20

production shall be considered as a one-well charge providing the gas well is directly connected o
21 a permanent sales outlet.
22

23 (4) A onewell charge shall be made for the month in which plugging and abandonment operations
24

are completed an any well. This one-well charge shall ba made whether or not the well has
26 produced except whan drilling well rate applies.

26

21 (5)  All other inactive wells (including but not limited to inactive weils covered by unit allowable, lease

28 allowable, transferred sllowable, etc.) shall not qualify lor an overhead charge. {

29 .

30 {3) The well rates shall be adjusted as of the first day of April each yesr following the effective dale of the

K agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying

312 the rate currently in use by the percentage increase or decrease in Lhe average weekly earnings of Crude

33 Ietroleym and Cas Production Workers for the last calendar year compared to the calendar year preceding as
1 shown by the index of average weekly earnings of Crude Petroleum and Gas Production Workers as published

45 lry the United States Department of Labor, Buresu of Labor Statistics, or the equivalent Canadian index as

36 published by Statistics Canada, as applicable. The adjusted retes shall be the rates currently in use, plus or

47 ninug the computed adjustment.

J8

39 B. Overhead - Percentage Basis

40

41 (1} Operutor shall charge the Joint Account at the following rates:

{2

43 ta) Development

E LY

15 e Percent { %) of the cost of development of the Joint Properly exclusive of costs

16 provided under Paragraph 10 of Section Il and all salvage credits.

47

48 (b} Operaling

49

50 —__ Percent( %) of the cost of operating the Joint Property exclusive of costs provided

51 under Paragraphs 2 and 10 of Section 11, all salvage credits, the vaiue of injected substances purchased

52 for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the

53 mineral interest in and to the Joint Property.

54

58 {2) Application of Qverhead - Percer‘uge Basia shall be as (ollows:

56

57 5 the purpose of determining charges on a percentage basis under Paragraph 1B of this Sccticn I

58 developmeni shall include all gosts in connection with drilling, redrilling, deepening, or sny remedial

59 operations on any or all wells involving the use of drilling rig and crew capable of drilling to the producing

GO interval on the Joint Property; also, preliminary expenditures necessary in preparation for drilling and

Gl expenditures incurred in sbandoning when the well is not completed as a producer, and original cost of

62 construction or installation of fixed assets, the expansion of fixed sssels and any other project clearly

63 discernible as a fixed asset, except Major Construction as defined in Paragraph 2 of this Section LI1. All other

G4 costs shall be considered as operating.

05

66 2. Overhead - Major Construction

67 :

[81:] b cotnpensate Operutor for overhend costs incurred in the construction and installation of fixed ussets, the expansion of

69 fixedd assets, and any other project clearly discernible as aa‘ixed asset required for the developtnent and operation of the

) Juint Property, Operator shall either negotiate 8 rate pridy

' (o the beginning of construction, or shall charge the Joint

-6 -
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Account {or overhesd Lased on the following rates for any Major Construction projoct in exces: of §

————

A X % of first $100,000 or tota! cost if less, plus
8. ._._L.__ % of costs in excess of $100.000 but less than $1.000,000, plus
C *

% of costs in excess of §1,000,000.
*to be negotiated.

Tutal cost shall mean the gross cost of any one project. For the purpose of this paragraph, the coniponent parts of a single

project shall not be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be
excluded.

Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowout, explosion, fire, slorm, hurricane, 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 cuusing the

expenditures, Operator shall either negotiate a rate prior W charging the Joint Account or shall charge the Joint Account
for overhead based on the {ollowing rates:

A % %ol total costs through $100,000; plus
b * % of total costs in excess of $100,000 but less than $1,000,000; plus
c *

% of wtal cosls in excess of $1,000,000.
kto be negotiated.

fixpenditures subject Lo the overheads above will not be reduced Ly insurance recoveries, and no other overhead
provisions of this Section 111 shall apply.

Amendment of Rates

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

V. PRICING OF JOINT ACCOUNT MATERTAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operitor is responsible for Joint Account Material and shall make proper and timely charges and credits for all Muterial
moavernents affecting the Joint Properly. Operator shall provide all Materiat for use on the Jaint Property; however, at
Operalor'y option, such Material may Ue supplied by the Non-Operator. Operator shall make timely disposition of idle and/or
surplus Malerial, such disposal being made either through sale 1o Operator or Non-Operator, division in kind, or sale to
outsiders. Opurator may purchase, but shall be under no obligation Lo purchase, interest of Non-Operetors in surplus condition
A or B Materiul The disposal of surplus Controlluble Malerial not purchased by the Operator shall be agreed Lo by the Parties.

i

Purchiuses

Materiad purchased shall be charged at the price paid by Operator afler deduction of all discounts received. In case of

Material found to Le delective or returned to vendor lor any other reasons, credit shall be passed o the Joinl Account
when adjustment has been received by the Operator.

