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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between_M2Falex Resources, Inc.

h

designated and
referred to as “'Operator™, and the signatory party or parties other than Operator, sometimes héreinafier referred to individually herein
as ""Nen-Operator ", and collectively as **Non-Operators'".

WITNESSETI:

WHEREAS, the parties 1o this agreement are owners of il and gas leasex and/or oil and gas interests in the land identified in
Fxhihit ** A™, and the pasties hereto have reached an agreement to explore and develnp these teases and/or oil and gas interests lor the
production of nil and gas to the extent and as hereinafter provided,

NOW. THEREFORE. it is agreed as follows:

ARTICLE L
DEFINITIONS

As used in this agreement, the following words and ferms shall have the meanings here ascribed o them:

A. The term "'nil and gas™ chall mean qil, pas, casinghead gas, gas candensate, and all other liquid or gaseous hydrocarbons
and nther marketahle subsiances proxduced therswith, unless an ntent fo limit the inclusivencss of this term is specifically stated.

B. The tesms “oil and pas lease™. *'lease’” and “leaschold™ shall mean the oil and gas leases covering tracts of land
lying within the Contract Area which are owned by the pasties to this agreement.

C. The termm “'oil and gas interests’ <hall mean unleased fee and mineral interests in fracts of land lying within the
Contract Area which are owned by parties to this agreement. :

D._The termt **Contract Area’” shall scan all of the lands, oil and gas leasehold interests and oil and gas interests intended ta be
developed and operated for oil and gas purposes under this agreement. Such lands. oil and gas leasehold interests and oil and gas interests
are deceribed in Exhibit A,

E. The term ““drilling unit”" <hall mean the area lixed for the drilling of ane well by order or rule of any state or
federal ey having authority. IF a drilling urit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
ed by the patiern of drilting in the Conteact Area nr as fixed by express agreement of the Drilling Parties.

F. The term "'dritisite’” shall mean the nil and gas feasc or intcrest an which a propased well i< to be Incated.

G. The terme **Drilling Party'” and *"Consenting Party ' shzll inean a party who agrees to join in and bay its share of the cost of
any operation conducied under the pravisions of this agreement.

H. The termes *'Non-Drilling Party’™™ and *'Non-Consenting Party™ <hall mean a party who elects not to participate

in a proposed operating.

Unless the context utherwise ¢learly indicates, words used in the <inguiar include the pleral, the plural includes the
singsilar. and the neutes gender includes the mascoline and the feminine.

ARTICLE II.
EXHIBITS

The following exhihils, as indicated helow and astached hereto. are incorporated in and made a part hereof:
Kl A. Exhihit "*A™. <hall include the following information:
{41 dentification af lands subject tn this agreement.,
(2) Restrictione, if any, as \n depths, formatinns, or substances,
13} Percentages or fractional interests of parties to this agreement,
(4) O and gas leaces and/or oil and gav interests subject to this agreement,
(5) Addresees of parties for notice purposes.

K ¢ Fehibit O, Accounting Procedure.

#1 1. Exhibit *D"°, Insueance.

K F. Exhibit "E'", Gas Balancing Agrecment.

¥ F. Exhibit “F*, Non-Diccrimination and Certification of Non-Segregaled Facilities,

KKROEEXXCOCODOOIREER

I any provision of any exhibit, except Exhibits “E’" and G, is inconsistent with any provision contained in the body
of this agreement, the provisions in the body of this agreement shall prevail.

“ea . e
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t ARTICLE III.
2 - - - - - INTERESTS OF PARTIES -
3
4 A. Ol and Gas Interests:
5 .
6 If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement
7 and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit “B™*, and the owner thereof
8  shall be deemed to own both royalty interest in such lease and the interest of the lessee thereunder.
9
t0  B. Interests of Parties In Costs and Production:
11
12 Unless changed by other provisions, all costs and liabilities incurred in operations under this agresment shall be bome and
13 paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set
14 forth in Exhibit **A"". In the same manner, the parties shall also own all production of oi} 2nd gas from the Contract Area subject to the
15 payment of royalties to the extent of Sue_on its share which shall be borne as hereinafter set forih.
16
17 Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royalty is due and
18  payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or
19 cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shalt hold the
20 other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received
21 by such party, to any other party’s lessor or royalty owner, and if any such other party's lessor or royalty owner should demand and
22 receive settiement on a higher price basis, the party contributing the affected fease shall bear the additional royalry burden anributable
23 to such higher price.
24
- - - - e 2§ Nothing contained in this Article II1.B. shall be deemed an assignment or cross-assignment of interests covered hereby. oo = = 0 s s e
2 ) I ) ‘ -
27 C. Excess Roysities, Overriding Royaltles and Other Payments:
28
29 Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject 10 any royalty,
30  overriding royalty, production payment or ather burden on production in excess of the amount stipulated in Article II.B., such party so
31 burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other partizs bereto harmless from any
32 and all claims and demands for payment asserted by owners of such excess burden,
33 :
34 D. Subsequently Created Interests:
35
36 If any party should hereafter create an overriding royalty, production payment or other burden payable out of production
37 atributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit “'A"", or
= 38 was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and
39 accepted obligation of all parties (any such interest being hereinafter referred to as *‘subsequently created interest™ irrespective of the
- .- 40~ - timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred e
41 to as "‘burdened party'*), and:
42
43 1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a partion
44 of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assign-
45 ment and/or production free and clear of said subsequently created interest and the burdened party shall indemnify and
46 save said other party, or parties, harmless from any and alt claims and demands for payment asserted by awners of the
47 subsequently created interest; and,
48
49 2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VILB,
.50 shal) be enforceable against the subsequendy created interest in the same manner as they are enforceable against the working
51 interest of the burdenad party. T
52
53 ARTICLE V.
54 TITLES
55
56  A. Title Examination:
57 .
58 Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, if

59 the Drilling Parties so request, title examination shall be made on the feases and/or oil and gas interests included, or planned to be includ-
60 e, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty. overriding
61  royalty and production payments under the applicable leases. At the time a well is proposed, cach party contributing leases and/or oil and
62 gas interests to the drillsite, or 1o be included in such drilling unit, shall furnish to Operator al} abstracts (including federal icase status
63  reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possession
64 of or made available to Operator by the panties, but necessary for the examination of the title, shall be obtained by Operator. Operator
65  shall cause title to be examined by attomneys on its staff or by outside attorneys. copies of all title opinions shall be furnished to each pany
66  hereto. The cost incurred by Operator in this title program shall be borne as follows:

67

68 [ Option No. I: Costs incurred by Operator in procuring abstracts and tie examination (including preliminary, supp! |

69  shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as provided in Exhibit “C
70 and shall not be a direct charge, whether performed by Operator's staff attorneys or by outside anorneys.
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continued .
! @ Option No. 2: Costs incurred by Operaior in procuring abstracts and fees paid outside attorneys for title examination
2 (includi liminary. suppl J, shut-in gas royalty opinions and division order title opinions) shall be borne DT Partics
3 inthe propomon that the interest of each BRI Pany bears 0 the total interest or amexm&&m:mn Ex-
4 hibit A", Operator shall make no charge {or services rendered by its staff attorneys or other personnel in the performance of the above
5 functions.
6
7 Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection
8 with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and ding of pooling
9 designations or declarations as well as the conduct of hearings before govemnmental agencies for the securing of spacing or pooling orders.
10 This shall not prevent any party from appearing on its own behalf at any such hearing.
13
12 No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above
13 pravided. and (2} the title has been approved by the examining attorney o title has been accepted by 2l of the panties who are to par-
14 ticipate in the drilling of the well.
15
t6  B. Lass of Title!
17
18 I. Failure of Title: Should any oil and gas interest or Jease, of interest therein, be lost through failure of title. which foss
19 results in a reduction of interest from that shown on Exhibit **A™, the party contributing the affected lease or interest shall have
20 ninety (90) days from [inal determination of title failure 10 acquire a new lease or other instrument curing the entirety of the title
- 20 - - faiture, which acquisition will not be subject to Article VIIL.B., and failing to do so, this agreement, nevertheless, shall commuc
22 in force as to all remaining oil and gas leases and interests: and.
b%) (2) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entise loss and it shall not be
24 enitled to recover from Operator ar the other parties any development or operating costs which it may have theretofore paid or incurred,
25 but there shalt be no additional tiability on its part to the other parties hereto by reason of such title failure:
26 (b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest
27 which has been lost. but the interests of the parties shall be revised on an acreage basis. as of the time it is determined finally that
28 itle failure has occurred. so that the interest of the party whose lease or interest is affected by the title failure will thereafter be
29 reduced in the Contract Area by the amount of the interest lost;
30 (<) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contract Asea is
31 increased by reason of the title failure, the party whose title has failed shall receive the proceeds atiributable to the increase in such in-
32 erest fless costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such
33 well
34 (d) Should any person not a party to this agreement, who is determined to be the owner of any interest in the title which has
35 failed. pay in any manner any part of the cost of operation, develop of equip such shall be paid to the party or parties
36 - who bore the cost which are so refunded: . o
37 {e) Any liability to account to a third party for prior production of oil and gas whlch arises by reason of title failure shal! be
38 bame by the party or parties whose title failed in the same proportions in which they shared in such priov production: and.
19 (f) No charge shall be made to the joint account for legal expenses. fees of salaries. in connection with the defense of the interest
40  claimed by any party hereto, it being the intention of the parties hereto that each shall defend title 10 its interest and bear all expenses in
4]  connection therewith.
42
43 2. Loss by Non-Payment or Erroncous Payment of Amount Due: If, through mistake or oversight. any rental. shut-in well
44 payment, minimum royalty or royalty payment, is not paid or is erroneously paid. and as a resuli a lease or interest therein terminates.
45 there shall be no monetary liability against the party wha failed to make such payment. Uness the party who failed to make the required
456  payment secures a new fease covering the same interest within ninety (90) days from the discovery of the failure o make proper paymeni.
47 which acquisition will not be cubject to Article VIILB.. the interests of the parties shall be revised on an acreage basis. eflective as of the
48  date of iermination of the lease involved, and the panty who failed to make proper payment will ne longer be credited with an interest in
49 the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who (ziled to make the
SO required payment shall nol have been fully reimbuesed, at the time of the loss. from the proceeds of the sale of oil and gas anributable o
ST the lostinterest, calculated on an acreage basis. for the development and operating costs theretofore paid on account of such interest, it
82 shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled
53 or wells previously abandoned) from so much of the following as is necessary to effect reimbursement;
54 (2} Proceeds of oil and gas, less operating expenses, theretofare accrued to the credit of the lost interest. on an acreape basis,
55  up to the amount of unrecovered costs;
56 (b) Procecds, less operating exp hereafter accrued attributable to the Jost interest on an acreage basis. of that portion of
57 ol and gas thereafter produced and marketed {excluding production from any wells thereafier drilled) which. in the absence of such lease
$8  termination, would be attributable to the lost interest on an acreage basis. vp to the amount of unrecovered costs, the proceeds of said
59 portion of the oil and gas to be contributed by the other parties in proportion to their respective interests: and,
60 {c) Any monies. up to the amount of unrecovered costs, that may be paid by any party who is. or becomes. the owner
61 of the inierest lost, for the privilege of participating in the Contract Area or becoming a panty 1o this agreement.
62
63 3. Qther Losses: All losses incurred, other than those set forth in Articles TV.B. 1. and 1V.B.2. above, shall be joint losses
64  and shall be borng by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining pontion of
65 the Contract Area.
66
67
6R
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- - - -~ ARTICLE V. . . . .
OPERATOR

