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A.A.P.L.FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

OPERATING AGREEMENT

THIS AGREEMENT. entered into by and between TMBR/Sharp Drilling, Inc.

. hereinatter designated and

relerred (0 as “Uperator”, and the signatory party or parties other than Operalor. sometimes hereinatter referred 1o individually herein
as "Non-Operator”. and collectively as "Non-Operators™

WITNESSETH:

WHEREAS, the parties to this agreement are owners of o1l and gas leases and/or oil and gas interests n the land 1dentsficd n
Exhibit “A7, and the pasties hereto have reached an agreement to explore and develop these leases and or o1l and gas nterests for the

production of o1} and gas to the extent and as herenatter provided,
NOW. THEREFORE. it is agreed as follows

ARTICLE L.
DEFINITIONS

As used in this agreement, the following words and terms shali have the meanings here ascnibed to them

A. The term “oil and gas” shall mean o, gas, casinghead gas, gas condensate, and all other hiquid or gaseous hydrocarbons
and other markciable substances produced therewth, unless an intent to lumit the mclusiveness of this term s specifically stated

B The terms “oil and pas lease™. “lease”™ and “leaschold” shall mean the ol and gas leases covenng tracts of tand
fying within the Contract Area which are owned by the parties 1o this agreement

C The term “wil and gas interests” shall mean unleased fee and mineral nterests in tracts of land lying within he
Contract Area which are owned by parties to this agreement

D The term “Contract Area” shall mean all of the lands, o1l and gas ieaschold interests and o1l and gas nterests intended to be
developed and vperated for o and gas purposes under thas agreement. Such lands, oif and gas feasehold imerests and o and gas interests
are described in Exhibit "A”

E The term “dalling unit” shall mean the area fixed ftor the drilling of onc well by order or rule of amy state or
federal body having authonity. If a driihing umit is not fixed by any such rule or order. a dnlling unit shall be the drilling unit as establish-
vd by the pattern of drilhing n the Contract Arca or as fixed by express agreement of the Drilling Parties

F The term “drillsite” shail mean the oil and gas lease or inlerest on which a proposed well 1s to be located

G The terms “Drilling Party” and “Consenting Party” shalt mean a party who agrees to join in and pay its share of the cost of
anv operatton conducted under the provisions of this agreement

H  The terms “Non-Delling Pary™ and “Noa-Consenting Party” shall miean a party who elects not 1o partiipate
In a proposed operation

Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the

stngular. and the neuter gender includes the masculine and the ferminine.

ARTICLE 1L
EXHIBITS

The toHowng exhibits. as indicated belaw and attached hereto, are incorporated m and made a part hereof

@ A Exhibit "A”, shall include the foliowing information

(1) Identitication of lands subject to this agreenient,

(2) Restrictions. if any, as to depths, tormations, ot substances,

(3) Percentages or fractional interests of parties to this agreement,

t4) O1l and gas leases and/or il and gas interests subject to this agreement,

{5) Addresses of parties for notice purposes
8 Exhibit "B Form of Lease
C Extubit "C", Accounting Procedure
D Exhibit:
Exhibit "E™, Gas Balancing Agreement

. Insurance

F. Exhibut £, Non-Disceimunation and Certification of Non-Segregated Facilities

G. Exhibit “G”, Fax-Pastaership Recording Supplement.
If any provision of any exhibit, except Exhibits "E” and “G", is inconsistent with any provision contained 10 the body

BRI EBA&
™

of this agreement, the provisions in the body of this agreement shall prevail
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| ARTICLE Il

2 INTERESTS OF PARTIES

ki

4 A, Oil and Gas lnterests:

3

6 It any pany owns an od and gas nterest 1n the Contract Area, that interest shall be (reated tor all purposes of this agreement
7 and during the term hereof as +f 1t were covered by the form of ol and gas lease attached hereto as Exhibit "B”. and the owner thereof
8 shall be deemied 1o awn both the royalty interest reserved in such lease and the interest of the lessee thereunder .
9

10 B. lInterests of Parties in Costs und Production:

it

12 Unless changed by other provisions. atl costs and habilities meurred  in operations under this agreement shalt be borne and

13 pad, and all equipment and matertals acquired 1 operations on the Contract Area shall be owned. by the parties as theur interests are set
14 forth in Exhibit "A™. In the same manner, the parties shall also own ali production of vil and gas from the Contract Area subject to the

15 payment of royalties to the extent of three-sixteenths (3/16) which shall be borne as hereinatier set forth
16
17 Regardless of which party has contributed the lease(s) and/or oil and gas interestts) hereto on which royalty 1s due and

18 payable, sach party entitled 1o recerve a share of production ot oil and gas from the Contract Area shull bear and shall pay or deliver or
19 cause to be paid or delivered, to the extent of its interest in such production. the royalty amount stipulated hereinabove and shall hold the
20 other parues free from any habiity therefor. No party shall ever be responsible. however. on a price basis higher than the price received
21 by such panty. to any other party’s lessor or royally owner. and if any such other party’s tessor or royalty owner should demand and
22 receive settlenent on a higher price basis, the party contnibuting the affected lease shall bear the additional royalty burden attributabie to

23 such higher price
24
2 Nothing contamned 1 this Article L B shall be deemed an assignment or cross-assignment ol interests covered hereby

35
6

27 (. Excess Royalties, Overriding Royalties and Other Payments:
8

29 Unless changed by other provisions. 1f the anterest of any party in any lease covered herehy s subject to any rovalty
3y overnding royalty, production payment or other burden on production 1 excess of the amount stpulated in Article HI B . such party so
3t burdened shall assume and alone bear ull such excess obligations and shall indemnufy and hold the other parties hereto harmiess from any

32 and all claims and demands tor payment asserted by owners of such excess burden

33

34 D. Subsequently Created Interests:

35

36 If any pany should herealier create an overriding rovalty. production payment or other burden pavahle out of production

37 atinbutable to its working interest hereunder, or if such a burden existed prior 1o this agreement and 15 not set forth in Exhibin *A' . or
38 was not disclosed i writing to all other parties prior to the exccution of this agreement by all parties. or 15 not a jointly achnowledged and
39 accepted obligation of all narties (any such interest being herematier referred to as “subsequent!y created mierest” irrespective ot the
40 timing of its creation and the party out of whose working interest the subsequently created nterest 1s dernived being hereinalter referred

41 o as “burdencd pany™). and

42

43 1 if the burdened party s required under this agreement 1o assign or relinqush 10 any other party. or parties, all or a portion
44 of its working nterest and:or the production attributable thereto, said other party. or parties, shall receve said assignment and-or
43 production free and clear of said subsequently created interest and the burdened party shalt mdeimmty and save said other party.
46 or partics, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest,
47 and.

18

49 2 |1 the burdened party lails to pay. when due, its share of expenses chargeable hereunder. all provisions of Article VIIB shall be
S0 enfurceable against the subsequently created interest in the same manner as they are enforceabie agamnst the working nterest of
51 the burdened party

52

33 ARTICLE IV,

i3 TITLES

53

36 A, Title Examination:

57

58 Tnle exanunation shall be made on the drilisite of any proposed well prior 1o commencement of drilling operatsons or. 1t

59 the Dnlhng Parties so request. title cxamination shall be made on the leases and/or o1l and gas interests included. or planned  be mclud-
60 e¢d, in the driiling umt around such well. The opinion will include the ownerstip of the working interest, munerals. royalty. overniding
61 royalty and production payments under the applicable leases At the time a well 1s proposed. each party contributing leases and/or ol and
62 gas nierests to the drillsite, or to be included in such drillmg umt shall furmish to Operator all abstracts {including federal lease status
63 reponts), hitke opimons, titke papers and curative material n s possession tree of charge  All such information not i the possession of or
64 made avadable to Operator by the parties, bul necessary for the exanunation of the title, shall be chuaned by Operator  Operator shall
65 cause itle to be exammned by attomeys on its staft or by outside attorneys. Copies of all ttle optnwons shall be furnished w each party
66 hereto. The cost mncuried by Operator in this titke program shall be borne as follows

67
o ¥ d e b 4 A + Sl | 1 |
68 O Opuonhe+ —Cost by—Ope PrOGUFAE—abSIFactS 4 t P rSupf -
69 Shit—R—-eas alty R HOR- dor—title }shall-be-a sart-of -the-ad Stfat & B e ded Exhibu
Eas—foyaty-Op A - L P d
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ARTICLE IV

continued

@  Opuon No 2 Costs incurred by Operator in procunng abstracts and fees paid outside stiornevs for ttle examination
{including preliminary. supplementat. shut-in gas royalty opimens and division order title optnions) shall be borne by the Drtling Parties
m the proportion that the interest ot each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Fx-
hibit “A”. Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the abave

functions

Each party shall be responsible for securing curative matter and pooling amendments of agreements required s conmpection .
with leases or o and gas interests contnbuted by such party  Operator shall be responsible for the preparation and recording of pooting
designations or declarations as well as the conduct of heanings before governmental agencies for the securing of spacing or pooling orders
This shall not prevent any party trom appearng on its own behali at any such hearing

No well shall be drilled on the Contract Area until afler (1) the ttle 1o the drillsite or drilling umit has been examuned as abmve
provided, and (2) the title has been approved by the examuning attomey or title has been accepted by all of the parties who are 1o par-

tcipate 1w the drifhing of the well
B. Lossof Title:

I Failure of Tutle: Shoutd any oil and gas interest or lease, or terest theren, be lost through fariure of title, which loss resulis 10 a
reduction of snterest from that shown on Exhibit “A”, the party contributing the affected lease or interest shall have niety (9th davs
from final determination of title taure 10 acquire a new lease or other instrument cunng the entirety of the ttle farlure, which acquist-
tion will not be subject to Article VI B | and failing 1o do so, this agreement. nevertheless. shall continue in force as 1o alt remaining ol
and gas leases and interests. and,

ta) The party whose ail and gas lease or interest 15 affected by the title fadure shall bear alone the entre foss and it shail not be
entitled 1o recover from Operator or the other parties any development or operating costs which 1t may have theretotore paid or ncurred.
but there shall be no additional liability on its part to the other parties hercto by reason of such utle farlure,

(h) There shall be no retroactive adyustment of expenses incurred or reveaues received from the aperation of the interest which has
been lost. but the anterests of the parties shall be revised on an acreage basis, as of the time it is determuned finally that ttle failure has oc-
curred. so that the interest of the party whose lease or interest is affected by the title fatlure will thereatter be reduced in the Contract
Arca by the amount of the iaterest ost.

tc) It the proportionate interest of the other parties hereto in any producing well theretofore dritied on the Contract Areua s
ncreased hy reason of the title failure, the party whose Litle has failed shall receive the proceeds attributable to the increase i such in-
terest {less costs and burdens attnibutable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such
wetl,

(d} Should any person not a party to this agreement, who 1s determined to be the owner of any interest in the utle which has
failed, pay in any manner any part of the cost of uperation, development, or equipment. such amount shall be paid 1o the party ur parties
who bore the costs which are so retunded.

te)  Any habldity to account to a third panty tor prior production of oif and gas which arses by reason of utle tature shall be
borne by the party or partics whose title tailed in the same proportions in which they shared 1n such prior praduction; and.

th No charge shall be made to the joint account for legal expenses, fees or salaries, 10 connection with the defense of the mterest
claimed by any party hereto. it being the intention of the parties hereto that each shall defend vile 10 1s muwerest and bear ali expenses n

connection theresvith

2 Loss by Non-Pasment or Erroncous_Payment of Amount Due: If, through nustake or oversight. any rental. shut-in weil
payment. nummum royally or royalty payment. 1s not paid or is erroneously paid, and as a result a lease or interest theren ernunates.
there shall be no monetary Lability aganst the party who failed to make such payment  Usless the party who faled to make the required
payment secures a new lease covering the same interest within ninety (90) days from the discovery of the failure (o make proper payment,
which acquisibon will not be subgect to Article VIILB | the interests of the parties shall be revised on an acreage basis. effechne as of the
date of termmation of the lease volved. and the party who failed 1o make proper pavment wilf no longer be credited with an interest 1n
the Contract Area on account of ownership of the lease or interest which has terminated  [n the event the party who faited o make the
required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of orl and gas attrnibutable
the lost interest. calvulated on an acreage basis, for the development and operating costs theretofore paid on account of such mterest. it
shall be reimbursed for unrecovered actual costs theretotore paid by it {but not for 1s share of the cost of any dry hote previously drilted
or wells previously abandoned) from so much of the following as is necessary to effect retmbursement

(a) Proceeds of o1l and gas. less operatng expenses. theretofore accrued to the credit of the lost interest. on an acreage basis.
up to the amount of unrecovered costs.

(b} Proceeds. less operating expenses, thereatler accrued attributable to the lost interest va an acreage basis. of that portion ot
oil and gas thereafier produced and marketed (¢xcluding production from any wells thereafter drtled) which, in the absence ot such lease
termination. would be attributable to the lost interest on an acreage basis, up 10 the amount of unrecovered costs. the proceeds of said
portion of the o} and gas 10 be contributed by the other parties 1n proportion Lo their respective Interest. ard

(c) Any mores. up to the amount of unrecovered costs, that may be pard by any party who s, or becomes, the owner of the interest

fost, tor the privilege of participating in the Contract Area or becoming a party to this agreement

3 Other_Losses AN losses tncurred, other than those sct forth in Articles IV B 1 and IV B2 above. shall be jont losses
anyd shall be borne by all parties i proportion to their interests  There shall be no readyustment of inierests in the remaming portion of

the Contract Area



[ O

S A -

43

67
68
69
4

A.AP.L FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE V.
OPERATOR

A.  Designation and Responsibilities of Operator:

TMBR/Shacp Drilling, Inc. shall be the

Operator of the Contract Area, and shall conduct and direct and hase full control of all operattons on the Contract Area as pernutted and

reguired by. and within the limits of this agreement. [t shall conduct all such uperations in a good and workmaniihe manner. but it shall
have no habiiy as Operator to the other pasties for losses sustained or habiliies incurred, oxcept such as may result from wross
neghgence or wiiltul misconduct

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

V' Resignation or Removal of Operator Operator may resign at any ume by grning wntten notice thereof to Non-Uperators

If Operator terminates its legal evistence. no longer owits an interest hereunder in the Contract Area. of i no longer capable of senving as
Ogerator, Uperator shall be deemed to have resigned without any action by Nan-Operators. except the selection of a successor  Operator
may be removed 1€ it fails or refuses Lo carey out its duties hereunder, or becomes sasolvent. bankrupt o 15 placed 1n recesvership, by the
affirmative vote of two (2) or more Non-Operators owning a majority mierest based on ownership as shown on Exhtbit “A” remaining
after excluding the voung interest of Operator. Such resignation or removal shall not become effectine until 7 00 o'clock A M on the
first day of the calendar month following the expiration of ninety (90) days afier the giving of notice of resignation by Operatar ar action
by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier
datc  Operator, afier effective date of resignation or removal, shalt be bound by the terms hereof as a Non-Operator A change of a cor-
porate name or structure of Operator or transfer of Operator's interest o any single subsidiary, parent or successar corporation shall not

be the basts for cemoval of Operator.

2 Selection of Successor Qperator:  Upon the resignation or removal of Operator. a successor Operator shall be selected by

the parties  The successor Operator shall be selected from the parties owning an interest i the Contract Area at the ume such successor
Operator 15 selected.  The successor Opcrator shall be selected by the affimative vote of two (2] of more patics owiing 2 maenty nterest
based on ownership as shown on Exhibit “A”, provided. however, if an Operator which has been removed fails to vote or voles onls 0
succeed itsell, the successor Operator shall be selected by the affirmative vote of two (2} or more parties owning a majonty interest based

on ownership as shown on Exhibit “A™ remaiming after excluding the voting interest of the Operator that was removed
. Employees:

The number of employees used by Operator in conducting operations hereunder, thewr sefection and the hours of tahor and the

cumpensation for services performed shall be deternined by Operator, and all such employees shall be the employces of Operator
D.  Drilting Contracts:

All wells drillked on the Contract Area shall be drlled on a compeutive contract basis at the usual rates presailing m the area [ 1 so
desires. Operator may employ its dwn twols and equipment in the drilling of wells, but 1is charges theretor shall not exceed thw prevaibing
rates 1n the arca and the rate of such charges shall be agreed upon by the parties in writing betore drilling eperations are commenced. and
such work shall be performed by Operator under the sanie terms and conditions as are customan and usual in the area in contracts of in-

dependent contractors who are doing work of a similar nature

ARTICLE Vi,
DRILLING AND DEVELOPMENT

A, Initial Well:

On or betore the " day of June L w3002, Operator shali commence the drifling of & well for
o1 and gas at the following location 1913" FNL and 924" FWL, of Section 25, Township 16 South, Range 35 East. N.MLP.M..

Lea County, New Mexico

and shall thereatter continue the duthiag of the well with due diligence 10 a subsurlace depth of 13, 200 feet or a depth sufficient ta test

the Mississippian [ormation

unless granite or other practically rmpenetrable substance or condition in the hole. which renders tfurther drilling nmpractieal, 15 en-
countered at a lesser depth. or unless all parties agree 10 complete or abandon the well at a lesser depth

Operator shall make reasonable tests of all formatons cacountered duning dnithing which give indication of contaming o and
2as 0 quantities sufticient to test, unless this agreement shall be limited 1n sts application to a specific formaton or formations. in which

event Operator shall be required to test only the formation or formauens 0 which this agreement may apply R

- 4.
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ARTICLE V1
continued

It, 1n Operator's judgment. the well will not produce oil or gas mn paying quantities, and 1t wishes to plug and abandon the
well as a Jdry hole. the provisions of Article VIE | shall thereatter appiy

B.  Subsequent Operations:

1 Proposed Operations:  Should any party hereto desire to dnb) any well on the Contract Arca other than the well provided
tor in Article VI'A_ or to rework. deepen or plug back a dry hole dniled at the joimnt expense of all parties or a well jointly owned by all
the parties and not then producing in paying quantities. the party desiring to dnill, rework, deepen or plug back such a well shall give the
other parties written notiee of the proposed operation, specitying the work to be pertormed. the locatim, proposed depth. objective forma-
tion and the estimated cost of the operation.  The parties receiving such a notice shall have thirty (301 days after receipt of the notce
within which 10 nouty the party wishung to do the work whether they elect to participate i the cost of the proposed operation  if a drill-
ing rig 1s un location, aotice of a proposal to rework, ptug back or drill deeper may be given by telephone and the response penod shall be
limuted to forty-eight (48) hours, exclusive of Naturday. Sunday, and legal holidays Failure ol a party receiving such notice to reply within
the period above fixed shall constitute an election by that panty not to panicipate 1n the cost of the proposed operation  Any notice or

response given by telephone shall be promptly confirmed in writing

It all partes elect to participate in such a proposed operation, Operator shall. within ninety (901 dass atler expiration of the notice
period of thirts 1303 days (or as promptly as possible atter the expiration of the forty -eight (48) hour period when a dnthng rig s on loca-
tion, as the case may be). actually commence the proposed operation and compliete it with due diligence at the nisk and expense af all par-
ties hereta, provided. however, said commencement date may be extended upon wrtten notice of same by Operator 1o the other parties.
for a peniod of up to thiny (30) addiional days if, in the sole opmion of Operator, such addional ume 1s reasonabh necessary o obtain
permuts from governmental authonties, surface rights (including rights-of-way) or appropriate dridling equipment, or to complete title ex-
amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Articte X1, of the
actual operation has nut been commenced within the ume provided (including any extension thereof as specifically pernutted herein) and
it any party hereto still desires 10 conduct said operation. writlen notice proposing same must be resubmitted to the other parties in accor-

dance with the provisions hereof as if no prior proposal had been made

2 Qperations by Less than All Parties If any party receiving such notice as provided in Article VIB.Y or VIID 1 (Option
Nu 2) elects not 10 participate in the proposed operation. then, in order to be entitled to the benefits of this Article, the parts or parties
giving the notice and such other parties as shall elect to participate in the operation shall. within nirety 190y days after the exprraton of
the notice periud of thirty (30) days (or as promptly as possible atier the expiration of the forty-eight (48} hour pertod when a drilling g 1»
on locauon. as the case may be) actually commence the proposed operation and camplete it with due dihigence  Operator shall perform all
work for the account of the Consenting Parties; provided, however, if no dnitiing rig or other equipment 1s on locauon, and 1t Operator 15
a Non-Consenuing Party, the Conscnting Panies shall either (a) request Operator to perform the work required by such proposed cpera-
ton for the account of the Consenting Parties. or (b) designate one (1 of the Consenting Parties as Operator to pertorm such work  Con-
senting Parties, when conducting operations on the Contract Arca pursuant to this Article VI B 2 shall comply with all terms and con-

ditions of this agreement

If less than all parues approve any proposed operation. the proposing party. immediately after the expiration ot the appheable
notice pertad. shail advise the Consenting Parties of the total witerest of the parties approving such operation and its recomniendation as
10 whether the Consenting Parties should proceed with the operation as proposed. Each Consenning Party. within forty-eight (48) hours
(exclusive ot Saturday. Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of s desire 1o (a) hinnt par-
ticipation to such party’s interest as shown on Exhibit “A™ or (b) carry 1ts proporbionate pant of Non-Consenting Parties’ tnterests. and
lailure to advise the proposing party shail be deemed an elecuon under (a)  In the event a dniling rig 15 on location. the time permutted ftor
such a response shall not exceed a total of forty-cight (481 hours (inclusive of Saturday. Sunday and legal holidays)  The proposing pans.

at 1ts election. may withdraw such proposal W there 1s insufticient participation and shatl promptiy notify ali parties of such decision

The enuire cost and nish of conducting such operations shall be borne by the Consenting Parties in the proporttons they have
etected to bear same under the terms of the preceding paragraph  Consenting Parties shall keep the leaschold estates imvolved n such
operations tree and clear of all hiens and encumbrances of every Kind created by or ansing from the operations of the Consenting Parties
1f such an aperation results it a dry hole, the Consenung Parties shall plug and abandon the well and restore the surtace location at thewr
sole cost. rish and expense. If any well drilled. reworked, deepened or plugged back under the provisions of this Arucle results 1n a pro-
ducer of oil and/ur gas tn paying quantities, the Consenting Parties shall complete and equip the well 1o praduce at their sole cost and risk,
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ARTICLE VI
continued

and the welt shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-
tes  Upon commencement of operations tor the dritling, reworking, deepeming or plugging back ot amy such well by Consening Parties
in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed 1o hase retinquished to Consenting Parties.
and the Consenting Parties shall own and be entutled to receive, in proportion to their respective tnterests, alt of such Non-Consenting
Party’s interest in the well and share of production therefrom unutil the proceeds of the sale of such share, calculated at the well, or
market value thereot 1t such share 1s not sold, (after deducting production taxes. excise taxes, royalty, overnding royalty and vther n-
terests nol excepted by Article 11l D payable out of or measured by the production from such well accrumg with respect 1o such micrest
untit it revens) shall equal the tolal of the following ’