Transfers and Dlspositions

I .
MuLeriul;[urnishcd to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator,
unless otherwise agreed o by the Purties, shall be priced on the following basis exclusive of cash discounta:

A. New Material (Conditlon A)

(1) Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill

published carload base prices effective as of dale of movement plus transportation cost using the 80,000
pound carload weight basis to the roilway recciving point nearest the Joint Property for which
published rail rates for tubular goods exist, 1f the 80,000 pound rail rate is not offered, the 70,000 pound

ur 90.000 pound rail rate may be used. Freight charges for tubing will be cateulated from Lorain, Ohio
and casing from Youngstown, Ohio.

(L) For grades which are special o one mill only, prices shall be computed at the mill base of that mill plus

transporiation cout from that mill to the ruilway recciving point nearcst tha Jaint Property as provided
above in Paragraph 2.A.(1Xa). For transportation cost {rom paints other than Eastern mills, the 30,000
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pound Oil Field Haulers Association interstate truck rate shall be used.
tey  Special end finish tubular goods shall be priced at the lowest published out-of-stock price, Lo.b. Houston,
Texus, plus transportation vost, using Qil Field Haulers Association interstate 30,000 pound truck rate,
(o the railway receiving point nearest the Joint Property.

(d}  Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices

f.0.b. the supplier plus transportation costs, using the Qil Field Haulers Association interstute truck rate
per weight of tubing transferred, to the railway receiving point nearest the Join! Property. '

Line Pipe

f;(a) Line pipe movements (except size 24 inch OD and larger with walls ¥ inch and over) 30,000 pounds or

more shall be priced under provisions of tubular goods pricing in Paragraph A.(1Xa) as provided above.
Freight charges shall be calculated {rom Lorain, Ohio.

(L) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) less than 30,000

pounds shall be priced at Eastern mill published carload Luse prices effective as of dawe of shipment,
plus 20 percent, plus transportation costs based on freight rates 83 set forth under provisions of tubular

goods pricing in Paragraph A.(1Xa) as provided above. Freight charges shall be calculated from lorain,
Ohio.

(¢} Line pipe 24 inch OD and over and % inch wall and larger shall be priced foln the point of !

mnanufacture at current new published prices plus transportation cost o the ruilwuy receiving point
nearest the Juint Property.

{dy Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall

Le priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at
prices agreed to by the Parties.

Other Materiat shall be priced at the current new price, in effect at date of movement, as tisted by a reliable
supply store nearest the Joint Property, or point of manufacture, plus transportation costs, il applicable, to the
railway receiving point nearest the Jeint Property.

Unused new Material, except tubuler goods, moved fromn the Joint Property shall be priced ut the curreut
new price, in effect on date of movement, as listed by a reliuble supply store nearest the Joint Property, or
potat of manufacture, plus transportation costs, if applicable, to the raiiway receiving point nearest the Joint
Property. Unused new tubulars will be priced as provided above in Paragraph 2.A.(1) and (2).

Good Used Material (Condition B)

Material in sound and serviceable condilion and suilable for reuse without reconditioning:

(1) Material moved o the Joinl Property

AL seventy-five percent {75%) of current new price, as determined by Paragraph A.
{2} Material used on and moved {rom the Joint Property

{a) At seventy-five percent {75%) of current new price, as determined by Paragraph A, if Material was

originally charged (o the Joint Account as new Material or

(LY Al sixty-five percent (65%) of current new price, as determined by Paragraph A, if Material was

originally charged Lo the Joint Account as used Material.
(3)  Material not used on and moved {ram the Joint Property
At seventy-five percent (75%) of current new price as determined by Paragraph A.

‘I'he cast of reconditioning, if any, shall be absorbed by the transferring property.

Other Used Material

(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at {ifty percenl (50%) of current new price 8¢ determined by

l'aragruph A. The cost of reconditioning shull be chargued W the receiving property, provided Condition
C value plus cost of reconditioning does not exceed Coudition B value.
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(2) Condition D

Maulerial, ¢excluding junk; no longer suitable for ity original purpose, but usable fur suine other purpose
shall be priced on a busis 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 seamless line pipe
of comparable size and weight. Used casing. tubing or drill pipe utilized as line pipe shall Le
priced al used line pipe prices.