A. Designation and Responsibilities of Operator:

Maralex Resources, Inc. shall be the
Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and
required by, and within the limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but it shall
9 have no liabilify 2s Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross
10 glig or willful miscond
"
12 B. Resignation or Removal of Operator and Selection of Successor:
13

14 1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators.
15 If Operatar terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of
16  serving as Operator, Operator shall be deemed to have resigned without any action by Non-Operators, excepl the selection of a
17 successor. Operator may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is
18  placed in receivership, by the affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership
19 s shown on Exhibil A’ remaining after excluding the voting interest of Operator. Such resignetion or removal shall not become
20 effective untit 7:00 o’clock A.M. on the first day of the calendar manth following the expiration of ninety (90} days after the giving
21 of otice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor Operator has been
22 selected and assumes the duties of Operator at an earlier date. Operator, after eﬁ‘ccuve date of resignation or removal, shall be

1
2
3
4
5
6
7
8

23 bound by the terms hereof as 2 Non-Operator. A changc of a corporate name or structure of Operator or transfer of Operaror s -
o . 24 _ imerest to any single subsidiary, parcm or_successor_corporation shall not be the basis for removal of Operator, _ _ _

257 T .
26 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by

27 the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Ares at the time such successor
28 Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or mote parties owning a majority interest
29 based on ownership as shown on Exhibit “*A™; provided, however, if an Operator which has beer removedd fails to vote or votes only 10
30 succeed itself, the successor Operator shall be selected by the affirmative vote of twa (2) or more parties owning a majority interest based
31 on ownership as shown on Exhibit **A’* remaining after excluding the voting interest of the Operator that was removed.

32

33 C. Employees:

M
35 The number of employees used by Operator in conducting operations hereunder. their selection. and the hours of labor and the

36  compensation for services performed shall be determined by Operator, and all such employees shall be the employses of Operator.
37 - .- -
38 D. Drifling Contracts:

39 re- - e - e - m—
40 * AN wel[s drilied on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the

41 area. If it so desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not

42 exceed the prevailing rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling

43 operations are commenced, and such work shall be performed by Operator under the same terms and conditions as are customary

44  and usual in the area in contracts of independent contractors who are doing work of a similar nature,

45
46
47

48
49 ARTICLE VI,

50 DRILLING AND DEVELOPMENT

|

52 FrErittui=relt?
53

54 o or Peforetire: !-:-_y 4 e s a1l
55 a well for oil and gas at the following location:

56

57

58

59

60  and shail thereafter continue the drilling of the well with due diligence to
61
62
63

64
65  unless granite of other practically imy able substance or condition in the hole, which renders further drilling impractical, is en-

66  countered at a lesser depth, ess all parties agree to complete or abandon the well at a lesser depth.

67

68 shall make reasonable tests of all formations encounered during drilling which give indication of containing oil and
69 ntities sufficient to tcst. undess this agrcemcm shall be limited in lts application tu a specific formation or formations, in which
70 orstati-be-reaired-to-test-onty-the—formmatiomor—for to-which—thismgr TrEy-epplY.
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continued
HirOpermoryodementthe-welrwihnorp HorprsivpeyITEY srd-ir-wrishestophrgmd the

B. Subsequent Operations:

or recomplete
1. Proposed Operations: Shouid any party hereta desire 1o drilfa any well on the Contract Area XOnOXITIKIE MKpPOTXHI

Faciant KKK or to rework. deepen or plug back a dry hole drilled at the jo /m expense of all parties or a well jointly owned by all
the parties and not then producing in paying quantities, the party desiring to drill/ &88?“1%}& Br plug back such a well shalt give the
other parties written noticz of the proposed operation, specifying the work to be performed, the Jocation, proposed depth. objective forma-
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice
within which to notify the party wishing to do the wark whether they elect to participate in the cost of the proposed operation. If a drill-
ing rig is on location, notice of a proposal to rework, phug back or drill deeper may be given by telephone and the response period
shall be limited to forty-cight {48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice
to reply within the period above fixed shall constitule an election by that party not to participate in the cost of the proposed operation,
Any notice or response given by telephone shatl be promptly confirmed in writing.

1f all parties clect to particiapie in such a proposed operation, Operator shall, within ninety (90) days afier expiration of the notice

. period of thirty {30) days (or as promptly as possible after the expiration of the forty-¢ight (48) hour period when a drilling rig is on loca-
tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
 tics hereto; prowdcd however, said commencement date may be extended upon written notice of same by Operator 1o the other parties,

- for a per penod of up 1o thirty (30) additional days if, in the sole opinion of O Operator. such additional time is reasonably necessary to obiain
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete
title examination or curative matter required for title approval or p Notwithstanding the force majeure provisions of Anti-
cle XL, if the actual operation has not been commenced within the time provided (including any extension thereof as specifically
permitied herein) and if any party hereto still desires 10 conduct said operation, wrilten notice proposing same must be resubmitted
to the other parties in accordance with the provisions herzof as if no prier proposal had been made.

2. Qperations by Less than All Parties: If any party receiving such notice as provided in Article VI.B.1. or VIL.D.1. (Option
No. 2) elects not to participate in the proposed operation, then. in order to be entitled to the benefits of this Article, the party or parties
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of
the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-cight (48) hour period when a drifling
rig is on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall
pecform all work for the account of the Consenung Parties; provided. however, if no drilling rig ot other equipment is on location,
and if Operator is a Non-Consenting Party, the Consenting Parties shall either: (a) requést Operator 1o perform the work required
by such proposed operation for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Panties as Operator
to perform such work. Consenting Parties, when conducting operations on the Contract Area pursuant 1o this Article VI.B.2., shall
comply will al} terms and conditions of this agreement.

1f less than !l parties approve any proposed operation, the proposing party. i diately after the expiration of the applicable
notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as
to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party. within forty-eight (48) hours
{cxclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a)
Timit participation to such party's interest as shown on Exhibit *A"" or (b) carry its proportionate part of Non-Consenting Parties®
interests, and failure to advise the propasing party shall be deemed an election under (a). In the event a drilling rig is on location,
the time permitted for such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday. Sunday and legal
halidays). The propasing party. at its election, may withdraw such proposal if there is insufficient participation and shall promptly.
notify all parties of such decision.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Partics shall keep the leasehold estates involved in such
nperations free and clear of al} liens and encumbrances of every kind created by of atising from the operations of the Consenting Parties.
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the wel} and restore the surface location at their
wle enst, Tink and expense. If any well drilled. reworked. deepened or plugged back under the provisions of this Article results in a pro-
ducer of vil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sale cost and risk.
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ARTICLE vt
continued

and the well shall then be turned over 1o Operator and shall be operated by it at the expense end for the account of the Consenting Par-
ties. Upon ¢ of operations for the drilling{ %WE&&%; or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Article, each Non-Consenting Party shal] be d d to have refinquished to C: ing Parties,
and the Consenting Parties shall own and be entitled to receive, in proportion to theis respective interests, all of such Non-Consenting
Party’s interest in the well and share of production therefrom untif the proceeds of the sale of such share, calculated at the well. or
market value thereol if such share is not sold, (sfter deducting production taxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Article LI.D. payable out of or measured by the production from such well aceruing with respect (o such interest
until it reverts) shal) equal the totai of the following:

(2) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond the wellhead
connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment end piping). plus 100% of each such
Non-Consenting Party’s share of the cost of operation of the well commencing with first production and continuing untit esch such Non-
Consenting Panty’s relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
Consenting Party’s share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting
Party kad it participated in the well from the beginning of the operations; and

5).300__% of that portion of the costs and expenses of dﬁlling(';mp}.ed“aé&%ng. plugging back, testing and

completing, afier deducting any cash contributions_received under Anticle VIILC.. and 300 % of that portion of the cost of .

newly acquired equipment in the well (to and including the wellhead connections), which would have been chargeable to such Non-
Consenting Party if it had participated therein.

recompletion
An election not to participate in the dril!iné or the deepening of 3 well shal! be deemed an election not 10 participate in any re-

working or plugging back operation proposed in such a well, or'portion thereof, to which the initial Non-Consent tlection applied
that is conducted at any time prior to full recovery by the Consenting Parties of the Non-Ce ing Party's recoup sccount,
Any such reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of opera-
tion of said well and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of
that portion of the costs of the reworking or plugging back operation which would have been chargeable to such Non-Consenting
Party had it participated therein. If such a reworking or plugging back operation is proposed during such recoupment period, the
provisions of this Article VI.B. shall be applicable as between said Consenting Parties in said well.

During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share of production, or the
proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other
taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party's share of production not excepted
by Article 1I1.D.

In the case of any reworkjng/ﬁggcg%g%%&%} ggpcr drilling operation, the Consenting Parties shall be permitted to use, free
of cost, all casing, tubing and other equipment in the well, but the ownership of ail such equipment shall remain unchanged: and upon
abandonment of & well afier such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-
ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage,

Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the
Consenting Parties shall furnish cach N"",‘_—%@ “?EY“ with an inventory of the equipment in and connected to the well, and an
itemized statement of the cost of drilling, deepeé?gg. P! uggm?hack. testing, completing, and equipping the well for prod: or, at
its option, the operating party,  Jien of an itemized atement of such costs of operation, may submit 8 detailed statement of monthy bill-
ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall fumnish the Non-Consenting Parties with an itemized statement of ail costs and liabilities in-
curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds
realized from the sale of the well's working interest production during the preceding month. In determining the quantity of oil and gas
produced during any month, Consenting Parties shall use industry accepted methods such as, but not limited to, metering or periodic
well tests, Any amount realized from the sale or other disposition of equipment newly acquired in connection with 2ny such operation
which would have been owned by 2 Non-Consenting Party had it participated therein shall be credited against the total unreturned costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Panty shall revert to it as
abave provided: and if there is a credit balance, & shall be paid 10 such Non-Consenting Party,

~ -
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ARTICLE VI
contlnued

1f and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and afler such reversion, such Non-
Consenting Party shall own the same interest in such well. the material and equipment in or pertaining thereto, and the production
therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging
back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate pant of the funther
costs of the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto.