&

o,
(a)o%?;w ot each such Non-Consenning Party's share of the cost of any newly acquired surface equipment beyond the welihead
connections (including. but not lmued (0. stock tanks, separators, treaters, pumping equipment and piping). plus 100% of each such
Non-Consenting 'arty’s share of the cost of operation of the well commencing with first production and continuing unbl ¢ach such Nom-
Consenuing Party’s relinquished interest shall revert 1o 1t under other provisions of this Article. 1t being agreed that cach MNon-
Consenting Party’s share of such costs and cquipment will be that interest which would have been chargeable to such Non-Consenting

Party had it participated i the well from the beginning of the operations, and

{b} 500 % of that portion of the costs and cxpenses of drilling, reworking. deepening, plugging back. testing and completing.
after deducung any cash contributions received under Article VIILC . and 00 % of that partton of the cost of newly acquited eguip-
ment in the well (1o and including the wellhead connections), which would have been chargeable to such Non-Consenting Party i 1t had
parucipated therein

An clection not to parucrpate 1n the drilling or the deepeming of a well shall be deemed an clection nut o paruicipate i any re-
working or plugging back operation propused an such a well, or portion thereof. to which the mitial Non-Consent clection applied that is
conducted al any Lime prior to tull recovery by the Consenting Parties of the Non-Consenting Pany 's recoupment account  Any such
reworhing or plugging back operation conducted during the recoupment penod shall be deemed part of the cost uf operation of sard well
and there shall be added 1o the sums to be recouped by the Consenting Parties one hundred percent (100%0) of that portion of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Pany had 1t participated therein  If
such a seworking or plugging back operation is proposed during such recoupment peniod. the provisions of this Article VI B shatl be ap-

plicable as between said Consenting Parties in said well

During the period of tume Consenting Parties are entitied to receive Non-Consenting Party's share ol praduction. or the
proceeds therefrom. Consenting Parties shail be responsible for the payment of all production, seserdnce. excise. gathening and other
taxes. and all royalty. overnding royalty and other burdens applicable 1o Non-Consenting Party's share of production not excepted by Ar-
ticle LD

In the case of any reworking, plugging back or deeper drilling operation. the Consenting Parties shall be permutted to use. free
of cost, all casing, tubmg and other equipment in the well, but the ownership of all such equipment shall remain unchanged, and upon
abandonment of a well after such reworking, plugging back or deeper drilhing, the Consenting Parties shall account for all such ¢quip-

ment o the owners thereof, with each party receving its propontonate pan 1n hind or i value, fess cost of salvage

Within sinty 160) days afier the complenon of sny operation under this Arcle, the party conducting the operations fur the
Consenting Parties shail furmish cach Non-Consenting Party with an inventory of the equipment in and connected (0 the well. and an
ftermized statement of the cost of dnlhing, deepening. plugging back. testing, compieung, and equipping the well tor production. or. at s
option. the operating party, i heu of an itemized statement of such costs of operation. may submut a detailed statement of monthly bill-
ings  Each month therealter, duning the time the Consenting Parties are being reimbursed as provided above. the pany conducting the
operations for the Consenting Parties shall turmish the Non-Consenting Parties with an atermuzed statement of all costs and habthites -
curred sn the operation of the well, tugether with a statement of the quantty of od and gas produced from 1t and the amount of pruceeds
reahized trom the sale of the well's working nlerest production during the preceding month. In determining the quantty of o1l and gas
produced during any month, Consenting Parties shall use industry accepted methoads such as. but not hmuted to. inetenng or periodic
well tests  Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation
which would have been owned by a Non-Consenting Party had 1t participated therewn shall be credited against the totai unreturned costs
ol the work done and of the equipment purchased n determining when the interest of such Non-Consenting Party shall revert 10 1t as
above provided, and 1f there 15 a credit balance, 1t shall be paid to such Non-Consenting Party
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ARTICLE Vi
continued

It and when the Consenting Parties recover from a Non-Consenting Party’s rebinquished interest the amounts provided for above,
the relinguished snterests of such Non-Consenting Panty shall automatically revert to tt. and. from and after such reversion, such Non-
Consenting Party shall own the same interest i such well, the material and equipment in or pertaining  thereto. and the production
therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling. reworking, deepening or plugging
back of said well. Thereatter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of
the operanon of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto

Notwithstanding the provisions of this Article VIB 2, 1t 15 agreed that without the mutual consent of all parties. o wells shall
be completed 1n or produced from a source of supply from which a well located elsewhere on the Contract Area is producing. unkess such
well conforms to the then-exssting well spacing pattern for such source of supply

The provistons of this Article shall have no application whatsoever to the drilhing of the il well described in Article VI A
except (a) as to Article VIID 1 (Option No 2). f selected, or (b) as to the reworking, deepening and plugging back ol such initial well
after if has been drilled to the depth specified in Article VI A f it shall thereafter prove (o be a dry hole or, 1f imitially completed for pro-
duction, ceases to produce in paying quantities

3 Stand-By Time  When a well which has been dnlled or decpened has reached 1is authorized depth and all tests have been
completed. and the results thereot furnished to the parties, stand-by costs incurred pending response to a party’s nolice proposimg a
reworking, deepening. plugging back or completing operation in such a well shall be charged and borne as part of the drilling.or deepen-
ing operation just completed  Stand-by costs subsequent to all parties responding. or expiration of the response bme permitted. whichever
first vccurs, and prior to agreement as to the panticipating interests of all Consenting Parties pursuant {0 the terms ol the second gram-
matical paragraph of Articic VI.B 2, shall be charged to and borne as part of the proposed operation. butif the proposal 1s subsequently
withdrawn because of insufficient participation. such stand-by costs shall be allocated between the Consenting Parties i the proportion
each Consenting Party’s interest as shown on Exhibit “A™ bears to the total interest as shown on Exhubit “A™ of alt Consenting Par-
tes.

4 Sidetracking  Except as hercinatier provided. those provisions of this agreement applicuble 10 a “deepening™ operation shall
also be applicable to any proposal to directionalty control and intentionally deviate a well from vertical so as to change the bottom hole
location (herein call “sidetracking”), uniess done to straighten the hole or to dnil around junk in the haole or because of other
mechanical difficulties  Any party having the right to participate in a proposed sidetracking operation that does not own an nterest m the
affected well bore at the ume of the nouce shall, upon clecting to parucipate, tender to the well bore owners tts proportionate share {equal
to its mterest (n the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows

(a) I the proposal (s for sidetracking an existing drv hole. resmbursement shall be vn the basis of the actual costs sncurred m

the imual dnilling ot the well down 10 the depth at which the sidetracking operation 15 imtated

by It the proposal ts for sidetracking a well which has previously produced. reimbursement shail be on the basis of the well's
salvable matenals and equipment down to the depth at which the sidetracking operation 15 initlated. determined in accordance with the

provisions of Lxhibit “C™_ less the esumated cost of salvaging and the estimated cost of plugging and abandoning

In the event that notice for a sidetracking operation s given while the drilhing nig to be unhzed 15 on location. the response period
shall be fimited 1o forty-eight (48) hours. exclusive of Saturday, Sunday and legat holidayvs. provided. however, any party may request and
receive up to cight (8) additional days atter epiration of the forty-eight (48) hours within which to respond by paying tor all stand-by tine
ncurred duning such extended response period  [f more than one party elects to take such addinonal tme 1o respond 1o the natice. stand
by costs shall be allocated between the parties taking additional ime 1o respond on a day-to-day basis in the proportion each electing par-
1y's wterest as shown on Extubu A hears to the (otal taterest as shawn on BExhibit “A” ot all the clecting pacties o all other -

stances the response peniod to a proposal tor sidetracking shall be limited to thirty (30) davs

C.  TARING PRODUCTION [N KIND:

Each party shail take in kind or separately dispose of its proportionate share of all ol and gas preduced from the Contract Area.
exclusive of production which may be used in development and producing operations and n preparing and treating ol and gas for
marketng purposes and praduction unavoidably lost  Any extra expenditure incurred in the taking in kind or separate dispusition by any
party of s proportondte share of the production shall be bornu by such party  Any party tahing 1ts share of production in kind shall be
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ARTICLE VI
continued

required to pay for only its proportionate share of such part of Operator's surface fucilities which n uses

Fach panty shall exccute such division orders and contracts as may be necessary for the sale of tts interest 1in produchon from
the Contract Area, and, except as provided i Article VI B, shall be entitled to receive payment directly from the purchaser thercor for
1ts share ol all production

In the event any party shall fail to make the armangements necessary to take in kind or separately dispose of s proportionate share of
the o1l produced trom the Contract Arca. Uperator shall have the nght. subject to the revocation at will by the party owning it but not
the obhgation. to purchase such o1l or sell it to others at any time and from time to tme, for the account of the non-taking party ar the
best price obtainable in the area for such production  Any such purchase or sale by Operator shall be subject always 1o the night of the
owner ol the production 1o exercise at any time its right to take in Kind, or separately dispose of. its share af all ol not previously
delivered o a purchaser  Any purchase or sale by Operator of any other panty's share of ol shalt be only for such reasonable peniuds of
ume as are cansistent with the miatmum needs of the industry under the particular circumstances. but 1n no event 1or a penod I evcess

of one {1) year

In the eventl one or more pasties’ scparate disposition of 1ts share of the gas causes sphit-stream delivenes [0 separate pipelines and'or
deliveries which on a day-to-day bas:s for any reason are not exactly equal to a party's respectne proportionate share of total gas sales to
be allocated to 1L, the balancing ur accounting belween the respective accounts of the parties shall be 1 sccordance with any gas balancing

agreement between the parties hereto, whether such an agreement 13 attached as Exhibu “E7, of 15 a separate agreement
0.  Access to Contract Area and information:

Each party shall have access to the Contract Area at all reasonable times, at its sole cost and rish to inspecl or observe vperations.
and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator’s houks
and records relating thereto  Operator. upon request. shall furnish each of the other parties with copies of all forms or reports lited with
governmental agencies. daily drdiing reports, weil logs. tank tables, daily gauge and run tickets and reports of stock on hand at the tirst of
each month, and shall make available samples of any cores or cuttings taken from any well drilted on the Contract Area. The cost of
gathenng and furnishing information v Non-Operator, other than that specaified above, shall be charged to the Non-Operator that re-

quests the [nformation
E.  Abandonment of Wells:

I Abandonment of Dry Holes  Except for any well drilled or deepened pursuant 10 Article VIB 2 | any well wihich has been
drilled or deepened under the terms of this agreement and 15 proposed 1o be completed as a dny hole shal! not be plugged and abandoned
without the consent of alt parties  Should Operator. after dibigent effort, be unable to comtact any party or should any panty fail w repiy
within forty-eight (38) hours (exclusive of Saturday, Sunday and lega! holidays) atier receipt of notice ot the proposal to plug and ahandon
such well. such panty shall be deemed to have consented 1o the proposed abandonment Al such wells shull be plugged and abandoned in
accordance with applicable regulations and at the cost, nsk and expense of the parties wha participated in the cost of drilling or deepening
such well  Any party who objects to plugging and abandconing such well shall have the right 1o (ake over the well and conduct further
operattons 10 search of o and/or gas subject to the provisions of Article VI B

2 Abandonment of Welly that have Produced  Except tor any well 1wt which 2 Non-Cansent operattan has been conducted
hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as 3
producer shall not be plugged and abandoned without the consent of all parues  1f alf parhies consent to such abandonmeni. the welt shalt
be plugged and abandoned in accordance with apphicable regulations and at the cost. risk and expense ot all the parties hereto It within
thirty (301 days atter receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well,
those wishing 10 continue s operatton from the intervalts) of the formation(s) then open to production shall tender to each of the other
partics 1ts proportionate share ol the value of the well's sahable maienal and equipment. determined 10 accordance wah the provisiins of
Exhubil “C". tess the estmated cost of salvaging and the estunated cost of plugging and abandoning  Each abandonmg parts shail assien
the non-abandoning parties. withoul warranty. express or imphed. as to title or as to quanuty, or titness for use of the equipment and
matenal. alt of its wterest in the well and related cquipment, together with its interest 1n the ieaschold estate as 0. but vnly as 1o, the in-
terval or antervals of the formation or tormations then open to production It the interest of the abandonmg party 15 or includes an o1l and
gas wnterest. such party shall execute and deliver to the non-abandoning parts or parties an oif and gas lease. hmited to the interval or in-
tervals of the formation or formations then open lo production, for a term of one (1) year and so tong thereatter as ol and/or gas 15 pro-
duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the torm attached as Exhibut
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ARTICLE VI
continued

“B” The assignments or leases so himited shall encompass the “drilling unit” upon which the well 1s Jocated  The payments by. and the
assignments or leases to. the assignees shall be 1n a ratio based upon the relationstip of their respective percentage of parucipation ; the
Contract Area to the aggregate of the percentages of participation i the Contract Area ol alt assignees There shall be no readjustment of
nterests tn the remaning portion of the Contract Area

Thereatter, abandoning parties shall have no further responsibihty, liability. or anterest in the operation of or production trom
the well 1n the intenval or sntenvals then open other than the royalues retaimed in any lease made under the terms of this Arucle. Upon re-
quest. Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned
well. Upun proposed abandonment of the producing intenvalfs) assigned or leased, the assignor or lessor shall then have the option o
repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-

visions hereot.

3. Abandonment of Non-Consent Operations  The provisions of Article VIF | or VIE 2 above shalt be applicable as betwezn
Consenting Parties in the event of the propused abandonment ot any well excepted from said Anticles. provided. however, no well shall be
permanently plugged and abandoned untess and unul all parties having the night to conduct further operalions therein have been notitied
of the proposed abandonment and afforded the opportunity 1o elect 10 take over the well 1n accordanie with the provsions of this Article
VILE

ARTICLE Vil
EXPENDITURES AND LIABILITY OF PARTIES

A, Liability of Parties:

The lisbility of the parties shall be several. not jomnt or collective  Each party shall he responsihle only (or ats ohligations. and
shall be hable only lor its proportionate share of the costs of developing and operanng the Contract Area Accordingly. the liens granted
among the partics 1 Arucke VILB. are given to secure only the debts of cach severally  1t1s not the intention of the parties to create, nor
shall this agreement be construed as creating, a mining or other partnership or association. or to render the parties hable as partners

B. Liens and Payment Defaulrs:

{ach Non-Operator grants to Operator a hien upon ws ol and gas nghts in the Contract Area. and a securnity interest i ats share

of ol andror gas when eatracted and tts mterest in all cquipment. to secure payment of 115 share of expense. together with interest thereon

at the rate provided n Exhibit ™ To the extent that Operator has 3 security mnterest under the Uniform Commercial Code of the
state, Operator shall be entitled 0 exervise the nights and remedies of a secured party under the Code  The bringing of a surt and the ob-
taining ot judgment by Operator for the secured indebtedness shall not be deemied an election of remedies or othenwse affect the len
nghts uf secunty nterest as security tor the payment thereof  In addibon. upon default by any Non-Operator 1in the payment of ns share
of evpense. Operawr shall have the nght, without prejudice to other nights or remedies. 1o cotlect trom the purchaser the proceeds from
the sale of such Non-Operator's share of o1] and/or gas untl the amount owed by such Non-Operator. plus interest. has been pard  Each
purchaser shall be entitfed to rely upon Operator's written statement concermng the amount of any default  Operator grants a ftke lien
and secunty interest 1o the Non-Operators to secure payment of Operator’s proportionate share of expense
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C. Payments and \ccounting:

Except as herew atherwise spectfically provided. Operator shall promnptly pay and discharge expenses sncurred in the development
and operation of the Contract Area pursuant to this agreement and shall charge cach of the parties hereto wath their respective propor-
honate shares upon the expense hasis provided in Exhibit “C™ Operator shall keep an accurate record ot the jont account hereunder

showing expenses incurred and charges and credits made and received

Operator. at 18 clection, shall have the nght trom time (0 time 1o demand and recenve trom the other partics paymient 1n advance
of theiwr respective shares of the esimated amount of the expense to be incurred in operations hercunder dunng the next succeeding
month, which right may be exercised only by submission to each such party of an ilemized statement of such estimated expense, together
with an invoice for 1ts share thereol Fach such statement and invoice for the payment in advance of estinaled expense shall be submutted
on or before the 20th day of the next preceding month  Each party shall pay to Operator s proportionate share of such estimate within
tifteen (151 days atier such ssimate and wvance 1s received 1 any party fnds 1 pay its share of sand estimate within said ume, the amount
due shall bear interest as provided in Exhibit “C™ until paid  Proper adjustment shall be made munthly between advances and actual ex-

pense 10 the end that each party shall bear and pay its proportionate share of actual expenses incurred. and o more
D.  Limitation of Expenditures:

I Dnil ot Deepen;  Without the consent of all parties, no well shall be doilled or deepened. except any well drdled or deepened
pursuant to the provisions of Article VIB.2 of this agreement. Consent t the drilling or deepening shall include
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ARTICLE VI
continued

O Opuon No I All necessary expenditures for the dnlling or degpening, testing completing and equipping of the well includmg
necessary tankage and/or surface facihities

&  Qpuon No 2 All necessary expenditures for the drilling or deepening and testing of the well  When such well has reached s
authorized depth. and all tests have been compieted. and the results thereof furmished to the parties, Operator shall give immediate notice
to the Non-Operators who have the right to particspate in the completion costs.  The parties recen ing such notice shall bave forty-eight
(48) hours (exclusive of Saturday, Sunday and tegal holidays) in which to elect to participate 1 the setung of casing and the completion at-
tempt  Such election, when made, shall include consent to all necessary expenditures tor the completing and equipping of such well, in-
cluding necessary tankage and/or surface facthtics. Failure of any party receiving such notice to reply within the period above fixed shall
constiluie an election by that party not o participate in the cost of the compietion attempt  {f one or more, bul less than all of the partes,
elect to set pipe and to attempt a complenion, the provisions of Article VI B 2 hereof (the phrase “reworking, deepening or plugging
back” as contained in Article VI B 2 shall be deemed 1o tinclude “completing™) shall apply to the operations thergafter conducted by fess
than all parties

2 Rework or Plug Back: Without the consent ol all parties. no well shall he reworked or plugged back except a well reworked or
plugeed back pursuant 1o the provisions of Article Vi B2 of this agreement  Consent 1o the reworking or plugging back of a well shall
include all necessary expenditures in conducting such operations and completing and equippeag of sawd well. including, necessary tankage
and/or surface facilities

3 Other Operatons:  Without the consent of all parties, Operator shall not undertake any single project reasonably estimated
10 require an expenditure in excess of Twent-Five Thousand Dollars ($ 25,000.00 )

except in connection with a well, the dntling, reworking, deepeming, compleung, recompleting. or plugging back of which has been
previously authorized by or pursuant lo this agreement; provided. however, that. 1n case of explosion, fire. flood or other sudden
emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in s opinion are required
to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shali report the emergency to the other
parties  If Operator prepares an authenity for expenditure {AFE) for its own use, Operator shall furnish any Non-Operator so requesting

an mformation copy thereot for any single project costing n excess of *Ten Thousand*

Dollars (§, *10.000.08 ) but less than the amount (irst set fortly above n this pacagraph

£. Rentaly, Shut-in Well Payments and Minimum Royalties:

Rentals. shut-in well payments and mimimum royalties which may be required under the terms ot any lease shall be paid by the
party or parties who subjected such lease to this agreement al its or their expense. In the event two or more parties own and have con-
tributed interests 0 the same Icase to this agreement, such parties may designate one ot such parties to make said payments for and on
hehalf of all such parties  Any party may request, and shall be ¢nutled to receive. proper evidence of ali such pavments  In the event of’
twlure 1o make proper payment of any rentat, shut-in well payment or minunum rovalty through mistshe or oversight where such pay-
ment 15 required 0 conunue the lease i foree. any loss which results from such non-pasment shatl be borme i accordance with the pro-
vistons of Article 1V B2

QOperator shall notfy Non-Operator of the anticipated completion ot a shut-in gas well or the shutting in or return to production
of a producing gas well, at least five (3) days texcluding Saturday, Sunday and legal hohidays), or ar the zariest opporunity permitied by
circumstances. prior to taking such action. but assumes no habihity for fadure to do so  In the event of farlure by Operator to so notify
Non-Operalor. the loss of any lease contributed hereto by Non-Operator for failure 1o make timely pavments of any shut-in well payment
shall be borne joiatly by the parties hereta under the provisions ol Article IV 3 3

F.  Taxes:

Beginning with the first calendar sear afier the etfective date hiereof, Operator shafl render for ad valorem taxation all property
subject to this agreement which by law should be rendered for such taves. and it shall pay all such taxes assessed thereon betore they
become delinguent  Prioc to the rendwwon date, each Non-Operator shalt turnish Operator wformation as te burdens (to iclude, but not
be linited 1o. royalves. overnding royalties and production payments) on feases and ol and gas interests contributed by such Non-
Operator. f the assessed valuation of any leasehold estate 15 reduced by reason of s being subject e outstanding excess royatties, over-
niding royallies or production payments. the reducuon in ad valorem taxes resulung therefrom shall murs w the benefit of the owner or
owners of such leasehold estate. and Operator shall adjust the charge to such owner or owners so s (o reflect the benefit of such reduc-
uon If the ad valorem taxes are based in whole or in part upon separate vatuations of cach party’s working interest. then notwithsianding
anything to the contrary herein, charges to the joint account shall be made and paid by the parties hercto 1n accordance with the tax
value generated by each party s working interest. Operator shall bill the other parties for their propornonate shares af all tax payments in

Ihe manner provided in Exhibit “C”

If Operator considers any lax assessment tmproper. Operator may. at ats discretion. protest within the time and manner
prescnbed by law, and prosecute the protest 10 a final determination, unless all parties agree o abandon the protest prior to final deter-
mination  During the pendency of admimistrative or judicial proceedings. Operator may elect W pay, under protest, all such taxes and any
Inlerest and penally  When any such protested assessment shall have been finally determined. Operator shall pay the tax for the joint ac-
count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties. and be paid by them, as
provided 1n Exhubit “C”

£ach party shall pay or cause to be paid all production, severance. excise gathenng and other tases mmposed upon or with respect

10 the production or handling ot such party 's share of o1l and/or gas produced under the terms of this agreement