(L)

Casing. tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g.
power ol lines, shall be priced under normal pricing procedures for casing, tehing, or drill pipe.
Upset tubular goods shall be priced on a non upset bugis.

(3) Condition E
Junk shall be priced at prevailing prices. Operator may dispose of Condition £ Material under
procedures normally 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 justily a price as provided sbove may be specially priced as agreed to by

the Parties, Such price should result in the Joint Account being charged with the value of the service
rendered by such Material,

™

Pricing Conditions

(1) loading or unloading costs may be charged to the Joint Account at the rale of twenty-five cents (25¢)
per hundred weight on all tubular goods movements, in lieu of actual loading or unloading costs
sustained at 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 percentage increase or decrease used 10 adjust overhead rates in
.Seetion 111, Paragraph 1.A.(3). Each year, the rate calculated shalt be rounded o the nearest cent and

shall be the rate in effect until the first day of April next year. Such rate shall be published euch year
by the Council of Petroleum Accountants Socielies.

(2)  Material involving ercction costs shall be charged at applicable percentage of the current knocked-dowa
price of new Material,

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national enmergencies, strikes oc other
unusual 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 wmoving it
o the Juint Pruperty; provided notice in writing is furnished o Non-Operators of the proposed charge prior  billing
Non-Operntors for such Material. Each Non-Operator shall have the right, Ly so electing and noti{ying Operator within

ten days alter receiving notice from Operator, o furnish in kind all or part of his share of such Material suitable for use
and acceptable wo Operator.

Warranty of Materfal Furnished By Operator

Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the Joint
Account until adjustment has been received by Operator {rom the manufacturers or their ugents.

V. INVENTORIES

The Uperalor shall inaintain detsiled records of Controllable Material.

1

Periodic Inventories, Notice and Representation

Al reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable 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-Operators may be represented when any inventory is taken. Failure of Non-Operalors o Le represented at an
inventory shall bind Non-Operators (o accept the inventory taken by Operator.

Reconcilintion and Adjustiment of Inventories

Adjustiments o the Joint Account resulting from the reconciliation of u ﬁhyaicnl inventory ahall Le made within six
wmonthsifollowing the Laking of the inventory. Inveatory adjustiments shall be made by Operator o the Joinl Account for

. 8-
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uverages and shortages, but, Operator shall be held sccountable only for shortages due to lack of reasonable diligence.
2

3. Speclal Inventories

Special inventories may be taken whenever there is sny sale, change of interest, or change of Operator in the Joint
Property. It shall be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of

interest takes place. In such cases, both the seller and the purchaser shall be governed by such inventory. ln cases
involving 8 change af Opecatac, all Parties shall be governed by such inventory.

10 4. Expense ol Conducting Inventories

12 A.  The expense of conducting periodic inventories shall not be charged to the Joint Account unless agreed to Ly the
13 {rarties.

15 I The expense of conducting speeial inventories shall be charged to the Parties requesting such inventories. except

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

26

29
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EXHIBIT “E'" - Attached to and made a part of that certain Operating Agreemeﬁt

BY AND BETWEEN

dated July 1, 1998 by and between TMBR/Sharp Drilling, Inc.
as "Operator" and Fuel Products, Inc., et al. as "Non-Operators".
EXILIBIT "E"
GAS BALANCING AGREEMENT (“AGREEMENT")
ATTACHED TO AND MADE PART OF TUHAT CERTAIN
OPERATING AGREEMENT DATED

, AND

("OPERATING AGREEMENT") RELATING TO THE

AREA,

1.

_____ COUNTY, STATE OF

DEFINITIONS

‘The following definitions shall apply to this Agreement:

1.01

1.02

1.03

1.05

1.08

1.10

"Arm's Length Agreement” shall mean any gas sales agreement with an waftibated
purchaser or any gas sales agreement with an affiliated purchaser where the sales price and
delivery conditons under such agreement are represeniative of prices and delivery condiuons
existing under other similar agreements in the area between unaffiliated partes at the same
ume for natural gas of comparable quality and quantity.

