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_ OPERATING AGREEMENT -
THIS AGREEMENT, entered into by and between ___WPX Energry Production, LLC

. hereinafter designated and referred to as "Operator,” and the signatory party or parties other than Operator, sometimes

hereinafter referred to individually as "Non-Operator " and collectively as "Non-Operators."
WITNESSETH:
WHEREAS, the parties to this agreement are owners of Oil and Gas Leases and/or Oil and Gas- Interests in the land

identified in Exhibit “A," and the parties hereto have entered into that certain Unit Agreement for the Development and Operalion of the
North Escavada Unit Area, Sandovat County, State of New Mmcn. dated as of the ]st day of July, 2015, and hereinafter referred to s the
“Unit Agreemcnt" reached—on—agreement  to  explore and develop these Leases and/or Oil
and Gas Interests for the producuon of Oil and Gas to the extent and as hereinafter provided, :

WHEREAS the parties enter into this agreement pursuant to Section 7 of the Umt AgrecmenL

NOW, THEREFORE, it is agreed as follows:

ARTICLE L
DEFINITIONS

As used in this agreement, the following words and terms shati have the meamngs here ascribed to them:

A. The term "AFE" shall mean a DETAILED Authority for Expendlturc prepared by a party to this agreement for the purpose of
estimating the costs to be incurred in conducting an operation hereunder. An AFE for a Horizontal or Mu!tl-lnt:ral Well shall clearly
stipulate that the well being proposed is a Horizontal or Multi-lateral Well and shall include all Completlon operations for the proposed
Horizontal or Multi-lateral Well. ‘

~ B. The term "Complenon" or "Completc" shall mean a smgle operation intended to oomplete a well as a producer of Qil
and Gas in one or more Zones, including, but not limited to, the . setting of production casing, perforating, well stimulation
and production testing conducted in such operation. :

C. The term “Centract-Asea™ “Unit Area” shall mean all of the lands, Oil and Gas Leases and/or Ol and Gas Interests intended
to be developed and operated for Oil and Gas purposes under this agreement.  Such lands, Oil and Gas Leases and Oil and Gas

Inlcresu are described in Exhibit "A." !

D. The term "Deepen” shall mean a smgle operation whereby a well is drilled to an objective Zone below the deepest
Zone in which the well was previously drilled, or below the Deepest Zone proposed in the associated AFE, wh1chcver is the

'Iesser When used in connection with a Multi-lateral or Horizontal Well the term “Deepen™ shall mean an operation whereby a Ln:cml is

drilled 1o a horizonta! distance grenter than the distance set out in the well proposat approved by the Consenting Parties, or to a horizontal
distance greater than the tota) measurcd depth to which the Lateral was previously drilled.

E. The terms “Dnllmd Party" and “Consenting Party" shall mean a pa.rty who agrees to Jmn in and pay its share of the
cost of any operation conducted under the provisions of this agreement.

F. The term "Drilling Unit" shall mean the area fixed for the drilling of one or more well(s) by order or rule of any state or

federal body having authority. If a Drilling Unit is not fixed by any such rule or order, a Drilling Unit shall be the drilling unit as
established by the pattern of drilling in the Centrast Unit Area unless fixed by express agreement of the Drilling Parties. ’

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

lacated. The tetm “Dnllsne when used in connection with a Horizontal or Mulu-lnteral Well shall mean the surface location and the Qil
and Gas Leases or Oil and Gas Interests within the spacing unit on which the wellbores, including all anemls, are located.

e term "Initial Test Well" shall mean the well required to be drilled by—ihe-pmr&s—hereie—as—pm&ded—m—ﬁﬁeh%u d
the terms o;llhe f K‘émrm q nder

. The erm "Non-Consent Weli” shall mean & \\tll in which less than all parties have conducted an operation as '
prov:ded in Article VIL.B.2.

J.  The terms "Noﬁ-DrilIing Party" and "Non-Consenting Party" shail mean a party who elects not to participate in a
proposed operation. .

K. The term "Oil and Gas" shall mean oil, gas, casinghead gas, gas condensate, andjor all other liquid or gaseous
hydrocarbons and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is’
spcciﬁcally stated. _ .

L. The term "Oil and Gas Interests” or “Interests” shall mean unieased fee and mineral interests in Qil and Gas in tracts

- of land lying within the Contrast Unit Area which are owned by parties to this agreement.

M. The terms "Oil and Gas Lease," "Lease” and "Leasehold” shall mean the oil and gas leases or interests therein .
covering tracts of land lying within the Centraet Unit Area which are owned by the parties to this agreement.
N.* The term "Plug Back® shall mean a single operation whercby a deeper Zone is abandoned in order to attempt a

Completion in a shallower Zone. When used in connection with a Horizonta) or Multi-lateral Well, the term “Plug Back”'shall mem'an
operation to test or Complete the well ata stratigraphically shallower geological horizon in which the operation has been or is being

"Completed and which is not within an existing Lateral.

O. The term "Recompletion” or "Recomplete” shall mean an operation whereby a Completion in one Zone is abandoned
in order to attempt a Completion in 2 different Zone within the existing wellbore. '

P. The ©2rm "Rework" shall mean an operation conducted in the wellbore of a well after it is Completed to secure,
restore, or improve production in & Zone which is curmrently open to preduction in the wellbore. Such operations include, but
are not limited to, well stimulation op:raliéns but exclude any routine repair or maintenance work or drilling, Sidetracking,
Deepenmg, Completing, Recompleuna or Plugging Back of a well. .

Q. The term *Sidetrack” shall mean the directionai control and intentional deviation of a well from vertical so as to
ch_ahge the bottom hole location unless done-to straighten the hole or drill ‘around junk in the hole to overcome other

" mechanical difficuliies. When used in connection with a Horizontal or Multi-lateral Well, the term “Sidetrack™ shall mean the directional

éqnfml and Ln!muonal deviation of a well outside the existing Lateral(s) so as to change the Zone or the direction of a Lateral as originally
proposed, unless done to straighten the hole or drill around junk in the hole or to overcome other mechanical difficulties.
R. The term "Zone" shall mean a stratum of earth containing or thought to contgin & common accumulation of Oll and

* Gas separately producible from any other common accumulation of Oil and Gas. ,

S. The term “Lateral” shall mean that portion of a wellbore that dzv:ales from approximate vertical orientation to npproxlmate

horizontzl crientation and all wellbore beyond such deviation to Total Measured Depth.

T. The term “Horizontal Well” shall mean a well containing a single Lateral which is dnlled, Completed or Reeompleted ina_
manner in which the horizontal ‘component of the completion interval (1) extends at Jeast one hundred ( 100 } fect in the objective formation
and (2) exceeds the vertical component of the completion interva! in the objecuv: fotmnt:on -

;

North Escavada Unit Operating Agareement
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U. The term “Multi-lateral Well” shall mean a well which contains more than one Lateral which is drilled, Completed or
Recompleted in & manner in which the horizontal component of the comipletion interval of each Lateral (1) extends at least one hundred
(100") feet in the abjective formation(s) and (2) exceeds the vertical component of the completion interval in the objective formation(s).

V. The term “Total Measured Depth™ when used in connection with a Multi-lateral or Horizontal Well, shal! mean the distance
from the surface of the ground to the terminus of the wellbore, 2s measured along the wellbore. Each lateral teken together with the
common vertical wellbore shall be considered a single wellbore and shall have a corresponding Total Measured Depth. Notwithstanding the
foregoing, in the case of a Multi-lateral Well, if the production from each Lateral is to be commingled in the common vertical wellbore then
the Laterals end vertical wellbore shall be considered collectivety as one wellbore. When the proposed operation(s) is the drilling of, or
operation on, a Horizontal or Multi-Lateral Well, the terms “depth” or “total depth” wherever used in the Agreement shall be deemed to
read “Total Measured Depth” insofar as it applies to such well. '

W. The term “Vertical Well” shall mean a well drifled, Compleu:d or Recompleted-other than a Horizontal or Multi-Lateral
Wwell. -

X. The term “Horizontal” shall mean approximately parallel to the eanh s surface or more genernlly a devumon from vertical of
more than 30 degrees.

Unless the context otherwise clearly indicates, words used in the singular include the plural, the word "person” includes
narural and artificial persons, the plural includes the singular, and any gender includes the masculine, femmme and neuter.
ARTICLE IL
) EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:
X A. Exhibit "A," shall include the following information: '

- (1) Description of lands subject to this agreement
(2) Restrictions, if any, as to depths, formations, or substances,
(3) Parties to agreement with addresses and telephone numbers for notice purposes
(4) Percentages or fractional interests of parties to this agreement,
(5) Oit and Gas Leases and/or Oil and Gas Interests subject to this agreement,
(6) Burdens on production.
(7) Plat of Unit Area.

et
g

__ X  C. Exhibit "C," Accounting Procedure,
X D. Exhibit "D," Insurance, with lnsurance Election Ballot(s).
X  E. Exhibit "E," Gas Balancing Agreement. -
"X F Exhibit "F," Non-I?iscrimination and Certification of Non-Segregated Facilities.