210 -
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ARTICLE Vit
continued

G. lasurance:

Al all umes while operations are conducted hereunder, Operator shall comply with the workmen’s tompensation law of
the state where the operations are being conducted, provided, however, that Operator may be a self-insures for hiability under sad com-
pensation Jaws in which evenl the only charge that shall be made to the joint account shall be as provided tn Exhibit "C” Operator shall
also carry or provide insurance for the benefit of the joint account of the parties as outhned tn Extibit "D, attached o and made a part
hereof. Operator shall require all contractors engaged in work on or for the Contract Area (0 comply with the workmen's compensation

law of the state where the operations are bemng conducted and to maintain such other insurance as Operator may require

In the event automobile public ltabiity nsurance 1s specified i said Extubit "D, or subsequently recenves the approval of the

parties, no direct charge shall be made by Operator for premiiums piud for such insurance for Operator's aulomotive cquipment

ARTICLE VvHI.
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A.  Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage w the Contract Ared. shalt not be surrendered i whole
or 10 part unless all parties consent thereto

However. should any panty desire to surrender its interest in any lfease or in any portion thereof, and the other parmies do not
agree or consen! thereto, the party desiring to surrender shall assign, without express or implied warranty of title. all of ats interest
such lease. or portion thereof, and any well, materral and equipment which may be located thereon and any nghts 10 production
thereafter sccured. lo the parties not consenting 1o such surrender. f the nterest of the assigning party 1s or includes an ail and gas m-
terest, the assigming party shall exccute and deliver to the party or parties not consenting to such surrender an a1l and gas lease covering
such o1l and gas wsterest for a term of one (1) year and so long thereafter as ol andror gas s produced from the land covered thereby, such
lease to be on the form attached hereto as Fxhibit “B™  Upon such assignment or lease. the assigning party shall be relieved from afl
abligauons thereafier accruing, but not theretofore accrued, with respect to the interest assigned or feased and the operation cf any well
atinbutable thereto. and the assigning party shall have no further interest in the assigned or leased premises and its cquipment and pro-
duction other than the royaluies retamed n any lease made under the terms of this Arucle  The party assignee or lessee shall pay to the
party assignor or lessor the reasonable salvage value of the latter’s interest in any wells and equipment attributable o the assigned or leas-
ed acreage  The value of all makenat shall be deternmned i aceordance wath the provisions of Exinbit “C” less the esimated cost of
salvaging and the esumated cost of plugging and abandoning  If the assignment or lease 15 1 favor of more than one party. the inlerest
shall be shared by such parties n the praportions that the wnterest at sach bears 10 the total interest ot all such parties

Any assignment. lease or surrender made under this provision shall nat reduce or change the assignar’s, lessar s or surrendering
party's interest as 11 was inmediately before the assignment. lease or surrender in the balance of the Contract Area, and the acreage
assigned. lvased or surrendered. and subseguent operations thereon, shall not thereafter be subject to the terms and provisions ot this

agreement
B. Renewal or Extension of Leases:

I any parnty secures a renewal of any ol and gas lease subject 1o this agreement. all other parties shall be notified promptiv. and
shall have the right for a period of thirty {30} days following recerpt of such notice inn which to elect 10 participate in the ownership of the
renewal lease. insofar as such lease atfects lands st the Conitract Area, by paymg 1o the party who acquired 1t their several proper pro-
portionate shares of the acquisstion cost allocated to that part of such lease within the Contract Area. which shall be m proporton w the

interests hetd at that time by the parties n the Contract Area

It some. but less than all, of the parties elect W pacticipate w the purchase of a renewal lease. it shall be owned by the parties
who elect 10 participate therein. i a ratio based upon the relationship ot their respective percentage of participation in the Contract Area
1o the aggregate of the percentages of participation in the Contract Area of all parties participating n the purchase of such renewal leuse

Any renewal lease in which less than all parties clect to participate shall not be subject to this agreement

Each party who participates in the purchase of a renewal lease shall be given an assignment of ity proportionate mterest theremn

by the acgquirtng party

The provisions of this Article shali apply to renewal leases whether they are for the entire nterest covered by the expiring lease
or cover only a portion ot 1ts area or an interest therein. Any renewal lease taken before the expiration of its predecessor lease. or taken or
contracted tor within six (6) months after the exptration of the existing Iease shall be subject to this proviston. but any lease taken or ton-
tracted tor more than six (6) months afier the expiration of an exisung lease shait not be deemed a renewal 'ease and shail not be subjext 10

the provisions of this agreement
The provisions n this Article shall also he applicable to extensions of o1l and gas [eases
C.  Acreage or Cash Contributions:

7\\'hllc this agreement 1y 0 force. 1t any parly contracts fur @ contribution of cash towards the drdimg of a well or any other
aperation on the Contract Arca. such contnibution shall be paid 1 the party who conducted the dnthing or other operation and shall be
applicd by wt aganst the cost of such drithing or other operation It the contribution be i the form ot acreage. the party W0 whom the con-
trihution 15 made shatl promptly tender an assignment of the acreage, without warranty of title. to the Driiting Parties in the proportions
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ARTICLE VINT
continued

said Drilling Partes shared the cost of drillmg the well - Such acreage shall become a separate Contract Area and, to the extent possible, be
governed by provisions dentical to this agreement. Each party shall promptly notify all uther parties of any acreage or cash contnbutions
it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable 0 op-

tional nights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area

1t any party contracts for any consideration relating to disposition of such panty's share ot substances produced hereunder. such
consideranon shall not be deemed a contribution as contemplated 1n this Artecle VI C

D.  Maintenance of Uniform Interests:

For the purposc of mamntaining uniformity of ownership m the oil and gas leasehold interests covered by this agreement. no
party shali sell. encumber. transfer or make other disposition of its interest 1 the leases embraced within the Contract Area and in wells,

equipment and production unless such disposition covers either
I the cntire interest of the pany in all leases and equipment and production, or
2 anequal undivided interest in all leases and equipment and production in the Contract Area

Every such sule. encumbrance, transter or other disposition made by any party shall be made evpressly subject to this agreement
and shall be made without prejudice 10 the rnight of the other parties

If. at any timie the interest of any party 15 divided among and owned by four or more co-owners. Operator, at its discretion, may
require such co-owners to appoint a single trustee or agent sith Tull authonity 10 recerve nottees. approve expenditures, receive billings for
and approve and pay such party's share of the joint expenses, and to deal generally with. and with power to bind. the co-omners of such
party’s nferest within the scope of the operations embraced in this agreement; howeser, all such co-owners shall have the right to enter
into and execute all contracts or agreements for the disposition of their respective shares of the o1l and gas produced trom the Contract
Area and they shall have the right to recene, separately, pavment of the sale proceeds thereof

E.  Waiver of Rights ta Partition:
I permitted by the laws of the state or states i which the propenty covered hereby 1s located. each party hereto owning an

undivided interest in the Contract Area waives any and all rights 1 may have to partiton and have sei aside to 1t 10 severatty its undiv ided

miterest therein
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ARTICLE IX.
INTERNAL REVENUVE CODE ELECTION

This agreement 1s not antended to create, and shall not be construed 1o create, a relationship of partrership or an association
for profit between or among the parties hereto  Notwithstanding any provision heremn that the nghts and liabilites hereunder are several
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, 1f, for federal mcome tax
purposes. this agreement and the operauons hereunder are regarded as a partnership. each party hereby arfected elects ta be excluded
from the apphbcation of all of the provisions of Subchapter “K”, Chapter 1. Subutle “A”, of the lniernal Revenue Code of 1986, as per-
mitted and authonzed by Sectran 761 of the Code and the regulattons promulgated thereunder. Operator s authonized and directed 10 ev-
ecute on behalt of each party hereby attected such evidence of this glection as may be required by the Secretany of the Treasuny of the
United States or the Federal Internal Revenue Service, including specifically. but not by way of hmitanon. all of the returns, statements,
and the data required by Federal Regutatons 1761 Should there be any requirement that cach party hereby affected give further
evidence of this election. each such party shall execute such documents and furmish such other evidence as may be required by the
Federal Internal Revenue Service or as may be necessary to evadence this election. No such party shall give any notices or take any other
action inconsistent with the election made hereby. If any present or future income tax faws of the siate or states in which the Contract
Area 1s located or any future ncome tax {aws of the United States contam provisions simiar to those in Subchapter “K'. Chapter !,
Subtitle "A”, ot the Internal Revenue Code of 1986, under which an election similar w that provided by Section 761 of the Code 15 per-
milted. each party hereby affected shall make such election as may be permitted or required by such laws  In making the toregoing elec-
tion, each such party states that the income derived by such party from operations hereunder can be adequatefy determined without the

computatiun of partnership taxable income
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ARTICLE X,
CLADMS AND LAWSUITS
Operator may settle any single unmsured third party damage claim or suit adising from operacons hereunder (& the eapenditure
does not exceed *Fifteen Thousand* Dollars
$ * 15,000.00 ) and 1t the payment 15 in complete settlement of such claim or suit it the amount required tor settlement ex-

ceeds the above amount. the parties hereto shall assume and take over the further handling of the claim or swit, unless such authonty s
delegated to Operator - All costs and cypenses of handling. settling, or othenwise discharging such claim or swit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit anises. 1f a clarm s made against any party or if any party 15
sued on account of any matier ansing trom operations hereunder over which such individual has no control because of the rights given
Operator by s agreement, such party shall tmmediately notty all other parties, and the ¢laim or suit shall be treated as any other clam

or suit invaiving operations hereunder

ARTICLE XL
FORCE MAJELURE

It any pany s rendered unable. wholly or in pan, by force majeure 10 carry out its obligations under this agreement. other than
the obligation to make money payments. that party shall give to all other parties prompt wntten notice of the force majeure with
reasonably full parhiculars concerming i, thereupon, the vbligations of the party giving the notice, sv ‘ar as they are affected by the force
majeure. shall be suspending during, but no longer than, the conttnuance of the force mayeure  The aftected party shall use all reasonable

diligence to remove the force mayeure siuaton as quickly as practicable

The requirement that any force mageure shall be remedied with all reasanable dispatch shall nat cequire the settizment of strikes.
lockouts. or other labor ditficulty by the party involved. contrary to 1ts wishes, how all such difficulties shall be handled shall be entirely

within the discretion of the party concerned

The term “force majeure”. as here emploved, shall mean an act of God, strike. lockout, or other ndustrial disturbance. act of
the public enemy. war. blockade, public not, hghtung. fire, storm, flood. explosion, governmental action. governmental delay. restrannt
or inaction, unavailability ot equipment. and any other cause. whether of the kind specifically enumerated above or otherwise. which i

not reasonably within the control of the party claiming suspension

ARTICLE XII.
NOTICES

All notices authorized or required between the parttes and required by any of the prosisions ot this agreement unless otherwise
specitically provided. shall be grven tn writing by maul or telegram. pustage or charges prepaud. or by telex or wlecopier and addressed W
the parties to whom the notice 1s given at the addresses listed on Extebit "A™  The oniginating notice given under any provision hereot’
shalt be deemed given only when recesved by the party to whom such notice 1s directed. and the time {or such party o give any notice in
response thereto shall run from the date the originating notice 1s received  The second or any responsive notice shall be deemed ginen
when deposited 1n the mart or with the telegraph company, with postage or charges prepaid. or sent by telen or telecopier  Each pany
shall have the night to change its address at any time, and from tmie to time, by giving written natice thereot (o ail other parties

ARTICLE XHIL
TERM OF AGREEMENT

This agreement shall remain 0 full loree and eftect as to the oil and gas leases and or o1l and gas interests subject hereta tor the
penod of unie selected betow. provided, however. no party hereto shatl ever be construed as havmg any right. title or mterest i os to any

lease ur o1l and gas nterest contributed by any other party beyond the term of this agreement

tens | 5

ot the-CortractrA hather-by o i
P - g —OF Bt Se-

Option Ao 2 In the event the well descnbed 1in Article V1AL or any subscquent well driled under any provision of this
agreement, results in producuion of oi) and/or gas i paying quanblics, this agreement shall continue i foree so long as any such well or
wells produce, o1 are capable of production, and for an additional penod of __ninety (9% days from cessaton of all production, provided.
however, 1f. prior 10 the expiration of such additional period. one or more of the parties hereto are engaged in drilling. reworking, deepen-
g, plugging back. testing or attempting ta complete a well or wells hereunder, this agreement shall contnue 1 torce until such apera-
nons have been completed and if production results therefrom. this agreement shall continue in force as provided herein  In the event the
wetl described in Aruwcle VI A | or any subsequent well drdled hereunder. results en a dry hote. and oo other well s productag, or capable
ot producing o1l and/or gas from the Contract Area. this agreement shall termunate unfess drilling. deepeming, plugging back or resork-

ing operations are commenced within _ninety (30)  davs from the date of abandonment of said well

ft 15 agreed, however, that the termination of this agreement shall not relieve any party hereto trom any habiits which has
accrued or attached prior to the date of such termiration

- 13-
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A, Laws. Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the Contract Area (s located. to the valid rules,
regulations. and orders of any duly constituted regulatory body of said state, and to all otfer applicabie federal, state. and local {aws. or-
dinances, rules. regulations, and orders

B. Governing Law:

This agreement and all matters pertaiming hereto, mcluding. but not Iimuted to, mauers ot performance. non-performance. breach,
remedies. procedures, aghts, duties. and interpretation or construction. shalt be governed and determened by the faw ot the state i winch

the Contract Area 15 located  Hthe-CottractrArea-s-ti-+ f states—the-d ftheState-ob

shat-govern
C. Regulatory Apencies:

Nothing heretn contained shall grant. or be construed 1o grant, Operator the right or authonty 1o waive or release any rights,
privileges. or obhigations which Non-Operators may have under federal or state laws or under rules. regulations or orders promulgated
under such laws 1n reference 10 oil. gas and muneral operatons, includimg the location. vperation, or production of wells. on tracts otfset-
ting or adjacent to the Contract Area

With respect 1o operations hereunder, Non-Operators agree (0 release Operator from any and all losses, damages. mjunes, clams
and causes of action ansing out of, incident 10 or resulting directly or indirectly from Operator's interpretation or apphcation of rules.
rulings. regulations or orders of the Department of Encrgy or predecessor or successor agencies to the extent such interpretation or ap-
plicaion was made in good faith. Each Nan-Operator further agrees to reimburse Operator fur any amounts apphicable tu such Non-
Operator's share of production that Operator may be required 1o refund, rebate of pay as a result of such an mcorrect mterpretaton or

apphication, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application

Non-Operators authorize Operator 10 prepare and submit such documents as may be required 1o be submuted 10 the purchascr
of any crude ol sold hereunder or to any other person of ¢ntity pursuant to the requirements of the “Crude Oil Windfall Profit Tav A
of 1980, as same may be amended from time to tme (“Act”), and any vahd regulations or rules which may be issued by the Treasury
Depantment from time to time pursuant to said Act  Each party hercto agrees to furmsh any and all cerufications or other information
which 1s required 1o be furnished by said Act in a timely manner and in saftictent detait to permit compliance with sard Act

ARTICLE XV,
OTHER PROVISIONS

SEE PAGES t4a, 14b and 14c ATTACHED HERETO

S14-



ARTICLE XV,
OTHER PROVISIONS
The following provisions are intended to be cumulative, but in the event they conflict with the
other provisions herein, then the following provisions shall control:

A. Definintion of “holidays™: The word “holidays™ when used herein is defined as a legal holiday
observed by National Banking Associations in Midland, Texas.

B. In the event one or more of the parties hereto shall elect as follows:

. notto pay a delay rental;
2. to abandon a lease: or
3. not to participate in a necessary well as defined in Article XV.N.,

and assigns its 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 lease or a contract
affecting a lease pursuant to the provision of Article XV.F.. it is agreed that the lands covered by the
contract rights shall no longer be subject to this agreement. In such event the lease or contract rights and
the lands covered thereby shail be deemed to be subject 1o an operating agreement identical 10 this
Agreement changed only to retlect the proper owners and percentages and. if the parties so desire. to
designate a new operator if the operator under this agreement is not a co-owner.

C. Dispute re: Proposed Depth: If during the drilling of any well being drilled hereunder other than
the Initial Well provided for in Article VI.A_, a bona fide dispute shall exist as to whether the proposed
depth has been reached in such well (as, for example, whether a well has been drilled to a depth sufficient
to test a particular sand or formation or if the well has reached the stratigraphic equivalent of a particular
depth), the opinion of the majority in interest, and not in numbers, of the owners as shown on Exhibit "A™
shall control and be binding on all parties. [f the parties are equally divided, the opinion of the Operator
will prevail.

D. Payment Obligations: All rentals, shut-in well payments and minimum rovalties which be
required under the terms of any lease shall be administered and paid by Operator and charged to the Join
Account except where otherwise expressly provided to the contrary in this agreement. Any party may
request and shall be entitled to receive proper evidence of all such payment. Operator shall make or cause
to be made proper payment of any rentals and shut-in well payments and minimum rosalties under the
foregoing provisions.

Operator shall notify each Non-Operator of its recommendation concerning the payment of delay
rentals or shut-in royalties under any lease as they may fall due in writing at least forty-five (45) days in
advance of the day when such payment is due. Each Non-Operator shall have fifteen (13) days from the
receipt of such notice to respond to such recommendation with the payment, and failure by Non-Operator
shall be deemed to be an election by Non-Operator to concur with Operator’s recommendation. Operator
will be responsible for non-payment of delay rentals or shut-in royalties or minimum rovalties only if its
actions constitute gross negligence or willful misconduct.

E. Coincidental Operations: 1t is agreed by the parties hereto that unless otherwise agreed when any
well provided for in this Agreement is drilling or testing. neither party shall propose the drilling of an
additional well on the contract acreage unless the drilling of a well is necessary to perpetuate a lease or
interest or for some other reason it is mutually agreed by the parties hereto that an additional well should
be drilled prior to the completion of a well on the Contract Acreage.

F. Expenses Attributable to Transfers: In the event of a transfer, sale, encumbrance or other
disposition of interest within the Contract Area which creates the necessity of separate measurement of
production, the party creating the necessity for such measurement shall alone bear the cost of purchase,
installation and operator of such facilities.

Page 14a



G. Bankruptey: If, following the granting of relief under the Bankruptcy Code to any party hereto as
debtor thereunder, this Agreement should be held to be an executory contract within the meaning of |1
U.S.C. Section 365, then the Operator, or (if the Operator is the debtor in bankruptcy) any other party,
shall be entitled to a determination by debtor or any trustee for debtor within thirty (30) days from the
date an order for relief is entered under this Bankruptcy Code as to the rejection or assumption of this
Operating Agreement. In the event of an assumption, Operator or said other party shall be entitled to
adequate assurances as to future performance of debtor’s obligations hereunder and the protection of the

interest of all other parties. '

H. Insurance (Non-Operators): With the exception of minimum limits set by State and Federal
regulations, Non-Operators may elect not to be covered by any of Operator’s insurance coverage provided
for the joint account by providing Operator with written notice and Certificate of Insurance.

I Third Party Services: Regardless of any provision of this Operating Agreement or the
Accounting Procedure to the contrary, the Operator may charge to the Joint Account for the Contract
Area for fees and charges incurred for the outside engineers, geologists, consultants, attorneys, landmen.
brokers, title curative work and other third-party services incurred in connection with the leases owned by
or acquired for the Joint Account or operations for the benefit of the Joint Account. al! to be borne in the
proportions specified on Exhibit "A”

I Metering of Production: If a diversity of the working interest ownership in production from a
well subject to this Agreement occurs as a result of operations by less than all parties pursuant to any
provision of this Agreement, it is agreed that the oil, gas and other hydrocarbons produced from the well
or wells completed by the consenting party or parties shall be separately measured by standard metering
equipment to be properly tested periodically for accuracy, and the setting of a separate tank battery will
not be required unless the purchaser of the production or governmental regulatory body having
Jjurisdiction wiil not approve metering for separately measuring production.

K. Non-Discrimination: In the performance of this Agreement, Operator shall not engage in any
conduct or practice which violates any law, order or regulation prohibiting discrimination against any
person by reason of his or her race, color, sex, national origin or age: and Operator further agrees to
comply fully with the non-discrimination provisions of Section 202 of Executive Order No. 11246 (30
C.F.R. 12319), as amended.

L. Priority of Operations: Whenever there is more than one proposal in connection with any well
subject to this Agreement, such proposals shall be considered and disposed of in the following order or
priority:

1. Drilling the well to its authorized depth or attempting a completion including testing and
logging of such well at such depth shall have first priority over all other operations and
proposals;

2. A proposal to plug back a well shall prevail over a proposal to deepen or to sidetrack such

well; if there is more than one proposal to plug back, the proposal to plug back to the next

deepest prospective interval shall have priority over proposals to plug back to the shallower
prospective intervals;

A proposal to sidetrack a well in order to reach the authorized depth shall prevail over a

proposal to deepen;

4. A proposal to deepen a well shall have the last priority; and

5. Proposals of the same type and to the same depth shall be given precedence in the order in
which they were made.

L

M. Non-Consent _Penalties Applicable to Necessary_Operations:  If during the term of this
Agreement. a well is required to be drilled, deepened, reworked, plugged back. sidetracked. or
recompleted, or any other operation that may be required in order to:

1. continue a lease or leases in force and effect;

2. maintain a unitized area or any portion thereof in and to any oil and.or gas and other interest
which may be owned by a third party or which, failing in such operation, may revert to a third
party: or

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 Operation™. Notwithstanding any other
provision comained in this Agreement to the contrary, any party electing not 1o participate in a Necessan
Operation which is proposed pursuant to Article VI.B.1. shall forfeit and assign to the participating
parties, all of its right, title and interest in the Contract Area except each well in which such party
participated in all operations conducted thereon and the producing formation underlying the proration or
spacing unit for each such well. Such forfeiting party’s interest shall not be burdened except as

authorized hereunder.
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N. Subsequently Created Interest: [f any party hereto shall create an overriding royalty, production
payment, net proceeds interest, or other siunilar interest, subsequent to the effective date of this
Agreement, 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 credited under the circumstances herein mentioned shall hereafter be referred to
as a “Subsequently Created Interest”) such Subsequently Created Interest shall be specifically subject to
all of the terms an provision of this Agreement, as follows:

1. If non-consent operations are conducted pursuant to any provision of this Agreement, and the
party conducting such operations becomes entitle to receive the production atiributable to the
interest out of which the Subsequently Created Interest is derived, such party shall receive
same free an clear of such Subsequently Created Interest. The party creating same shall bear
and pay all such Subsequently Created Interest and shall indemnify and hold the other parties
hereto harmless from any and all ltability resulting therefrom.