Notwithstanding the provisions of this Asticle VIi.B.2., it is agreed that without the mutval consent of all parties, no wells shall

be completed in or produced from 8 source of supply from which 3 well located elsewhere on the Contract Area is producing, unless such
wel) conforms to the then-existing well spacing pattern for such source of supply.

of-tnietrticlo-aheli-h 22aas b tothedrlli

Fhe-provier
except {a) as (o Article VILD.1. (Opuon No. 2), lfseleclad or(b as 10 th
aRer it has been drilipd 10 the depth-spe i

4 .
o CTEYC Yoy "mpeymeg

3. S1and-By Time: When a well which has been drilled or deepened has reached its suthorized depth and all tests have been
completed, and the ¢esults thereof fumished to the parties, stand-by costs incurred pending response to a party’s notice proposing a
reworking. deepening. plugging back or completing operation in such 2 well shall be charged and bome as part of the drilling or deepen-
ing operation just cosmpleted. Stand-by costs subsequent to ajl pasties responding, or expiration of the response time permitted, whichever
first occurs, and prior to agreement as to the participating interests of 21l Consenting Panies pursuant to the terms of the second gram-
matical paragraph of Article V1.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently

- withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Pasties in the proportion

each Consenting Party’s interest as shown on Exhibit "' A™" Pears to the total interest as shown on Exhibit **A™" of ali Consenting Par-
ties.

4. Sidetracking: Except as hereinafier provided, those provisions of this agreement applicable to a **deepening ™ operation shail
also be app[lcable to any proposal to directionally control and intentionatly deviate a well from vertical 50 as 10 change the bottom hole
location (herein called * *sidetracking'"), unless done to straighten the hole or to drill around junk in the hole or because of other
mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the
affected well bore 21 the time of the notice shall, upon electing (o part:cipate, tender to the well bore owners its proportionate share (equal
to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:

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

(b) 1f the proposal is for sidetracking a well which has previcusly produced, reimbursement shall be on the basis of the wetl's
salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the
provisions of Exhibit *C™, Tess the estimated cost of salvaging and the estimated cost of plugging and abandoning.

In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period
<hall be limited to forty-cight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request
and receive up to eight (8) additional days after expiration of the forty cight (48) hours within which to respond by paying for ali stand-by
time incurred during such extended respanse period. If more than one party elects to tzke such additional time to respond to the notice,
standby costs shall be allocated between the parties taking additional time to respand on a day-to-day basis in the proportion each efecting
panty'« inferest as shown on Exhibit **A™ bears to e total interest as shown on Exhibit **A™ of all the electing parties. In alf other in-
stances the response period to 8 proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Area,
exclusive of production whi which may be used in development and producing opcraticns and in preparing and treating oil and gas for
marketing purposes and prod pmducuon una\oxdabls 10st. Any extfa expenditure incurred in the takmg in kind or scparate disposition by any
party of its proportionate share of the production shall be bome by such party Any party taking its share of production in kind shail be

L« 7
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ARTICLE V1
continuved

-

required to pay for only ils proportionate share of such part of Operator's surface facilities which it uses,

1

2

3 Each party shall execute such division orders and cc ts as may be y fo the sale of its interest in production from
4 the Coniract Area, and, except as provided in Article VILB., shall be entitled 10 receive payment directly from the purchaser thereof for
5 its share of all preduction.
6
7
8

In the cvent any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share

of the oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it, but not

9 the obligation. to purchase such ail or sell it to others at any time and from time to time, for the account of the non-taking party at the
10 best price obtainable in the area for such production, Any such purchase or sale by Operator shall be subject always to the right of the
It owner of the production to exercise 8t any time its right 10 take in kind, or separately dispose qf. its share of alt oil not previously
12 delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil shall be only for such reasonable periods of

13 timeasare j with the mini needs of the industry under the particular circumstances, but in no event for a period in excess
14 of onc (1) year,

15

16 In the event onc or more parties® separate disposition of its share of the gas causes split-stream deliveries to separate pipelines

17 and/or deliveries which on a day-to-day basis for any reason are not exactly equal 10 a party’s respective proportionate share of total gas
18 sales 10 be allocated to it, the balancing or accounting between the respective acoounts of the parties shall be in accordance with any
19 gas balancing agreement between the parties hereto, whether such an agreement is attached as Exhibit *E™, or is a separate agreement.

21 D. Access to Contract Area and Information:

23 =~ Each party shall have access to the Contract Area at all reasonable times, af its sole cost and risk 1o inspect or observe operations.™ - -
24 and shall have access at reasonzble times to information pertaining to the development or operation thereof, including Operator's books

25 and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports filed with

26  governmental agencies, daily drilling reports, well logs. tank tables, daily gauge and run tickets and reports of stock on hand at the

27 st of each month, and shall make available samples of any cores or cuttings taken from any well drilted on the Contract Area. The

28 cost of pathering and furnishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator

29  that requests the information,

30

31 E. Abandonment of Wells:

32

1 1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant 10 Article VI.B.2., any well which has been

34 drilled or deepened under the terms of this agreement and is proposed 1o be completed as a dry hole shall not be plugged and abandoned

35 without the consent of all parties. Should Operator, after diligent effort. be unable to contact any party, or should any party fail to reply

36  within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon

37 such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned

38 inaccordance with applicable regulations and at the cost, tisk and expense of the parties who participated in the cost of drilling or deepen- =
39 ing such well. Any party who objects to plugging and abandoning such well shall have the right to take over the weil and conduct further

40  operations in search of oil and/or gas subject to the provisions of Article V1.B.

42 2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent opetation has been conducted
43 hersunder for which the Consenting Parties have not been fully reimbursed as herein provided. any welt which has been completed
44 as a producer shali not be plugged and abandoned without the consent of all paniies. If all parties consent to such abandonment, the wel}
45 shall be plugged and abandoned in d with applicable regulations and at the cost, risk and expense of all the parties hereto. If,
46  within thirty (30) days afier receipt of notice of the proposed abandonment of any well, all parties do not gree to the abandonment of such
47  well, those wishing to continue its operation from the interval(s) of the formation(s) then open to production shall tender to each of the
4B other parties its proportionate share of the value of the well's salvable material and equipment, determined in accordance with the provi-
49 sions of Exhibit "C", lcss the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning
50 party shall assign the non-abandoning parties, withoul warranty, express or implied, as to title or as to quantity, or fitness for use
$1  of the equipment and material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to,
52 but only as to, the interval or intervals of the formation or formations then open to production. If the interest of the abandoning party
53 s or includes an oil and gas interest, such party shail execute and deliver to the non-gbandoning party or parties an oif and gas lease,
$4  limited 10 the interval or intervals of the formation or formations then open to production, for a term of one (1) year and so long thereafter
55 ac<oil and/or gas is produced from the interval or intervals of the formation or formations covered thereby. such lease to be on the form

56  atached as Exhibit
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ARTICLE V1
continued

“B". The assignments or leases so limited shall encompass the “‘drilling unit™ upon which the well is located. The
payments by. and the assignments or keases 10, the assighees shall be in a ratio based upon the relationship of their respective percentage
of participation in the Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There
shall be no readjustment of interests in the remaining portian of the Contract Area.

Thereafier, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production from
the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-
quest. Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-

plated by this ag plus any additional cost and charges which may arise as the result of the separate ownership of the assigned
well. Upon proposed abandonment of the producing interval(s) assigned o leased, the assignor or lessor shall then have the option to
repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-
visions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Article VLE. 1. or VI.E.2. above shall be appiicable as
between Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no
well shall be permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have
been notified of the proposed ab and afforded the opportunity to elect to take over the well in accordance with the provisions
of this Article VL.E.

ARTICLE V.
EXPENDITURES AND UA.BILIT’( OF PARTIES

—————— = s v o e s e—— B T — - - e e .

A. Lisbility of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations. and
shall be liable only for it¢ proportionate share of the costs of developing and operating the Contract Area, Accordingly, the liens g d
among the parties in Article VILB. are given to secure only the debts of each severally. It is not the intention of the parties o cru(e. nor
shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners.

B. Llens and Poyment Defsults:

Each Non-Operator grants to Operator 2 lien upon its oil and gas rights in the Contract Area, and a security interest in its share
of aif and’or gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest thereon
at the rate provided in Exhibit “*C"". To the extent that Operator has a security interest under the Uniform Comumercial Code of the
state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as security for the payment thercof. In addition, upon default by any Non-Operatar in the payment of its share
of expense, Operator shall have the right, without prejudice to other rights or remedies. to cotlect from the purchaser the proceeds from
the sate of such Non-Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each
purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any default. Operator grants a like lien
and security interest 10 the Non-Operators to secure payment of Operator's proportionate share of expense.

1f any party fails or is unable to pay its share of expense within sixty (60} days after rendition of a statement therefor by
Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of each such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain
reimbursement thereof. be subrogated 10 the security rights described in the foregoing paragraph.

C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the develop-
ment and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective pro-
porionate shares upon the expense basis provided in Exhibit “*C™. Operator shall keep an accurate record of the joint acoount hereunder,
showing expenses incurred and charges and credits made and reccived.

Operatot, at its election, shall have the right from time to time to demand and seceive from the other parties payment in advance
of their respective shares of the estimated of the exp to be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by submission to each such party of an jtemized statement of such estimated expense, together
with an invaice for its share thereol. Each such statement and invoice for the payment in advance of estimated expense shall be submitted
an ar hefore the 20th day of the next preceding month. Each party shall pay to Operator its propontionate share of such estimate within
fificen (15) days afier such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, the 2mount
duc shall bear interest as provided in Exhibit **C™ until paid. Proper adjustment shall be made monthty between advances and actual ex-
pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, 2nd no more.

D. Limitation of Expenditures:

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or despened, except any well drilled or deepened
pursuant to the provisions of Article VI.B.2. of this agreement. Consent 10 the drilling or deepening shall include:

————— - e e — - - ——
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ARTICLE vl . . .
continued

I  Ogtion No. 1: All necessary expenditures for the drilling or deepening. testing, completing and equipping of the well. including
necessary tankage and/or surface facilities.

3 Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its
watharized depth, and all ests have beent completed, 3nd the results thereof fumished 1o the pesties, Op shall give inmediate notice
1o the Non-Operators who have the right to participate in the completion costs. The patties receiving such notice shall have forty-cight
(48) hours (exclusive of Satunday, Sunday and legal holidays) in which to elect to perticipate in the setting of casing and the completion at-
tempt. Such election. when made, shall includ t 1o all y expenditures for the completing and equipping of such well, in-
cluding necessary tankage andfor surface facilities. Failure of any party receiving such notice to reply within the peciod above fixed shall
10 _ constitute an election by that party not to participate in the cost of the completion atempt. 1f one or mote, but less than ali of the parties,
11 elect to set pipe and to ariempt a completion, the provisions of Article VI.B.2. hereof (the phrase *‘reworking, deepening or plugging

&0~ N N -

12 back” as contined in Article V1.B.2. shall be deemed 1o include **completing') shall apply to the ope d by less
13 than ail parties.