Y Te Xl

~

>

X  H. Other: Rec

North Escavada Unit Operating Agreement
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If any provision of any exhibit, except Exhibits "E," and "F" aad—"G;" is inconsistent with any provision contained in

* the body of this agreement, the provisions in the body of this agreement shail prevail.

ARTICLE IIL.
INTERESTS OF PARTIES
A. Oil and Gas Interests; ‘

If any party owns an Qil and Gas Interest in the Eentract Unit Areg, that Interest shall be treated for all purposes of this
agreement and during the term hereof as if it were covered by the form of Oil and Gas Lease aftached hereto as Exhibit' "B,"
and the owner thereof shall be deemed to own both royalty interest in such lease and the interest of the lessee thereunder.

B.  Interests of Parties in Costs and Production:

_ Unless changed by other provisions, all costs and lmbtlmes incurred in operations under this agreement shall be bomne
and pand and all equtprnem and materials acquired in operanons on the Gontraet Unit Area shall be owned,- by the parties as thelr
interests are set forth in' Exhibit "A." In the same manner, the parties shall also own all production of Oil and Gas from the

- Contsaet Unit Area subject, however, to the payment of royalties and other burdens on production as described hereafter.

ol ] ) ) O Oy O
HG RN~ S W

RCgardlcss of which party has contributed any.Oil and Gas Lease or Oil and Gas Interest on which royalty or other
burdens may be payable and except as otherwise expressly provided in this agreement, each party shall pay or.deliver, or
S_ig}{ff 10 bs%glalldAor Jlmf all by erlclOn nsarslga.re oﬁzﬂ’f pror&xgt:on g'&TrtheG;&t-fggiUngér o from  any  liability : therefor.
Except as otherwise expressly prcmded in this agreement, if any party has contributed hereto any Lease or ].nterest' which is
burdened with any royalry, overriding royalty, production payment or other burden on production in excess of the amounts
stipulated above, such party so burdened shall assume and alone bear all such excess obligations and shall indemnify, defend
and hold the other parties hereto harmless from any and all claims attributable to such excess bur,den.' However, so long as
the Drilling Unit for the productive Zone(s) is identical with the Centraet Unit Area, each party shall pay or deliver, or cause 1o
be paid or delivered, all burdens on- production from the Gentraet Unit Area due under the terms of the Oil and Gas Lease(s)
which such party hss contributed to this agreement, and shall indemnify, defend end hold the other parties free' from any -
liability therefor. ‘

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

Nothing contained in this Article IIL.B. shall be deemed an assignment or cross-assignment of interests covered hereby,
and in the eveni two or more parties contibute 10 this agreement jointly owned Leases, the parties' undivided interests m ;
said l.:asehold: ‘'shall be deemed separate leasehold interests for the purposes of this agreement,

C. Subsequently Created Interests: N

If any party has contnbuled hereto & Lease or Interest thar is burdened with an assignment of producnon given as security
for the payment of money, or 1f after the date of this agreement, any party creates an overriding royalty, production
payment, net profits ‘interest, assignment of production or other burden payable out of production attributable to its working

" interest hereunder, such burden shall be deemed a "Subsequently Created Interest." Further, if any party has contributed

hereto a Lease or Interest burdened with an ovemriding royalty, production payment, net profits interests, or~other burden
payable out of production created prior to the date of this agreement, and such burden is not shown on Exhibit "A," such
burden also shail be deemed a Subsequently Created Interest to-the extent such burden causes the burdens on such party's
Lease of Interest 1o exceed the amount stipulated i in Article IILB. above.:

The party whose interest is burdened. with the Subsequently Created Interest (the "Burdened Party") shall assume and

_alone bear, pay and- discharge the Subsequently Created Interest and shali indemnify, defend and hold harmless the other

parties from and 8gainst any liability therefor. Further, if the Burdened Party fails to pay, when due, its share of expenses
cha.rgeable hereunder all provisions of Article VILB. shall be enforcesble against the Subsequently Created Interest in- the
same manner as they are enforceable against the working interest of the Burdened Party. [f the Burdened Party is required
under this agreement to assign or relinquish to.any other party, or parties, all or a portion of its working interest and/or the
production attributable thereto, said other party, or parties, shall receive said assignment and/or production free and -clear of
said Subsequently Created Interest, and the Burdened Party shall indemnify, defend and hold harmless said other party, or
pnnies,' from any and all claims and demands for payment asserted by owners of the Subsequently Created Interest. :
’ ARTICLE IV.

TITLES
A. Title Examination: )

’ Title examination shali be made on the Drillsite of any proposed well prior to commencement of drilling operations and,
if a méjority .in interes; of the Drilling Perties so request or Operator so elects, tille examination shall be made on the entire
Dnllmg Unit, or maximum - anticipated Drilling Unit, of the well.  The opinion will include the ownership of the working
interest, . ‘minerals, royalty, ovemiding royalty and production payments under the applicable Leases.  Each party contributing

Leases and/or Oil and Gas Interests to be included in the Drillsite or Drilling Unit, if appropriate, shall furnish to Operator

v oall abstracts “(including federal lease status reports), title opinions, title papers and curative material in its possession free of

charge. Al such information not in the possession of or made available to Operator by the parties, but necessary for the
examination of the title, shall be obtained by Operator. Operator shall cause title .to be examined by attomeys on its staff or

by outside attorneys. Copies of all title opinions shall be furnished to each Drilling Party upon written request. Costs incurred by Operator

-in procuring abstracts, fees paid outside arorneys or other outside land consultants for title examination (mcludmg preliminary,

supplemental, shut-in royalty opinions and division order title opinions) and other direct charges as provided in Exhibit "C" shall be borne
by the Drilling Perties in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such
interests appear in Exhibit-"A." Operator shall make no charge for services rendered by its staff attorneys or other personnel in the
performance of the above functions.

Each party shall be responsible for securing curative matter and pooling amendments or agreements required in
connection with Leases or Oil and Gas Interests contributed by such party. Operator shall be responsible for the preparation
and Eecording of pooling designations or declarations and communitization agreements as well as the conduct of hearinés.
before éovemmenta] agencies for the securing of spacing or pooling orders or any other orders necessary or appropriate -t0 . .
the conduct of operations hereunder. This shall not prevent any party from appearing on -its own behalf at such hearings.

ts incurred by Operator, including fees paid to outside attorpeys or gther outside Jand consul which are associated earin
fore govemme%mlpavenclea and wﬁlch Eogts are necessary an ?3oper?oret[1e actlwft{les contemp]g{ga under thaig agreement, s‘ﬁaﬂ g %?re 1

charges to the joint accont and shall not be covered by the administrative overhead charges as provided in Exhibit /C."

North Escavada Unit Operating Agreement -3-
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_ been examined as above provided, and (2) the mlc has been approved by the
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Operator shall make no charge for services rendered by its staff attomeys or other personnel in the performancc of T.he abovc
functions. - - : :
No well shall be drilled on the Centrast Unit Area until after (1) the title to the Drlllsm: or Dnllmg Unit, if apprOpnatc has™

MMW‘ ¥ 5 + g
B. Loss or leure of Title: “a

. Failure of Title: Should any Oil and Gas Interest or Oil and Gas Lease be lost through fallure of title, which results in a
reduction of interest from that shown on Exhibit "A)" the party credited -with eontnbunng the affected Lease or Interest
(including, if applicable, a successor in interest to such party) shall have ninety (90) days from final determination of title

failure to acquire a new lease or other instrument curing the entlrety of the title-failure, which acquisition will not be subject '

to Article VIII.B, and failing to do so, this agreement, nevertheless, shall continue in force as to all remammg Gil and Gas
Leases and Interests; and,

- () The party credited with contributing the Oil and Gas Lease or Interest affected by the title failure” (including, if ’

applicable, @ successor in interest 1o such party) shell bear alone the entire 10ss and it shall not be entitled to recover from
Operator . oF the _other pames any development or operating costs which it may have previously paid or, mcnrred but there
shall be no additional Liability on its part to the other parties hereto by reason ' of such ntle failure; .

{b) There shall be no retroactive adjustment of expenses mcurred or revenues received from the operanon of the
Lease or4Interest which has failed, but the interests of the parties’ contained on Exhibit "A" shall be revised on an acreage

basis, as of- ‘the tme it is determined finally that title failure has oecurrcd _so that the interest of the party whose Lease or

Interest is affected by the title failure will thereafter be reduced in the Gemet Unit Area by the amount of the Lease or Interest failed;

{¢) If the proportionate interest of the other parties hereto in’ any producmg well previously drilled on' the Contract ‘
" Area is increased by reason of the title failure, the party who .bore the costs incurred in connection with such well attributable

to the Lease or Interest which has failed shall receive the proceeds attributable to the increase 'in. such interest (less costs and
- burdens attribintable thereto) untul it has been relmbursed for unrecovered costs paid by it in connection with such well
anributable to such falled Lease or Interest; ~

- (ct) Should any person not a party to this agreement, who is detcrmmed to be the owner of any Dease or Interest ~
which has failed, pay in any manner any part of the cost, of operation, development ‘or equipment, such amount shall be paid

o the party or parties who bore the costs which are so refunded; .- '

(e) Any liability to account to a person not a party to r.hls agreement for prior production of Gil and Gas which arises
by reason of title failure shail be bome severally by each party "(including a predecessor to a cument party) who received
produeuon for which such accounting is required based on the amount of such production received, and each such parry shall
severally mdemmfy, defend and hold harmiless all other parties hcrclo for any such liability to account; .