2. If the owner of the interest from which a Subsequently Created Interest is derived fails to pay.
when due, its share of expenses chargeable hereunder, the lien granted the other parties hereto
under the provision of Article VIL.B. or other appropriate sate statutes shall cover and affect
the Subsequently Created Interest and the rights of the parties shall be the same as if the
Subsequently Created Interest had not been created.

(%)

If the owner of the interest from which the Subsequently Created Interest is denived (i) elects
to abandon a well under the provision of Article VI.E. hereof, (ii) elects to surrender a lese
{or portion thereof) under the provision of Article VIILA. 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 theretn for which it elects not to pay rentals to those parties paying such
rental, an assignment resulting from such election shall be free and clear of the Subsequently
Created Interest.

4. The owner creating such interest shall indemnify and hold the other parties harmless fro any
claim or cause of action by the owner of the Subsequently Created Interest.

0. Workover Operations: It is agreed that without the mutual consent of all parties, no workover
operations will be conducted under the provisions of Article V1. so long as any completion in the well
proposed to be worked over is producing in paying quantities.

P. Stokes/Hamilton Lease Ownership: Ownership of two oil and gas leases covering the Northwest
Quarter (NW/4) of Section 25-16S-35E, N.M.P.M.is the subject of dispute between TMBR/Sharp
Dnlling, Inc. (and certain other persons or entities) (the “TMBR Group™) and David H. Amington Oil &
Gas, Inc. (“Amington”) as pending in the Distnict Court of Lea County, New Mexico in Cause

No. CV-2001-315C. Participation by Arrington as fo this interest is contingent on the issuance of a non-
appealable order vesting such ownership rights in Arrington, and is the subject of that certain Letter
Agreement of even date herewith between the TMBR Group and Arrington.

END OF ARTICLE XV., OTHER PROVISIONS
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1 ARTICLE XV1.
2 MISCELLANEOLUS

3

4 This agreement shall be binding upon and shall nure to the benetit of the parties hereto and o their respectne hewrs, devisees.
5 legal representatives. successors and assigns

[

7 This instrument may be executed 1n any number ol counlerpans. each of which shall be considered an onginal fur all purposes

]

9 IN WITNESS WHEREQF, this agreement shall be etfective as of 20th day of April L {vear) __2002
10

11 ho-h d-and-circulated-thist fore R 5 { that-the e
—Wwhe-has-prep: rated: +oF —Fepr + Of

12

ted—from-and—with—th ' bisted—bal denticaltotheAAPL Form—610-1082 Muodel K Operat A

13 Bhshed dishertete by Or-A—Pisk—+ Nach 1 difrcat tharthanthe Aftict
B e g

16 OPERATOR

TMBR/SHARP DRILLING. INC.

f=3

By:

Jeffrey D. Phillips, President

©

[N R RN ]
[N

P

26 NON-OPERATORS

DAVID H. ARRINGTON OIL & GAS, INC.

32 By:

33 Printed Name:
34 Printed Title:

39 By:

40 Printed Name: Dale Douglas
41 Printed Title:

=15 -



STATE OF TEXAS §
COUNTY OF MIDLAND ¢

This instrument was acknowledged before me on the 20" day of April, 2002 by Jeffrey
D. Philiips, President of TMBR/Sharp Drilling, Inc., a Texas corporation, on behalf of said

corporation.
Notary Public, State of
Printed Name:
Commission Expires:
STATE OF TEXAS §

COUNTY OF MIDLAND  §

This instrument was acknowledged before me on the day of

, 2002

by

of David H. Armington O1l & Gas, Inc., a

corporation, on behalf of said corporation.

Notary Public, State of

Printed Name:

Commission Expires-

STATE OF NEW MEXICO §
COUNTY OF §

This instrument was acknowledged before me on the day of

2002

by Dale Douglas.

Notary Public, State of

Printed Name:

Commission Expires:




EXHIBIT “A”

Aftached to and made a part of that certain Joint Operating Agreement dated effective
April 20, 2002, by and between TMBR/Sharp Drilling, Inc., Operator and David H.
Arrington Oil & Gas, Inc., et al, Non-Operators.

A.

Lands subject to this Agreement:

Township 16 South, Range 35 East, NM.P.M.
Section 25: The North Half (N/2), containing 320 acres, more or less

Lea County, New Mexico

Restrictions as to depth:

None

Parties subject to this Agreement and their respective percentages of interest:

TMBR, et al Prevails In  Arrington Prevails in
Pending Stokes/Hamilton Pending Stokes/Hamilton

Litigation Litigation
TMBR/Sharp Drilling, 84.4375% 34 4375%
Inc.
David H. Arrington Oil & 14.6875% 64.6875% -
Gas, Inc.
Dale Douglas 0.8750% 0.8750%
Total: 100.00000% 100.00000%

Addresses of the parties to this Agreement:

TMBR/Sharp Drilling, Inc.
Attn: Jeffrey D. Philhps

P. O. Box 10970

Midland, Texas 79702-7970

Telephone: (915) 699-5050
Facsimile: (916) 699-5085

David H. Amrington Oil & Gas, Inc.
P. 0. Box 2071
Midland, Texas 79702-2071

Telephone: (915) 682-6685
Facsimile: (915) 682-4139

Dale Douglas
P. O. Box 10187
Midland, Texas 79702-7187

Telephone: (915) 682-5565
Facsimile: (915) 682-4498
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OIL, GAS AND MINERAL LEASE

THIS AGREEMENT made this day of 19 , between

Lessor (whether one or more), whose address is
and - Lessee, WITNESSETT

1 Lessor, in constderation of Dallars, recept
of’ which s hereby acknowledged, and of the covenants and agreements of lessee hercinafter contained, does hereby grunt, lease and let unto lessee the land covered
hereby for the purposes and with the exclusive nght of explonng, dniling, miming and operating for, producing and ownig o1, gas. sulphur and a1} other minerals
twhether ur not sumular to those mentioned). together with the nght o make sunvevs on said land. lay pipes Lines. establish and utilize fucilities for surlace or subsurlace
dispasal of salt water, construct roads and bnidges, dig cusnals, build tanks, power slations. telephone lines, emmplovee houses and other structures on said lund, necessan
or useful in lessee’s operations in explonng, dnlling for, producing, treaung, stonng and transporting munerals produced from the land covered herehy or ann other land
adjacent thereto The land covered hereby . heremn called “sid fand™, 15 located 1n the County of _. State off
and 13 desciibed as follows

EXHIBIT “B”

Attached to and made a part of that certain Joint Operating Agreement dated effective April 20, 2002, by
and between TMBR/Sbarp Drilling, Inc., Operator and David H. Arrington Oil & Gas, Inc,, et al, Non-Operators

‘This lease also covers and includes, i addition 1o that above desenbed, all land, 1f any, contiguous or adjacent 1o or adjoining the land above desenbed and (a) owned
ur claimed by lessor by miation, preseription, pussession. reversion o unrecorded mstrumient o (h) as W which lessor has a preference right of scquisiion  Lessor
agrees (o execule any supplemental nstrument requested by lessee tor a more complete or aceurate desenption of said land - For the purpose of determuning the amount
ot any bonus or other payment hereunder, said lund shali be deemed to contam acres, whether actualhy contuiming more or less, and the
above recttal of acreage
in any tract shall be deemed to be the true acreage thereol Lessor aceepts the bonus as lump sum consideration for thes lease snd ali nphts and options hereander

2 Unless svoner terminated or longer Kept in force under other provisions hereot, this lease shall rematn in force for a term of three (3 vears trom the date
hereol. herenalter called “primary term”, and as long therealler as operations. as hereinatter delined. are conducted upon said land with no cessation for more than
runely (90) consecutive days

3 As rovalty, lessee covenants and agrees  (a) To deliver to the credit of lessor, in the pipe hine 10 which lessee may connect its wells, the equal one-cighth
part of all aut produced and saved by lessee trom said land. or trom tme 0 ume, at the option of lessee, o pay lessor the average posted market prce of such one-eiphth
part ol such ol at the wells as of the dav 101s run 1o the pipe hine or storage tanks. lessor’s nterest, i ether case, W bear one-vighth of the cost of treating atl to render 1t
marketable pipe hine il (by To pav lessor on gas and casinghead gas produced from said land (1) when sold by lessec. one-eighth of the amount realized by lessee,
computed at the mouth of the well, or (2) when used by fessee ofY said lund or in the manulucture of gasoline or other priwducts, the market value, at the mouth of the
well, of one-eighth of such gas and casinghead gas. (¢) l'o pay lessor on all other minerals mined and marketed or utthzed by lessee from said land, one-tenth erther in
hind or value at the well or imine at lessee’s elecuon. except that on sulphur mined and marketed the rovalty shall be one dollar (31 00) per long ton It st the exprauon
af the primany term or at any tume or umes thereafter, there 15 anv well on sawd lund or on lands with which said land or any portion thereol has been pooled, capable of
producing il or gas, and olf such wells are shut-in, this lease shall, neventheless, continue m foree as though operations were bang conducted on said and for so long
as said wells are shut-ins, and thereafter this lease may be continued 1n force as 1t no shut-in had occurred  Lessee covenants und agrees to use reasonable dihigence to
produce, utihize, or marhet the nunerals capable of being produced trom said wells. but i the exercise of such diligence, lessee shall not be vbligated ta stall or turmish
facihies vther than well tacibties and ordinary lease facihues of Now hines, separator, and lease tank, and shali not be required to settle labor trouble or o market gas
upon terms unacceplable to lessee I at any time or tmes after the expiration of the pnmary term, all such wells are shut-in for & period ol nely consecutne days.
and dunng such tuue there are no uperations on sawd land, then at or belore the expration of sawd minety day penod. lessee shall pav or tender by cheek ar drat of
lessee, as rovally, @ sum equal W one dollar ($1 00) for cach acre ot lund then covered hereby Lessee shali make ke pavments or tenders at or before the end of cach
annversany of the exprrauon of sad ninety dav penod 1f upon such anmiversany this tease 1s being continued n force solety by reason of the provisions of thus
paragraph  Each such pavment or lender shall be made to the parties who at the tme of pavment would be enutled to recenve the royatties which would be paid under
this lease it the wells were producing, and may be deposited 10 the

at . or its successors, which shall continue as the depositonies, regardless of changes in the vwnershup of shut-in
yalty  If at any time that fessee pays or tenders shut-in tovalts, (wo of mure parties are, or clam o be entitled 10 recere same, lessee may. in ey of any other
method of pasment herein provided. pay or tender such shut-in royalty, in the manner above specitied, either jontiy to such parties or separately o each 1n accordance
with therr respective ownershups thereot, as lessee may elect Any payment hereunder may be made by cheek or draft of lessee deposited 1 the mail or delnered (o the
party entitled to recenve payment or 1o a deposilory bank provided for above on or before the last date for payment. Nothing heretn shall imparr lessee’s nght (o release
as proswded m paragraph 3 hereol I the event of assignment of this lease 1n whole of in pant, hability for payment hereunder shall rest exclusively on the then owaer
of awners of ths lease, severally as to acreage awned by each

4 Lessee 1s hereby granted the nght, atits option. to pool or umtize any land covered by thus lease with any other land covered by this lease. and/or with amy
other land, lease or leases, as 1o any or ail muerals or honzons, so as 10 establish units contnining not more than 80 surface acres. plus 10% acreage tolerance, provided.
however, units may be established 3s to any one or more honzons, ur exisung units may be enlarged as to any one or more horzons, so as o contain not more than 64t)
surlace acres plus 10% ucreage tolerance, 1f imited to one or more at'the tollowing. (1) gas. other than casinghead gas, (2) hiquid hydrocarbons (condensate) which are
oot Liguids i the subsurtace reservorr, (3) aunerals produced trom wells classilied as gas wells by the sonservatwn agency having yunsdiction I larger anits than am
of those herein permatted, etther at the ime established, or after enlargement, are required under any gosemmental rule or order, tor the dniling or operation of a4 well at
a regular location, or for vbtaiung maxamum allowable from any well to be dnlied, dnihing. or alreadv dnlled, any such umt may be estabhished or enlarged 10 conform
to the size required by such governmental order or rule  [essee shall exercrse sard option as to euch desired unit by executing an instrument rdentiBing such unit and
tihng it for record in the public oftice in which ths lease 15 recorded  Each of said options may be exercised by lessee at any tme and trom time to tme while thus fease
15 10 furce, and whether hefore or after production has been established either on suid land, or on the poruon of said land included tn the unit, or on other land unitized
therewith A unt established hereunder shall be vahd and effective for all purposes of this lease even though there may be mineral, rosalty, or leaschald interests 0
lands within the unit which are not effectively pooled or unitized  Any operations conducted on any part of such umtized land shall be considered, tor all purposes.
except the payment of royalty, operations conducted upon sad land under this lease  Fhere shall be allocated to the lund covered by thes lease wathin each such unit (or
to cach separate tract within the umt 1f this lease covers separate tracts within the unit) that proportion of the total production of unitwed minerals from the unit, afler
deducting any used in lease or umit operations, which the number o surface acres in such land (or i cach such separate tracts covered by this lease within the unut bears
to the total number ol surtace acres an the unit, and the production so allocated shall be considered for all purposes, including pasment or delivery of rovalty. ovemding
ravalty and uny other pavments out of produstion, W be the entre production of untized auacrals from the land to which allocated i the same manner s though
produced therefrom under the terms of this lease  The owner of the reversionan estate of any term royalty or mineral estate agrees that the aceruas! of royalues pursuant
to this paragraph or of shul-tn rovalues from a well on the unit shall sausfy any hmutation of tenn requinng production of od or gas. The informaton of any umt
hereunder which includes land not covered by this lease shall not have the effect of exchanguing or wansfernng any interest under this lease (including. without
limttation, any shut-in rovalty which may become pavable under this Jease) between purties ownng interests in jand covered by this lease and parties owming interests
n land not covered by this lease  Neather shall o unpasr the nght of lessee to release as provided i paragraph 5 hereol, except that lessee may not 50 telease as to lands
within a unt whle there are operations thereon for unnived minerals uniess all pooled leases are released us to lands withun the st Atamy tme while this lease 15 m
torce lessee may dissolve any unit established hereunder by filing tor record in the public office where this lease s recorded a declaration o that et¥ect, 1} at that ume no




mean any racl wih royalty awnership ditfering, now ot hereafter, either as Lo parties or amounts, from that as to any other part of the leased premises
5 Lessee may at any ime and trom time Lo tine execute and deliver to lessor or tile tor record a release or releases ot thus lease as to any part or all of said
land or ol any nuncral or horizon thereunder, and thereby be reieved of ali obligations, as to the released acreage or interest

6 Whenever used in this lease the word “operations™ shall mean operations for and any of the foilowng dniihng, tesung, compleung, reworking,
recompleting, deepening, plugging back or repairing of a well in search for or m an endeavor 0 obtain production ! oil, gas, sulphur or other minerals, excavating a
nurte, production of otl, gas, sulphur or other mineral, whether or not in paying quantities

7. Lessee shall have the use, free from royalty, of water, other than.tfrom lessor’s water wells, and of o1l and gas produced from said land m ail operations
hereunder  Lessee shall have the right at uny time to remove all machimery and fixtures placed on said land, including the right to draw and remove casing No well
shall be drilied nearer than 200 feet to the house or barn now on said [and without the consent of the lessor  Lessee shall pay for damages caused by its operations to
growing crops and timber on sud land.

8. The nghts and estate of any party hereto may be assigned from tume to time in whole or in part and as 1o any muneral or horizon. Al of the covenants,
ubligations, and considerations of this lease shall extend to and be binding upon the partics hereto, their heirs, successors, assigns, and successive assigns  No change or
division in the ownership of sard land, royalues, or other moneys, or any part thereof, howsoever eftected, shall increase the obligations or diminish the rights of lessee.
wcluding, but not imited to, the locaton and dnlling of wells and the measurement of production. Notwithstancing any other actual or constructive knowledge or
natice thereol of ur to lessee, 1ts successors ot assigns, no change or division in the ownership ot saxd land or of the royalties, or other moneys, or the right to receive the
same, howsoever etfected, shatl be binding uen the then record owner of this lease unul thirty (30) days after there has been furnished 1o such record owner at his or its
principal place of business by lessor or lessar’s heirs, successors, or assigns, notice of such change or division, supported by either originals or duly cerutied copies ol
the mstruments which have been properly tiled tor revord and which evidence such change or division, and of such court records and proceedings, transenpts, or other
documents as shall be necessary in the opinion of such 1ecord owner to establish the validity of such change or division  1f any such change in ownership occurs by
reason of the death of the owner, lessee may, nevertheless pay or tender such royalties, or other moneys, or part thereo!, 10 the credit of the decedent 1 a Jepository
bank provided for above

9 In the event lessor considers that fessee has not complied with alt 1ts obligations hereunder, both express and implied., lessor shalt noufy lessee in wniting,
seting out speaiticalty in what respects lessee has breached this contract  Lessee shall then have 60 (sixty) days after recerpt of said notice within which ta meet or
commence to meet all or any part of the breaches alieged by lessor. The service ol said nobee shall be precedent to the bringing of any action by lessor un said leuse for
any cause, and no such acuion shall be brought until the lapse of sixty (60) days after service of such nutice on lessee  Netner the service of said notice nor the doing of
any acts by lessee aimed to meet all or any of the alleged breaches shall be deemed an adimission or presumption that lessee has failed to perform a!l 115 obhigations
hereunder 11 this lease 1s cancelled for any cause, 1t shall nevertheless remain in force and effect as to (1) sufficient urreage around each well as o which there are
operations to consutute a driling or maximum allowable unit under applicable govemment regulations, (but 1n no event less than forty acres), such acreage (o be
designated by lessee as nearly as practicable in the form of a square centered at the well, or in such shape as then existing spacing rules require, and (2) any part of said
land included 1n a pooled unit on which there are operations  Lessee shall also have such easements on said tand as are necessary to operations on the acreage 30
retaned

10. Lessor hereby warrants and agrees to defund tile to said land against the claims of all persons whomsoever [Lessor's rights and interests hereunder shall
be charged primanly with any mortgages, taxes or other liens, or interest and other charges on said land. but lessor agrees that lessee shall have the nght at any tme to
pay or reduce same 1o lessor, either before of atter matunity, and be subrogated 10 the nights of the holder thereof and to deduct amounts so pasd from royalies or other
payments payable or which may become payable 1o lessor and/or assigns under this lease  If this Icase covers a less interestn the oil. gas. sulphur, or other munerals in
all or any part of said land than the entire and undivided fee simple estate (whether lessor’s interest 1s herein specitied or not), or no interest therein, then the rovalties
and other moneys accruing trom any part as to which this lease covers less than such full interest, shall be paid only in the proportior which the interest there:n, 1f any,
covered by this lease, bears to the whole and undivided fee simple estate therein  All royalty mterest covered by this iease (whether or not owned by lessor) shall be
paid out of the royalty herein provided. This lease shall be binding upon each party who executes 1t without regard to whether it 1s executed by all those named herein
4s lessor

11 f. while this lease ts 1 torce, at, or after the expiration of the primary term hereof, 1t 1s not being continued 10 force by reason of the shut-in well
provisions ol paragraph 3 hereot, and lessee 1s not conducting operations on smd land by reason of (1) any law, order, rule or regulation, (whether or net subseguently
determined to be invalid) or (2) any other cause, whether similar or dissimilar, (except tinancial) beyond the reasenable cornitrol of lessec, the pnmary term hereot shall
be extended unt! the tirst anniversary date hereof occurmnng ninety (90) or more days foilowing the removal of such delaying cause, and this lease may be extended
thereatter by operations as 1f such delay had not occurred

IN WITNESS WHEREOQF, this instrument is executed on the date first above written.

[LESSOR S§S ORTAX 1D NO LESSOR S5 ORTAX 1D NO

ACKNOWLEDGEMENT

STAIE OF
COUNTY OF
This instrument was acknowledged before me on the day of 19 .
by
Notary Pabhc, Stste ol Texas
Notary's name {punted)
Notary's commissin €apues
ACKNOWLEDGEMENT
STATE OF
COUNTY OF
This instrument was acknowledged before me on the day of .19 .
by
Notary Pubhic. State of Texss
Notary's name {printed}
Notary's commission expues
CORPORATE ACKNOWLEDGEMENT
STATE OF
COUNTY OF
['us instrument was acknowledged betore me on the day of 19
by
of
a corporation, on behall uf said comoration

Notary Public State of Texas
Natary's name (printedj

NOtary's comnussion €xpiey
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EXHIBIT “« C -

perating agreement dated April 20, 2002, with

non-operators.

L

ACCOUNTING PROCEDURE
JOINT OPERATIONS
L. GENFRAL PROVISIONS
Definitions

“Juint Property” shall mean the real and personal property subject W the agreement to which this Accounting Procedure
is attached.

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

“Juint Account” shall mean the account showing the charges paid and credits received in the conduct of the Juinl
Operations and which are to be shared by the Parties,

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

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

“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean thuse employees whase primary function in Joint Operations is the direct
supervision of other employees and/or contract labor directly employed on the Joint Property in a ficld operating
capieity.

“Technical Employees” shull mean those employees having special and spec:fic engineering, geological or other
professional skills, and whose primary function in Joint Operations iz the handling of specific operating conditions wnd
problems for the benefit of the Joint Property.

“Personal lixpenses” shall mean wravel and other reasonable reimbursable expenses of Operators employees

“Materia!l” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean Matertal which at the time is so classified in the Material Classification Manual as
most recently recommended by the Council of Petroleum Accountants Socicties.

Statement and Billings

Operator shall bilt Non-Operators on or before the lust day of each month for their proportionadte share of the Joint
Account for the preceding month. Such bifls will be accompanied by statements which identily the authority for
expenditure, fease or facility, and all charges and credits sumimarized by appropriate classifications of investment and
expense exeepl that items of Controlluble Material and unusual charges and credits shall be separutely identified and
fully described in detail. '

Advances and Payments by Non-Operators

A Unless otherwise provided for in the agrecment, the Operator may require the Non-Operators o advance their
shure of estimated cash outlay for the succeeding month'’s operation within fifteen (15) davs after receipt of the
billing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust
cach monthly billing to reflect advances received from the Non-Operaitors.