“Balancing Area” shall mean each well subject to the Operating Agreement that produces Gas
or is allocaied a share of Gas production. [f a single well is completed in two ar more
producing intervals, each producing interval from which the Gas production is oo
commingled in the welibore shall be considered a separate well or Balancing Arca

“Full Share of Current Production” shall mean the Percentage Interest ol cach Pacty i die
Gas actually produced {rom the Balancing Area during each month,

“Gas" shall mean all hydrocarbons produced or producible from the Balancing Area, whethet
from a well classified as an oil well or gas well by the regulatory agency having jutisdicuon
in such matters, which are or may be made available for sale or separate disposition by the

_ Parties, excluding oil, condensale and other liquids recovered by field equipment operated for

the joint account. For the purposes of this Agreement, “Gas” does not include gas used
joint operations, such as for fuel, recycling or reinjection, or which is vented or lost prion o
its sale or delivery from the Balancing Area.

“Makeup Gas" shall mean any Gas waken by an Underproduced Party from the Balancing

Area in excess of its Full Share of Current Production, whether pursuant 1o Section 3.3 or
Section 4.1 hereof.

“"Mc(" shall mean one thousand cubic feet. A cubic foot of Gas shall meun the voluine of gas

contained in one cubic foot of space at a sandard pressure base and at a standard temperawre
base.

“MMUw® shall mean one million Briush Thermal Units. A British ‘Fhermal Uit shall mcaa

the quantity of heat required 10 raise one pound avoirdupois of pure waler from 58.5 degrees

Fahrenheit 10 59.5 degrees Fahrenheit at a constant pressure of 14,73 pounds per square inch
absolute. .

“Operator™ shall mean the individual or entity designated under tie wrms ol the Operatny
Agrecinent o, in the event this Agreement is not employed in conniecuon with an uperatng

agreement. the individual or entty designated as the operator of the well(s) lucuted 1 tie
Balancing Area.

“Overproduced Party” shall meany any Pany having taken a greater quandty of Gas tram use

Balancing Area than the Percenuage fnterest of such Party in the curmudative guanun ot all
Gas produced from the Balancing Area.

“Overproduction” shall mean the cumulative quantity of Gas taken by a Party in excess of ns
Percentage Interest in the cumulative quantity of all Gas produced from the Batancing Arca

Party” dhall mean those individuals or entities subject 10 this Agreement, and theit respeeine
heirs, successors, wansferees and assigns.
)
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1.12  “Percentage lnterest” shall mean the percentage or decimal interest of each Party in the Gas

produced from the Balancing Arca pursuant to the Operating Agrecment covering the
Balancing Area. For the purposes of applying the Oklahoma Production Revenue Standards
Act hereto the 1erms "Percentage Interest”, “Proportionate Production Interest, and “Working
Interest Share of Production” shall be considered equivalent terms.

1.13  “Royalty" shall mean payments on production of Gas from the Balancing Area to all owners
of royalties, overriding royalties, production payments or similar interests.

1.14  “Underproduced Party* shall mean any Party having taken a lesser quantity of Gas froni the

Balancing Area than the Percentage Inierest of such Party in the cumulative quantity of al}

Gas produced from the Balancing Area.

1.15  “Underproduction” shall mean the deficiency between the cumulative quantity of Gas aken

by a Party and its Percentage Interest in the cumulative quantity of all Gas produced from the
Balancing Area.

1.16  "Winter Period" shall mean the months of November, December, January and February.
2, BALANCING AREA

2.4 If this Agreement covers more than one Dalanciag Area, it shall be wpplied as i cach
Balancing Area were covered by separate but identical agrecments. All balancing hereunder shall be on the
basis of Gas taken from the Balancing Area measured in MMDtus.

22 In the event that all or part of the Gas deliverable from a Balancing Area is or becomes subject
10 one or more maximum lawful prices, any Gas not subject o price controls shall be considered as produced
from a single Balancing Area and Gas subject to each maximum lawful price category shall be considered
produced from - a separate Balancing Area.

LR RIGHT OF PARTIES TO TAKE GAS

31 Each Party desiring © take Gas will notify the Operatar, or cause the Operator to be natified
of the volumes nominated, the name of the transporting pipeline and the pipeline contract number (if available}
and meter swation relating to such delivery, sufficienty in advance for the Operator, acting with reasonabie
diligence, 10 meet all nominaton and other requirements. Operator is authorized to deliver the volumes so

nominated and confirmed (if confirmation is required) to the transporting pipeline in accordance with the «erms
of this Agreement.

j2 Each Party shall make a reasonable, good faith effort 10 take its Full Share of Curreant
Yroduction each month, 10 the exient that such production is required 1o maintain leases in effect, 10 protect
the producing capacity of a well or reservoir, 10 preserve correlative rights, or to maintain oil production.