(f) No charge shall be mede to the joint account for legal expenses, fees or salaries in ‘connection with the defense of
~the Lease or Interest claimed to have failed, but if the party contributing such Lease or I[nterest hereto elects to defend its title
it shali bear all expenses in con.necnon therewith; a.nd - :

(g) If any part) is given credit on Exhibit "A" to a Lease or Interest whtch is limited solely to ownershlp "of an
interest in the wellbore of any well or wells and the produenon therefrom such party's absence of interest in' the remainder
of the Gen&ree* Unit Area shall be considered a Failure of Title as to such remammg Centraet Unit Area unless that absence of interest
is reﬂecled on Exhibit "A." g

. Loss by Non-Payment or Eroneous Eggm nt of Amount Dug If, through mistake or oversight, any rental shut-in well
payment, n'ummum royalty or royalty payment, or other payment_necessary “to maintain all or a portlon ‘of an-QOil” and -Gas

: Lease or- mteresl is not paid or is erroneously paid, and as a result a Lease or Interest terminates, there. shall be no’ monctary

hablhty agamst the party who failed 10 make such payment Unless “the party who fmled to make' the required’, payment

secures a new Lease or lnteresl covering the same interest wnhm ninety (90) days from ‘the discovery of the failure to make -

proper - payment, which acqulsmon will not be subject to Article VIIL.B., the interests of the parties reflected -on” Exhibit’ "AY
shall be revised-on an acreage basis, effecuvc as of the date of termination of the Lease or Interest mvolved -and the party .
-who failed 10 make proper payment will no longer be credited with an interest in the Contract Unit Area on accoum of ownershnp
of the Lease or Interest which has terminated. If the ‘party who failed to make the required payment shall not have been fully
relmbursed at the time of the loss, from the proceeds of the sale of Qil and Gas attributable to the lost Lease or lnlerest,
caleulaxed on en zcreage basis, for the development and operatmg costs previously paid on account of such Lease o Interest., -
|t shall be rexmburscd for unrecovered actual costs prevxously paid by it (but not for its share of the cost of any_dry hole
prevnously drilled or wells previously abandoned) from so much of the followmg as is necessary o effect relmbursement

- {8) Proceeds of Oil and Gas produced prior to termination of the Lease or Interest less operatmg expenses and lease
. burdens chargeable hereunder o the person who failed to make payment, previously accrued to Lhe egedlt of the lost Lease or
lm.ercst, on an ecresge basis, up to the amount of unrecovered costs; :

(b) Proceeds of Oil and Gas, less operating expenses and lease burdens chargeable hereunder to thc person, who failed

. 10 make payment, up to thc amount of unrecovered costs attributable to that portion of Oil and Gas thereaﬁcr produced and

- ~-marketed (excludmg producuon from any wells thereaﬁer drilled) which, in the absence of such Leasc or- Interest tcrrmnatxon

‘

65
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would be “amributable to the lost Lease or Interest on an acreage basis_ and wluch as a result of.such Lease or Interest
termination ,is credited to other parties, the proceeds of said portion of the Oil and Gns to be eontnbuled by the other pames
“in propomon to their respeeme interests reflected on Exhibit "A"; end, .
(¢) Any monies, up 1o the amount of unrecovered costs, that may be paid by any party who is, or becomcs thc owner
- of the Lease or Interest lost, for the privilege of pm:cnpatmg in the Eentraet Unit Area or becoming a party to this agreement.
3 ,Qm_lesg All losses of Leases or Interests committed to this agreement, other than those set forth in Amcles

" IVB.1. and TV.B2.-above, shall be joint losses ‘and shall be bome by all parties in proportion to’ their interests’ shown on

Exhlb:t A" This shall include but not be limited to the loss of any Lease or Interest through failure to develop or because

. express or 1mp||ed covenants have not been performed (other than performance which requires only the.payment of money)

and- Lhe loss of any Lease by expiration at the end of its primary term if it is not renewed or extended. There shall be no

_ readjusu'nent of interests in the remaining portion of the Cantrast Unit Area on account of any joint loss.

, 4. Curing Title - In'the event of a Failure of Title under Article TV.B.1. or a loss of title under Article IV.B.2. above any
Lease or Interest acquired by any party hereto (other than the party whose interest has failed or was lost) during t.he ninety
(90) day period provaded by Article IVB.1. and Anticle IVB.2. above covering all or a portion of the interest “that has fmled'
or was lost shall be offered at cost to the party whose interest has failed or was lost, and the provisions of Article . VILB.
shall not apply to such acqmsmon



W oo ~1 O LA W N

W W W R R I Rl T ¥ T S U U
LR Z2eBRBURBRBRIERNESbbelabrben =0

B S Ty T P S VT VA VS G G T G A b b DWW Ww W
FORNYNEZT232222D228LLRURBYLEERRRESREVESTE IR

('Y
h

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

ARTICLE V.
. OPERATOR
A. Designation and Responsibilities of Operator: )

___ WPX Energy Production, LLG shall be the Operator of the Centract Unit Area, and shall conduct
and direct and have full control of ell operations on the Gentract Unit Area as permitted and required by, and within the limits of
this agreement. In its performance of services hereunder for the Non-Operators, Operator shall be an independent contractor
not subject to the control or di}et;tion ‘of the Non-Operators except as to the type of operation to be undertaken in accordance
with the electionl procedures contgined in this agreement.  Operator shall not be deemed, or hold itself out as, the agent of the

Non-Operators with euthority to bind them to any obligation or liability assumed or incurred by Operator as to any third -

" party. Operator shall conduct its activities under this agreement as a reasonable prudent operator, in 2 good and workmanlike

manner, with due diligence and dispatch, in accordance with good oilfield practice, and in compliance with ai:plica.ble. law and
regulatnon, but in no event shall it have any liability as Operator to the other parties for losses sustamcd or ligbilities incurred
exccpt such as may rcsu]t from gross negligence or willful misconduct,
B. Resngnanon or Removal of Operator and Selection of Successor:

1. Resignation or Removal of Operator; Operator may resign at any time by giving written notice thereof to Non-Operators.
If Operator terminates its legal existence, no longer owns an interest hereunder in the Centraet Unil Area, or is no longer capable of
serving as Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a
successor. Operator may be removed only for good cause by the affirmative vote of Non-Operators owning a majority interest

based on ownership as shown on Exhibit "A" remeining after excluding the voting interest of Operator, such vote shall -not be

deemed effective until a written notice has been delivered to the Operator by a Non-Operator detailing the alleged default and
Operator has failed to cure the default within thirty (30) days from its rcccxpt of the notice or, if the default concemns an
operation then being conducted within forty-eight (48) hours of its receipt of the notice. For purposes hereof, "good cause" shall
mean not only gross negligence or willful misconduct but also the material breach of or insbility to meet the standeu'ds of
operanon contained in Article V.A_ or material failure or inability to perform its obligations under this agreement.

Subject to Article VIL.D.1, such resignation or removal shall ‘not become effective until 7:00 o'clock AM. on the first
day of the calendar month following the expiration of mnety (90) .days after the giving of notice of resngnanon by Opcrator

or action by the Non-Operators t0 remove Operator, unless a successor Operator has been selected and assumes the duties of '

Operator a1 an earlier date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof. as a

© Non-Operator. A change of a corporate name or structure of Operator or transfer of Operator's interest to any single

subsidiary, parent or successor corporation shall not be the basis for removal of Operator.