[ ISach Non-Operator shall pay its proportion of all bills within lifteen (15) days after receipt, ' payment is not made
within such time, the unpaid badance shall bear interest monthly al the prime rate in effect at Wells Fargo .
Bank, N.A.-Midland 5 ihe fiest day of the month in winch delinqueney ocears plus 1% or the

maxinum contract rate permitted by the applicable usury laws in the state n which the Joint Property is ocated.
whichever is the lesser, plus attorneys fees, court costs, and other costs in connection with the collection of unpiid

armounts.,
Adjustments

Payment of wny such bills <hall not prejindice the right of any Nan-Operator to protest or question the correcteess thereol:
provided, however, wll bitls and statements rendered to Non-Operators by Operator during wny cidendir vear <hull
conclusively be presuimed (o be true and rorrect after twenty-four (24 months (ollowing the end of any ~nch calendar
year, unless within the sald taenty four 128 month period & Non-Operator takes written exception theretn and makes
cliam on Operator for adjustment. No adjustment favorable o Operator shall be made unless i0 1~ made within the sime
prescribed peviod. The provisivns of this paragruph shall not prevent adsestments resulting from o phvsical mventory of
Controllable Material as provided for in Section V.

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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Audits

A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right 10 audit
Operator’s accounts and records relating to the Joint Account for any caiendar year within the twenty-four
(243 month period following the end of such calendar year; provided, however, the making of an audit shall not
extend the time for the taking of written exception to and the adjustments of accounts as provided for in
Paragraph 4 of this Section . Where there are two or mare Non-Operators, the Non-Operators shall make
every reasonable effort to conduct a joint audit in a manner which will result in a minimum of inconvenience
to the Operator. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this
paragraph unless agreed to by the Operator. The audits shall not be conducted more than once each year
without prior approval of Operator. except upon the resignation or removal of the Operator. and shall be made
at the expense of those Non-Operators approving such audit.

B.  The Operator shall reply in writing to an audit report within 130 days after receipt of such report.

Approval By Non-Operators

Where an upproval or other agreement of the Parties or Non-Operators is expressly required under other sections of
this Accounting Procedure and if the agreement to which this Accounting Procedure is attuched contains no

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

LIPRS

{1 DIRECT CHARGES

Operator shall charge the Joint Account with the following ttems:

Ecological and Environmental

Cosls tncurred for the benefit of the Joint Property as a result of governmentul or regulatory requirements to satisfy
environmental considerations applicable to the Juint Operations. Such costs may include surveys of an ecological or
archaeological nature and pollntion control procedures as required by applicable laws and regutations.

Rentals and Royalties

[euse rentals and royalties paid by Operator for the Joint Operations.

Labor

Al

.

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

(2)  Salaries of First Level Supervisors in the field,

31 Saluries and wages of Technical Fmployees divectly employved an the Joint Properts o such churges are
excluded from the overhead rates.

(4 Salaries and wages of Technical Iimployees either temporarily or permancntly assyened to and directls
vmployed in the operation of the Joint Property if such charges are excluded from the overhend rates.

Operator’s cost of holiday, vacation, sickness and disability beoefits and other customary allowances paid o
ciployees whose salarics and wages are chargeable to the Jomt Account under Paragraph 3A of this Section 1,
Such costs under this Paragraph 38 may be charged on a “when and as paid busis” or by “percentage assessment”
on the amount of salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section 11,11
pereentage assessment is used, the rate shall be based on the Operator’s cost experience.

Fixpenditures or contributions made pursuant o assessments imposed by governmental authority which are
applicable 1o Operator's costs chargeable o the Joint Account under Paragraphs 3A and 30 of ths Section 11,

Persanal Fxpenses of those employees whose salaries and wages are chargeable W the Joint Account under
Paragraph 3A of this Section 11

Employee Benefits

Operator’s current costs of established plans for employees” group life insurance, hospitalization, pension, retirement,
stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor cost chargeable to the
Juint Account under Paragraphs 3A and 3B of this Section II shall be Operator’s actual cost not to exceed the percent
muost recently recommended by the Council of Petroleum Accountants Societies.



COPAS - 1984 ~ ONSHORE

Recommended by the Counail
of Petraleum Accountants

—

3

o

({30 N B P

26

30
31
42
33

a0
36
i
3
3
10
41
12
43
44
15
46

foriiasiie.pRiw] Sy R B 5 g
N o— Z 2 X 3D

63
64
65
66
67
68
69
70

1L

LIPS

Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Section [V. Only such
Material shall be purchased for or transferred w the Joint Property as may be required for immediate use and is
reasonably practical and consistent with efficient and economical operations. The accumulation of surplus stocks shall be

avoided.
Transportation
Transportation of employees and Material necessary for the Joint Operations but subject w the following limitations:

A. 1 Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall be
made to the Joint Account for a distance greater than the distunce from the nearest reliable supply store where like
material is normally available or railway receiving point nearest the Joint Property untess agreed w by the Parties.

B.  [f surplus Material is moved to Operators warehouse or ather storage point, no charge shull be mude to the Joint
Account for a distance greater than the distance to the nearest reliable supply store where like material is normally
available, or railway receiving point nearest the Joint Property unless agreed w by the Parties. No charge shall be
made to the Joint Account for maving Muterial to other properties belonging w Operator, unless agreed o by the
Parties.

. In the application of subparagraphs A and B above, the option o equalize or charge actual vrucking cost is
availuble when the actual charge is $400 or less excluding accessorial charges. The $400 will be adpsted w the
amount most recently recommended by the Council of Petroleum Accountants Societies.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
1) of Section 11 and Paragraph i, i, and iii, of Section I{l. The cost of professional consultant services and contract
services of technical personnel directly engaged on the Juint Property if such charges are 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 w by the Partios.

FEquipment and Facilities Furnished By Operator

A.  Operator shall charge the Joint Account for use of Operator owned cquipment and facilities at rutes commensurate
with costs of ownership and operution. Such rates shall include costs of maintenance, repairs. other operating
expense, insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to
exceed eight percent { 2% per annum. Such rates shall not exceed average commercal
rates currently prevailing in the immediate area of the Juint Property.

1. In lieu of charges in paragraph 8A above, Operdlor may elect o use average comimeraial rates prevailing in the
immediate area of the Juint Property less 20%. For automotive equipment, Operator mayv elect o use rates
published by the Petroleum Motor Transport Association,

Damages and Losses to Joinl Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damapes or
losses incurred by fire, flood, storm, theft, accident. or other cause, except those resuling from Operator’s gross
negligrence or willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurrad as
soon as practicable after a report thereof has been received hy Operutor.

Legal Expense

Fxpense of handling, investigating and settling lithization vr vlaims, discharging of hens, puyment of judpements and
amounts paid for settlement of elaitns incurred in or resulting from ovperations under the agreement ur necessary o
protect ur recover the Joint Property, except that no charge for services of Operator’s legal stuff or fees or expense of
outside attorneys shall be made unless previously agreed w by the Parties. Al other legul expense is considered W be
covered by the overhead provisions of Section [ unless otherwise agreed to by the Parties, except as provided in Section
I, Paragraph 3.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof,
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad
valorem taxes are based in whole or in part upon separate valuations of each party’s working interest, then
notwithstanding anything to the contrary herein, charges o the Joint Account shall be made and paid by the Parties
hereto in accordance with the tax value generated by each party’s working interest.
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Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In the
event Juint Operations are conducted in a state in which Operator may act as self-insurer for Worker’s Compensation
and/or Employers Liability under the respective state's Jaws, 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 governmenta! or ather regulutory
authority.

Communications

Cost of acquiring, leasing, installing, operating, repuiring and maintaining communication svstems, including radio and
microwave facilities directly serving the Joint Property. In the event communication facilities;systems serving the Joint
Property are Operator owned, charges to the Joint Account shall be made as prosided in Paragraph ¥ of this Section I1.

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section I1, or in Section {11 and which
is of direct benefit 1o the Joint Property and is incurred by the Operator in the necessary und proper conduct of the Joint
Operations.

H1. OVERHEAD
Overhead - Drilling and Producing Operations

I As compensation for administrative, supervision, office services and- warchousing costs, Operator shall charge
drilling and producing operations on either:

{ x) Fixed Rate Basis, Paragraph 1A, or
() Percentage Basis, Paragraph 1B

Unless otherwise agreed to by the Parties, such charge shall be in licu of costs and expenses of all offices and
salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under
Paragraph 3A, Section 11, The cost and expense of services from outside sources in connection with mutters of
taxation, traffie, aceounting or matters belore or involving governmental agencies shall be canstderced as included in
the overhead rates provided for in the above selected Paragraph of this Section TIT unless such cost and expense are
agreed to by the Parties as a direet charge t the Joint Aceount.

i The salaries, wages and Personal Expenses of Technical Employees and or the cost of professional consultant
services and contract services of technical persounnel directly employed on the Joint Property:

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

. The salaries, wages and Personal Expenses of Technical Lmployees andyor costs of professional consultant services
and contract services of technical personnel cither temporarily or permanently assigned to and directly emploved 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 § __>900-00
(Prorated for less than g full month)

Producing Well Rawe § 200-00

(2)  Application of Overhead - Fixed ate Basis shall be as follows:
(a)  Drilling Well Rate

(1} Charges for drilling wells shall begin on the date the weil is spudded and terminate on the date
the drilling rig, completion rig, or other units used in completion of the well is released, whichever

-t
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is later, except that no charge shall be made during suspension of drilling or completion operations
for fifteen (13) or more consecutive calendar days.

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

(b)  Producing Well Rates

(1) An active well either produced ur injected into fur any portion of the month shull be considered as
a one-well charge for the entire month.

(2) Each active completion in a multi-completed well in which production is not commingled down
hole shall be considered as a one-well ¢harge providing each completion is considered a separate
well by the governing regulatory authority.

(3} An inactive gas well shut in bLecause of overproduction or failure of purchaser to tuke the
production shall be considered as a one-well charge providing the gas well is directly connected to
a permanent sales outlet.

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

(5) Al other inactive wells (including but not limited to inactive wells covered by unit allowable, leuse
allowable, transferred allowable. etc.) shall not qualify for an overhead charge.

(3)  The well rates shall be adjusted as of the first day of April each year following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall he computed vy multiplying
the rate currently in use by the percentage increase or decrvase in the average weekly earnings of Urude
Petroleum and Gas Production Workers for the last calendar year compared to the calendar year preceding as
shown by the index of average weekly earnings of Crude Petroleurn und Gas Production Wurkers as published
by the United States Department of Labor, Bureau of Labor Statistivs, or the equivalent Canadian index as
published by Statistics Canada, as applicable. The adjusted rutes shill be the vates currently in use, plus or
minus the computed adjustment.

H—Overhead—=Percentage Basis- - - -~ o o e e ,
(1) Operator shall charge the Joint Account at the following rates: ///
(#) Development i
———_ Percent + _____ %) uf the cost of development of the .Ioirltﬂf’r(;pvrl_\' exclusive of costs
provided under Paragraph 10 of Section I{ und all salvage credits. /
(b)  Operating - }
. Percent ( —_ %) of the cost of n[)(}raii}x;: the Juint Property exclusive of costs provided

under Paragraphs 2 and 10 of Section 1I, all sz/).lva;}e credits, the value of injected subistances purchased
for secondury recovery and all taxes and agsessmuents which are levied, assessed and paid upun the
mineral interest in and to the Jaint l‘yu{se’r\yv

2y Application of Overheud - Percentage Baxis shall be as follows:

Fur the purpose of determining charges on a percentage busis under Paragraph 1B of this Section HL
development shall include all costs in connection with drilling, redrilling, decpening, or any remedial
aperaltons on any or all wells involving the use of drilling rig and crew capable of driYling to the producing
interval (}()-ﬂ\e Juint Property; also, preliminary expenditures necessary in preparation fov deitling and
expendifures incurred in abandoning when the well is not completed as 4 producer, and urigrinal cost of
corré'l/ruc[i(m ur installution of fixed assets, the expunsion of fixed assets and any other progect clearly
r/’flisccrnible us a fixed asset, except Major Constraction as defined i Paragraph 2 of this Section 1L A other

C——wsty-thlt bevonsidered asoperating, - - — oo oo i
Overhead - Major Construction
To compensate Operator for overhead costs incurred in the construction and instullation of fixed assets, the expansion of

fixed assets, and any other project clearly discernible as a fixed asset required fur the development and aperation of the
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint

s
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Account for overhead based on the following rates fur any Major Construction project in excess of $ __

A, % % of first $100,000 or total cost if less, plus

B.___* % of costs in excess of $100,000 but less than $1,000,000, ptus
*

C.__ % of costs in excess of $1,000,000.

* to be negotiated

'otal cost shall mean the gross cost of any one project. Fur the purpose of this paragraph, the compunent parts of a single
project shall not be trealed separately and the cost of drilling and workover wells and artificial lift equipment shall be
excluded.

Catastrophe Overhead

To rompensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Darties, which are
necessary o restore the Joint DProperty to the equivalent condition that existed prior to the event causing 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 following rates:

*

A %of wtal costs through $100,000; plus

B, %of wtal costs in excess of $100,000 but less than $1,000,000; plus
o x :05ts in excess of § 1,000. .
C % of total costs in excess of $1,000,000. to be negotiated

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

Amendment of Rates
The overhead rates provided for in this Section HI may be amended from time to time only by mutual agreement

between the Parties hereto if, in practice, the rates are found to be insufficient vr excessive.

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joini Account Material and shall make proper and timely charges und credits for all Material
movements affecting the Joint Property. Operawr shall provide all Muaterial for use on the Joint Property: however, at”
Operator’s option, such Material inay be supplied by the Non-Operator. Operator shall make timely disposition of idle and.or
surptus Material, such dispusal being made cither through sale to Operator or Non-Operator, division in kind. or sale w
vutsiders. Operiator may purchase, but shall be under no obligation to purchase, interest of Non-Opcerawrs in surplus condition
A or B Material, The disposal of surplus Controllable Material not purchased by the Operator shall be agrecd w by the Parties.

Purchases

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

Transfers and Dispositions

Material furnished to the Juint Property and Material transferred from the Joint Property or disposed of by tne Operator,

unless otherwise agreed tu by the Partices, shail be priced on the foltowing basis exclusive of cash discounts:

A.  New Material (Condition A)

1) Tubular Goods Other than Line Pipe
tu) Tubular goods, sized 25 inches OD and larger, except fine pipe, shall be priced at Fastern mill

published carload buse prices effective us of date of movement plus trunsportation cost using the 80,000
pound carfoud weight basis 0 the railway receiving point nearest the Juoint Property for which
published rail rutes for tubular goods exist. If the %0,000 pound rail rate is not offered. the T0,000 pound
or 90,000 pound rad vrate may be used. Freight charges for tubing will be culeulated from Lorain, Ohio
and casing from Youngstown, Ohio.

(b)  For grades which are special to one mill only, prices shall be computed at the mifl base of that mill plus
transportation cost from that mill to the railway receiving point nearest the Joint Property as provided
above in Paragraph 2.A.(1Xa). For transportation cost from points other than Eastern mills, the 30,000
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pound Oil Field Haulers Association interstate truck rate shall be used.

(¢)  Special end finish tubular goods shall be priced at the lowest published out-of-stoch price, {o.b. Houston,
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate,
w the railway receiving point nearest the Joint Property.

(d)  Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published vut-of-stock prices
f.o.b. the supplier plus transportation costs, using the Oil Field Haulers Assuciation interstate truck rate
per weight of tubing transferred, to the railway receiving point nearest the Juint Property.

Line Pipe

{a)  Line pipe movements lexcept size 24 inch OD and larger with walls 3, inch and over) 30.000 pounds or
mare shall be priced under provisions of tubular goods pricing in Paragraph A.(lNa) as provided above.
Freight charges shall be calculated from Lorain, Ohio.

{b)  Line pipe movements (except size 24 inch OD and larger with walls 3% inch and aver) less than 30,000
pounds shall be priced at Eastern mill published carload base prices effective as of date of shipment,
plus 20 percent, plus transportation costs based on freight rates as set forth under provisions of tubular
goods pricing in Paragraph A(1Xa) us provided above. Freight charges shall be calculated from lorain,
Ohio.

(¢) Line pipe 24 inch O and over and !, inch wall and larger shall be priced fob. the point of
manufacture at current new published prices plus transportation cost w the railway reeceiving point
nearest the Joint Property.

(d)  Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall
be priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at
prices agreed o by the Parties.

Other Material shall be priced at the current new price, in effect at date of movement. as listed by a reliable

supply store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the

railway receiviny point nearest the Joint Property.

Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current

new price, in effect on date of mevement, as listed by a reliable supply store nearest the Juint Property, or

point of manufacture, plus transportation costs, if applicable, w the railway 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 3)

Material in sound and serviceable condition and suitable for reuse without reconditioning:

(1)  Material moved to the Joint Property
At seventy-five percent {75%) of current new price, as determined by Paragraph A.

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

(1) At seventy-five percent (75%) of current new price, as determined by Puragraph A, it Material was
originally charged to the Joint Account as new Material or

(b) At sixty-five percent (657%) of current new price, as determined by Puragraph A, if Material was
originally charged w the Joint Account as used Material.

(3}  Material not used on uand moved from the Joint Property
At seventy-five percent (75%) of current new price as determined by Paragraph A

The cost of reconditioning, if any, shall be absurbed by the transferring property.

Other Used Materia

(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 fifty percent (50%) of current new price as determined by

Paragraph A. The cost of reconditioning shall be charged to the receiving property, provided Condition
C value plus cost of reconditioning does not exceed Condition B value.

-3
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(2) Condition D

Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose
shall be priced on 4 basis commensurate with its use. Operator may dispose of Condition D Material
under procedures normally used by Operator without prior approval of Non-Operators.

{a) Casing, tubing, or drill pipe used us 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 be
priced at used line pipe prices.

(b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, eg.
power ail lines, shall be priced under norma! pricing procedures for casing, tubing, or drill pipe.
Upset tubular goods shall be priced on a non upset basis.

(3) Condition E

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

D. Obsolete Material

Material which is serviceable and usable for its originul function but condition and,or value of such Material
is not equivalent to that which would justify a price as provided above may be specially priced as 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 rate of twenty-five cents (25¢)
per hundred weight on all tubular goods movements, in licu of actual loading or unloading costs
sustained at the stocking point. The above rate shu!l be adjusted as of the first duy of April each year
following January 1, 1985 by the same percentage increase or decrease used to adjust overhead rates in
Section 111, Paragraph 1.A.(3). Each year, the rate calculated shall be rounded to the nearest cent and
shall be the rate in effect until the first day of April next year. Such rate shall be published each year
by the Couneil of Petroleum Accountants Societies.

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

Premium Prices

Whenever Material is not readily obtainable at published or listed prices becatse of national emergencivs, strikes or other
unusual causes over which the Operaor has no vontrol, the Operalor may charge the Joint Account for the required
Material at the Operator’s actual cost incurred in providing such Material, in making it suitable for use, and in moving it
w the Joint Property; provided notice in writing is furnished 0 Non-Operators of the proposed charge prior w billing
Non-Operators for such Material. Each Non-Operator shall have the right, by so clecting and notifving Operator within
ten days after recetving notice from Operator, to furnish in kind all or part of his share of such Muaterial suitable fur use
and acceptable 1o Operator.

Warranty of Material Furnished By Operator

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

V. INVENTORIES

The Operator shall maintain detailed records of Controltable Material.

Periodic [nventories, Notice and Representation

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material, Written notice
of intention W take inventory shall be given by Operator at least thirty (30) duys before any inventory is to begin so that
Non-Operators may be represented when any inventary is tuken. Failure of Nun-Operators ta be represented at an
inventory shall bind Non-Operators to accept the inventory taken by Operator.

Reconciliation and Adjustment of Inventories

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six

months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for

-8-
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overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.
Special Inventories

Special inventories may be taken whenever there is any 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 ufter the transfer of
interest takes place. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases
involving a change of Operator, all Parties shall be governed by such inventory.

Expense of Conducting Inventories

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

B.  The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except
inventories required due to change of Operator shall be charged to the Joint Account.
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EXHIBIT "D"

ATTACHED TO AND MADE A PART OF THAT CERTAIN
OPERATING AGREEMENT DATED April 20, 2002,
BY AND BETWEEN TMBR/SHARP DRILLING, INC., OPERATOR,
AND DAVID H. ARRINGTON OIL & GAS,INC., ET AL,

NON-OPERATORS

1. Operator shall procure and maintain, at all times while conducting operations under this
Agreement, the following insurance coverages with limits not less than those specified below:

A.  Worker's Compensation Statutory
Employer's Liability $100,000 each accident
B.  Comprehensive General Liability
including:
(a) property damage and bodily
injury liability including,
but not limited to, losses
resulting from explosion,
collapse, underground damage;
and
(b) contractual liability assumed $1,000.000
under this Agreement. Combined single limit
C.  Comprehensive Automobile Liability
covering owned, non-owned and hired $1.000,000
vehicles. Combined single limit
D.  Umbrella Liability
in excess of A (except Worker's $20.000.000
Compensation), B and C above Combined single unit
E. Cost of Well Control and Operator's $5,000,000 OEE and
Extra Expense, including Care, Well Control
Custody, and Control Coverage $250,000 CCC

2. The insurance described in !.above shall be carried at the joint expense of the parties hereto and all
premiums and other costs and expenses related thereto shall be charged to the Joint Account in accordance
with the Accounting Procedure attached as Exhibit "C" to this Agreement.

3. Operator shall use every reasonable effort to have its contractors and subcontractors comply with
applicable Worker's Compensation laws, rules, and regulations and carry such insurance as Operator may
deem necessary.

4. Operator shall not be liable to Non-Operator for loss suffered because of insufficiency of the insurance
procured and maintained for the Joint Account nor shall Operator be liable to Non-Operator for any loss
occurring by reason of Operator's inability to procure or maintain the insurance provided for herein, and if
at any time during the term of this Agreement, Operator is unable to procure or maintain said insurance,
Operator shall promptly so notify Non-Operator in writing.