i3 When a Party fails for any reason to take its Full Share of Current Production (as such Share
may be reduced by the right of the other Parties 1o make up for Underproduction as provided herein), the other
Parties shall be entitled 10 take any Gas which such Party fails 1o take. To the extent practicable, such Gas
shall he nade available initially 10 each Underproduced Party in the proportion that its Percentage Interest in
the Balancing Area bears 10 the toal Percentage Interests of all Underproduced Parties desiring 1o uke such
Gas. 1f all such Gas is not taken by the Underproduced Parties. the portion not taken shall then be made

avmlablc w the other Parties in the proportion that their respective Perccnuge Interests in the U.nlancmg Area
bear 10 (he 1ol Percenage Interests of such Partes.

314 All Gas ken by a Party in accordance with the provisions of this Agreemem, regardiess of

v_-rhcthcr such Party is underproduced or overproduced, shall be regarded as Gas taken for its own account with
tide thereto being in such taking Party.

15 Notwithstanding the provisions of Section 3.3 hereof, no Overproduced Party shall be entitled
in any wionth t0 ke any Gas in excess of three hundred percent (300%) of its Percenuige Interest of Ui
Balancing Area’s then-current Maximum Monthly Availability; provided, hawever, that this limitation shall
nat apply 10 the exient that it would preclude production that is required 1o maintain leases in effect, o protect

the producmg capacity of a well or reservoir, 10 preserve correlative rights, or 10 mainuin oil production

szmlum Monthly Availability” shall mean the maxitnum average monthly rate of produciion ar which Gas
sj
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can be delivered from the Balancing Area, as determined by the Operator, considering the maximum "cfﬁcicnl
well rate for each well within the Balancing Area, the maxzimum allowable(s) set by the appropriate regularny

agency, mode of operation, production facility capabilities and pipeline pressures.

3.6 In the event that a Party fails 10 make arrangements to take its Full Share of Current
Production required to be produced 1o maintain leases in effect, to protect the producing capacity of a well or
reservoir, 0 preserve correlative rights, or to maintain oil production, the Operator may sell any part of such
Party’s Full Share of Current Production that such Party fails w take for the account of such Party and render
10 such Party, on a current basis, the full proceeds of the sale, less any reasonable marketing, compression.
treating, gathering or transportation custs incurred direcdy in connection with the sale of such Full Share of
Current Production. 1n making the sale contemplated herein, the Operator shall be obligated only 10 olitiin
such price and conditions of the sale as are reasonable under the circumstances and shall not be obligated o
share any of its markets. Any such sale by Operator under the terms hercof 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 year. Notwithstanding the provisions of article 3.4 hereot, Gas

sold by Operator for a Party under the provisions hereof shall be deemned 1o be Gas taken for de account of
such Party.

4. IN-KIND BALANCING

4.1 Effective the first day of any calendar month following at least thirty (30) days™ piror witien
notice to the Operator, any Underproduced Party may begin taking, in addition 0 its Full Share of Cutrent
Produc\'fon and wny Makeup Gas ukin _Pfu{suam to Section 3.3 of this Agreement, a shure of curtent
producton determined by muldpfy‘{ﬁ'g‘ 17 p‘é?cem (25%) of the Full Shares of Current Production ot all
Ovemproduced Parties by a fraction, the numerator of which is the Percentage Interest of such Underproduced
Party ?nd the denominator of which is the towl of the Percentage Interests of all Underproduced Paruces
desiring 1o ake Makeup Gas. In no event will an Overproduced Party be required to provide more thantwenty-f
percent (25%) of its Full Share of Current Production for Makeup Gas. The Operator will promptly notify
all Overproduced Parties of the election of an Underproduced Party 1o begin taking Makeup Gas

4.2 Notwithstanding the provisions of Section 4.1, no Overproduced Party will be required to

provide Rt LS P wwhBurrenBrodnettamdac Makeup
Gas during the Winter Perio

MO TOHODR DAORC

4.3 Nowwithsianding anything herein o the contrary no Underproduced Party which is a Non-
Consenting Party under the Operating Agreement and is not then entitled o participate 1 any operauon

regarding a Balancing Area shall be entitled (o take gas from said Balancing Area for wlich it 1s a Nou-
Consentung Party.