14

15 2. Rework or Plug Back: Without the consent of all parties. no well shall be reworked or plugged back except a well seworked or

16 plugged back pursuant to the provisions of Article VL.B.2. of this agreement. Consent to the reworking or plugging back of a well shall
17 include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage
N 18 and/or surface facilities. ©oc - s - -

19
20 3. Other Operations: Withow the consent of all parties, Operator shall not undertake any single project reasonably estimated
.. 2l forequire an expenditire I trces of_Twenty-five Thousand polars (§..22.000.00 )
32 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been LTI T oot

23 previously authorized by or pursuant to this sgreement; provided, however, that, in case of explosion, fire, flood or other sudden
24 emergency, whether of the same or &ifferent nature, Operator may take such steps and incur such expenses as in its opinion are required
25 todeal with the emergency 10 safeguard life and property but Operator, as promp ly as possible, shall report the emergency to the other
26 partics. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting
27 an information copy thereof for any single project costing in excess of__Twenty-five Thousand

38 Doars {S__23¢ 000.00  ybut fess than the amount first se1 fonh above in this paragraph.

29

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

3

32 Rentals. shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the

33 party or parties who subjected such lease to this agreement at its or their expense, In the event twa or more parties own and have con-
34 tributed interests in the same {ease to this agrecment, such parties may designate one of such parties to make said payments for and on
35 behalf of all such parties, Any party may request, and shall be entitted to receive, proper evidence of all such payments. In the event of
16 failure 10 make propet payment of any rental, shut-in well payment ot minimum royaity through mistake or oversight where such pay-

37 ment is cequited ta continue the lease in farce, any loss which results from such noa-payment <hall be borme in accordance with the pro-
18 visions of Article IV.B.2.

40 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shulting in ot rerurn to production
41 of a producing gas well, o least five (5) days (excluding Saturday, Sunday and legal holiday), or at the carliest opporfunity permitted by
42 circumstances, prior to taking such action, but asstumes no liability for failure to do so. In the event of failure by Operator to so notify
43 Non-Operator, the loss of zny lease contributed hereto by Nen-Operator for failure 10 make timely payments of any shut-in well payment
44 shall be bome joindy by the pasties hereto under the provisions of Asticle TV.B.3.

45

46 F. Taxes:

AT -

A8 Beginning with the first calendar year afier the effective dae hereof, Operator shafl render for af valorem taxation ali property

49 subject ta this agreement which by law should be rendered for such taxes. and it shall pay all such taxes assessed thereon before they
50 become delinquent. Prior to the renditinn date, each Non-Operator shall fumish Operator information as to burdens {to include, but not
5] be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
§2  Ow Afthe 4 valuation of any leasehold estate is reduced by reason of its being subject ta outstarding excess rayalties, over-
§3  riding royalties or production payments. the reduction in ad velorem taxes resulting therefrom shall inure to the benefit of the owner or
s4  owners of such [easehold estate, and Operator shall adjust the charge to such owner or owners 50 as to reflect the benefit of such reduc-
§5  tion. IMthe ad valorem taxes are based in whale or in part upon separate valuations of each party's working i , then notwithstanding
56 anything to the contrary herein. charges to the joint sccount shall be tmade and paid by the parties hereta in accordance with the tax
57 value generaled by each panty's working interest, Operator shall bill the other parties for their propostionate shares of all tax payments
S8 in the manner provided in Exhibit “C™".

&) If Operat iders any tax nt improper, Operator may. at its discretion, protest within the time and mannet
61  prescribed by law, and prosecute the protest to final determination, unless all parties agree to abandon the protest prior to final deter-
62 mination. During the pendency of administrative or judicial proceedings, Operator may elect ta pay, under protest, all such taxes and any
63 intcrest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for the joint ac-
64  coum, together with any inerest and pemalty accrued, and the total cost shall then be assessed against the parties, and be paid by
&5 them, as pravided in Exhibit “C".

67 Each party shall pay or cause 10 be paid all production, severance. excise, gathering and other taxes imposad upon or with

e ... .68 rexpect tothe production of handling of such pany's share of oif andfor gas produced under the teerns of this agresment. e
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ARTICLE Y11

continued
G. Insurance:

At all times while operations are conducted hercunder, Operator shal) comply with the workmen's compensation taw of
the state where the operations are being conducied: provided, however, that Operator may be a self-insurer for liability under said com-
pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit “C"", Operator shall
also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit “D"*, attached to and made & part
hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation
law of the state where the operations are being conducted and to maintain such other insurance as Operator may require.,

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

ARTICLE Vil
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

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

However, should any party desire to surrender its interest in any Iease or in any portion thereof, and the other parties do not
agree or consenl thereto, the party desiring 10 surrender shall assign, without express or implied warranty of title, ail of its interest in
such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production
thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
terest, the assigning party shall execute and deliver to the party or panies not consenting to such surrender an oil and gas lease covering
such oil and gas interest for a term of one (1) year and so fong thereafter as oil and/or gas is produced from the land covered thereby, such

Jease 1o be on the form attached hereto as Exhibit **B™. Upon such assignment o lease, the assigning party shall be relicved from all *

obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well
atributable thereto, and the assigning party shall have no further interest in the assigned or le2sed premises and its equipment and pro-
duction other than the royalties retained in any Jease made under the terms of this Article. The party assignee or lessee shall pay to the
party assignor or lessor the reasonable salvage value of the fatter's interest in any wells and equip attributable to the assigned or lzas-
od acreage. The value of all material shall be determined in accordanee with the provisions of Exhibit *“C*, less the estimated cost of
salvaging and the estimated cost of plugging and abandoning. If the assignment or lease s in favor of more than one party, the interest
shall be shared by such parties in the proportions thai the intesest of each bears to the total interest of all such parties.

Any assignment, lease or surrender made under this provisian shall not reduce or change the assignor's, lessor's or surrendering
party’s interest as it was immediately before the assignment, lease or suttender in the balance of the Contract Area; and the acreage
assigned, leased or surrendered, and subsequent operations thereon, shall not thereafier be subject 10 the 1erms and provisions of this
agreemenl.

B. Renewaf or Extension of Leases:

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

If some, but less than alt, of the parties elect to participate in the purchase of a renewal lease, it shall be owned by the parties
who elect to participate therein, in a ratio based upon the refationship of their respective percentage of participation in the Contract Area
to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal jease.
Any rencwal lease in which less than all parties elect to participate shall not be subject to this sgreement.

Each party who participates in the purchase of a renewal lease shall be given an assig; of its proporti interest therein
by the acquiring party.

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

The provisions in this Article shall also be applicable o extensions of oil and gas leases.

C. Acreage or Cesh Contributions:

While this agresment is in force, if any party contracts for a contribution of cash tewards the drilting of a well or any other
operation on the Contract Area, such contribution shall be paid 10 the party who conducted the drilling or other operation and shall be
applied by it against the cost of such drilling or other operation. If the ~ontribution be in the form of acreage. the party 10 whom the con-

tributton is made shall promptly tender an assignment of the acreage, without wasvanty y of title, to the Drilling Parties in the proponms
N 1
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ARTICLE VIl
continued

said Drilling Parties shared the cost of drilting the well. Such screage shall become a separate Contract Area and, lo the extent possible, be
governed by provisions identical to this agreement, Each party shall promptly notify all other parties of any ge or cash contrib

it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall 2150 be applicable to op-
tional rights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area.

1f any party oontracts for any considerauon relating to disposition of such party's share of substances produced h der. such
consideration shall not be deemed a contribution as contemplated in this Article VOT.C.

D. Maintensnce of Uniform Interest:
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1. the entire interest of the party in all leases and equipment and production; or
TRwgTtortrkts . by ¢ Povssivmth sh

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

If. at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, may
require such co-owners 1o appoint a single trustee or agent with full authority 1o receive notices, 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-owners of such
party’s interest within the scope of the operations embraced in this agreement: hawever, all such co-owners shail have the right ta enter
into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract
Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.

E. Waiver of Rights to Partition:

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

interest therein.

. erential right to purchase in those cases where any party wishes to mortgage its interests, or to
g7 merger. reorganization, consolidation, or sale of all or substantially all of its assets toa sulmdmy or parent com-

Py H hiak. foibe alool
o4 L Laaid> Al ed i i g 7

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship of parnership or an association
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
and not joint or collective, or that this agreement and operations hereunder shall not constitute a pantnership, if, for federal income tax
purpases, this agreement and the operations h der are ded hip, each party hereby affecied elects to be excluded
from the application of all of the provisions of Subchapter *'K"*, Chapter 1. Subitle **A™", of the Internal Revenue Code of 1954, as per-
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is suthorized and directed 10 ¢x-
ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federat Interal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements,
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further
evidence of this election, each such party shall execute such documents and furnish such other evidence as may be required by the
Federal Internal Revenue Service or as may be necessary to evidence 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 laws of the state or states in which the Contract
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter K™, Chapter I,
Subtitle “A"*, of the Intemal Revenue Code of 1954, under which an election simiar to that provided by Section 761 of the Code is per-
mitted. each party hereby affected shall make such election as may be permitted or required by such Jaws. In making the foregoing elec-
tion, each such pany states that the income derived by such party from operations h der can be adequately d ined without the
computation of partnership taxable income.

asap
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© 1982 - Model Form Operating Agreement

ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure
does not exceed _Eifteen Thousand Dollars
($_15,000.00 ) andif the payment is in complete sentlement of such claim or suit. If the amount required for settlement ex-
ceeds the above amount, the pasties hereto shall assume and take over the further handiing of the claim or suit, unless such authority is
delegated 1o Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be et the joint ex-
pense of the parties participating in the operation from which the ¢laim or suit arises. If 2 claim is made against any party or if any party is
sued on account of any matter arising from operations hereunder aver which such individual has no control because of the rights given
Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be trested as any other claim
or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry ot its obligations under this agreement, other than
the obligation to make money payments, that party shall give to all other parties prompt written notice of the force majeure with
reasonably full particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by the force
majeure, shall be suspended during. but no longer than, the continuance of the force majeure. The affected party shall use all reasonable
diligence to remove the force majeure situation as quickly as practicable.

The requirement that any force majeure shall be died with all ble dispatch shalf not require the settlement of strikes,
Tockouts, or other labor difficulty by the party involved, contrary to its wishes: how all such difficulties shail be handled shall be entirely
within the discretion of the party concerned. - s A —e—— - - S semees - et

The term *force majeure’”, as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of
the public enemy, war, blockade. public riot, lightring, fire, storm, flocd, explosion, governmental action, governmental delay, restraint
or inaction. unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is
not reasonably within the control of the party claiming suspension.

ARTICLE XII.
NOTICES

All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise
specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to
the parties to whom the notice is given at the addresses listed on Exhibit **A**. The originating notice given under any provision hereof
shall be deemed given only when received by the party to whom such notice is directed, and the time for such party ta give any notice in
response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party
shall have the right to change its address at any time, and from time to time, by giving written notice thereof 10 aJ! other parties.

ARTICLE X1IL
TERM OF AGREEMENT

This agreement shall remain in full force and effect as 1o tne oif and gas (cases and/ar oil and gas interests subject hereto for the
period of time selected betow: provided, however, no party hereto shall ever be construed as having any right, title or interest in or to any
lease or oil and gas interest contributed by any other party beyond the term of this agreement.

< Option No. I: So long as any of the oil and gas leases subject to this agreement remain or are continued in force 5 1o any part
of the Contract Area, whether by production, extensi f ot otherwise.