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

6. Any party hereto may individually and at its own expense procure such additional insurance as it desires;
provided, however, that such party shall obtain waivers by t he insurer of all right of subrogation in tavor of
the other parties.
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AAPL FTORM610-E - GAS BALANCING AGREEMENT - 1992 AMERICAN ASSQCIATION  OF  PETROLEUM  LANOMEN

APPROVED FORM AAPL NO 6

NOTYE  tastructions Uor LUse of Gas Batanaing
Agreement MUST be reviewed betore finalizing

this document

EXHIBIT "E"
GAS BALANCING AGREEMENT ("AGREEMENT")
ATTACHED TO AND MADE PART OF THAT CERTAIN
OPERATING AGREEMENT DATED ___Aprif 20, 2002

BY AND BETWEEN TMBR/SHARP DRILLING, INC.. . OPERATOR

AND DAVID {1 ARRINGTON OIL & GAS, INC.,. ET AL, NON-OPERATORS {"OPERATING AGREEMENT"}
RELATING TO THE BLUE FIN 258 PROSPECT AREA,
LEA COUNTYRARISH, STATE OF NEW MEXICO

1. DEFINITIONS
The following defintons shall apply te this Agreement
1.01 "Arm's  Length Agreement” shall mean any gas sales agreement with  an  unatfiliated purchaser or any  gas  sales
agreement  with  an  affilisted  purchaser where the sales pnce and debveny  condiions  under  such  agreement  are
representative of  prices  and  delivery  conditions  existing  under  other  simular  agreements in the  area  between
unatfihated parties at the same time for natural gas of comparable quality and quantity
1 02 "Balancing Area” shall mean (setect one):

& cach well subject to the Operating  Agreement that produces Gas or s allovated a share of Gas production  If a
single  well is  completed 1 two or more producing intervals. each producig  intenal  from  which  the  Gas
production s not commungled tn the wellbore shall be considered a separate well

O all ol the acreage and depths subject to the Operating Agreement

a

103 "Full  Share ot Current  Production®  shall mean the Percentage  Interest of cach Party 1n the Gas  actually  produced

trom the Halancing Area during each month.

| 04 "Gas"  shall mean all hydrocarbons produced or productble from the RBalancing Area. whether from a  well  classitied
as an ol well or gas well by the regulatory agency having junsdicton in such matters, which are or mav be made
avalable  for sale or separate  dispositon by the Parties, eacluding od, condensate and  other  hquids  recovered by
field equipment operated lor the joint account “Gas” does not nclude gas used in joint operations, such  as for  tuel,
recycling or remjection, or which is vented or lost prior to 11s sale or delivery from the Balancing Area

10

vy

"Makeup Gas" shall mean any Gas taken by an Underproduced Party from the Balancing Arca in excess of its Full

Share of Current Production, whether pursuant to Section 3 3 or Section 4 | hereot’

1.06 “Mct™ shall mean one thousand cubic feet A cubic foor of Gas shali mean the solume of gas contamed 1 one cubic
faot of space at a standard pressure base and at a standard temperature base

107 "MMBw”  shall mean one miflion Briush  Thermal Unis A Bntish Thermal  Lmt shall mean  the quantly  of  heat
required to raise one pound avowrdupors of pure water from 383 degrees Fahrenhew to 393 degrees Fahrenheit at a
constant pressure of 14 73 pounds per square inch absolute

1 08 "Operator”  shall mean the mdividual or  enity  designated  under the terms  of the Operating  Agreement or. n the
event  this  Agreement s not emploved  w connecton with  an operating  agreement.  the  indmadual  or entmy
designated as the operator of the well(s) located in the Balancing Area

1 09 "Overproduced  Party”  shall mean any Party having taken a  greater quantty of Gas from the Balanaing Area than
the Percentage mterest of such Party 1n the cumulative quantity of all Gas produced from the Baluncing Area

1 10 "Overproduction”  shaill mean the cumulative quantity of Gas taken by a Party i excess of ats Percentage  Interest  in
the cumulative quantity ol all Gas produced trom the Balancing Area

111 "Party”  shall mcan those ndividuals  or  entties  subject to  this  Agreement.  and  their  respectine heirs. sucgessors,
transferecs and assigns

VA2 “Percomtage  [nterest”  shall meun  the percentage  or  decimal  nterest of each  Party o the Gas  produced  from the
Balancing Arca pursuant 1o the Operating Agreement covering the Balancing Area

113 "Royally” shall mean payments on production of Gas from the Balancing Ares 0 all owners of rovalties. overriding
rovalties. production payments or sunilar mnterests

I 14 “tinderproduced  Party” shall mcan any Party having taken a lesser quantity of Gas trom  the Balancing  Area  than
the PPercentage Interest of such Party (n the cumulative quanuty of ail Gas produced from the Balanoing Area

P13 "Underproduction”  shall  mean  the deficiency  between  the  cumulative  quanuty  of  Gas  tahen by a Party  and s

Percentage interest in the cumulative quantity of all Gas produced from the Balancing Area

L 16 & (Optional) “Winter Period” shail mean the monih(s) of November and December i one
calendar vear and the monthis) of January, February and March in the succeeding calendar year
2. BALANCING AREA

21 I thiy Agreement covers more than one Bdlancing Area. 1t shall be appled as 1t each Balancing Ared were covered
by separate but dentical agreements Al balancing  hercunder shall be on the basts of Gas taken from the Balanoing  Area
measured 1n (Alternative 1) 0 Mets or (Alternative 2) @ MMBuus

22 In the vcvent that all or pan of the Gas deliverable from a Balanoing Area 15 or becomes subject to one or more
maxinum  lawful prices. any Gas not subject to price controls shall be considered a» produced from a single Baluncing  Area
and Gas subject to each maximum Jaw ful price category shall be considered produced from a separate Balancing Area
3. RIGHT OF PARTIES TO TAKE GAS

31 FEach Party desinng 1o take Gas will notify the Operator, or causc the Operator to be notfied, of the volumes
nominated. the name of ihe twansporung pipeline and the pipehine  contragt number uf avalable) and meter station relating
to such dehivery, sufficiently in advance for the Operator, acting with reasonable diligence. to meet all nomination and other
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requirements  Operator 15 authonzed o dehwver  the  volumes  so nominated and  contirned (it confirmauon 1y requited) o the
transporting pipeline 1 accordance with the terms ol this Agreement

32 tach Party shall make a reasonable, good faith effort to take ws Full Share of Current Production cach month, o the
extent lhat such production is required to maintain leases in effect. to protect the producing capacity of a well or reservoir, o
preserve correlative rghts, or to maintain oit production

33 When a Pary fals for any reason to take #ts Full Share of Current Productton (a5 such Share may be reduced by the
right of the other Parties to make up for Underproduction as provided herein). the other Parties shall be entitled to  take any
Gas which such Party tails 10 take To the extent practicable, such Gas shall be made avalable itially to each | nderproduced
Party in  the proportion that ts  Percentage Interest in  the Balancing Area bears to  the total Percentage Interests of  all
Underproduced  Paries  destring o take such Gas. If all such Gas s not taken by the Underproduced Parties. the portion  not
taken shall then be made available to the other Parties n the proportion that their respective  Percentage  Interests i the
Balancing Area bear to the tatal Percentage Interests of such Parties.

34 Al Gas taken by 2 Party in accordance with the provisians of this Agreement regardiess of whether such Panty s
underproduced  or  overproduced, shall be regarded as Gas taken for ils own account with wtle thereto bemg in such  taking
Party.

w

5 Notwithstanding the provistons of Section 33 hercof, no Overproduced Party shail be entiled i anv month 10 take amy
Gas i exeess  of theee  hundred  percent (300%)  of ws  Percentage  Interest  of  the Balancing  Areds  then-current  Maximum
Monthly  Availability.  provided.  however. that this Limnauon  shall not apply & the extent that 1t would preclude  production
that 15 required to mantan leases n o ettect, 10 protect the producing capacity of a well or rescnvoir, W presenve  correlative
nghts, or tw mamain ol producton  "Maximum  Monthly  Availabdity” shall mean the mavmum  average monthh  rate  of
production at  which Gas can be delivered from the Balancing Area. as determined by the Operator, considering  the maximum
efficient well rate for each well wihin the Balancing Arca, the maxunum  allowable(s} set by the appropriate regulatory  agencs.
mode of operation, production tac:lity capabilities and pipeline pressures

36 In the event that a Pary fuls to make arrangements to take s Full Share of Current Production required 1o be
produced o mantain Jeases o effect, o protect the producing capacity of 2 well or resenvour, o presene correlaive  nghls, or
to mamtain ol production. the Operator may sell any part of such Pary's Fult Share ot Current Production that such Party fails
o take for the account of such Party and render to such Party, on a current basis. the full proceeds of the sale less any
reasonable  markeling.  compression.  treabing.  gathening  or  transpotation  costs  incurred  dirgcthy  an connection with the  sale o
such Full Share of Cument Production. In making the sale contemplated herein, the Operator shall be obhgated onlh 10 obtain
such prnice and conditions for the salc as are reasonable under the circumstances and shall not be obligated o share any of us
markets  Any such sale by Operator under the terms hereof shall be only for such seasonable periods of time a are conmistent
with the mmmmum needs of the mdustry under the particular circumstances. but in no event for a pertod n excess of one
year Nobwithstanding the provisions of Arucle 34 hereof, Gas sold by Operator for a Purty  under the provisions  hereof  shall
be deemed 1o be Gas taken for the account of such Pany.
4. IN-KIND BALAMCING

41 Effective the first day of any calendar month following at least __ thirty (.30 _)davs prior
whtten  notice 10 the  Operator.  any  Lnderproduced  Party may  begin  tahmg. tn addiion o s foll Share  of  Current
Production  and any Makeup Gas taken pursuant to Section 33 of this  Agreement, a share of current  production  determuned
by muttiplying fifty percent { 50 %) of the Full Shares of Current Production of all Overproduced Parties by

a Jractwon, the numerator of which s the  Percentage  Interest of such  Underproduced  Party  and  the  denominator  of  which
15 the total of the Percentage Interests of all Underproduced Parties desinng 10 take Makeup Gas. In no event will an
Overproduced Party be reguered 1o provide more than __ fifty percent 50 “o) ot its Full Share of Current

Production tor Makeup Gas The Operator will promptly notify all Overproduced  Parties of the election of an  Underproduced
Party to begin tahing Makeup Gas

42 O {(Optionat - Seasonal Limitation on Makeup - Option 1) Notwihstandmg tne  provisions  of  Section 41, the
average monthly amount of Makeup CGas taken by an  Underproduced Party  duning the Winter Period  pursuant o Section 4}
shall  not  exceed  the  average monthly amount  of Makeup Gas  taken by such  Underproduced  Pamy  Jdunng  the

{ ) months immediately preceding the Wimer Period

42 @ (Optionai - Seasonal Limitation on Makeup - Option 2) Notwithstanding the provsions of Secuan 41 no

Overproduced Party witl be required to provide more than twenty-five percent ¢ 25 %y of s Fult Share

of Current Production tur Makeup Gas during the Winter Period
43 O (Optional) Notwihstanding any other provision of this  Agreement, at such ume and lor so fong as OUperator, or
(mnsotar as concerns production by the Operator) any [Underproduced Party, determmnes 0 good fath  that an  Oserproduced
Party has produced all of ns share of the ulumaicly recoverable reserves in the Balancing Area. such Overproduced Party may
be required to  make avalable for  Makeup Gas, wupon the demand of the Operator or any Laderproduced Parts, up to
pereent ( 9%) of such Overproduced Party's Full Share uf Current Production

S STATEMENT OF GAS BALANCES

ST The Operator will mainlain  appropriate accounuing on a monthly and cumulative basts of the volumes of Gas that euach
Pany 15 enutied o receive and the solumes of Gas actually taken or sold for cach Paty's account Wrhin lorty-Tive (431 days
atter the month of production. the Operator will  furmish  a  statement for such month  showing (1) each Pamyv's Full Share of
Current  Production, {2) the tolal volume of Gas acwally rtaken or sold for cach Pamy's account, (3) the dilference between
the volume taken by each Party and that Party's  Full Share of Current  Production, (4) the Overproduction  or
Underproduction  of  each Party, and (5) other data as recommended by the provisions  of  the  Council  of  Petroleum
Accountants  Societies  Bulletn No 24 as amended  or  supplemiented  hereafier.  Each  Party  taking Gas  will prompdy  provide  to
the Operator any data required by the Operator tor preparation of the statements required hereunder

S$2 If any Panty fails to provide the data required herein for four (4 consecunve production months, the Operator. or
where the Operator  has faded to provide data, another Party, may audl the production and Gas sales and  (ransportation
volumes of the non-reporting Party “to provide the requwed dala Such audit shall be condected only atter reasonable notce and
durtng  narmal  business  hours in the oftice of the Party whose records are being audied Al costs associted  with such  aude
will be charged to the account of the Party failing to provide the required data
6. PAYMENTS ON PRODUCTION

61 Fach Parly taking Gas shall pay or cause to be paid all producton and severince taxes due on all volumes of Gas
actually taken by such Party

62 O (Alternative 1| - Entitlements) Fach Pamy shall pay or cause to be pad all Royalty due with respect to Royalty
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owners [0 whom 1t is accountable as f such Party were taking s Full’ Share of Current Production. and only s Full Share of
Current Praduction

6210 (Optional - For wuse only with Section 6.2 - Alternative [ - Eutitlementy Upon written request of a  Pany
taking less than as Full Share of Currem Production i a2 given month ("Current Underproducer'). any Party taking more than
us  Full Share of Curent Production n such month  (“Current  Overproducer”)  will pay  to such  Current  Underproducer  an
amount cach month equal lo the Royalty percentage of the proceeds recerved by the Current Overproducer for that portion of
the Current  Underproducer’s  Full  Share of Current  Production  1aken by the Current  (nverproducer.  provided.  however.  that
such payment wil not exceed the Royalty percentage that 1s common to all Royalty burdens n the Balancing Arca  Payments
made pursuant to this Section 621 will be deemed payments to the Underproduced Pary's Rosalty  owners for  purposes  of
Section 7 §

62 B (Alternative 2 - Sules) Each Party shall pay or cause 1o be pad Rovalt due with respect o Royvalty owners 1o
wliom 1t 1s accountable based on the volume of Gas actuatly taken for its account

63 ln the eveat that any goveramental authorty requires that Royalty payments he made on any  other bhasis than  that
provided ftor in this Section 6, each Panty agrees to make such Royaity payments accordingls. commencing on the  effectine  date
required by such governmental authonty, and the method provided for herein shall be thereby superseded
7.  CASHSETTLEMENTS

7.1 Upon the carlier of the plugging and abandonment of the last producing nterval in the Balancing Area. the termunation
at the Operaung Agreement or any pooling or unit agreement covering the Balancing Area. or 2t any tme no Guas 1s  taken
from the Balancing Area for a period of twelve (12) consecutive months, any Party may give wnlten notiee calhing for cash
settlement of the Gas production imbalances among the Parties Such notice shall be given to all Parties in the Balancing Area

72 Within sixty (60) days atter the notice calling for cash settlement under Section 7 1. the Operator will distribute o each
Party a Fmnal Gas Settlement Statement detaihng  the quantity of Ovwerproduction owed by  each Owerproduced Parv  to  each
Underproduced  Party  and  identifying  the month o which  such  Overproduction 15 attibuted,  pursuant 10 the  methodology
set out in Section 7 4

7.3 (Alternative 1 - Direct Party-to-Party Settlement) Within sixty (60) days after receipt of the Final Gas  Scttlement
Sttement.  cach  Overproduced  Party  widl  pay w0 each  Underproduced  Party  entitled 0 settfement  the  appropriate cash
settlement.  accompanied by appropriale  accounting detail At the ume of payment. the Overproduced Pany wiil noufh  the
Operator of the Gas nnbalance settled by the Overproduced Party’s payment

7.3 O (Alternative 2 - Settlement Through Operator) Within sixty (60) days after receipt of the Final Gas  Settlement
Statement,  each  Overproduced  Pamy will send  its cash  setilement, accompanied by appropriate  accounung  detal. 1o the
Operator  The  Operator will - disinbute  the monies  so recenved,  along  with  any  settlement owed by  the Operator as  an
Ovetproduced  Party, 1o each Underproduced Party 1o whom settlement s due  within minety  (90)  days  alter suance  of  the
Final Gas  Settlement  Statement. In the event that any Overproduced Panty fails to pay  any settlement due hereunder. the
Operator may turn over fesponsibility for the collecion of such settlement w the Pamy to whom 1t s owed. and the Operator
will have no further responsibiiity with regard to such settlement

7.3.10 (Optional - For use only with Section 7.3, Alternative 2 - Setttement Through Operator) Any Party shall have
the right at any tume upon thirty (30) days' prior written notice to all other Parties to demand that any settlements due such
Party  for Overproduction  be  patd  directly to such  Party by the Overproduced Party  rather than  being  pmd  through  the
Operatar In the event that an  Overproduced Party pavs the Operator any sums due to an  Underproduced Pary  at any e
after thity  (30) days tollowing the rcceipt of the notwce provided for herein. the Overproduced Party will continue o be hable
10 such Underprodured Party for any sums so paid, until payment 1s actually received by the Underproduced Party

74 0O (Alwrnative 1 - Historical Sales Basis) The amount of the cash settlement will be based on  the proceeds
received by the  Overproduced  Pany  under an  Amm's  length  Agreement  for the Gas when from ume 10 ume by e
Overproduced  Party i excess of the Overproduced Party’s  Full Share of Current Production  Any Mukeup (Gas taken by  the
Underproduced  Panty  prior 1o monetary  sctilement  hereunder  will be  appired  to offset Overproduction  chronofogically  in the
order of accrual

74 0O (Alternative 2 - Most Recent Sales Basis) The amount of the cash settlement will be based on the proceeds
received by the Overproduced  Party under an Am's Length  Agreement for the volume of Gas that  consttuted  Oserproduction
by the Overproduced Parts Itrom the Balancing Area  For the purpose of implemenung the cash  settlement  provision  of  the
Section 7. an Overproduced Party will not be considered to have produced any of an Underproduced Party's share of Gas unul
the Overproduced Party has produced cumulatively all of its Percentage Interest share of the Gas ulumateh  produced from  the
Balancing Area

75 Tlhe vatues used for calculaung the cash settlement under Secton 7.4 will anclude all proceeds recersed for the sale of the
Gas by the Overproduced Party calculated ot the Balancing Asea, afier deducting any production of severance taxes pad and  amy
Royalty actually paid by the Overproduced Party to an  Underproduced Party's Royalty owner(s), to the exient smd  payments
amounted to a discharge of said Underproduced Pamys Royalty obhgation, as well as any  reasonable marketing,  compression.
trealing, gathering or transpuntation costs incurred directly m connection with the sale of the Overproduction

7518 (Optional - For Valuation Under Percentage of Proceeds Contracts) For  Overproduction  sold under a gas
purchase contract providing for payment based on a percentage of the proceeds obtaned by the  purchaser upon  resale  of
residue gas  and  hquid  hydrocarbons  extracted at a gas processing  plant, the values wsed for  calculaung  cash settlement  will
include  proceeds  received by the Owverproduced Panty ftor both the liqud hydrocarbons  and  the residue  gas  aunbutable te  the
Overproduction
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76 To the extent the Overproduced Party did not sell ail Overproduction under an Arm's  Length  Agreement, the cash

settlement  will  be  based on  the wewshted average price  recewed by lhe  Overproduced  Party for any  gas sold  from  the
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Balancing  Area  under Arm's  Length  Agreements during the months 10 which such  Owverproduction attrbuted  [n the  event
that no sales under Arm's length Agreements were made during any such month, the cash scttlement for such month will be
based on the spot sales prices published for the applicable geographic area during such month (n 2 muwally acceptable  pricing
bulfetin

- over prime N
7.7 Interest compounded at the rate of one percent « I Yo)/ per annum or the maxyumum lawtul

rate ol nterest apphcable to the Balancing Area, whichever s less, will accrue for all amounts due under Section 71 beginming
the tirst duy foliowing the date payment is due pursuant to Section 7.3 Such nterest shall be borne by the Operator or any
Overproduced  Party i the  proportion  that  therr  respective  delays  beyond  the  deadhines set out n Sections 72 and 73
coninibuted o the accrual of the tnterest

78 In heu of the cash scttlement required by Section 73, an Overproduced Party  may  deliver (o the Underproduced  Party
an olfer to settle s Overproduction in-kind and at such rales, quantities, umes and sources as may be agreed wpos by the
Underproduced  Party It the Parties are unable to agree wupon the manner i which such  in-kind  settlement  gas  will  be
furmshed  within - sinty  (60) days aticr the Overproduced Party's offer o settle in kind, which period may  be  cuended by
agreement of said Parties, the Overproduced Party shall make a cash settlement as provided 10 Secton 73 The makwg of an
m-kind  scttlement offer under this Section 78 will not delay the accrual of mterest on the cash  settlement should the Parties
fuif 1o reach agreement on an in-Kind settlement
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8. TESTING

Notwithstanding  any  provision of this  Agreement to the contrary. any Party shall have the right. from ume w0 ume, 10
produce and take up to one hundred percent (100%) of a well's enure Gas siream to meet the reasonable delinverability  test(s)
required by such Panty's Gas purchaser. and the right to take any Makeup Gas shall be subordinate to the night of amy Pany 1o
conduct such tests: provided. however, that such tests shall be conducted in  accordance with prudent operating practices only

after ___sixty { 60 ) days' prior written notice to the Operator and shali last no longer than

twenty-four { 24 ) hours
9. OPERATING COSTS
Nothmg in this  Agreement shail change or affect any Party's obligabon 10 pay s proportionate  share of  all costs  and

Liabilities incurred 10 operations on or . connection with the Balancing Area, as its share thereol s set torth in the Operating
Agreement, trrespective  of  whether any Pany s at any Lme selling and using Gas or whether such  sales or use are n
proportion 10 11s Percentage Interest in the Balancing Area
10, LiQUIDS

The Parties shall share proportionately in and own all liquid hydrocarbons recovered with Gas by tield equipment  operated
for the jutat account 1n accordance with their Percentage interests i the Balancing Area
T AUDIT RIGHTS

Notwithstanding  amy  provision 1n tins Apreement  or  any  other agreement  between the  Parties  hercta. and  turther
notwithstanding  any  ternunation  or  cancellauon of this Agreement, for a period of two 2 years from the end of the calendar
year 10 which any nformauon o be lurmshed under Section 3 or 7 hereof s supplied. any Party  shatl have the right 10 audit
the records  of  any  other  Party  regarding  quantity, ncluding  but not limuted 0 informaton regarding Bru-content
Any  Underproduced  Party shall have the right for a period of two (2) years from the end of the calendar year i which am
cash settlement s received pursuant to Section 7 to audit the records of amy Overproduced Pany as to all maners concerning
values, tncludmg  but not himited to information regarding prices and disposition of Gas from the Balancing Area  Amy such
audit shall be conducted at the expense of the Party or Paries desinng such audit. and shall be conducted. after reasonable
notice, during normal  business hours i the office of the Party whose records are being audited. Fach Pany  hercto agrees (o
maintan records  as 1o the volumes and prices of Gas sold each month and the volumes of (ias used in s own  operations.
along wuh the Royalty pad on any such Gas used by a Party n its own operanons  The audit nghts provided tor in this
Secuion |1 shall be in addiion to those prosided tor in Section 3 2 of this Agreement
12, MHSCELLANEOLS

12.1 As between the Parties, in the event of any conflict between the provisions of this Agreement and the provisions of
any gas sales contract, or 1 the event of any conflict between the provisions of this Agreement and the prosisions of the
Operating Apreement, the provisions of this Agreement shall govern