2, Selection of Successor Qperator: Upon the resignation or removal of Operator under any provision of this agreement, a

succcssor Operator. shalt be selected by the parties. The successor Operator shall. be selected from the parties owning &n
interest in the Eentract Unit Area at the time such successor Operator is selected. The successor Operartor shall be selected by the
affirmative . vote of two (2) or more parties owning a majority interest based on ownership as shown on Exhibit "A";

provided, however, if an Operator which has been removed or is deemed to have resigned fails to vote or votes only to

succeed itself, the successor Operator shall be selected by the affirative vote of the party or parties owning a majority
interest based on ownership as shown on Exhibit "A" remaining after excluding the voting interest of the Operator that was
removed or resigned. The former Operator shall promptly deliver to the successor Operator all records and data relating to
the operations conducted by the former Operator to the extent such records and data are not already in the p'osse_ssion of the
successor_operator,  Any cost of obtaining or copying the former Operator's records and data shall be charged to the joint
account. ‘ ' '

' 3. Eﬁ:qg_qf_B_anM If Operator becomes insolvent, bankrupt orfis placed in receivership, it shall be deemed to Bave

_resigned without any action by Non-Operators, except the selection of a successor. If a petition for relief under the federal

bankruptcy laws is filed by or against Operator, and the removal of Operator is prevented by the federal bankruptcy court, all
Non-Opemors and Operazor shall comprise an interim operating committee to serve until Operator has elected to reject or

,assumc this agreement pursuant 10 the Bankruptcy Code, and an election to reject this agreement by Operator as a debtor in

possession, or by a trustee in bankruptcy, shall be deemed a resignation as Operator without any action by Non-Operators,
éxcept the selection of a successor. During the period of time the operating committee controls operatiohs, all ‘actions 'shall
require the approval of two (2) or more parties owning a majority interest based on ownership as showr'x on Exhibit "A." In
the event there are only ‘two (2) parties to this agreement, during the period of time the operaiing- c:ommi!:tee,i controls

" operations, a third party accepteble 0 Operator, Non-Operator and the federal bankruptcy court shall be selected” &5 a
~ member. of the operating commitiee, and all actions shall require the approval of two (2) members of the ope"rating

commmee without regard for their interest in the Centrast Unit Area based on Exhibit "A, g
C. Employees and Contractors:
The number of employees or conuactors used by Operator in conducting operations hereunder, their selecnon and lhc

-~

hours of labor and the compensation for services performed shall be determined Operntor and all such cmployees or

contractors shall be the employees or conractors of Operator.
D. Rights and Duries of Operator:

1. Competitive Rates and Use of Affiljates; All weils drilled on the Geat-r—eez Unit Area shall be dnlled on a competitive
coniract basis at the usual rates prevailing in the area. If it so desires, Operator may employ its own tools and equipment in

~ the drilling of wells, but its charges therefor shall not exceed the prevalhng rates in the area and the rate of such charges

shall be azgreed upon by the parties in writing before drilling operations are commenced, and such work shall be performed by
Operator under the sameterms and conditions as are customary and usual in the area in contracts of independent contractors
who are-doing work of a similar nawre, All work performed or materials supplied by affiliates  or related parties of Operator

shall be performed or supplied at competitive rates, pursuant to written agreement, and in accordance with customs and

standards prcvallmg in the industry.
2. Discharge of Joint_Account Qbligarions; Except as herein otherwise specifically provided, Operator shall promptly pay

K a.nd discharge expenses lncun'ed in the development and operation of the Centraet Unit Area pursuant to this agreement and shall

charge’ each of the parties hereio with their respective proportionate shares upon the expense basis provided.in Exhibit "
Operator shall keep an accurate record of the joint account hereunder, showmg expenses incurred and charges and credlts
made and received.

3. Protection from Liens: Operator shall pay, or. cause to be paid, as and when they become due and payable all accounts

of contractors and suppliers and wages and salaries for services rendered or performed, and for materials supplied on, to or in

ﬂmpect of the Geme& Unit Area or any operations for the joint account thereof, and shall keep the Gen&ee& Unit Area freé from

North Escavada Unit Operanng Agreement -5-
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liens and encumbrances resulting therefrom except for those rcsuinng from a bona fide dispute as to services rendered or
materials supplied.

4, Custody of Funds: Operator shall hold for the account of the Non-Operators any funds of the Non-Operators advanced
or paid to the Operator, either for the conduct of operations hereunder or as a result of the sale of production from the
Contract Unit Area, and such funds shall remain the funds of the Non-Operators on whose account they are advanced or paid until ,
used for their intended purpose or- otherwise delivered to the Non-Operators or applied toward the payment of debts” as

- provided in Article VIIB \‘othmg in this paragraph shall be construed to establish a fiduciary relationship between Opcrator

and Non-Operators for any ‘purpose other than to account for Non-Operator funds as herein specifically provided. Nothing in
this paragraph shall require the maintenance by Operator of separate accounts for the funds of Non-Operators unless the
parties otherwise specifically agree.

5. Access 1o Centrees Unit Area and Records: Operator shall, except as otherwise provided herein, permit each Non-Operalor
or its duly authorized representative, at the Non-Operator's sole risk and cost, full and free access at all reasonable times to
all operations of every kind and character being conducted for the joint account on the Cesmtract Unit Area and to the records of
operations conducted thereon or production therefrom, including Operator's books and records relating thereto. Such access
rights shall not be exercised in a manner interfering with Operator's conduct of an operation hereunder and shall not obligate
Operator to funish any geologic or geophysical data of an iﬁterpretivé nature unless the cost. of 'prepﬁration of such
interpretive data was charged to the joint account. Operator will fumish to each Non-Operator upon request copies of any
and ali reports ‘and informarion obtained by Operator in connection with production and related itérns, including, without

* limitation, meter and chart reports, production purchaser swtements, run tickets and monthly gauge reports, but excluding

pugchage contracts and pricing information o the extent not applicable to the production of the Non-Operator seeking the
information. Any audit of Operator's’ records relating to amounts expended and the appropriateness of such expenditures
" shall be conducted in accordance with the audit protocol specified in Exhibit "C."
6. Filing and Fumishing_Govemmental Reports: Operator will file, and upon written request prompt]y furnish copies to
_eech requesting Non-Opemor not in default of its payment obligations, all operational notices, reports or appl:canons
required to be filed by Iocal State, Federal or Indian agencies or authorities having jurisdiction over operations ‘hereunder.
Each Non-Opt:rator shall provide to Operator on a timely basis all’ information necessary to Operator to make -such filings.
- 7. Mgmm The following provisions shall apply to each well drilled hereunder, including but not
llmlted 10 the Initial Well: .
(a) Operator will promptly advise Non-Operators of the date on which the well is spudded, or the datc on which
dnllmg operations are commenced. -
. (b) Operator will send to Non-Operators such reports, test results and notices regarding the progress of operations on the well
as the Non—Operators shall reasonably request, including, but not limited to, danly dnllmg reports, completion reports, and well logs
(c) Operator shall adequately test all Zones encountered which may reasonably be expected o be capable of producmg
20il and Gas in paying quantities as a result of examination of the electric log or any other logs or cores or tests conducted -

hereunder.

" Any information fumished to or obtained by a Non-Operator pursuant to Articles V.D.5, V.D.6 and V.D.7 shall be maintained as

* confidentia! by the Non-Operator and sha!l not be disclosed by the Non-Operator without the prior written consent of Operator.

- . Notwithstanding anything in this Agreement to the contrary, the rights of a Non-Operator as set forth in Articles V.D. 5, V. D. 6and V.D.7
shall only apply in favor of those Non-Operator Parties who are Consenting Parties with the respect to a proposed operutian, until such time
- ns the Consenting Parties are no longer entitled to the Non-Consenting Party’s share of production, or the proceeds therefmrn attributable to
the proposed opmnon in wh:ch the Non-Consenting Parties did not participate. ‘ . :

8 Q_@;_Ej_mn_g_ Upon request of any Consenting Party, Operalor shall furnish esnmates of current and cumulative costs
incurred for the joint account at reasoneble intervals during the conduct of any operation pursuant to -this agreement.
Operalor shall not be held ligble for errors in such estimates so long as the estimates are made in good faith. )

9. Insurance; At all times while operations are conducted hereunder, Operator shall - comply w1th the workers

_ compensation law of the state where the operations are being conducted; provided, however, that Operator may be 8 self-

insurer for liability under said compensation 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" amached hereto and made a part hereof. Operator shall require all contractors engaged in work on

or for the Centract Unit Area to comply with the workers 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 Exhublt "D," or subsequently receives the approval of the

parties, no direct charge shall be mede by Operator for premiums paid for such insurance for Operator's automotive

equipment. .

ARTICLE VI.

. DRILLING AND DEVELOPMENT

“A. Initia) Test Well:

On or before the —day-ef————— date which is six (6) months from the Effective Date hercin, Operator shall commence
the drilling of the Initial Test Well at the following location: at o legal location of Operator’s choice, within the boundaries of the North
[Escavada Unit focated in T22N-R7W, Section 3: S/2, Section 4: 872, Section 5: SE/4, Section 8: NE/4, Section 9: ALL, Secuon 10: ALL,
Scctmn 1L WQ Section 14: NW/4, Section 15: N/2, Sandoval County, New Mexico.

and shall thereafier continue the drilling of the well with due dﬂugmce to a depth sufficient to ndcqum:ly test the Mancos
: formation.