X Option No. 2: In the event the well described in Article VI.A., or any subsequent wel) drilled under any provision of this
agreement, results in production of oil and/or gas in paying quantities, this agreement shail continue in force so long as any such well or
wells produce, of are capable of production, and for an additional period of Q00 . days fram cessation of all production; provided,
however, if, prior to the expiration of such additional period, one or mare of the parties hereto are engaged in drilling, reworking. deepen-
ing, plugging back, testing or atempting to complete a well or wells hereunder, this agreement shall continue in force until such opera-
tiins huve been completed and if production results therefrom, this ag; shall in force 28 provided herein. In the event the
well described in Article V1A, or any subsequent well dritled hereunder, results in a dry hole, and no other well is producing. or capable
of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rework-

days from the date of abandonment of said well.

ing nperaions are ¢ d within 90

It is agreed, hnwever, that the termination of this agreement shall not relieve any party hereto from any liability which has
accrued or attached prior 1o the date of such termination.
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ARTICLE X1V,
- COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulatinns and Orders:

This agreement shall be sehject to the conservation laws of 1he state in which the Contract Area is located, to the vatid rules,
regulations, and orders af any duly canstiluted regulatory body of said slate; and to all other applicable federal, state, and local faws. ar-
dinances. sules. regulations, and orders.

B. Governing Law:

This agreement and all matters pertaining hereto, including. but «ot limited to, matters of performance, non-performance. breach.
remedies, pracedures, rights, duties and interpretation of construction, shall be governed and determined by the law of the stale in which
the Contract Area is Incated. If the Conteact Area is in Lwo or mare states, the law of the state of _New Mexico
shall govern,

C. Repulatory Agencies:

Nothing herein contained shall gram, or be canstrued to grant, Operator the right or authority to waive or release any rights,
privileges. or ohligalions which Non-Operatars may have under federa! or state laws or under rules. regulations or orders promuigated
under such laws in reference in oil, gac and minesal operations, inchirding the location, aperation, or production of wells, on tracts offset-
ting ot adjacent 1o the Coniract Area.

With respect fo the operations hereunder. Non-Operators agree o release Operator from any and all kosses, damages, injuries, claims
and canses al action arising aut of  incident 1o or reculting direetly or iadirectly from Operator’s interpretation or application of rules,
rulings. regulations or arders of the Deparinent of Enesgy nr predecessor or successor agencies o the extent such interpretation or ap-
plication was made in good faith, Each Non-Operatnr fusther agrees tu reimburse Operator for any amounts applicable to such Non-
Operator's share of preduciion that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or
application, together with interest 2nd penalties therean owing by Operator as a result of such incorrect interpreation or application.

Non-Operatars authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser
of any ¢tinde vil saldd herender or t any ather persan or enlity pursuant Io the requirements of the ** Crude Oil Windfall Profit Tax Act
of 1980, ax <ame may be amended from time to time {*' Act™). and any valid regulations or rules which may be issued by the Treasury
Depariment fram time to time pursuam 1o said Act. Fach party hereto agrees to fuenish any and all certifications or other information
which i required tn he furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act.

ARTICLE XV,
OTIIER PROVISIONS
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ARTICLE XVi.
MISCELLANEQUS

This sgreemeni thall be binding upan and shall inure ta the benefit of the partics hereto and to their respective heirs, devisees,
legal representatives, successors and assigas,

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

IN WITNESS WHEREQF, this sgreement shall be effective as of day of 19

OPERATOR
MARALEX RESOURCES, INC.

. Ritcher
in-Fact

NORMAN GILBREATH

LORETTA E. GILBREATH

r—— - ——— e
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.EXHIBIT "a"

Attached to and made a part of that certain Operating
Agreement dated May 27, 1994, by and - between Maralex
Resources, Inc., as Operator, and Norman and Loretta E.
Gilbreath, as Non-Cperators.

I. Identification of Lands Subject to this Agqreement:

Township 30 North, Range 11 West, N. M. P, M.

Section 19: Lots 3, 4, S, E/2SW/4, W/2SE/4, NE/4SE/4
San Juan County, New Mexico

Containing 326.26 acres, more or less.

II. Restrictions as to Depths or Formations:

From the surface of the earth to the base of the Basin
Fruitland Coal Formation.

III. Percentages or Fractional Interests of the Parties:

Maralex Résources, Inc. 51.40%
Norman and Loretta E. Gilbreath 48.60%

Iv. Addresses of Parties for Notification Purposes:

Maralex Resources, Inc.
410 17th Street

Suite 220

Denver, Colorado 80202
(303) 571-4220

{(303) 571-4217 (fax)

Norman and Loretta E. Gilbreath
P.0. Box 208
Aztec; NM 87410
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EXHIBIT - o "

Attached 1o and made a part of that_certain Operating Agreement dated May 27, 1994, by and between

Maralex Resources, Inc., as Qperator and Norman and Loretta £,

Gilbreath, as Non-Operators,
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ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Definitions

“Joint Property” shall mean the real and personal property subject lo the agreement to which this Accounting Procedure
is attached,

“Joint Nperations” shall mean alf operations necessary or proper for the development, operation, protection and mainte-
nance of the Joint Property.

“loint Account” shall mean the acennnt showing the charges paid and credits received in the conduct of the Joinl Opera-
tions and which are to be shared by the Parties,

“Operatar” shall mean the party designated W conduct the lainl Operations.
C“Non-Operators” shall mean the Parties (o this agreement other than the Operator. . e —— e
“I"arlies” shall mean Operatar and Non-Operators.

“First Leve) Supervisors™ shall mean those employees whose srimary funclion in Joint Operations is the direct supervision
of ather employees andfor cantract labar directly. employed un the Joint Property in a field aperating capacity.
“Technical Empinvees” shall mean those employees having special and speeific engineeringy geological or other profes-
sional skills, and whoge primary funetion in Joint Operations is the handling of specific operating conditions and problems
for the benefit of the Joint Property.

“Personal Fxpenses” shall mean tesvel and nther reasanable reimbursable expenses of Qperator’s emplayees.
“Materinl” shall mean persnnal properly. cquipment or supplies acopuired ar held for use on the Joint Property.
“Controllahte Material” shall mean Material which at the time is sn classified in the Malerial Classification Manual as
mosl recently recomntended by the Cnuneil of Petroleum Acconntants Societies.

Statement and Billings

Operator shall hill Non-Operators on or hefore the fast day of each month (or their propartionate share of the Joint Ac-
count far the preceding manth, Such bifls will be acenmpanied by slatemenis which identify the authority for expenditure,
lease or faeility. and all charges and credits smmmarized hy appropriate classifications of investment and expense except
that items of Controllable Material and unusual charges and credits shall he separately identified and fully described in
detail.

Advances and I"ayments hy Non-Operators

A.  Unless otherwise provided for in the agreement, the Operator may require the Non-Operators o advance their
share of estimated cash outlay for (he succeeding month's operation within filteen (15) days after receipt of the bill-
ing or hy the first day of thn menth lor which the advance is required, whichever is later. Operator shall adjusi each
monthly billing to reflect advances received from the Non-Operators.

B.  Fach Non-Operator shall pay its proportion of all bills within lifteen (15) days after receipi. I{ payment is not made
within sych time, the unpaid balance shall bear inleresl monthly at the prime rale in effect at Mﬂ‘_
state Bank. of Denver.. .un the first day of the month in which delinqueney oceurs plus 1% or the maximum
contract rate permitted by Lhe applicable usury laws in Lthe state in which the Joint Property is localed, whichever
is the lesser, plus attorney’s fces, court costs, and other costs in connection with Lhe collection of unpaid amounts.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator {o protest or question the correctness thereof;
provided. hawever, all hills and stalements rendered 1o Non-Operators by Operator during any calendar year shal! con-
clusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar year,
unless within the saif twenty-four (24) month periad a Non-Operator takes written exception thereto and makes claim on
Operalor {vr adjustment. No adjustment favorable to Operator shall be made unless it is made within the same prescribed
perined, The provisions of (his paragraph shalf not prevent zdjustments resuiting from a physicai inventory of Controfiable
Material ax provided for in Section V.
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5.

Audits

A. A Non-Operator, upon notice in writing to Operatar and all other Non-()perators, shall have the right to audit Opera-
tor's accounts and records relating to the Joint Account for any calendur year within the twenty-four (24) month
period following the end of such calendar year: proviteil, huwever, Lthe making of an audit shall not extend the time
for the taking of written exception to and the adjusiments of accuunts as provided for in Paragraph 4 of this Section
1. Where there are two or more Non-Operators, the Non-Operalors shall make every reasonable effort to conduct a
joint audit in 2 manner which will result in a minimum of inconvenience W the Operator. Operator shall bear no por-
tion of the Non-Operators' audit cost incurred under this paragraph unless agreed 1o by the Operator. The audits
shall not be conducted more than once each year without prior appraval of (perator, except upon the resignation or
remova) of the Operator, and shall be made at the expense of those Non-Operalors approving such audit.

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

Approval By Non-Operators

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

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

II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

Ecclogical and Environmental
Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy environ-

mental considerations applicable to the Joint Operations, Such costs may include surveys of an ecological or archaeological
nature and polluticr control procedures as required by applicable laws and regulations.

Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations.

Labor

A () (S)alaries and wages of Operator’s field employees directly employed on the Joint Property in the conduct of Joint
perations,

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

(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are excluded
from the overhead rates,

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed
in the operation of the Joint Property if such charges are excluded from the overhead rates.

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary atlowances paid to employees
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section I1. Such costs under
this Paragraph 3B may be charged on a “when and as paid basis” or by “percentage assessment” on the amount of
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section II. If percentage assessment
is used, the rate shall be based on the Operator’s cost experience. .

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable
o Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section II.

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

Employee Benefits
Operator's current costs of established p_lans 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 Joint

Account under Paragraphs 3A and 3B of this Section I shall be Operator’s actual cost not to exceed the percent most recent-
ty recommended by the Council of Petroleum Accountants Societies.

Material
Material purchased or furnished by Operator for use on the Joint Property as provided under Section [V. Only such Material

shal) be purchased for or transferred to 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 emplayees and Material necessary for the Jaint Operations but subject to the following limitations:
A. I Material is moved Lo the Joint Property from the Operator's warehouse or other properties, ho charge shall be made

10 the Joint Account for a distance greater than the distance from the nearest reliable supply store where like material
is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties.

.2- .
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B. If surplus Material is moved to Operator's warehouse or other starage point, no charge shall be made to the Joint Ac-
" count for a distance greater than the distance to the nearest reliable supply store where like material is normaily
available, or railway receiving point nearest the Jaint Praperty unless agreed to by the Parties. No charge shall be
made to the Joint Account for maving Material to other properties belonging to Operator, unless agreed to by the
Parties.

C. In the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is available
when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the amount most
recently recommended by the Council of Petroleum Accountants Societies.

Services

The cost of contract services, equipment and utilities provided by oulside sources, except services excluded by Paragraph
10 of Section 11 and Paragraph i, ii, and i, of Section 111. The cost of professional consultant services and contract ser-
vices of technical personnel directly engaged on the Joint 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 Jaint Account unless previously agreed to by the Parties.

Equipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
with costs of ownership and operation. 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
fifteen  percent{_15 ... %} per annum. Such rates shall rot exceed average commercial rates currently pre-
vailing in the immediate area of the Joint Property.

B. Inlieuof charges in paragraph 8A above, Operator may elect to use average commercial rates prevailing in the immedi-

. — ..ate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates published by the.

10.

11.

12,

13.

14.

15.

Petroleum Motor Transport Association.

Damages and Losses to Joint Properiy

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

Legal Expense

Expense of handling. investigating and settling litigation or claims. discharging of liens, payment of judgements and
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect
or recover the Joint Property. except that no charge for services of Operator’s legal staff or fees or expense of outside attor-
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be covered by the
overhead provisions of Section 111 unless otherwise agreed to by the Parties. except as provided in Section [. Paragraph
3 —= pdbduioiiad iy . SR

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. [f the ad valo-
rem 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.

Insurance

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

Abandonment and Reclamation

Costs i}:curred for abandonment of the Joint Property, including costs required by governmental or other regulatory
authority.

Communications

Cost of acquiring. leasjng, installing, operating, repairing and maintaining communication systems, 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 provided in Paragraph 8 of this Section II.

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section 111 and which
is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
Operations.
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1.

11i. OVERHEAD

Overhead - Drilling and Producing Operations

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

(X ) Fixed Rate Basis, Paragraph 14, or
{ ) Percenlage Basis, Paragraph 1B

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of ali offices and salaries
or wages plus applicable burdens and exp of all per |, except those directly chargeable under Paragraph
3A. Section 11. The cosl and expense of services from outside sources in conneclion with matters of taxation, traffic,
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates
provided for in the above selected Paragraph of this Section 11 unless such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

ji. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consullant services
and contract services of technical personne! directly employed on the Joint Property:

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

iii. The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services
and contract services of technical personnel either temporarily or permanently assigned to and directly employed in
the operaticn of the Joint Property:

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

A. Overhead - F:i;e-d }'Eale Basis

e mn . s e — - e - e ——— - - ————————

(1) Operator shall charge the Joint Account at the {ollowing rates per well per month:

Drilling Well Rate $3,900.00

(Prorated for less than a full month)
Producing Well Rate § 35C.00
(2) Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate

(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill-
ing rig, completion rig, or other units used in completion of the well is released. whichever is later, except
that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or
more consecutive calendar days,

-~ (2) Charges for wells undergoing any type of workover or recompletion for a peried 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 Lhat no charge shall be made during suspension of operations for fifteen
{15) or more consecutive calendar days.

(b) Producing Well Rates

(1} An active well either produced or injected into lor any portion of the month shall 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 charge providing each complelion is considered a separate well by the govern-
ing regulatory authority. .

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

A one-well charge shall be made for the month in which plugging and abandonment operations are com-
pleted on any well. This one-well charge shall be made whether or not the well has produced except when
drilling well rate applies.

€]

-

(5) All other inactive wells {(including but not limited to inactive wells covered by unit allewable, lease allow-
able, transferred allowable, ete.) shall nol qualify for an overhead charge.

{3) The well rates shall be adjusted as of the first day of April each year [ollowing the effeclive date of the agreement
to which Lhis Accounting Procedure is attached. The adjustment shall be compuled by mulliplying the rate cur-
rently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum and Gas
Production Woerkers for the last calendar year compared o the calendar year preceding as shown by the index
of average weekly earnings of Crude Petroleum and Gas Production Workers as published by the Uniled States
Department of Labor, Bureau of l.abor Statistics, or the equivalent Canadian index as published by Statistics
Canada. as applicable. The adjusted rates shall be the rates currently in use, plus or minus the compulted ad-
Jjustment.

B. Overhead - IMercentage Basis

(1) Operator shall charge the Joint Account at the following rates:

. —— S —— ———— e . D . ettt A vt v m—
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(a) Development

Percent ( %) of the cost of development of the Joint Property exclusive of costs provided
under Paragraph 10 of Section Il and all salvage credits,

(b) Operating

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

(2) Application of Overhead - Percentage Basis shall be as follows:

~—

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section LI, development
shall include all costs in connection with drilling, redrilling, deepening. or any remedial operations on any or all
wells involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop-
erty: also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning
when the well is not completed as a producer, and original cost of construction or installation of {ixed assets, the
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction as
defined in Paragraph 2 of this Section I11. All other costs shall be considered as operating.

2. Overhead - Major Construction * To be negotiated at a later date.
To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint
Account for overhead based on the following rates for any Major Construction project in excessof $§ - = === =:
A et % of first $100,000 or total cost if less, plus
B *

C. ' %of costs in excess of $1.000.000.

% of costs in excess of $100,000 but less than $1.000,000, plus

Total cost shall mean the gross cost of any one project. For the purpese of this paragraph, the component parts of a single
project shall not be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be
excluded.

3. Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due

to oil spill. blowout, explosion, fire, slorm, hurricane, or other catastrophes as agreed o by the Parties, which are necessary

to restore the Joint Praperty to the equivalent condition that existed prior to the event causing the expenditures, Operator

shall either negotiate a rate prior to charging the Joint Account or shail charge the Joint Account for overhead based on

the following rates: - . s s
*

A,

% of total costs through $100,000; plus
B * .. %of total costs in excess of $100,000 but less than $1.000,000: plus

C. ¥ %of total cosls in excess of $1,000.000.

Expenditures subject to the overheads above will not be reduced by insurance recoveries. and no other overhead provi-
sions of this Section III shall apply.

4. Amendment of Rates

The overhead rates provided for in this Section 111 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 or excessive.

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

Operalor is responsible for Joint Account Material and sha!l make proper and timely charges and eredits for all Material move-
ments affecting the Joint Property. Operator shall provide ail Material for use on the Joint Property; however, at Operator’s
option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or surplus
Material, such disposal being made either through sale to Operator or Non-Operator, division in kind. or sale to outsiders.
Operator may purchase, but shail be under no obligation to purchase, interest of Non-Operators in surpius condition A or B
Material, The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties.

1. Purchases

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

2. Transfers and Dispositions

Material furni;hed to the Jaint Property and Material transferred from the Joint Property or disposed of by the Operator.
unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts:
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A. New Material (Condition A)

C.

. Good Used Material (Condition B)

(1) Tubular Goods Other than Line Pipe

(a} Tubular goods, sized 2% inches OD and larger, except line pipe, shali be priced at Eastern mill published
carload base prices effective as of date of movement plus transportation cost using the 80,000 pound carload
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for
tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound or 90,000 pound rail rate
may be used. Freight charges for tubing will be calculated from Lorain, Ohio and casing from Youngstown,
Ohio.

(b) For grades which are special to one mill only, prices shall be computed at the miil base of that mill plus trans-
portation cost from that mill to the rajlway 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 pound Oil Field
Haulers Association interstate truck rate shall be used,

{c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.0.b. Houston,
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, to
the railway receiving point nearest the Joint Property.

(d) Macaroni tubing (size less than 2% inch OD) shall be priced at the Jowest published out-of-stock prices f.0.b.
the supplier plus transportation costs, using the Qil Field Haulers Association interstate truck rate per weight
of tubing transferred, to the railway receiving point nearest the Joint Property.

{2) Line Pipe

{a} - Line pipe movements (except size 24 inch OD and larger. with walls % inch and over) 30,000 pounds or. more
shall be priced under provisions of tubular goods pricing in Paragraph A.{1Xa) as provided above. Freight
charges shali be calculated from Lorain, Ohio.

+
1

(b) Line pipe movements {except size 24 inch OD and larger with walls % inch and over) less than 30,000 pounds
shall be priced at Eastern mill published carload 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 Para-
graph A.(1Xa) as provided above. Freight charges shall be calculated from Lorain, Ohio.

{c) Line pipe 24 inch OD and over and ¥ inch wall and larger shall be priced f.0.b, the point of manufacture
at current new published prices plus transportation cost to the railway receiving 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 to by the Parties.

Other Materiai shall be priced at the current new price, in e(fect 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 .
receiving point nearest the Joint Property.

3

~

(4) Unused new Material, except tubular goods, moved fraom the Joint Property shall be priced at the current new
price, in effect on date of movement, as listed by a refiable supply store nearest the Joint Property, or point of
manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint Property.
Unused new tubulars will be priced as provided above in Paragraph 2 A (1) and (2).

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

(a) At seventy-live percent (75%) of current new price, as determined by Paragraph A, if Material was originally
charged to the Joint Account as new Material or

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

(3) Material not used on and moved from the Joint Property

At seventy-five percent (75%) of current new price as determined by Paragraph A.
The cost of reconditioning, if any, shall be absorbed by the transferring property.
Other Used Material
(1} Condition C

Material which is nol in sound and serviceable condition and not suitable for its original function until after recon-
ditioning shall be priced at fifty percent (50%) of current new price as determined by Paragraph A. The cost of
reconditioning shall be charged {o the receiving property, provided Condition C value plus cost of reconditioning
does not exceed Condition B value.
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4.  Warranly of Material Furnished By Operator

{2) Condition D

Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose shall be
priced on 8 basis commensurate with its use. Operator may dispose of Condition D Material under procedures
normally used by Operator without prior approval of Non-Operators.

(a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe of com-
parabtle 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, e.g. power oil lines,
shall be priced under normal 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 nor-
mally utilized by Operator without prior approval of Non-Operators.

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Materiz! is not
equivalent to that which would justify a2 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 lieu of actua) loading or unloading costs sustained at the stocking
point. The above rate shall be adjusied as of the first day 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 Council of Petroleum Accountants Societies.

2) Mate;iial invollving erection costs shall be charged at applicable percentage of the current knocked-down price of
new Material.

3. Premium Prices

Whenever Material is not readily obtainable at published or lisied prices because of national emergencies, strikes or other
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required
Material at the Operator’s actval cost incurred in providing such Material, in making it suitable for use, and in moving
it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing
Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator within
ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use
and acceptable to Operator.

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

V. INVENTORIES
The Operator shall maintain detailed records of Controllable Material.
1.  Periodic Inventories, Notice and Representation

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

2. 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. [nventory adjustments shall be made by Operator io the Joint Account for
overages and shortages. but, Operator shall be held accountable only for shortages due to Jack of reasonable diligence.

3. Special Inventories

Special inventories may be taken whenever there is any sale, change of interest, ar 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 afler 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, ail Parties shall be governed by such inventory.

4. 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 in-
venlories required due Lo 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 May 27, 1994, by and between Maralex
Resources, Inc., as Operator, and Norman and Loretta E.
Gilbreath, as Non-Operators.