122 Each Pany agrees lo defend. indemnify and hold hamless all other Parties from and aganst any and all habiliy  for
any clams, whch may be asseted by any thud party which now or hereafter stands in a  contractual relationship with such
mdemmifying  Party and which anse out of the operation of this Agreement or any activiues of such indemnifyig  Party  under
the provisions of  this  Agreement. and  does  further agre (o save the other Pamies harmbess  from all judgments  ar damages
sustained and costs incurred i conneclion therewith

123 Except  as  otherwise  provided  n this Agreement,  Operator 15 authonzed 1 adnumster  the  provisions  of  this
Agreement, but shall have no [wbiity 10 the other Parues for losses sustaned or habidiy ncurred which anse out of or n
connection  with the performance of Operator's duties  hereander, except such as may result tfrom Operator's  gross  neghigence or
willful nusconduct  Operator  shall not be hable to amy Underproduced Party for the fulure of any Overproduced Pany, (other
than Operator) 1o pay any amounts owed pursuant to the terms hereof

124 This Agreement shall remain sn full force and effect for as long as the Operating Agreement shall remain in force and
effcct as to the Balancing Area, and thercafier until the Gas accounts between the Parties are settled i full. and shall ure 1o
the benefit of and be binding wupon the Parties  hereto.  and  thar  respective  heirs,  successors,  legal  representalives
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and assigns. 1f any The Parties heseto agree 1o give notice of the existence of this Agreement o any  successor o mterest of
any such Party and to provide that any such successor shall be bound by this Agreement. and shall turther make amy transter of
any (nterest subject to the Operating Agreement. or any parnt thereof, also subject to the terms of this Agrcement

125 Unless the context clearly indwates otherwise, words used in the singular include the plural, the plural  ncludes  the
stagular, and the neuter gender includes the masculine and the feminine

126 In the event that any “Opuonal” provision of this Agreement 1s not adopted by the Parties to this Agreememt by a
typed. printed or  handwriten  indication.  such  provision shall not form a part of this Agreement. and no inference shall  be
made concerning  the intent of the Parties in such event. In the event that any “Alternatne” provision of this Agreement 1S not
so adopted by the Parties, Alternative | i each such instance shall be deemed to have been adopted by the Partes as™ a2 resuit
of any such omussion. In those cases where it s indicated that an Optional provision may be used only if a specific Aliernative
15 selected (1) an election to include said Optional provision shail not be effecuve untess the Aliernatinve In question 15 selected.
and () the ¢lection to include said  Optional  provision must be expressly indicated  hereon. . heaing  undenstood  that  the
selection of an  Alternative either expressly or by default as provided herein shall not, in and of iself. consttute an  election 10
include an associated Optional provision

12.7 This  Agreement shal bind the Parties n accordance with the provisions hereof. and nothing  herein shatll be  construed
or mterpreted as crealing any nghts o any person or eally nol a signatory  hereta, or s bewng 2 stpulation o fasar of any
such person or entily

128 {f contemporaneously with this  Agreement  becoming  effective, or thereafter, any  Parly  requests  that any  other  Pary
execute an approprniate memorandum or notice of this Agreement n order to give third parties nobice of record of same  and
submits same for execution in recordable form, such memorandum or notice shall be duly cxecuted by the Pamy to which such
request 15 made and delivered promptly thereafter (0 the Party making the request ('pon receipt. the Party making the request
shatl  cause the memorandum or nouce 1o be duly recorded n the appropniate real propery  ur other records  affecting  the
Balancing Area

129 In the evenmt Internal Revenue Service  regulations require a  umiform  method  of  computing  taxable income  hy all
Parties. cach Party agrees (o compute and report income (o the Internal Revenue Service (select oney O as f such Party were
tahing ats Full Share of Current Producuion during each relevant tax period 10 accordance with such regulations, insolar as same
relate to  entrtlement method tax computations, or O based on the quanuty of Gas taken for its account i accordance  with
such regulations, insofar as same relate to sales method tax computations
13. ASSIGNMENT AND RIGHTS UPON ASSIGNMENT

131 Subject to the provisions of Sections 132 (1f elected) and 133 hereot. and notwithstanding ansthing 1n this  Agreement
or n the Operating Agreement to the contrary, if any Party assigns (including any sale. exchange or other tanstery any of s
working interest in the Balancing Area when such Pary is an  Underproduced or  Ovwerproduced  Party,  the  assignment or  other
act of transfer shall. insofar as the Parties hereto are concerned, include all interest of the assigning or transferning Party 1n  the
Gas, all nghts to receive or oblhigations to provide or take Makeup Gas and all nghts to receive or obligauons tw make any
monetary  payment  winch  may ulbmately be duc  hereunder, as applicable  Operator and cach of the other Parties  hereto  shall
thereafier  trcat  the  assignment  accordingly, and the assigning or transfernng  Party  shail fook  solely 10 its  assignee  or  other
transferee for any interest in the Gas or monetary payment that such Party may have or 10 which 1t may be entled. and shall
cause Its assignee ar other transferee to assume 1ts obligations hereunder

132 0 (Optional - Cash Scttlement Upon Assignment) Notwithstanding anvthing 1n this  Agreement  (ncluding  but  not
limted to the provisions of Section 3.1 hereof) or 1n the Operaung Agreement to the contrary, and subject o the provisians
of Section 133 hereof. n the esent an Overproduced Party uwtends 1o sefl. assign. exchange or otherwise wanster any of s
mterest n a Balancing  Area. such  Overproduced  Party shall noufy in wnting the other working  mterest  owners  who  are
Parties hereto in such Balancing Area of such fact at least thirty i 30 ¥ days prior 1o closing the

transaclion Thereafter.  amy Underproduced  Party mdy demand  trom  such  Oserproduced  Pary m wnung,  within
thirty ( 30 } days after receipt of the Overproduced Party's notice. a cash scttiement of its

Underproduction  from  the  Balancing  Area  The Operator shall be notified of any such demand and of any  cash  settlement
pursuant to this Section 13, and the Overproduction and Underproductton of each Party shall be adjusted accordingly  Any cash
scttlement  pursuant to this Section 13 shall be paid by the Overproduced Party on or before the earlier to occur (1) cof sy (60)
days after receipt of the Underproduced Party’s demand or () at the closing of the transaction n which the  Overproduced
Party sclls, assigns. exchanges or otherwise transters its rerest in a Balancing Area on the same basts as otherwise set forth in
Sections 73 through 76 hereof. and shall bear intercst at the rate set forth n Section 77 hereof. beginming sty 160)  days
after the Overproduced Party's sale. assignment. exchange or transfer of its interest n the Balancing Area for any amounts not
paid  Provided. however, if any {inderproduced Party does not so demand such cash settiement of s Underproduction from the
Balancing  Area.  such  Underproduced  Party  shall ook exclusively 1o the assignee or  other  successor  n nterest  of  the
Overproduced  Party  gaving  notice  hereunder  for  the  satislaction  of  such  Underproduced  Party's  Underproduction o accordance
with the provisions ot Section 13 | hercot’

133 The provisions of thus Section 13 shall not be applicable n the event any Pary morgages s ntetest of disposes of us
interest by merger. reorgamizauon, consolidalion or sale of substantially all of its assets 10 a subsidiary or parent company, or 1o
any company 18 which any parent of subsidiary of such Party owns a majority of the stock of such company
I4. OTHER PROVISIONS
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15. COUNTERPARTS
This  Agreement may  be executed n counterparts, cach of which when taken with all other counterparts shall constitute

a binding agrecment between the Parties hereto: provided. however, thal if a Party or Parties owming a Percentage Interest in

the Balancing Area equal to or greater than a percent { %) therein fail(s) to execute this
Agreement on or hefore . this Agreement shall not be binding upon any Party and shall be of
no further force and effect

(N WITNESS WHEREQGF, this Agreement shall be effective as of the day of
ATTEST OR WITNESS: OPERATOR

TMBR/SHARP DRILLING, INC,

BY

Jellrey D. Phitlips

Type or pnnt name

Title President

Date April 20, 2002

Tax iDor S 8. No

NON-OPERATORS

DAVID H. ARRINGTON OIL & GAS, INC.

BY:

Type or pnint name

Title

Date

Tax1Dor$S No

BRANEX RESOURCES, INC.

BY

Type or print name

Title

Date

Tax [DorSS. No




EXHIBIT “F”

Non-Discrimination and Certification of Non-Segregated Facilities

ATTACHED [0 AND MADE A PART OF THAT CERTAIN JOINT OPERATING AGREFMENT DATED APRIE 20,
2002 BETWEEN TMBR/SHARP DRILLING, INC.. AS OPERATOR AND DAVID H. ARRINGTON Oll. &
GAS, INC., CT AL, AS NON-OPERATORS.

Definition: the word “Contractor” wherever used below shall mean “Operator™ when this exhibit
form is attached to  an Operating  Agreement and shall mean “Farmee”
when attached to a Farmout Agreement.

A. During the performance of this contract, Contractor agrees as follows:

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

[5]

The Contractor will, in all solicitations or advertisement for employees placed by or on
behalf of the Contractor, state that all qualified applicants will receive consideration for
employment without regard to race, color, religion, sex or national origin.

3. The Contractor will send to each labor union or representative of workers with which he
has a collective bargaining agreement or other such contract or understanding, a notice to
be provided by the agency contracting officer, advising the labor union or workers
representatives of the Contractor’s commitments under Section 202 of Executive Order
No. 11246 of September 24, 1965, and shall post copies of the notice in conspicuous
places available 10 employees and applicants for employment.

4. The Contractor will comply with all provisions of Executive Order No. 11246 of
September 24, 1965, and by the rules, regulations and orders of the Secretary of Labor.

wn

The Contractor will furnish all information and reports required by Executive Order No.
11246 of September 24, 1965, and by the rules. regulations and orders of the Secretary of
Labor for purposes of investigation to ascertain compliance with such rules, regulations
and order.

6. In the event of Contractor’s non-compliance with the nondiscrimination clauses of this
contract or with an of such rules, regulations or orders, this contract may be cancelled.
terminated or suspended in whole or in part and the Contractor may be declared ineligible
for further Government contracts in accordance with procedures authorized in Executive
Order No. 11246 of September 24, 1965, and such other sanctions may be imposed and
remedies invoked as provided in said Executive Order No. 11246 of September 24, 1965,
or by rules, regulation or order of the Secretary of Labor, or as otherwise provided by
faw.

7. The Contractor will include the provisions of Paragraphs (1} through (7) in eveny
subcontract or purchase order unless exempted by rules, regulations or orders of the
Secretary of Labor issued pursuant to Section 204 of the Executive Order No. 11246 of
September 24, 1965, so that such provisions will be binding upon each subcontractor or
vendor. The Contractor will take such action with respect to any subcontract or purchase
order as the contracting agency may direct as a means of enforcing such provisions,
including sanctions for noncompliance; provided. howesver, that in the event the
Contractor becomes involved in, or is threatened with litigation with a subcontractor or
vendor as a result of such direction by the contracting agency, the Contractor may request
the United States to enter into such litigation to protect the interest of the United States.

Lxhihut ¢
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B. EQUAL EMPLOYMENT REPORTING

The Contractor, unless exempt, agrees to file with the appropriate federal agency a
complete and accurate report on Standard Form 100 (EEO-1) within 30 days after the
signing of this agreement or the award of any such purchase order, as the case may be,
(unless such a report has been filed in the last 12 months) and agrees to continue to file
such reports annually, on or before March 31* (41 CFR 60-1.7(A))

C. AFFIRMATIVE ACTION COMPLIANCE PROGRAM

The Contractor agrees to develop and maintain a current written atfirmative action
comphiance program for each of its establishments in accordance with the regulations of
the Secretary of Labor promulgated under Executive Order No. 11246, as amended. (41
CFR 60-1.40)

D. VETERAN’S EMPLOYMENT

In the event the agreement to which this exhibit is attached is for the purpose of carnying
out a contract with any department or agency of the United States for the procurement of
personal property and non-personal services (including construction) for the United
States as provided by Section 2012 of Title 38 USC, Contractor agrees to give special
emphasis to the employment of qualified disabled veterans and veterans of the Vietnam
era and to list immediately with the appropriate local employment service office of its
suitable employment openings.

E. EQUAL OPPORTUNITY IN EMPLOYMENT CERTIFICATION OF NONSEGREGATED
FACILITIES

Contractor, by entering into the contract to which this Exhibit is attached, certifies that he
does not maintain or provide for his employees any segregated facilities at any of his
establishments, and that he does not permit his emplovees to pertorm their services at any
location, under his control, where segregated facilities are maintained. He certifies
further that he will not maintain or provide for his employees any segregated facilities at
any of his establishments, and that he will not permit his employees to perform their
services at any location, under his control, where segregated facilities are maintained.
Contractor agrees that a breach of this certification is a violation of the Equal Opportunity
clause in this contract. As used in this certification, the term “segregated tacilin” imeans,
but is not limited to, any waiting rooms, work areas, rest rooms and wash rooms.
restaurants and other eating areas, time clocks, locker rooms and other storage or dressing
areas, parking lots, drinking fountains, recreation or entertainment areas, transportation
and housing facilities provided for employees which are segregated by explicit directive
or are in fact segregated on the basis of race, creed, color, sex or national origin, because
of habit, local custom, or otherwise. He further agrees that (except where he has obtained
identical certifications from proposed subcontractors for specific time periods) he will
obtain identical certifications from proposed subcontractors prior to the award of
subcontracts exceeding $10,000.00 which are not exempt from the provisions of the
Equal Opportunity clause; that he will retain such certifications in his files: and that he
will forward the following notice to such proposed subcontractors (except where the
proposed subcontractors have submitted identical certifications tor specific time periods):
NOTICE TO PROSPECTIVE CONTRACTORS OF REQUIREMENT FOR
CERTIFICATIONS OF NONSEGREGATED FACILITIES: A Centification of
Nonsegregated Facilities, as required by the May 9, 1967 Order (32 CFR 7439, May 19,
1967) on Elimination of Segregated Facilities by the Secretary of Labor, must be
submitted prior to the award of a subcontract exceeding $10,000.00 which is not exempt
from the provisions of the Equal Opportunity clause. The Certification may be
submitted either for each subcontract or for all subcontracts during a period (l.e.,
quarterly, semi-annually or annually).

txhibi CF
Page 2 of 2
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MODEL FORM RECORDING SUPPLEMENT 10
OPERATING AGREEMENT AND FINANCING STATEMENT
THIS AGREEMENT, entered mto by and between TMBR/Sharp Drilling, [nc.
herenafler referred to as “Operator,” and the signatory party or parties other than Operator, heremafter referred  to

individually as “Non-Operator,” and collectively as “Non-Operators

WHERCAS. the parties 10 this agreement are owners of Oil and Gas Leases and/or Oil and Gas Interests  the land
dentified in Exhibit "A” {said fand, Leases and Interests being heremafter called the “Contract Area”). and in any istance n
which the Leases or Interests of a party are not of record, the record owner and the party hereto that owns the nterest or
nghts therein are reficcted on Exhibit “A™;

WHEREAS, the parties hereto have executed an Operating Agreement dated April 20, 2002

(heren the “Operating Agreement”). covening the Contract Arca for the purpose of explonng and developing such lands.
Leases and Inlerests for Oil and Gas. and
WHEREAS, the parties hereto have exccuted this agreement for the purpose of unparting notice to all persons ot the
rights and obhgations of the parties under the Operating Agreement and for the further purpuse of perfecting those nights
capabie of perfection
NOW., THEREFORE, i consideration of the mutual rights and obligations of the parties hereto, 1t 15 agreed as tollows
I This agreement supplements the Operating Agreement. which Agreement in s entirety 1s incurporated herem by
reterence. and all terms used heren shall have the meaning ascribed to them in the Operating Agreement
2 The parties do hereby agree that
A The Oil and Gus Leases and/or Oil and Gas Interests of the parties comprising the Contract Area shall be subject
1o and burdened with the terms and provisions of this agreement and the Operating Agreement. and the parties do
hereby commut such Leases and Interests to the performance thereol
B. The exploration and development of the Contract Area for Oil and Gas shall be governed by the terms and
provisions of the Operating Agreement. as supplemented by this agreement
C Al costs and labthties incurred 10 operauons under this agreement and the Operaung Agreement shall be borne
and pad. and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties
hereto. as provided i the Operating Agreement
D Regardiess of the record title ownership to the Oil and Gas Leases andror Od and Gas Interests wdentified on
Exmbit "A" all production of Oil and Gas from the Contract Area shall be owned by the parties as provided in the
Operating Agreement. provided nothing contaned 10 this agreement shall be deemed an assignmient 0T CTOss-assignment
of interests covered hereby:
€ Each panty shall pay or deliver, or cause o be paid or delivered, all burdens on us share of the production from the
Contract Area as provided in the Operating Agreement
[ An overriding rovaity. productivn payment, net profits interest or other burden pavable out of production hercafter
created. assignments of production grven as security tor the payment of money and those overnding royalties, production
payments and other burdens pavable out of production heretofore created and defined as Subsequently Created Interests
m the Operating Agreement shalf be (1) borne solely by the party whose interest is burdened therewith. (i1 subject to
suspension 1f a panty 15 required (o assign or relinquish to another party an interest which 1s subject to such burden, and
(b1} subject to the licn and secunity interest hercinafter provided of the party subject o such burden fails ta pay s share
of expenses chargeable hereunder and under the Operating Agreement, all upon the terms and provisions and in the
umes and manner provided by the Operating Agreement
G The Oit and Gas Leases and/or Oil and Gas Interests which are subject hereto may not be assigned or transferred
except n accordance with those terms, provisions and restnictions in the Operating Apreement regulating such Lransters
This agreement and the Operating Agreement shall be binding upon and shall fnure to the benefit of the parties hereto.
and their respective heirs, devisees. legal representatives, and assigns. and the terms hereof shall be deemed 0 run with
the leases or interests included within the lease Contract Area
fi  The parties shall have the right to acquue an nterest in renewal. extension and replacement feases, leases
proposed to be surrendered. wells proposed 10 be abandoned. and interests 1o be relinquished as a result of non-
participation in subsequent operations, all in accordance with the terms and provistons of the Operating Agreement
I The nghts and obligations of the parties and the adpustment of interests among them in the event of a fadure or
loss of utle. each party’s nght to propose operations. obligations with respect 1o participation 1 operations on  the
Contract Area and the consequences of a failure 10 parhcipate i operations. the nghts and obligations of the parues
regarding the marketing of production, and the nghts and remedies of the parties tor talure to comply with financial
obligations shall be as provided 1n the Operating Agreement
J Kach party’s interest under this agreement and under the Operating Agreement shali be subject to relinquishment
for its falure 10 participate mn subsequent operations and each party’s share of production and costs shall be reallocated
on the basis of such relinguishment, all upon the terms and prosisions pravided 1 the Operating Agreement
K. All other maiters with respect to exploration and development of the Contract Area and the ownership and
transfer of the Oil and Gas Leases and/or Ol and Gas Interest therein shall be goserned by the terms and provisions of
the Operating Agreement
3 The parties hereby grant reciprocal Jiens and security mterests as follows
A Each party grants to the other parties hereto a lien upon any interest 1t now owns or hereafter acquires in il and
Gay feases and Ot and Gas Interests in the Contract Area, and a securty interest andior purchase money security
nterest in any interest 1t now owns or hercafter acquires 1n the personal property and fintures on or used of obtained
for use in connection therewith, to secure performance of all of s obligations under this agreement and the Operating
Agreement ncluding but not iimted w0 payment of expense. nterest and fees, the proper disbursement of all mones
paid under this agreement and the Operating Agreement, the assignment or relinguishment of mterest i il and Gas
Leases as required under this agreement and the Operating Agreement, and the proper performance of operations under
this agreement and the Operaung Agreement Such Len and securty interest granted by cach party hereto shall inciude
such panty's leaschold interests, working interests, operating nights, and rovally and ovemding royalty interests n e
Contract Area now owned or hercafter acquired and in lands pooled or umitized therewith or otherwise becoming subject
W this agreement and the Operating Apreement, the Oit and (Gas when extracted therefrom and equipment situated
thereon or used or obtained for use in connection therewith (including, without timitation, all wells, tools, and jubular
goods), and accounts ({including, without limitabion, accounts arising from the sale of production at the wellhead).