Opemxor sk{all have the right to cease drilling any Horizontal or Multi-lateral Well at any time, for any reason, and any such Well shall be

decmcd to have reached its objective depth so long as Operator has drilled any. such Well to the Ob]ecuve fonn.mon(s) and has drifled
honzonlnlly in the objccuve formation(s) sufficient to test the Mancos formanon

B Suhsequeut Opernnons : ‘
1. .Proposed Operations; If any party hereto should desire to drill any well on the Cesiraet Unit Area ebher—ﬂam—ﬂaehﬁmﬂﬁeﬂ ‘
‘or if any party should desire to Rework, Sidewack, Dcepcn Recomplete or Plug Back a dry hole or a well no longer, capable of
producmg in paying quantities in which such party has not otherwise relinquished its interest in the proposed objecnve Zonc under .
this aorcerneng the party desiring to drill, Rework, Sidetrack, Deepen, Récomplete or Plug Back such a well- shall glVB written .
notice of the proposed operation t0 the parties who have not otherwise relinquished their interest in such objective Zone
North Escavada Unit Operating Agreement : -6 -
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I under this agreement and to all other parties in the case of a proposal for Sidetracking or Deepening, specifying the work to be
2 performed, the location, proposed depth, objective Zone and the estimated cost of the operation. The parties to whom such &
3 notice is delivered shall have thirty (30) days after receipt of the notice within which to notify the party proposing to do the work
4  whether they elect to participate in the cost of the proposed operation. If a drilling rig is on location, notice of a proposal to
5 - 'Rework, Sidetrack, Recomplete, Plug Back or Deepen may be given by telephone and the response period shall be limited to forty-
6  eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party to whom such notice is delivered to reply
7 within the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation.
8 Any proposal by a party to conduct an operation conflicting with the operation lmtlally proposed shall be delivered to all parties
9 wnhm the time and in the manner provided in Article VI.B.6. -
10 If all parties 1o whom such notice is delivered elect to participate in such a proposed operation, the parties shall be
11 contractually commmed 10 participate therein prowded such operations are commenced within the time period hereaﬁer set
2 ___forth; and Operator shall, no later than ainety(90) one hundred twenty (120) days afier expiration of the notice period of thirty (30) days {or
13 as promptly as practicable after the expiration of the forty-eight (48) hour period when a drilling rig is on location, as the case maybe),
15 ' actually commence the proposed operation and thereafter complete it with due diligence at‘ the risk and expense of
16~ the parties participating therein; provided, however, said commencement date may be extended upon written notige of same
17 - -by pperator to the. other parties, for & period of up to thisy(30) sixty (60) additional days if, in the sole opinion of «Ope-rator, such -
18  additional time is reasonably necessary to obtain permits from govemnmental authorities, surface rights (incll'lding rights-of- .

19 way) or appropriate drilling equipment, or to complete title examination or curative matter required for title app;aval or
20 '

2; specifically permirted herein or in the force majeure provisions of -Article XI) and if any party hereto still desires to conduct

said opermior{, .written notice proposing same must be resubmitted to the other parties in accordance herewith as if no prior

acceptance. If the actual operation has not” been commenced within the time provided_(includiﬁg any extension thereof as

23 . .
‘54  Pproposal had been made. Those parties that did not participate in the drilling of a well for which a proposal to Deepen or

25  Sidewack is made hereunder shall, if such parties desire to participate in the proposed Deepening or Sidct.rack.ing operation,
26  reimburse the -Drilling Parties in accordance with Article VLB.4. in the event of a Deepening operation and in accordance
27 - with Article VLB.5. in the event of a Sidetracking operation.

28 - . .
29 "2, Qperations by Less Than All Parties: . . - . :
0,' (2) ‘Determination of Participation, If any pérty to whom such notice is delivered s provided in Article VIB.1. or

; VLC.1. (Option No. 2) elects not to paricipate in the proposed operation, then, in order to be entitled to the benefits of this
2 Amc!c the party or parties giving the notice and such other parties as shall elect to participate in the operation shail, no
33 later than ninety (90) days after the expiration of the notice period of thirty (30) days (or as promptly as practicable after the
34 expiration of the forty-eight (48) hour period whcn a drilling rig is on location, as the case may be) actually commence the
35 proposed operation and complete it with due. diligence. Operator shall pcrform all work for the account of the Consenting
36 Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is a Non-Consenting ~ Party,
37 the _Consennng Parties shall either: (i) request Operator to perform the ‘work required by such proposed operation for the
account of the Consenting Parties, or (ii) designate one of the Consenting Parties as Operator to perform such work. . The
9. rights and duties granted to and imposed upon the Operator under this agreement are granted to and imposgd upon the party
40 designated as Operator for an operation in which the ‘original Opcramr is a Non-Consenting Party.- Consenting Parties, when
41 conducting operations on the Centraet Unit Area pursuant to this Article VI.B.2, shall comply with all terms and conditions of this
20 agreement
8 If less than all parties approve any proposed operation, the proposing. party, immediately after the explrauon of the
a4 apphcablc notice period, shall advise all Parties of the total interest of the parties approving such operauo_n and its
45 recommendation as to whether the Consenting Parties should procecd\ with the operation as proposed. Each Consenting Party,
46 within }forry-eig.ht.(ﬁ) hours (exctusive of Saturday, Sunday, ”apd legal holidays) after delivery of such notice, shall advise the
47 proposing party of its desire to (i) limit participation to such pm's ir}teresl as shown on E)ghjbit "A" or (ii} carry only its
48 proportionate part (determined by dividing suchl party's interest in the Centract Unit Area by the interests of all Consenting Parties in
49 the Contraet Unit Area) of Non-Consenting Parties' interests, or (iii) carry its proportionate part (determined as provided in (ii)) of
50 . Non-Consenting Parties’ -interests together with alt or a portion of -its proportionate part of any Non-Consenting Parties'

51 -~ interesis that any Consenting Party  did not elect to take. Any interest of Non-Consenting Parties rhal‘_is not ca;ﬁcd by a

52 - -Consenting Party shall be deemed to be camried by the party proposing the operation if such party does not withdraw its

proposal Failure to advise the proposing party within the time required shall be deemed an election under (i). In ‘the eveni a
54 dnllmg rig is on Iocatlon notice may be given by telephone, and the time permined for such a response shall-not exceed a
35 total of forty-eight (48) hours (exclusive of Satrday, Sundav and legal holidays). The proposing party, at its election, may
s6 withdraw such proposval if there is less than 100% participation and shall notify all parties of such decision within tcn: (10)
57 days, or within twenty-four (24) hours if a drilling rig is on location, following expiration of the applicable response period.

If 100% subscription to the proposed operation is obtained, the proposing party shall promptly notify the Consenting Parties

9 of their proportionaie interests in the operation and the party serving' as Operator shall commence such operation within the
60 period provided in Article VI.B.1., subject to the same extension right as provided therein.

1 (b) Relinquishment of Interest for Non-Participation, The entire cost and risk of conducting such operations shall be
62 ‘bome by the Consenuna Parties in the proportions they have elected to bear same under the terms of the preceding
63 paragraph. Consentmg Parties shall keep the leasehold estates involved in such operanons free and clear of all liens and

encumbmnca of every kind created by or arising from the operations of the Consenting Parties. If such an operation results

s in a dry hole, then subject to Articles VI.B.6. and VIE3., the Consenting Parties shall plug and abandon the well and restore =
66 t!le _surface location at their sole cost, risk and expense; provided, however, thart those \an-Conscntlng Parties that.
67\ panii;ipated in the drilling, Deepening or Sidetracking of the well shall remain liable for, and shall pay, their proportionate
.68 “shares of the cost of plugging and abandoning the well and restoring the surface location i:lx_sofar only as those costs were not
69 ¥ incr‘leased by the subsequent operations of the Consenting Parties. If any well drilied, Reworked, 'Sidel.rackeld; Deepened, -
.Recompleted or Plugged Back under the provisions of this Aricle results in a well capable of praducing Oil and/or Gas_in

70 , :

. paying quantities, the Consenting Parties shall Complete and equip the well -to produce at their sole cost and risk, and the
7 well shall then be turmed over to Operator (if the Operator did not conduct the operation) and shall be operated' by it at the
g3  cxpense and for the account of the Consenting Parties. Upon commencement of operations for the driling, Reworking,

North Escavada Unit Operating Agreement -7-
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Si;:letracldng, Recompleting, Deepcniﬁg or Plugging Back of any such well by Consenting Parties in.accordance with the
provisions of this Article, .each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties, and the

. Consenting Parties shell own and be entitled to receive, in proportion to their respective interests, all of such Non-

Consenting Party's interest in the well and share of production therefrom or, in the case of a Reworking, Sidetracking,
Deepening, Recompleting or Plugging Back, or a Completion pursuant to Article VLC.1. Option No. 2, all of such Non-
Consenting Party's interest in the production obtained from the operation in which the Non-Consentiﬂg Party did not elect

to participate.  Such relinquishment shall be effective until the proceeds of the sale of such share, calculated at tﬁq well, or

market value thereof if such share is not sold (after deducting applicable ad valorem, production, severance, and excise taxes,
rovalty, overriding royalty and other interests not excepted by Article IILC. payable out of or measured by the production
from such well accruing with respect to such interest until it reverts), shall eqﬁal the total of the following: .