5. STATEMENT OF GAS BALANCES

5.1 The Operator will maintain appropriate accounting on a monthly and cumulative basis of the
volumies of Gas that each Party is entitled (0 receive and the volumes of Gas actually taken or sold for each
Party's account. Within' forty-five (45) days afier the month of production, the Operator will furnish a
sawment for such month showing (1) each Party's Full Share of Current Production, (2) the towal volume of
Gas acwally uken or sald for each Party's account, (3) the difference between the volume taken by each Iarn
and that Party's Full Share of Current Production, (4) the Overproduction or Underproduction of cach Party
and (3) other daw as recommended by the provisions of the Council of Petroleum Accountams Socicties
Bulletin No. 24, as amended or supplemented hereafier. Each Party taking Gas will promptly provide o the
Oper3tnr any Aana caquired by the Operator for preparation of the statements required hereunder.

5.2 If any Party fails 10 provide the dawa required herein for four (4) consecutive production
manths, the Operator, or where the Operator has failed 0 provide data, another Party, may audit the
producton and Gas sales and transportation volumes of the non-reporting Party 10 provide the required daw
Such audit shall be conducted only afier reasonable notice and during normal business hours in the office of

the Party whose records are being audied. All costs associated with such audit will be charged (o the account
of the Party failing to provide the required data.

6. PAYMENTS ON PRODUCTION

6.1 Each Party taking Gas shall pay or cause 1o be paid all production and severance taxes due

f
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on all volumes of Gas actually taken by such-Party.

6.2 Each Party shall pay or cause o be paid all Royalty due with respect to Royalty owners (o
whom it is accountable as if such Party were taking its Full Share of Current Production, and only its [ull
Share of Current Production.

63 In the event that any governmental authority requires that Royalty payments be made on any
other basis than that provided for in this Section 6, each Party agrees to make such Royalty payments
accordingly, commencing on the effeciive date required by such governmental authority, and the methad
provided for herein shall be thereby superseded.

7. CASH SETTLEMENTS

7.1 Upon the earlier of the plugging and abandonment of the last producing interval in the
Balancing Area, the wrmination of the Operating Agreement or any pooling or unit agreement covering the
Balancing Area, or at any time no Gas is taken from the Balancing Area for a period of twelve (12)
consecutive months, any Party may give written notice calling for cash setlement of the Gas production
imbalances among the Parties. Such notice shall be given 1o all Parties in the Balancing Area.

1.2 Within sixty (60) days afier the notice calling for cash setdement under Section 7.1, the
Operawr will distribute o each Party a Final Gas Setttement Statement detailing the quantity of Overproduction
owed by cach Overproduced Party to each Underproduced Party and identifying the month to which such
Overproduction is attributed, pursuant 1o the methodology set out in Section 7.4.

7.3 Within sixty (60) days afier receipt of the Final Gas Setdement Statement, each Overproduced
Party will pay w each Underproduced Party entited w setdement the appropriate cash settlenient, accompanied
by appropriate accounting detail. At the time of payment, the Overproduced Party will notify the Operator
of the Gas imbalance setiled by the Overproduced Party's payment.

7.4 The amount of the cash setdement will be based on the proceeds received by e
Overpioduced Party under an Arm's Length Agreement for the Gas taken from time to vme by the
Overproduced Party in excess of the Overproduced Party's Full Share of Current Production. Any NMakceup
Gas taken by the Underproduced Party prior 1o moneary setlement hereunder wiil bz applied 10 offset
Overproduction chronologically in the order of accrual.

1.5 The values used for calculating the cash setlement under Section 7.4 will include all proceeds
received for the sale of the Gas by the Overproduced Party calculated at the Balancing Area, afler deducung
any production or severance taxes paid and any Royally actually paid by the Overproduced Party w0 an
Underproduced Party’s Royalty owner(s), 10 the exlent said payments amounted 10 a discharge of said
Underproduced Party's Royally obligation, as well as any reasonable marketing, compression, treating,
gathering or transportation costs incurred directly in connection with the sale of the Overproduction.

71.5.1 For Overproduction sold under a gas purchase contract providing for payment based on a
percentage of the proceeds obtained by the purchaser upon resale of residue gas and liquid or liguifiable
hydrocarbons extracied at a gas processing plant, the values used for calculating cash setdement will include
proceeds received by the Overproduced Party for both the liquid hydrocarbons (including liquifiable
hiydrocarbons) and the residue gas attributable o the Overproduction.

7.5.2 For Overproduction processed for the account of the Overproduced Party at a gas processing
plant for the exwracoon of liquid hydrocarbons, where setiement for the gas so processed was on a basis other
than percentage of the proceeds, the vaiues usea for calculating cash setdement will include the proceeds
received by the Overproduced Panty for the sale of the liquid hydrocarbons extracted from the Overproducuon,
less the acrual reasonable costs incurred by the Overproduced Party 10 process the Overproduction and 1o
uansport, fractionate and handle the liquid hydrocarbons extracted therefrom prior 1o sale.