INSURANCE

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

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

--~~-——=}p) Personal- Injury:-—$1,000,000 each occurrence
and $1,000,000 in the aggregate.

c) Automobile Liability Insurance with bodily injury
limits of not less than $1,000,000 for death or injury in
the aggregate, for both company and non-company owned
vehicles. .

d) Insurance coverage of the types and amounts as
set out in subsections a), b) and c¢) hereinabove on
subcontractors, service companies and all others who may have
been engaged, contracted with or otherwise employed by
Operator in the performance of this Agreement with such
insurance coverage to cover the subcontractors, service
companies or others so employed and all of their employees,
except that Operator may require each such subcontractor,
service company or other person or organization to provide
his, its or their own insurance coverage of the types and in
the amounts specified hereinabove naming Operator and Non-
operators as additional insureds with waivers of subrogation,
and such person or organization, under such circumstances,
shall furnish to Operator Certificates of Insurance as
evidence of such insurance coverage.

e) Such additional insurance as may be required by
law.

f) Excess Liabliity Insurance: At the request of
any Non-Operator, or at the insistence of Operator, if in its
judgement the same is needed, and if the same is available at
premiums which the Operator in its sole discretion feels are
justified, umbrella form 1liability insurance (Excess
Liability 1Insurance), covering the parties hereto in
connection with all operations conducted by Operator or the
contractor or subcontractors of Operator with combined
coverage of Two Million Dollars ($2,000,000.00).

g) All insurance required hereby shall be carried
at the joint expense and for the benefit of the parties
hereto, except for premiums for automobile public liability
and property damage insurance covering Operator's fully-owned
automotive equipment, which shall not be charged to the joint
account but shall be covered by the flat rate charges
assessed for the use of such equipment.
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h) Should Operator, in its judgement reasonably

‘exercised, determine that the same is needed, or should any

Non-Operator request the same, Operator shall carry fire,
windstorm, tornado, explosion, vandalism, malicious
mischief,or other extended peril insurance to protect the
joint property or the interest of any of the parties herein
and in such event, such insurance shall be at the joint
expense if it i1s obtained to protect the joint property, or
if it is obtained to protect the interest of less than all
parties herein, it shall be at their expense.

i) The joint account shall be charged with all
liabilities and expenditures resulting from any claims,
damages, or losses against which Operator is not required to
carry insurance or which exceeds the limits of insurance
which Operator is required to carry.
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EXHIBIT" E. "
GAS BALANCING AGREEMENT

Attached 10 and macn a parf ol that centain Opeeating Agreement, dated Mﬂy 27, 1994 . halwaen

—v.—._Maralex Resources, .Inc. . et e eieie e e icimmeeme... ., 83 Opuralor,
and.___ . Norman and Loretta E. Gilbreath. .- <t weees = memme, 01 2l a3 Not-Opecalor,

1. Deflnitlons
A, "Gas” inchudes oatral gas prodoced o a Well (hat precduces Gas Well Gas, incloding all constiluent parts of such natinal gas,
excepd finuid hydrocations amd condensale recoveled by guimary sepatation equipsaent
A. "Gas Well Gas™ is gas produced from a Well classiied as a gas well by 1te regnlatary body having jurisdiclion.

C. “Balanced” is that conedition which oceats whoen a paily Torelo bas laken the same percentage of the cumidativo vohinns of Gas
prachiction il is entitled 1o Lake pursiand to the 1erms of the Operating Agreement

0. “Ovesprextied” is the status of a garly when (e pereentage of 1he comulative volume ol Gas taken by Ihal parly exceerls thal
party’s priceniage interest of he volime af o we Gng production ol all padies 1o Ihe Operating Agreemenl under and
pussuant 1o the terms of said Operaling Agieement

E. “tnderprodueed” is the status of a paty whea the percentage of eomnilative vohitma ol Gas laken hy that party is less [han (hal
party’s petcentage intesest ol e vohnoe of cienuiative Gas jroduction ol al padies lo the Operaling Agrecimen! under and
pirsuant to ihe terns of said Operabing Agreemen

F. "Well" is defined as each well subject Io fhe Opesating Ayermenrt thal produces Gas Well Gas. 1l a single Well is compleled in
twn or inore seserviirs, such Well shall be considernd a sepaiate Well wilh iespect 1o, Init only with respecl o, each reservoir
from which the Gas produced is not commingled in the wellbore

1. Applicetion of 1his Ag t

The partics fo the Oparating Agreeminnl ta which (this Gas Palancing Ayreemenl is attachied own the worklng or oparating inleresls
fnn e Gas imnrleilying the Canltact Area covered by stich Agreerntt and are entdled 1o shate in the percenlages thecein as stated
in the Operating Agreement,

In arrordance wille the s ol [he Operaling Agrermest, sach pady shiall take its share ol Gas produced from Ihe Conlract Area
aoed market o ntherwise chspose of stne i he event a party Jirsete does aot take in kind or ket its share of Gas or has
cemiteactoed tey weld i r of 33z peactuesd luyl_l the £2 h:ll:LAl“_ e putedrasee wdvich, 2l any tiine whiln this J\gmmncnl s in
effecy, fails to take share oof €305 aleibietahie To torest ol ssctparty, the fenns ol Ihis Gas Balancing Agrcement shatl™~ =~
antomatically hecome efteclive

Inlity of adivimistering 1he pravisions of this (Gas Balancing
asess At suchy ralees as may e tepsred Lo give eltecl Ig
able, 1o e or beceme Batanced

The Opesalor has the daty to conbrat Gas produclion and 1he cesoe
Agrenment e Operator <hall cavsn delivenns 1o be imaete fo (e Gas poaie
tha interd thal the Gas proticlion 1inis of all parlies e, Jo the rxienl g

2y Wall sepantuly as il eich Well was covered by sepatate but idenlical

The provisions of this Ageessterad sheall be apphoer 1o s

paroements

Storing and Making Up Gas Production

A. fight lo Take rnd Markel Gas
Owring any prriod o priicels when any pany herato daes sl Lake las e peeket loe, o e earket of a party is nat sallicient
to 1akn 1hal pardy’s full share of the Gas predheed trom any Well localed ene the Cantract Atea, ot sush parly's porchaser
othmwise Inils I take such parly’s shate ol Gas praducey any such Well lngated on Wie Conteact Aiea, resulling in such
pady brcoming Uivdeiprodieed (such party bring hereit efreed Inas an "Undriprodoe ed party™) the other parly or parties
shatl b andilledd, bul nolsenaiied. o produee Jrom said Well an the Couleaet Aiea (aned take or delivers (o (heit tespective
purchaser{s) each month, all ot A pak ol il portion of e allowable Gas production assigned o such Wl by (he egulalory
body having perisdiction Ay paely s daking or sdebverme Gas which iesolls i sech pasly heeoming Querpnaduced is herei
eebetnnd 1o 35 an “Overprentuced pinly™ e v of ey pthee provisions hereat, ao Overproduced pasly may, without the
exprnss writless approval of the Eacerprodie ed panly, Sk or aanket Gas in quanibies in excess of 150% of such Overprodiced
patly's sha ol the Gas allowahle assignen by (he regalalony bedy bavitng jonsdiction over sueh Welk or 150% of such party's
shatg of the Wi coreent deliverabitily of e Well inclhiding assecialed pipelioe pressene, wluehever is the lesser quaniity uf Gas,

Hwse paties which ate capahle of biking ansd/on makeloog mimnblees af Gas alfoeabin 1o an Doderpeoduce:d paly, i lhe
absence ol any tther agrestoent belwena Ihein, shall pach take o share ol The Gas attribitad 1o he Unidegioduced parly or
parties in e ditec) prapeontion hat their espective interesls Hear & (he talal inlerest of Al parhes laking Gas who are also
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aceordanee with theis tesprctive inteiests and subjec o he denas of the above descnbod Gpeatuw Agreement, whether or not
such parlies are actuatly laking and/or enarketing Gas at such lne

B. Making Up Underproduction
Each pmily failing 1o markel its shane ol D total volonee of Gas puodoced or Tailieg fo take its tall share of the total volume of
Gas produced shall be cosied, of Lhvnepieeuts 1 aned stall e corilen] wilh Gas u stoqge equal o Hs percentage shase ot the
Itk volmon of Gas produem imder this Aqeeetnmil, Inss (hat postion of 1he Gas aclually markeded or laken Ly such parly, Gas
used in operalions. . venled, or fost
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a prirchaser ats full st ol £3as peentio e from sin vy Well {less any osel in aperabons, vented, or lost) phes, (i) (v e monlhs
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shalt dvidn the additomat Gas e progaticn 1o theie tespes Unedurpnoehoend siccornds e fies) Gas amade ap staafl b
assinnd 1o be \he fust Gas Underpelinced

C. Gas Balance Repotting
Each pady taking Gas shall funaush on G

2 ba e Fannasligad tee the Opweritlen Iily wiitien stnl t o Gas volinnns laken
Al the identily of ils Gas panclimen, d any, on tater thin thidy (8] days after e production montt Opesator shatl not be
reeqnicesd to adjust ifs 5 accennlingg stlemneits seflortneg a dhlfasrnt Gas parchaser wnld e first day of the month Inflowing
the et in whdeh such netice 1s recrived by the Opetor The Openator will ¢ ain approptiale accoutdng on a momnthly
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marknted Dy each of the pathes to heb ingpective Gas poiehazeis With respecl 1o Gas pueehaser) eom or ftansporied for mare
than pone paily by m tuough ane ppeline 4 setoed 10 e Well, st panly selioeg to of itanspating Wieongh such one pipefineg
shadt finrnish o Operalaor or cae 0 papedine awned 19 fieish o Operator menthty voline stalements showig the spil of
awninrships thiamgh sich pipetine’s sates ar pipetme el wseter durmg 1he preesnding calesefar thonlh W!!lllll mnely {3 days
aller 1he end of each piodocig ealandar onth, Hie Opeateor shalk tornish gach party a staterment showiog the status of the
Overpiaduced aod Uinlerpeochierd accounls af all parhes

s prpehines comected 10 e Welt, ineastnement ot Gas lor

| iy g of Sales melers ik 1ease inessuteinent equipment which
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D. Royaity and Production Tax - -

Al all timea white Gas is produced from the Contract Area, unless otherwise required by any State or Federal law or regulations,
each party shall pgy or cause lo be paid all royalty due and payable on its share of Gas production as if each party were lskinq'
or delivering to 8 Gas purchaser its share of Gas production. Each party agrees to hold each other party harmiess from any and
all claims for royalty payments asserted by its royalty owners. The term “royalty owner” shall include owners of royally,
overriding royalties, production payments, and similar interests payable out of production,

Each party producing and taking or delivering Gas lo its Gas purchaser shall pay, or cause to be paid, all production and
severance laxes due on all volumes of Gas actually taken or sofd by such party.

IV. Cesh Setffement .
A Volume/Vaiue

f, at u;;fevmanent termination of production of Gas from a Well located on the Contract Area, or change in ownership as
described In Paragraph IV D. below, an imbalance exists between the parties, a cash settlement of the imbalance between the
garlies relative \o such Well shall be made. The amount of the cash settlement will be limited to the proceeds actually received
y the Overproduced parly or parties al the time of overproduction, less transportation and applicable treating charges and
produclion and severance taxes paid on such overproduction. Royalty shall only be deducted Irom such proceeds attributable to
the overproduction il actually paid lo royalty owners by the Overproduced party or parties. No interest shall be added to any
cash settiement hereunder. If there is more than one Overproduced party, the cash seltlement shall be based on a weighted
average of the proceeds aclually received as above described by all Overproduced parties. If the Overproduced party or parties
did not sell its Gas, such Gas will be valued In the same manner used for royalty calculstion purposes when produced. That
rtion of the monies collected by the Overproduced party or parties which is subject to refund by orders of the Federal Energy
utatory Commission (“FERC") may be withheld by the Overproduced parly or parties until such prices are fully approved by
FERC, unless tha Underproduced party or parties furnish a corporate undarlaiing acceptable to the Overproduced party or
parties agresing to hold the Overproduced party or pasties harmless from financial loss dua to refund orders by FERC.