(i) 400 % of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment
beyond the wellhead connections (including but not limited to stock tanks, separators, treaters, pumping equipment and
piping), plus 100%: of each such Non-Consenting Party's share of the cost of operation of the well commencing with first
production and continuing “until each such Non-Consenting Party's relinquished interest shall revert to it under. other .
provisions of this Article, it bemg 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 had it pamclpaxed in the well from the beginning
of the operations; and

(i1} 400 % of (2) that portion of the costs and expenses of drilling, Reworking, Sidetracking, Deepening,
Plugging Back, testing, Completing, and Reoompletmg, aﬁer deducting any cash contributions received under Article VIILC,,
and of (b) that portion of the cost of newly acqunred eqmpment in the well (to and including the wellhead connections),
which would have been chergeable to such Non-Consenting Party if it had participated therein. :

Notwithstanding anything to the contrary in this Arnticle VLB, if the well does not reach the deepest objective Zone
descnbed in the notice proposing the well for reasons other than the encountering of granite or practically impenetrable
substance or other condition in the hole rendering further operatlons impracticable, Operator shall give notice thereof to each
Non-Consenting Party who submitted or voted for an alternative proposal _under Article VILB.6. to drill the well 10 2
shallower de:\than the deepest objective Zone proposed in the notice under which the well was drilled, and each such Non-
Consenting Party shall have the option 1o participate in-the initial proposed Completion of the well by paying its share of the
cost of drilling the well to its actual depth, calculated in the manner provided in Article VILB.4. (a). If any such Non-

" Consenting Party does not elect to participate in the first Completion proposed for such well, the relinquishment provisions

of thls Article VI.B.2. (b) shail apply to such party's interest.

(c) Reworkine, Recompleting oI Plugging PBack, An election not to participate in the drilling, Sldetrackmg or
Deepening of a well shail be deemed a.n election not to participate in any Reworking or Pluggmg Back operation proposed in

. such a-well, or portion thereof, .to which the initial non-consent election applied that is conducted at any time prior to full '

recovery by the Consenting Parties of the Non-Consenting Party's recoupment amount.  Similarly, an election not to
participate in the Completing or Recompletnng of a well shall be deemed an election not to participate in any Reworking
operation proposed in such a v«.ell or portion thereof, to which the initial non-consent election applied that is conducted at
any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment amount. Any such
Reworking, Recompleting or .Plugging Back operation conducted during the recoupment penod shall be deemed part of the
cost of- operanon of said well and there shall be added to the sums to be recouped by the Consenting Parties QQ_Q% of
that portion of the costs of the Reworking,- Recompleting or Pluggmg Back operation which would bave been chargeable to
such Non-Consenting Party had it paricipated therein. If such a Reworking, Recompleting or Plugging Back operation is
proposed during such recoupment period, the provisions of this Anticle VIB. shall be applicable as between said Consenting
Parties in said well.

(d) Recoupment Matters. During the period of time Consenting Parties are entitled to receive Non-Consenting Party's
share of producnon or the proceeds therefrom, Consenting ‘Parties shall be responsible for' the payment of all ad valorem,
productlon 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 II1.C.

In the case of any Reworking, Sidetracking, Plugsing Back, Recompleting or Deepeniné operation, :the Consenting
Parties shall be permitted to use, free of cost, all casing, wbing and other equipment in the well, but the ownership of all
such equipment shall remain unchanged; and upon abandonment of a well after such Reworking, Sidetracking, Plugging Back,
Recompleting or Deepening, the Consenting Parties shall esccount for all such equipment to the owners thersof, with each
party receiving its proportionate part in kind or m vahue, less cost of salvage.

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

for the Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to

the well, .and an’ itemized statement of the cost of drlling, Sidetracking, Deepening, Plugging Back, testing, Completing,
Recompleung, and equipping the well for production;, or, at IIS option, the operating party, in liev of an itemized statement
of such costs of operation, may submit a detailed statement of monthly blllmgs Each month thereafier, during the time the
Consemmg Parties ,are being reimbursed as provided above, the party conducung the operations for the Conscntmg Parties
shall furnish the Non-Consenung Parties with an itemized statement of all costs and liabilities incurred 'in the operation of
the -well, together with a statement of the quantity of Oil and Gas produced from it and the amount of proceeds realized from
the sale of the well's working interest production during. the preceding month. In 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

: any such operation which would have been owned by a Non-Consenting Party had it perticipated therein shall be credited .

against the total unreturned costs of the work done and of the equipment purchased in determining when the interest of such
Non-Consenting Party shall revert to [t as above provided; and if there is a credit balance, .it shall be paid to such Non-
Consenting Party.

If and when the Consemmg Parties recover from a Non-Consenting Party's reImqulshed interest the amounts provided
for above, the relinquished interests of such Non-Consenting Party shall automatically revert to it as of 7:00 am. on the day
followma the day on which such recoupment occurs, and, from and afler such reversion, such Non-Consentlng 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, Sidetracking, Reworking,i
" Deepening, Recompleting or Plugging Back of said well. Thereafter, such Non-Consenting Party shall be charged with and

North Escavada Unit Operating Agresment -8
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3. Stand-By Cogts: When a well which has been drilled or Deepened has reached its authorized depth and ail tests have
been completed and the results. thereof fumished to the parties, or when operations on the well have been otheIWIse
terminated | pursuant to Article VLF. , stand-by costs incurred pending response to a party's notice proposing a Reworking,

Sldetrackmg, Deepening, Recompleting, Plugging Back or Complctmg operation in such a well (including the period’ reqmrcd .
under Aricle VIB.6. to resolve competing proposals) shall be charged and bome es part of the drilling or Deepening

operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time perrmtted

whichever first occurs, and prior to agreement as to the paruclpanng interests of all Consentmg Parties pursuant to “the terms

of the second grammancal paragraph of Article Vl.Bz (a) shall be charged to and borne as part of the proposed operation,

but if - the proposal is -subsequently withdrawn because of insufficient - pa.mclpauon such stand-by costs shall be, allocated

between the Consenting Parties in the proportion each Consenting Partys interest as shown on Exhibit "A" bears to "the total

interest as shown on Exhibit ”A" of all Consenungl’ames : .

In ‘the event that notice for a Sldetrackmg / om 1§ given whlle the dnllmg Tig to be utllm:d is on Iocat:on any . party
may request and receive up to five (5) additional days a;tcr expiration of the forty-eight hour respons; penod specified -in
Article VLB.1. within which to respond by paying for all stand-by costs‘and other costs incurred during such. extended
" response period; Operator may require such party to pay the ;snmated stand-by time in advance as a condmon to extending
-the response period. If more than one party elects to _take such additional time to respond to the notlce standby costs shall be
allocated "between ‘the parties ‘taking additional time' to respond on a day-to-day basis in the proportion each electing party's
mterest as shown on Exhibit "A" bears to the total interest as shown on Exhibit "A" of all the electing parties. .

- " 4, Deepening; ‘If less than all parties elect to parucxpatc ina drlllmg, Sidetracking, or Deepening openmon proposed"
pursuant to Article VIB.1, the interest relinquished by the. Non-Consenting Parties to' the Consenting Parties under Article
VIB2. shall*relate only and be limited to the lesser of (i) the total' depth. actually drilled or (i) the objective depth or Zone

~of »ihich the parties were given notice under Article VLB.1. ("Initial Objective”). Such welt shall not be Deepened beyond the

o -‘Inmal Objective without first complying wnh this Ariicle to afford the Non-Consentmg Parties the opportunity to partxclpate

in the Deepening operation. . .

" In the.event any Consenting Party desires to drill or Deepcn a Non-Consent Well 10 a depth below the Initial Objective, .
_such panty "shall give notice thereof, complying with the reqmremems of Article VIBl to all parties (including, Non->
-Consenting Parties). Thercupon Articles VI.B.1. and 2. shall apply and all parties receiving such notice shall have the right to
_pariicipate or not participate in the Deepening of such well pursuant to said Articles VLB.1. and 2.. If a Deepening operation
is approved pursuant 1o such provisions, and if any Non-Consenting Pary elects to pamcnpate m the Deepening operauon.,'
such Non-Consemmg party shall pay or make reimbursement (as the case may be) of the following’ costs and expenses.