1.6 To the extent the Overproduced Party did not sell all Overproduction under an Arm’s Length
Agreement, the cash sertlement will be based on the weighted average price received by the Overproduced
Party fur any gas sold from the Balancing Area under Arm's Length Agreements during the months v which
such Overproduction is atributed. ln the event that no sales under Arm's 1ength Agrecments were tade

during any such month, the cash setlement for such month wilt be based on the spot sates prices pulilished for
Uie applicable geographic area during such month in a mutually acceptable pricing bulletin.
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17 Interest compounded at the maximum lawful rate of interest applicable to the Batancing Area

will accrue for all amounts due under Section 7.1, beginning the first day following the date payment is due
pursuant to Section 7.3. Such interest shall be borne by the Operator or any Overproduced Party in the

proportion that their respective delays beyond the deadlines sei out in Section 7.2 and 7.3 contributed 10 the
accrual of the interest.

7.8 In lieu of the cash settlement required by Section 7.3, an Overproduced Party may deliver
w the Underproduced Party an offer to seule its Overproduction in-kind and at such cates, quandtics, times
and sources as may be agreed upon by the Underproduced Party. If the Parties are unable to agree upon the
manner in which such in-kind scttlement gas will be furnished within sixty (60) days after the Overproduced
Party's offer 1o setde in kind, which period may be extended by agreement of said Parties, the Overproduced
Party shall make a cash setiement as provided in Section 7.3 The making of an in-kind settlement offer under

this Section 7.8 will not delay the accrual of interest on the cash settement should the Parties fail 1 reach
agreement on an in-kind setdement.

7.9 That portion of any monies collected by an Overproduced Party for Overproduction which
is subject to refundd by ocders of the Federal Energy Regulatory Commission or other governmental asthority
may be withheld by the Overproduced Party unt! such prices are finally approved by such governmenal
authority, unless the Underproduced Party furnishes a corporate undertaking, acceptable 1w the Overproduced

Parly, agreeing 10 hold the Overproduced Party harmiess from financial loss due to refund orders by such
governmental authority.

8. TESTING

Notwithstanding any provision of this Agreement 1o the contrary, any Party shall have the right, {rom
time w tirne, o produce and take up w0 one hundred percent (100%) of a well's entire Gas stream to meet the
reasonable deliverability tesy(s) required by such Party's Gas purchaser, and the right to take any Makeup Gas
stiall be subardinate to the right of any Party to conduct such tests; pravided, however, that such tests shall

be conducted in accordance with prudent operating practices only after {ifteen (15) day's prior writen notice
10 the Operator and shall last no longer than seventy-two (72) hours.

9. OPERATING COSTS

Nothing in this Agreement shall change or affect any Party's obligation to pay its proporuonate share
of all costs and liabilities incurred in operations on or in connection with the Balancing Area, as its share
Uiereaf is set forth in the Operating Agreement, irrespective of whether any Party is at any ume selling aund
using Gas or whether such sales or use are in proportion w its Percentage Interest in the Balancing Area.

10. LIQUIDS

The Parties shall share proportionately in and own all liquid hydrocarbons recovered with Gas by ficld
equipment operated for the joint account in accordance with their Percentage Interests in the Balancing Area.

11. AUDIT RIGHTS

Nowwithstanding any provision in this Agreement or any other agreement between the Partes hereto,
and further notwithstanding any termination or cancellaton of this Agreement, for a period of two (2) vears
from the end of the calendar year in which any information 10 be furnished under Secton 5 or 7 hereof s
supplied. any Party shall have the right 10 audit the records of any other Party regarding quantity. including
but not limited o informaton regarding Bu-content. Any Underproduced Party shall have the right fur a
period of rwo (2) years from the end of the calendar year in wiich aty cash seidémeat ts reczived pursuant
tn Section 7 10 audit the records of any Overproduced Party as to all matiers concerning values, inctuding but
st limited to information regarding prices and disposition of Gas from the Ualancing Area  Any such audn
shall be conducied at the expense of the Party or Partes desiring such audit, and shall be conducted. afuer
reasonable notice, during normal business hours in the office of the Party whose records are being audited
Each Party hereto agrees 1o maintain records as w the volumes and prices of Gas sold each month and the
volumes of Gas used in its own operations, along with the Royalty paid on any such Gas used by a Party i

its owit operations.  The audit rights provided for in this Sectian 1 shall be in addition w those provided fa
i Section 5.2 of this Agreement.