Colection snd Distribution

Operator shall provide within thirty (30) days of permanent lermination of Gas production a linal accounting of the Gas balance
10 all parlies hereto, Overproduced parties, within thirty {30) days of receipt of the {inal accounting of the Gas balancs, shall
Erov e Operator with a monthly statemenl of revenue and volume for each month during which overproduction occurred that
as not been made-up. Within thirty (30) days after the recelpt of such monthly stalements from Overproduced parties, Operator
shall cafculate and invoice each Overproduced party for its share of the cash seltlement, based on sald revenue and volume
statements, due each Uaderproduced party. Overproduced partles shall make selilement, based on Lhe involced amount, to the
Operalor within thirty (30) days alter receipt of said invoice, Such payment shall relieve an Overproduced party of liabllity to any
other party for the sums paid, Operator shall promptly distribute the funds it receives to the Underproduced parties In that ;
propottion (hat each Underproduced parrr's volume of Gag in storage bears o the total of all Underproduced parlies volumes of
Gas In storage. Operator agrees thal it will not utilize any information oblained pursuant to (his Section 1V of this Gas Balancing
Agreement for any purpose other than implementing or administering the terms of thts Gas Balancing Agreement. -

. Responsibliity and Liabllity for Collection

Operator shall nol be liable to any Underproduced party for the laifure of any Overproduced party to pay any amounts owed
ursvuant to the terms hereof. In the event that any party (ails to pay any sum due under the terms hereof after demand therefor
Ey the Operator, the Operator may turn responsibility for the collection of such sum to the party or parties to whom it is owed,
and Operator shall have no further responsibility in the event that such sums are not paid. ng party shall have the right after
expiration of thirty {30) days after Operator shal! have provided a final accounting of the Gas balance to all parties hereto to
demand on thirty {30) days advance writlen notice to both Operator and all Qverproduced parties that any payments dua to
such party for such party’s Underproduced volumea shall be paid directly to such party by the Overproduced party(s), rather
than being paid through Operator. In the even! that any Overproduced party pays to Operator any sums due to an
Underproduced party at any time afler thirty (30) days lollowing the receipt of such wrilten notification of a demang that such
Underproduced party receive such payment directly, ithe Overproduced party(s) shall continue to be liable to such
Underproduced party for any sums so paid, until such payment is actually received by such-Underproduced party. In no event
shail Operalor be liable or responsible for any amount of cash settlerent based on a value asseried by an Underproduced party
different than the value calculsted based on the revenue and volume stalements provided by the Overproduced party or parties.

Ownershlp Changes

in the event an Overproduced party intends ta sell, assign, exchange or otherwise transfer any of its interest in a Well located on
the Contract Area, such Overproduced party shall notify in writing the olher working interest owners who are parlies herelo in
such Well of such fact within forty-five (45) dazs prior to closing the transaction. Any Underproduced panr may demand of such
Overproduced party in writing, within twenty (20) days ailer receipl of lhe Overproduced party's notice of Intent to sell, assign,
exchange or otherwise transfer its interest in 8 Well, a cash settiement of ils underproduction attributed to such Overproduced

arty’s overproduction in the Wetl. Any Underproduced party electing to cash seitle with the Overproduced party shall thereby
indemnify and hold the Overproduced party harmiess against any causes of aclion, claims, losses or other actions which may be
claimed by any third party, including, but nol limited to. any purchaser of the Gas of the Underproduced paﬂl. as a result of the
cash settlernent, The Operator shall be notified of anx such demand and of any cash settlement pursuant fo this Paragraph
IV.D.. and the Gas balance accounis of the parties shall be adjusted accordingly. Any cash settlement pursuant to this
paragraph IV.D. shall be on the same basis as otherwise set forth in paragraphs [V.A. through [V.C. hereof.

The provision of |his Paragraph IV.D. shall not be applicable in the event an Overproduced party has mortgaged ils inferests, or
disposed of its interests by merger, reorganization, consolidation, or sale of substantially all of its assets 1o a subsidiary or
parent company, or lo any company in which any parenl or subsidiary owns a majority of the stock of such company.

V. Miscellaneous
A.

D

Term

This Agreement shall remain in force and effect as long as the Operaling Agreement to which it is attached remains in force and
eflect, and therealter untit the Gas balance accounts belween the parties are settled in full, and shall inure to the benefit of and
be binding upon the parties hereto, their helrs, successors, legal representatives and assigns.

. Expenses

Nothing herein shall change or atfect each party’s obligaiions to pay its proportionate share of all costs and liabilities incurred in
operstions on the Contracl Area as iis share thereof is set forth in the Operaling Agreement to which this Agreement is
aitached.

. Well Tests

Nothing herein shall be construed to deny any party the right, from tima to time, to produce and take or deliver to its Gas
purchaser up to 100% of the entire Well stream to meet 1he deliverability lest required by its Gas purchaser, provided that such
tests are reasonable in light of overall industry standards.

Monitoring of Takes of Production

Each parly shall, at all limes, use its best eftorts to regulate its takes and deliveries from each Welt on sald Contract Area o that
no Well will ba shut-in lor overproducing the allowable assigned thereto by the regulatory body having jurisdiction. Additionally,
each party shall communicate, as necessary, the contents of this agreement 1o its respective Gas purchaser(s) or transporter(s)
and shall monilor its deliveries to its respective Gas purchaser(s) or transporter(s) so as to ensure to the greatest extent
practicable that its Gas purchaser(s} or transporter(s) does not take Gas in excess of the quanlities provided for herein.
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EXHIBIT "F"
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Attached to and made a part of that certain Operating Agreement dated May 27, 1994,

by and between Maralex Resources, Inc., as Operator, and Norman and Loretta E.
Gilbreath, as Non-Operators.

EXECUTIVE, ORDFR 11246 AND EXECUTIVE ORDER 11598

" PROVISIONS OF SECTION 202 OF EXECUTIVE ORDER 11246

(1) The contrector will rot discriminate against eny enployee or spplicant for employment becmuse of
race, color, religion, sex or national origin, The contractor will teke sffirmative action to ensure that
licents are employed, and that employees are treated during sml t, without regard to their race,
color, religion, sex or mational origin. Such action shall include not be limited to the following.
eployrent, upgrading, desotion, or transfer; recruitment advertising; layoff or termination; rates of pay
or other forms of conpensation; and selection for training, including apprenticeship. The eontractor
agrees to post In conepicucus places svailable to employees and mpplicnts for enployrent, notices to be
provided by the contracting officer setting forth the provisions of this non-discrimination cleuse.

(2) The contracter will, in all solicitations or advertisarents for employees placed by or on behalf
of the contractor, state that all qualiffed applicants will receive consideration for employment without
regard to race, color, religion, sex or national origin,

; (3) ‘The contractor will send Saueach Labor m&wmr?numtattw or wr]l:u \dl.;\es&ddz he has a
collective bax&alnmg xltcmnt or © contract or T8 , a notice, to be provi the agency
contract officer, advising the labor union or workers' reing?entattve of' the mtnctur‘tycmmmmts
under Section 202 of Executive Order No. 11246 of Septarber 24, 1965, and chall post copies of the rotice
in conspicuous places available to employees and spplicante for employment. . ——

(4) The contractor will c::rly with all provisions of Executive Order ¥o. 11246 of Sept. 24, 1965,
and of the rules, regulations, relevant orders of the Secretsry of Labor.

(5} The contractor will firndsh all information and reports required by Executive Order Bo. 11246 of
September 24, 1965, snd by the rules, regulations, and orders of the Secretary of labor, or pursusnt
thereto, end will permit access to his books, records, mnd accoumts by the contracting agency and the
Secretary of Labor for purposes of {rvestigation to ascertain camplisnce with such rules, regulations, and
orders.

(6) In the event of the contractor's noncomplisnce with the non-diserimination clauses of thie
contract or vith any of such rules, regulations, or orders, this contract may be cancelled, terminated or
sutpended in whole or in part and the contractor may be declared ineligible for fizther Covertment con-
tracts in sccordance with procedures suthorized {n Executive Order No. 11246 of Sept. 24, 1965, and such
other ssnctions may be inposed and remedies invoked as provided in Executive Order ¥o. 11256 of Septesber
24, 1965, or by rule, regulation, or order of the Secretary of Labor, or as othervise provided by Lew,

(7 The contractor will include the provieions of Paragraph (1) through (7) {n every subcontrect or
chase order unless ted by rules, regulations, or orders of the Secretary of Labor {ssued pursuant to
ction 204 of Executive Order Mo. 11246 of Sepr, 24, 1965, mo that such provisions will be bﬂ:ﬁ; upon
esch smubeontrsctor or vendor. The contractor will take such sction with respect to smy subcontract or
purchage order as the contuctlﬁ ency m3y direct as a mems of enforcing such provisions including
sanctions for noncorpliance: ded, thowever, that in the event the contractor beceres involved in, or is
threatened with, 1{tigation with » mbcontractor or vendor ae 2 rerult of such direction by the contracting

4 u?;eedcas\tracto'r tey request the United States to enter into such litigation to protect the interests
o ted States."

EXECUTIVE ORDER 11598, 41 CFR_50-250

LISTING JOB VACANCIES WITH THE FEDERAL-STATE EMPLOYMENT SERVICE SYSTEM

“As provided by &1 CIR 50-250, the contractor agrees that all employrent openings of the contvactor
vhich exist st the time of the execution of the contract, and those which ocour during the perfortemce of
this contrect, including those not generated by the contract and including those occurring at an establish-
gent of the contractor other than the one wherein the contract is being performed but excl those of
{ndependent 1y ated corporate affilistes, shall to the maximsm extent feasible, be offered for liatirg at
am eppropriste local office of the State Bployment Service System wherein the opening occurs and to provide
such r;todlc reports to such local office regarding erployment openings #nd hires s may be required:
Provided, thst this provision shall not apply to openings wvhich the contractor fills from within the con-
tractor's organization or are filled pursumt to a customry and traditional employer-union hiring srrange-
ment and that the listing of amployment openings shall imvolve only the normal cbiigatfons shich sttach to
the placing of job orders.”

"n."emmcm agrees further to place the above provision in eny subcontract directly under this
contract,

"The above two clmusen shall not be operstive when the contract or subcontract {s for sn amount less
than $10,000.00, or which will gererate less than 400 man-dsys of employment within the contractor's or
sb-contractor's organization or vhen the provisions of 41 CFR 50-250 sre mot othervise l'l'cahle hereto.

Zach men-day consists of my day during vhich an erployse performs more than one hour of .
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