(a) 1f‘the proposal to Deepen is made prior to the Complctmn of such well as a well capable of producmg in paying

quantities, such Non-Consenting Party shall pay (or' reimburse- Consenung Pa.mes for, as the case may be) that share of costs

" and expenses incumed in connection \mh the drilling of said well from. the surface to the Initial Objective which Non-

* Consenting Party would have paid had such Non-Consenting Party agreed to participate therein, plus the Non-Conscntmg
_ Perty’s share of the cost of Deepenlng and of participating in any further opcratlons on the well in accordance with the other
-prowsmns of this Agreement; provided, however, all coss for testing and Complcnon or attempted Completion , of the well
mcurrcd by Consenting Parties prior to the pomt of actual’ operations to Deepen bcyond the Initial Objecuve shall be for the-
" sole account of Consenting Parties. . -
(b) If the proposal is made for a Non-Conscnt Well that has been previously Completed as a well capablc of producing
in paymo quantities, but is no longer capable of producmg in paying quantities, such Non-Consenting Party shail _pay’ (or
* reimburse Consenting Parties for, as the case may be) its proportionate share of all-~costs of drilling, COmpletmg, and
',cqulppmo said well, from the surface to the. Initial Objective, calculated in the manner provided in- paragraph (a) above, less
The Non-Conscntmg Party shall-
also pay its proportionate share of all costs of re-éntering said well. The Noan-Consenting Parties' proportionate part (based
on the perccnmgc of such ‘well Non-Consenting Party would have owned had it previously pamcxpated in such Non-Consent

S Welly of -the costs of salvable materials and equipment remaining in the hole and salvable surface “equipment used in

connection with such well shall be determined in accordance with Exhibit "C.” If the Consentmg Parties have recouped the -
cost of * dnllmg, Completing, and equipping the _well at the time soch Dcepcmno operation is conducted, then a Non-

- ‘Conscm.mg Party may participate in the Dcepemng of the well with no payment for costs incurred prior,-to re-entering the

“well for Deepening N }
The forcgomg shall not lmply a right of any Consenting Party to propose any-Deepening for a Non-Consent Well pnor

Vl F. Thls Article VL.B.4 shell not apply to Deepening operations within an existing Laterel of a Horizontal or Multi-Lateral Wcll The

Non-Conscnung Parties non-consent clection shall be deemed to elso apply to any Deepening or extending opcrauon within an exlstmg

l.ateral ol‘ a Horizontal or Multi-Laterat well,
5. Sidewacking; Any party having the right 10 participate in a proposed Sidetracking operation that does not own an

mteresl 'in v.he affected wellbore at the time of the notice shall, .upon electing to participate, tender to the wellbore owners its

10 bc uullzed as follows
(@) If the proposal is for Sidewracking an EXISllng dry hole, reimbursement shall be on the basis of the actual costs
iricurred in the initial drilling of the well down 1o the depth ar which the Sidetracking operation is initiated,

j-. v (b) If the proposal is for Sidetracking a,well which has previously produced, reimbursement*shall _be on the basis of

~ such party's proportionate share of drilling and equipping costs incurred in the initial drilling of the well down to the depth .

at whlch the- Sldetrackmg operanon is conducted, calculated in the manner - described in Article VIL.B.4(b) above. = Such partys !
propomonate share of the cost of the well's salvable materials and cquipment down to the depth at which the Sldctrackmg

i, This Article’ VLB.5, “Sidetracking™ shall not apply to operations in an existing Lateral of o Horizontal or Multi- Laleml Wel. Dnllmg

Opcnmons which are mtended to recover penetration of the objective formation{s) which are conducted in & Honzontal or Mulu-l..axeral- B

,Wcll shall be considered as included in the original
. - Qrder of Preference of Operations,

Emposed drilling operations. -
. \,,, : xcept as otherwise specifically provided in t.hls agreement, if any party desxres to

‘ propose the ‘conduct of an _operation that conflicts with a proposal that has been made by a party under ;this A.rtrcle VI, such’
party sha_ll have fifteen (15) days from delivery of the initial proposal, in -the case of a proposal to drill a well or to perform ’

9- ' .
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an operation on a well where no drilling g is on location, or twenty-four (24) hours, exclusive of Saturday, Sunday and legal
holidays, from delivery of the initial proposal, if a drilling rig is on location for the well on which such operation is to be
conducted, to deliver to all parties entitled to participate in the proposed operation such party's alternative proposal, such
alternate proposal to contain the same information required to be included in the initial proposal. Each party receiving such
proposals shall elect by delivery of notice to Operator within five (5) days after expiration of the proposal period, or within
twenty-four (24) hours (exclusive of Saturday, Sunday and legal holidays) if a drilling rig is on location for the well that is the
subject of the proposals, to participate in one of the compeu‘ng proposals. Any party not electing within the time reguired
shall be deemed not to have voted. - The proposal receiving the vote of parties owning the largest aggregate percentage
interest of the parties voting shall have priority over all other competing proposals; in the case of a tie vote, the initial proposal shall

prevafl. Operator  shall  deliver notice .of such result to all parties entitled to. participate in the  operation
within five (5) dajé after expiration of the election period (or within twenty-four (24) hours, exclusive of Saturday, Sunday
and legal holidays, if a drilling rig is on location). Each party shall then have two (2) days (or twenty-four (24) hours if a rig

. is on location) ‘from receipt of such notice to elect by delivery of notice to Operator to participate in such operation or to

relinquish interest in the affected wetl pursuant to the provisions of Article VI.B.2,; failure by a party to deliver notice within
such period shall be deemed an election not to participate in the prevailing prbposal

- ~7. Conformity to Spacing Pattemn, Notwithstanding the provisions of this Article VIB.2,, it is agreed that no wells shall be -
proposed to be drilled to or Completed in or produced from a Zone from which a well located elsewhere on the Contract

. Area is producing, unless such weli conforms to the then-existing well spacing patiern or an approved exception thereto for such, Zone.

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

C. Completion of Wells; Reworking and Plugging Back:

1. Completion; Without the consent of all parties, no well shell be drilled, Deepened or Sidetracked, except any well

" drilled; Deepened or Sidetracked pursuant to the provisions of Article VIB.2. of this agreement. Consent to the dnlhng,

Deepemng or S:dctrackmg shall include as to Horizontal or Multi-Lateral Wells Opuon 1 below and as to Vertical Wells Opuori 2 below:

EI Qption No. 1 {Horizontal Wells): All necessary expenditures for the drilling, Deepening or Sidetracking, testing, Completing and
equipping of the-well, a Horizonta! or Multi-Lateral Well mcludmg necessary tankage and/or surface facilities. For any
Horizontal or Multi-Lateral Well subject to this Agreement, Completion operations shall be included in the proposed drill ihg
operations for such well,

B Option No, 2 (Vertical Wells): All necessary expenditures for the drilling, Deepening or Sidetracking and testing of the-well a
Vertical Well. When such well has reached its authorized depth, and all logs, cores and other tests have been complet:g, and the
Results thereof fumished to the parties, Operator shall give immediate notice to the Non-Operators ‘havi.ng't.hc' right to
participate in @ Completion attempt whether or not Operator recommends attempting to Complete the well,
together with Operator's AFE for Completion costs if not pre:viously provided. The parties receiving such notice
shall have forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect by delivery of - -

* notice 1o Operator to participate in a recommended Completion attempt or 1o make 2 Completion proposal- with an
accompanying AFE. Operator shall deliver any such Completion ‘proposal, or any Completion proposal’ conﬂicting
with Operator's proposal, to the other pariies entitled to participate in such Completion in accordance with the
procedures specxﬁed in Anicle VI.B.6. Election to participate in a Completion attempt shall inclide consent to all
necessary expenduures for the Completing and equipping of such well, including necessary tankage and/or surface
facilities but excluding any stimulation operation not contained on the Completion AFE.  Failure of "any party

_ 'receiving such notice to reply within the period above fixed shall constitute an election by that party not to
participate in the cost of the Completion amempt; provided, that Article V1B.6. shall control in the casé of |
conflicting Completion proposais. If one or more, but less than all of the parties, elect to attempt a Completion, the )
provision of Aricle VIB.2. hereof (the phrase "Reworking, Sidetracking, Deepening, Recompleting or Plugging
Back" as contained in Article VI.B.2. shall be deemed to include "Completing”) shall apply to the ol:;erations
thereafter conducted by less than all parties; provided, however, that Article VLB.2. shall apply écparately to each
separaie Completion or Recompletion attempt undertaken hereunder, and an election to become a Non;Consenting
Party as to one Complcﬁon or Recompletion anempt shati not prevent a party from becoming a Cdnscnting Party
in subsequent Completion or Recompletion amempts regardless whether the Consenting Parties as to earlier .
Completions or Recompletion have recouped their costs pursuant to Aricle VILB.2.; provided further, that any
recoupment of costs by a Consenting Party shall be made solely from the production attributable to the Zone in

-which the Completion attempt-is made. Election by a previous Non-Consenting party to participate in a subsequent
Complen'én or Recompletion amempt shall require such party to pay its proportionate share of the cost of salvable
materials and equipment installed in the well pursuant to the previous Completion or Recompletion  attempt,
insofar and only insofar as such materials and equipment benefit the Zone in which such party participates in a
Completion arempt.

2 Rework. Recompiete or Plug Back: No well shall be Reworked, Recomplcted or Plugged Back except a well Reworked,

Rccompleted or Plugged Back pursuant to the provisions of Article VIB.2. of this agreement.  Consent to the Reworking,’

Recompletmg or Plugging Back of a’ well shall include all necessary expenditures in conducting. such operanons and

Completing Cand equipping of  said well, including necessary  tankage and/or  surface facilities.