12.  MISCELLANEOUS
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12.1  As between the Partics, in the event of any conflict between the provisions of this Agreement
and Wie provisions of any gas sales conuact, or in the event of any conflict between the provisions of this
Agreenient and the provisions of the Operating Agreement, the provisions of this Agreement shall gOVErn.

12.2  Each Party agrees 10 defend, indemnify and hold harmiess all other Parties from and against
any and all liability for any claims, which may be asserted by any third party which now or hereafier stands
in a cuntractual relationship with such indemnifying Party and which arise out of the operation of dus
Agreement or any aclivities of such indemnifying Party under the provisions of this Agrecment, and does
further agree 10 save the other Parties harmiless from all judgements or damages sustained and costs ncuried
in connection therewith.

123 Except as otherwise provided in this Agreement, Operator is authorized to admunister te
provisions of this Agreement, but shall have no liability w the other Parties for losses sustained or habiliy
incurred which arise out of or in connection with the performance of Operator's duties hereunder, except such
as may result from Operator's gross negligence or willful misconduct. Operator shall not be hiable 0 any

Underproduced Party for the failure of any Overproduced Party (other than Operalor} to pay any amounts
owed pursuant o the terms hereof.

12.4  This Agreement shall remain in full force and effect for as long as the Operating Agreement
shall remain in force and effect as to the Balancing Area, and thereafier until the Gas accounts between the
Parties are setled in full, and shall inure to the benefit of and be binding upon the Partics hereto, amd then
respective heirs, successors, legal representatives and assigns, if any. The Parties hereto agree w give nouce
of the existence of this Agreement to any successor in interest of any such Party and w0 provide that any such
successor shall be bound by this Agreement, and shall further make any transfer of any interest subject to the
Operating Agreement, or any part thereof, also subject 1o the 1erms of this Agreement.

12.5  Unless the context clearly indicates otherwise, words used in the singular include the plural,
the plural includes the singular, and the neuter gender includes the masculine and the fenunine

12.6  This Agreement shall bind the Parties in accordance with the provisions hereal. and nothing

herein shall be construed or interpreted as creating any rights in any person or entity not a signatory heretw,
or as being a stipulation in favor of any such person or enaty.

127 If contemporaneousty with this Agreement becoming effective, or thereafier, any Farty
fequests Uat any odier Panty execute an appropriate memorandum or notice of this Agreement in order o give
turd parues notce of record of same and submits same for execution in recordable forny, such imemutandum
or notice shall be duly executed by the Party 1o which such request is made and delivered promptly thereusfier
w the Pany making the request. Upon receipt, the Party making the request shall cause e memorandum o1
natice 10 be duly recorded in the appropriate real property or other records affecting the Baluncing Arca

12.8 With respect o accounting treatrment of any gas trubalances as may exist, the parues agree
10 use the "cumulative method” {as defined in lncome Tax Regulation §1.761-2 (d) (4)] of accounung for

federal income tax purposes. The “entitements method” shall not be used for reposting gas sales fsom the
properties subject hereto.

13. ASSIGNMENT AND RIGHTS UPON ASSIGNMENT

13.1 ‘ Subject w0 the provisions of Section 13.2 hereof, and notwithstanding anything i this
Agreeiment o in the Operating Agreement 0 the contrary, if any Party assigns (including any sale, exchunge
or odwr wansfer) any of its working interest in the Balancing Area when such Pany is an Underpioduced i

~

-

mclude all interest of the assigning or transferring Party in the Gas, all rights o receive or obligauons w
prqvidc or take Makeup Gas and all rights 10 receive or obligations to make any monetary payment which 1y
ulumalc_ly be due hereunder, as applicable. Operator and each of the other Parties hereto shall thereafter trea
the assignment accordingly, and the assigning or transferring Party shall look solely 1o its assignee or vther
transferee for any interest in the Gas or monetary payment that such Party may have or 1o which it tay be
entitled, and shall cause its assignee or other wansferee w assume its obligatons hereunder -
13.2. The provisions of this Section 13 shall not be applicable in the event any Parny morigages s
nterest o disposes of its interest by merger, reorganization, consolidation or sale of substanually alt of s

ASSELS 10 Y S}Ibsldlury Qr parent compiny, or to any company in which any parent or subsidiary of such Purny
owns a majornity of the stock of such company. ‘