1.
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contract nghts. nventory and general itangibles relating thereto or ansing theretrom. and all proceeds and products of
the foregoing
13 Fach party represents and warrants to the other parties hereto that the hen and securily (nterest granted by such
party 1o the other parties shall be a first and prior lien. and cach panty hereby agrees to maintain the prionty of sard lien
and sceunity nterest aganst all persons acquiring an nterest in O and Gas Leases and Interests covered by this
agreement and the Operating Agreement by, through or under such party Al parties acquinng an terest in il and
Gas Leases and Oil and Gas Interests covered by this agreement and the Operatng Agreement. whether by assignment.
merger, mortgage. operation of law. or otherwise, shall be deemed to have taken subject tu the lien and secunity Interest
granted by the Operaung Agreement and this instrument as 1o all obligations attnbutable to such interest under this,
agreement and the Operating Agreement whether or not such obligations arise before or after such interest 1s acyuired
C To the extent that the parties have a security interest under the Umform Commercial Code of the state tn which
the Contract Area 1s situated. they shall be entitled 10 exercise the rights and remedies of o sccured party under the Code
The bnnging of a sunt and the oblaining of judgment by a party Jor the secured indebtedness shall not be deemed an
clection of remedies or otherwise affect the lien rights or security (mterest as security for the payment thereof In
addrion. upon default by any pany in the paymeni of ns share of expenses. interest or fees, or upon the improper use of
funds by the Operator, the other parties shall have the right, without prejudice to other nghts or remedies, (0 collect
from the purchaser the proceeds from the sale of such defaulung party's share of (il and Gas untl the amount owed by
such party. plus wierest, has been received, and shall have the right 1o offset the amount awed aganst the proceeds from
the sale of such defaulting party's share of Oul and Gas. All purchasers of production may rely on a notfication of default
from the non-defaulting pany or parties sfating the amount due as a result of the default, and alt parties wane any
recourse avarlable agamnst purchasers for releasing production proceeds as provided in this paragraph
D If any party fails to pay its share of expenses within one hundred-twenty (1205 davs after rendition of a statement
theretor by Operator the non-defaulting  parties, ncluding  Operator, shall. upon request by Operator, pay the unpad
amount in the propartan that the terest of cach such party bears to the uerest of all such paries The amount pad
by euch party so paying ils share of the unpaid amount shall be secured by the liens and security nights described 1n this
paragraph 3 and n the Operaung Agreement, and cach paying party may independently pursuc any remedy available
under the OUperating Agreement or otherwise
E.If any party does not perform ali of ns obligations under this agreement or the Operaung Agreement. and the
fallure o perform subjects such party to foreciosure or execution proceedings  pursuant to the provisions of this
agreement or the Operauing Agreement, 10 the extent allowed by governing law. the defaultng pamy wanes any
available right of redemption from and after the date of judgment. any required valuation or apprasement of the
mortgaged or secured property prior to sale, any available right to stay evecution or tu require a marshalling of assels
and any required bond in the cvenl a recerver is appointed In addition. to the extent permutted by applicable law. cach
party hereby grants to the other parties a power of sale as to any property that is subject to the hen and secunity nghts
granted hereunder or under the Operating Agreement, such power to be evercised in the manner provided by applicable
law or otherwise 1n a commercialty reasonable manner and upon reasonable notice
F. The lien and security interest granted in this paragraph 3 supplements identical rights granted under the
Operating Agreciment
G To the extent permitted by applicable law, Non-Operators agree that Operator may imoke or ulilize the
mechames™ or matenalmen’s lien law of the state in which the Contract Area 1s situated in order 10 secure the pavment
o Operator of any sum due under this agreement and the Operating Agreement for senvices performed or matenals
supplied by Operator
Fl The above described secunty will be financed at the welthead of the well or wells located on the Contract Area and
this Recording Supplement may be filed in the land records in the County or Pansh in which the Contract Atca 15
located. and as a financing statement m all recording offices required under the Umiform Commercial Code or other
apphcable state statules to perfect the above-described secunty nterest, and any party hereto may file 2 contnuation
statement as necessary under the Uniform Commercial Code, or other state laws
4 This agreement shall be effective as of the date of the Operating Agreement as above recited Cpon emunation of
this agreement and the Operating Agreement and the sabisfaction of all obligations thereunder. Operator is authornized o file
of record i all necessary recording offices a notice of termination, and cach party hereto agrees 10 execute such a nohice of
terminauon as 10 Operator’s interest, upon the request of Operator. f Operator has complied with all of s financial
obligations
§ This agreement and the Operating Agreement shall be binding upon and shall nure 10 the benefit of the parties
hereto and thew respective hews, devisees, legal representaives, successors and assigns  No sale, encumbrance, transter or
other disposition shall be made by any pany of any interest in the Leases or Interests subiect hercto except as expressly
permitied under the Operating Agreement and, f permuled, shall be made expressly subject to thes agreement and the
Operating Agreement and without prejudice o the rights of the other parties If the transter s permitted. the assignee ol an
ownerstip interest m any Ol and Gas fease shall be deemed a party 1o s agreement and the Operating Agreement as to
the interest assigned from and atier the effective date ol the transfer of awnership, provided. however. that the other partes
shall not be required to recognize any such sale, encumbrance. transfer or other disposilion for any purpose hereunder unul
thity (30} days after they have recenved a copy of the instrument of transfur or other satisfactory evidence thereof wriung
from the transferor or transferee No assignment or other dispositon of interest by a party shall relieve such party of
obligations previously curred by such party under this agreement or the Operating Agreement with respect 10 the nterest
transferred. including without himstation the obligation of a party 1o pay all costs attributable to an operation conducted under
this agreement and the Operating Agreement tn which such party has agreed 10 participate prior 1o making such assignment.
and the lien and secunty inlerest granted by Aricle VI B. of the Operating Agreement and hereby shall continue to burden
the 1nterest transferred to secure payment af any such obligations
6 In the cvent of a conflict between the terms and provisions of this agreement and the terms and provisions of the
Operating Agreement. then, as between the parties, the terms and provisions of the Operatng Agreenent shall control
7. This agreement shall be binding upon each Non-Operator when this agreement or 3 counterpant thereol has been
execuled by such Non-Operator and Operator notwithstanding that this agreement 15 not then or thereatter executed by all of
the parties ta which 1t is tlendered or which are hsted on Exhibit “A™ as owrung an interest in the Contract Arca or which
own. m fact. an interest w the Contract Area In the event that any provision herein s llegal or unenforceable. the
remaining provisions shall not be affected, and shall be enforced as if the illegal or unenforceable provision did not appear herein

.2-
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(N WITNESS WHEREOQF. this agreement shall be effective as of the __20th  day of Aprit

Jeur 2002

wod W

16 ATTEST OR WITNESS: OPERATOR

19 TMBR Sharp Drillling, Inc.

<

By

Pefping

Type or Print Name

w

Title: Jeffery D. Phillips, President
Date:
Address P O Box 10970, Midland, FTexas 79702-7970

w

*

[ N N
=

-

28  ATTEST OR WITNESS: NON-OPERATORS

31 David H. Arrington Qil & Gas, Inc.

33 By
34 Type or Print Name
35 Title:
36 Date
37 Address:

40  ATTEST OR WITNESS:

45 By
46 Type or Print Name
47 Ditle Dale Douglas

48 Date

39 Addresy

St ATTEST OR WITNESS:

56 By
57 Type or Print Name
58 Tile
59 Date

61 Address

62 ATTEST OR WITNESS:
63

64

65

66

67 By

68 Type or Print Name

69 Title
20 Date
71 Address
72
73
74




STATE OF TEXAS §
COUNTY OF MIDLAND ¢

This instrument was acknowledged before me on the 20* day of April,_2002 by Jeffrey *
D. Phillips, President of TMBR/Sharp Drilling, Inc., a Texas corporation, on behalf of said
corporation.

Notary Public, State of
Printed Name:
Commission Expires:

STATE OF TEXAS §
COUNTY OF MIDLAND  §
This instrument was acknowledged before me on the day of’ 2002
by
of David H. Amington Oil & Gas, Inc., a
corporation, on behalf of said corporation.
Notary Public, State of
Printed Name:
Commission Expires:
STATE OF NEW MEXICO &
COUNTY OF §
This instrument was acknowledged before me on the day of ,.2002

by Dale Douglas.

Notary Public, State of
Printed Name:
Commission Expires:




e

EXHIBIT “A™

Attached to and made a part of that certain Model Form Recording Supplement to
Operating Agreement and Financing Statement dated effective April 20, 2002, by
and between TMBR/Sharp Drilling, Inc., Operator and David H. Arrington Oil &
Gas, Inc,, et al, Non-Operators.

Lands subject to this Agreement:

Township 16 South, Range 35 East, NM P.M.
Section 25: The North Half (N/2), containing 320 acres, more or less,
Lea County, New Mexico

Parties subject to this Agreement and their respective percentages of

interest:

TMBR/Sharp Drilling, Inc. 84.4375%
David H. Arrington Oil & Gas, Inc. 14.6875%
Dale Douglas 0.8750%
Total: 100.00000%

Addresses of the parties to this Agreement:

TMBR/Sharp Drilling, Inc.
Attn: Jeffrey D. Phillips

P. O. Box 10970

Midland, Texas 79702-7970

Telephone: (915) 699-5050
Facsimile: (916) 699-5085

David H. Arrington Oil & Gas, Inc.
P. O. Box 2071
Midland, Texas 79702-2071

Telephone: (915) 682-6685
Facsimile: (915)682-4139

Dale Douglas
P.O.Box 10187
Midland, Texas 79702-7187

Telephone: (915) 682-5565
Facsimile: (915) 682-4498



STATE OF NEW MEXICO
DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES
OIL CONSERVATION DIVISION

IN THE MATTER OF THE APPLICATIONS OF CASE NOS. 12816,
DAVID H. ARRINGTON OIL AND GAS, INC., 12859, 12860 and
TMBR/SHARP DRILLING, INC., AND OCEAN 12841

ENERGY, INC. FOR COMPULSORY POOLING,
LEA COUNTY, NEW MEXICO

DAVID H. ARRINGTON OIL AND GAS, INC.’S
RESPONSE TO
MOTION OF TMBR/SHARP DRILLING, INC.
TO CONTINUE CASE 12816
AND
TO DISMISS CASES 12859, 12860 AND 12841

David H. Armrington Oil and Gas, Inc., (“Arrington”), through its attorneys, Miller
Stratvert & Torgerson, P.A., (J. Scott Hall), for its Response to the Motion To Continue and
To Dismiss filed on behalf of TMBR/Sharp Drilling, Inc., ("“TMBR/Sharp”), states:

FACTUAL BACKGROUND

Some time ago', Movant TMBR/Sharp filed its Application for Compulsory Pooling
in Case No. 12816 seeking to consolidate working interests in the N/2 of Section 25, T-16-
South, Range 35 East, NMPM for the drilling of its Blue Fin *“25” Well No. 1 in the NW/4 of
Section 25. Previously, TMBR/Sharp’s efforts to obtain an APD for its proposed well became
entangled in the collateral proceedings in Case Nos. 12731 and 12744 where it challenged
APD’s issued prior in time to Arrington. Those consolidated cases ultimately resulted in the
issuance by the New Mexico Oil Conservation Commission of Order No. R-11700-B on
April 26, 2002, which found, among other things, that the Division’s District I Supervisor

should issue an APD to TMBR/Sharp for its proposed well. In addition. the Commission

' TMBR/Sharp's Application was filed on January 28, 2002.



expressly retained jurisdiction over the matter, noting that separate court proceedings to
resolve title issues could affect the outcome these pending administrative cases.

In the interim, Ocean Energy filed separate compulsory pooling applications (Case
No. 12841 and Case No. 12860) seeking to pool the W/2 of Section 25 for two alternative
proposed Mississippian formation well locations in the NW/4 and SW/4, respectively. More
recently, Arrington has filed its application for compulsory pooling to create an E/2 unit?® in
Section 25 for its Glass-Eyed Midge 25 No. 1 Atoka/Morrow/Mississippian well to be drilled
in the NE/4. The E/2 Arrington unit and the N/2 TMBR/Sharp unit are in obvious conflict.
Significantly, Arrington’s application does not present a title or permitting issue like
TMBR/Sharp’s applications in Case Nos. 12731 and 12741 did; Arrington’s C-101 APD for
the Glass-Eyed Midge 25 No. 1 well was issued by the Division on December 17, 2001. Its
C-102 reflecting an E/2 unit was filed on November 29, 2001.

POINTS AND AUTHORITIES

The Motion To Continue:  Arrington vigorously opposes the TMBR/Sharp motion

to continue Case No. 12816. It is clear that geologic and economic waste issues should
determine the outcome of these disputed cases, not resolution of collateral title issues.
Accordingly, the Division should discharge its statutory function and resolve these matters at
the earliest opportunity. Moreover, it is in the interests of administrative efficiency and
economy that all four cases be heard simultaneously at the May 16" examiner hearing. The

Division should resist any further efforts of TMBR/Sharp to delay resolution of this long-

standing dispute.

* Arrington’s APD for an E/2 unit was filed on November 29, 2001.
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The Motion To Dismiss: Arrington opposes TMBR/Sharp’s motion to dismiss Case

Nos. 12859, 12860 and 12841.

Under TMBR/Sharp’s reading of Order No. R-11700-B, it is now “entitled” to
proceed with the drilling of its well, as “[t]he Commission decision in favor of TMBR/Sharp
eliminates the need for the Division to decide the Ocean and Arrington compulsory pooling
cases’. (Motion To Dismiss, Pg. 3).

The basis of the TMBR/Sharp motion to dismiss is its unfounded belief that the
possession of an APD “precludes the Division from entering an order granting the relief
sought in Cases 12841, 12859 and 12860.” (Motion to Dismiss, Pg. 1). It is the essence of the
TMBR/Sharp argument that the Division’s statutory hearing process must be subservient to
the routine processing of an APD.

TMBR/Sharp knows better.

TMBR/Sharp Argues That The Division’s Adjudicatory Function Is Substituted By A

Ministerial Act.

By asserting that the issuance of an APD by the District Otfice somehow obviates the
need for further administrative action, TMBR/Sharp is exalting a mere ministerial act over
the substantive and discretionary quasi-judicial function that the Division is mandated to
perform under N.M. Stat. Ann. 1978 Sections 70-2-17 and 70-2-18.°

In a situation such as this, where multiple owners have not agreed to pool their
interests, under the Division’s compulsory pooling statutes, on application, the agency is

obliged to convene a hearing and consider evidence probative of whether pooling is necessary

* Compulsory Pooling proceedings are identified as adjudicatory matters at 19 NMAC 15N.1207.A(1).



“...to avoid the drilling of unnecessary wells or to protect correlative rights, or to prevent

waste”. N. M. Stat. Ann. 1978 Section 70-2-17(C). See Simms v. Mechem 72 N.M. 186, 188,
382 P.2d 183, 184 (1963). (“Unquestionably the commission is authorized to require pooling
of property when such pooling has not been agreed upon by the parties[.]”) Where the
evidence presented substantially supports affirmative findings and conclusions on any one of
these issues, then the statute directs that the Diviston “shall pool all or any part of such lands
or interests or both in the spacing or proration unit.”” /d., (emphasis added). Even under this
statutory hearing process, depending on the evidence, the issuance of a compulsory pooling
order is discretionary and is by no means an entitlement. This quasi-judicial function is
expressly reserved to the Commission and the Director or her duly appointed examiners (N.
M. Stat. Ann. 1978 sec. 70-2-13) and no part of it may be delegated by fiat under the guise of

a ministerial approval of a drilling permit. See Kerr-McGee Nuclear Corp. v. New Mexico

Environmental Improvement Board, 97 N.M. 88, 97, 637 P.2d 38, 47 (Ct. App. 1981). In

Kerr-McGee, the Court of Appeals held that duties which are quasi-judicial in nature, and
which require the exercise of judgment cannot be delegated. Id. As Kerr-McGee was a case
of first impression in New Mexico, the Court of Appeals relied on Oklahoma case law. The

Supreme Court of Oklahoma in Van Horn Oil Co. v. Okla. Corp. Com’n., 753 P.2d 1359,

1363 (1988) cited to the same authority relied on the New Mexico Court of Appeals when it

quoted:

Administrative bodies and officers cannot alienate, surrender, or abridge their
powers and duties, or delegate authority and functions which under the law may
be exercised only by them; and, although they may delegate merely ministerial
functions, in the absence of statute or organic act permitting it, they cannot
delegate powers and functions discretionary or quasi-judicial in character, or
which require the exercise of judgment.



Citing, Anderson v. Grand River Dam Authority, 446 JP.2d 814 (1968). The Anderson Court

also quoted with approval from American Jurisprudence and Corpus Juris Secundum:

In 2 Am. Jur. 2" Administrative Law, Section 222, it is said: It is a general
principal of law, expressed in the maxim “delegates no protest delegare”, that a
delegated power may not be further delegated by the person to whom such
power is delegated and than in all cases of delegated authority, or personal trust
or confidence is reposed in the agent and especially where the exercise and
application of the power is made subject to his judgment and discretion, the
authority 1s purely personal and cannot be delegated to another*** A
commission charged by law with power to promulgate rules, cannot in turn,
delegate that power to another.”

Because New Mexico has expressly adopted Oklahoma law, it is the law in this state that an
administrative body may not delegate a statutory function, particularly in the manner that
TMBR/Sharp advocates.

In making any determination under the compulsory pooling statute, under long-
standing practice,’ the Division will consider evidence relating to, among other matters: (1)
the presence or absence of a voluntary pooling agreement; (2) whether a reasonable and
good-faith effort was made to obtain the voluntary participation of others’; (3) reasonableness
of well costs; (4) geologic and engineering evidence bearing on the avoidance of waste and
the protection of correlative rights, including the drilling of unnecessary wells; (5) the
assessment of a risk penalty; and (6) whether a proposal is otherwise in the interests of
conservation. The mere approval of a drilling permit and the filing of an acreage dedication
plat serve to do none of these things and neither have any of the functions enumerated above

been delegated outside the Division’s regular hearing process.®

¢ See Morris, Richard, Compulsory Pooling of Oil and Gas Interests in New Mexico, 3 Nat. Resources J. 316

(1963).

* In this case, the reasonableness of the TMBR/Sharp efforts to obtain voluntary participation of the parties it seeks

to pool is in question. See Exhibit A, attached.
“N. M. Stat. Ann. 1978 Section 70-2-17(C): “All orders effecting such pooling shall be made after notice and

hearing[.]”



[t is speclous reasoning to argue that any portion of the pooling process is subsumed
by the mere processing of an APD. Order No. R-11700-B, Par. 33. (“An application for a
permit to drill serves different objectives than an application of compulsory pooling and the
two proceedings should not be confused.”) Moreover, the issuance of a drilling permit does

not constitute any determination of a property right. See Gray v. Helmerich & Payne, Inc., et

al. 843 S.W. 2d 579 (Tex. 2000). TMBR/Sharp is asserting that compulsory pooling is
unnecessary only because it must remain consistent with the position it has taken in the
ongoing litigation in the 5™ Judicial District Court. There, TMBR/Sharp is advancing the
highly tenuous argument that the filing of a C-102 acreage dedication plat was sufficient to
“pool” acreage into a unit comprised of the W/2 of Section 25 (sic), T-16-S, R-35-E, thus
perpetuating its Stokes oil and gas lease.” Were it to argue otherwise, then its court case
would be finished.

Finally, TMBR/Sharp’s assertion that Order No. R-11700-B confers upon it a ““prior
right” to drill, making moot the pooling applications in Cases 12859, 12860 and 12841, is
contra-indicated by express terms of the Order itself:

“Issuance of the permit to drill does not prejudge the results of a compulsory pooling
proceeding, and any suggestion that the acreage dedication plat attached to an application

to drill somehow “pools” the acreage is expressly disavowed.”

(Order No. R-11700-B, Par. 34).

Order No. R-11700-B Is Not Final.

Order No. R-12170-B continues to be subject to further administrative action. As

indicated above, the Commission determined that it would retain jurisdiction over Case Nos.

? TMBR/Sharp Drilling, Inc. v. David H. Arrington Qil and Gas, Inc., et al., 5™ Judicial District Court No. CV-
2001-315C; Claimant’s Motion for Partial Summary Judgment Regarding Filing of Unit Designation, Pg. 9.




12731 and 12744 pending final resolution of the title dispute among Arrington, Ocean Energy
and TMBR/Sharp that remains ongoing in the 5™ Judicial District Court, noting that the
outcome there could affect the related administrative proceedings before the Commission.
Additionally, Arrington intends to submit a request for rehearing in Case Nos. 12731/12744,
that may be followed by further appellate review. Alternatively, Arrington may seek the
issuance of an amended order to correct a number of erroneous findings. TMBR/Sharp’s

declaration that these proceedings are now over is premature and is thus not a legitimate basis

for its Motion To Dismiss.

TMBR/Sharp’s_Stated Intent To Commence Drilling. In its Motion. TMBR/Sharp

represents:

“In accordance with NMSA (1978) Section 70-2-17, TMBR/Sharp intends to

drill the Blue Fin Well No. 2 prior to the compulsory pooling of the remaining

working interest owners in the N/2 of Section 25.” (Motion To Dismiss, Pg. 3.)

TMBR/Sharp’s stated intent to “drill now, pool later” is to be taken with a grain of
salt. Proceeding in such a fashion, while arguably permissible, ts certainly precipitous and
exposes TMBR/Sharp and its non-operating partners to substantial economic risk and legal
uncertainty. While we agree that it has been the agency’s interpretation of Section 70-2-17(C)
that an operator may initiate compulsory pooling affer a well has been drilled, the issuance of
a pooling order is not a given, particularly in a vigorously contested case such as this. A
number of other considerations, geology, unit orientation, economic waste and the drilling of

unnecessary wells among them, may prevent the issuance of an order favorable to

TMBR/Sharp. Moreover, proceeding to drill now and pool later would impair, if not outright



preclude, TMBR/Sharp from making the statutorily required showing that it made a good
faith effort to obtain the voluntary agreement of the other affected interest owners.

Any advantage TMBR/Sharp would hope to gain going into a subsequent compulsory
pooling proceeding with a pre-drilled well is far outweighed by the risks. The time ultimately
consumed by these contested administrative and judicial proceedings is presently unknown
and when a compulsory pooling order may finally be issued cannot be predicted. In the
interim, while it may have completed a well fully capable of producing, no allowable will be
assigned to the well until TMBR/Sharp can demonstrate that all interests have been
consolidated or a non-standard unit has been approved by the Division. (19 NMAC
15 M.1104.C: *“No allowable will be assigned to any well until a standard unit...has been
communitized or pooled and dedicated to the well.”) Until then, the Blue Fin 25 Well No. 1
would remain shut-in. (See Case No. 12622; Application of Nearburg Exploration Company,
L .L.C. For Approval of Two Non-Standard Spacing and Proration Units, Lea County, New

Mexico.)

CONCLUSION

For all the foregoing reasons, TMBR/Sharp’s Motion To Dismiss should be denied

and Case Nos. 12859, 12860 and 12841 should proceed to hearing at the earliest opportunity.

MILLER, STRATVERT & TORGERSON, P.A.

N 1. | M,.:\'—S\LJ\S{

J. Scott Hall

Attorneys for David H. Arrington Oil & Gas, Inc.
Post Office Box 1986

Santa Fe, New Mexico 87504-1986

(505) 989-9614
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Certificate of Mailing

[ hereby certify that a true and correct copy of the foregoing was mailed to counsel of

record on the 9th day of May, 2002, as follows:

James Bruce, Esq.
Post Office Box 1056
Santa Fe, New Mexico 87504

David Brooks, Esq.

New Mexico Oil Conservation Division
1220 South St. Francis Drive

Santa Fe, New Mexico 87505

William F. Carr, Esq.
Post Office Box 2208
Santa Fe, New Mexico 87504

Thomas Kellahin, Esq.
Post Office Box 2265
Santa Fe, New Mexico 87504

Susan Richardson, Esq.

Cotton Bledsoe Tighe & Dawson
500 W Illinois Ave # 300
Midland, Texas 79701

7wl Qerg

J. Scott Hall
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Mark & Bonnie Caldwell

3528 Shell Street N3 1 2R £

Midland, Texas 79707 e e
Phone (915)699-6460 T T

January 29, 2002

Mr. Michael Stogner

Oil Conservation Division W J2.8/¢
1220 South St. Francis Drive:

Santa Fe, New Mexico 87505

Re: Compulsory Pooling Hearing

Dear Mr. Stogner,

| received the enclosed ‘registered’ letter on January 26" from Mr. Phil Brewer,
Attorney for TMBR/Sharp Drilling, regarding the above subject.

I just wanted the Division to be aware, that contrary to article 3 of the Application
for Compulsory Pooling, no one from TMBR/Sharp has ever contacted me
regarding a lease, AFE, or operations, etc, nor some of the other mineral
owners, that | am familiar with. | feel that this issue should be clarified, prior to
the Division issuing a Compulsory Pooling Order.

Thank you for your consideration in this matter.

Sincerely,

g MarkM

EXHIBIT A