~ D. Other Operations:

N Operator shall not underteke any single project réasona.bly estimated 1o require an expenditure in excess of '
Eifty Thousand Dollars (S_50,000.00 ) except in connection with the
drilling,‘sidcuacking, Reworking, Deepening, Completing, Recompleting or Plugging Back of a well that has been previously-
authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden
emergency, whethei of the same or different nature, Operator may take such steps and incur such expenses as in its opinion
are _reguircd to deal with the emergency 1o safeguard life and property but Operator, as promptly as'possible. shall report the

‘emergency to the other parties. If Operator prepares an AFE for its own use, Operator shall furnish any Non-Operator so

requesting an information copy thereof for any single project costing in excess of Fifty Thousand g Dollars
(ﬂ _M,QQ ). Any party who has not relinquished its interest in a well shall have the right to propose that -

Opemor perform repair work or undertake the installation of artificial lift equipment or ancillary producuon facilities such as
salt water disposal wells or 1o conduct additional work with respect to a well drilled hereunder or other similar project (but

North Escavada Unit Operating Agreement -10-
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not- including the installation of .gathering lines or other transportation or marketing facilities, the installation of which shall

"be governed by separate agreement between the parties) reasonably estimated to require an expenditure in excess of- the

amount first set forth above in this Article VID. (except in connection with an operation required 1o be proposed under
Articles VI.B.1. or VL.C.1. Option No. 2, whick shall be govemed exclusively be those Articles). Operator shall deliver such
proposal to all parties entitled to perticipate therein. If within thirty (30) days thercof Opcrator secures the written consent
of any party o1 partics owningatleast - S) % of the imerests of the parties entitled to participate in such operation,
each party having the right to participate in such project shall be bound by the terms of such proposal and shall be obligated

10 pay its proportionate share of the costs of the:proposed project as if it had consented to such project pursuant to the terms :

of the proposal.
E. Abandonment of Wells: : ’ ’ . ~
1. Abandopment of Dry. Holes: Except for any well drilled or Deepcned pursuant to Article VI.B.2,, any well which has

-bccn drilled or Deepened vnder the terms of this agreement and is proposed to be completed s a dry hole shall not be plugged and

abandoned without the consent of all parties. Should Operator after diligent effort, be unable to contact any
party, or should any party fail to reply within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after.
delwery of notice of the proposa] to plug and abandon such well, such _party shall be deemed to ‘have consented to the
proposed abandonment.  All such wells shall be plugged and abandoned in accordance with applicable regulations and at’ the
cost, risk and expense of the parties who pai"ticipated in the cost of drilling or Deepening such well. Any party who. objects to

. plugging and abandoning such well by notice delivered to Operator within forty-eight (48) hours (exclusive of Saturday,

Sunday and legal holidays) after delivery of notice of the proposed plugging shall take over the well as of the end of such
fmjty-eight' (48) hour notice period and conduct further operations in search of Qil and/or Gas subject to the provisi‘ons of
Article VLB.; failure of such party to provide proof reasonably satisfactory to Operator of its financial capability to conduct
such operations or 10 take over the well within such period or thereafter to conduct operations on such well or plug and

-abandon -such well shall entitle Operator to retain or take possession of the well and plug and abandon the well. The party
- taking over the. well shall indemnify Operator (if Operator is an abandoning party) and the other abandoning parties agqihst

liability for any further operations conducted on such well except-for -the costs of plugging and abandoning the well and
restoring the surface, for which the abandoning parties shall remain proportionately liable. .

2. Abandonment of Wells That Have Produced: Except for any well in which a Non-Consent operanon has' been
conducied hereunder for which the Consenting Parties have not been fully reimbursed as herein prowdcd any well which has
been completed as a producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to

such abandonment, the well shall be plugged and abandoned in accordance with applicable regulations and at the cost, -risk-
and expenst of ‘gl the parties hereto. Failure of a party to reply within sixty (60) days of delivery of notice of propos:ed,

abendonment shall be deemed an election to consent o the proposal. If, within sixty (60) days after delivery of notice ‘of the
proposed sbendonment of any well, all parties do not agree to the abandonment of such well, those wishing to continve its

" operation from the Zone then open to production shall be obhgated 10 take over the. well as of the explrauon of the

applxcable notice period and shell indemnify Operator (if Operator is an abandoning party) and the other abandomng pames
against liability for any further operations on the well conducted by such parties. Failure of such party or parties to prowdc
proof reasonably sansfactory to Operator of their financial capability to conduct,such operations or to take ‘over 'thc well
within the required period or thereafter to conduct operations on such well shall entitte operator to retain or take possessmn
of such welf and plug and abandon the well. : >

Parties taking over a well as provided herein shall tender to each of the other parties its proportionate share of the value of
the well’s salvable materiel and equipment, determined in accordance with the provisions of Exhibit “C," less the estimated cost
of salvaging and the estimated cost.of plugging and abandoning and-restoring the surface; provided, however, that in the event

the estimated plugging and abandoning and. surface restoration costs and the estimated cost of selvaging are h|ghcr than the

value of the well's salvable material and equipment, each of the abandoning parties shall tender. to the pa.rues contmumg
operations their proportionate shares of the estimated excess cost. Each abandoning party shall assign 10 the non-abandomng
parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and material, all
of its interest in the wellbore of the weil and related equipment, ‘together with its interest in the Leasehold insofar and only

- insofar as such Leasehold covers Lhe right to obtain production from thar wellbore in the Zone then open to production. If the
interest of the abandoning party is or includes and Oil and Gas Interest, such party shall execute and deliver to the non-

abandoning party or parties an oil and gas lease, limited to the wellbore and the Zone then open to production, for a term of
one (1) year and so long thereafter as Oil and/or Gas is produced from the Zone covered thereby, such lease to bé on the form
anached as Exhibit "B." The assignments or leeses so limited shall cncompass the Drilling Unit upon which the well is located
The payments by, and the assignments or leases to, the essignees shall be in-a ratio based upon the relanonshlp of - their
respective percentage of participation in the Cestraet Unit Area to the aggregate of the percentages of participation in the Contract
Area of all a&signees There shall be no readjustment of interests in the remaining portions of the Centrast Unit Area,

Thereafter, abandomng parties shall have no further responsibility, llab:htv or interest in the operation of or production

" from the well in the Zone then open other than the royalties retained in any lease made under the terms of this Article. Upon

request, Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and
charges contemplated by this agreement, plus any additional cost and charges which may arise as the result of the separate
ownership of the assigned well: Upon proposed abandonment of the producing Zone assigned or. leased, the assignor or lessor
shall then have the option to repurchase iis prior interest in the well (usmg the same valuation formula) and participate m
further operﬁuons therein subject to the provisions hereof,

3. Abandonment of Non-Consent Operations: The provisions of Article VLE.}. or VLE.2. above shall be applicable as

betv.ecn Conscnung Pariies in the' event of the proposed abandonment of any well excepted from said Articles; provided,

howe\cr, no well shall be permanently piugged and abandoned unless and until all parties having the right to conduct further
operations therein have been notified of the proposed abandonment and afforded the opporiunity to elect to take over the well
in accordance with the provisions of this Article VIE,; and provided further, that Non-Consenting Panies who own an interest
in a portion of the weil shall pay their proportionate shares of abandonment and surface restoration cost for such well as
provided in Article VI.B.2.(b).
F. Termination of Operations:

) Upon the commencement of an operation for the drilling, Reworking, Sidetracking, Plugging Back, Deepening, testing,

Completion or plugging of. a well, including but not limited to the Initial Well, such operation shall not_be terminated without’

consent of partics bearing ___§1 % of the costs of such operation: provided, however, that in the event granite or other

North Escavada Unit Operating Agreement -i1- X
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praciically impenetrable substance or condition in the . hole is encountered which renders further operations impractical,
Operator may discontinue operations and give notice of such condition in the manner provided in Article VIB.1, and the
provisions of Articie VLB. or VLE. shall thereaﬁer apply to such operation, s appropriate.

G: Talang Production in Kind:

Option No. * t
Burcau oq %:l Noarll g‘%ﬁeﬁ?‘aan (f'ﬁ %Beement Attached*to be effective as of the date Approval of the South Chaco Unit by the

Area, Each party shall take in kind or separately dispose of its proportionate share of all Oil and Gas produced from the Centraet Unit

exclusive of production which may be. used in development and producing operations and in preparing -and
treating Oil and Gas for marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking '
in kind or separate disposition by any party of its proportionate share of the production shall be bomne by such party. Any .
pén:y taking its share of production in kind shall be required to pay for only its proportionate share of such part of
Operator's surface facilities which it uses. .

Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in
production from the Gentraet Unit Ares, and, except as provided in Article VILB. shell be entitled to receive payment
directly from the f;urchuer thereof for its share of all production. .

If any party fails o make the amangements necessary to take in kind or separately dispose of its proportionate
share of the Qil and/or gas produced from the Centraet Unit Area, Operator shall have the right, subject to the revocation at will by

party owning it, but not the obligation, to purchase such Qil and/ or gas or sell it to others at any time and from time to

time, .for the account of the non-taking party. Any such purchase or sale by Operator may be terminated by
Operator upon at least ten (10) days written notice "to the owner of said production and shall be subject always to
the right of the owner of the production upon at least ten (10) days written notice to Operator to exercise at any -
time its right to take in kind, or separately dispose of, its share of all Oll and/or gas not previously delivered to a purchaser.
Any purchase or sale by Operator of any other party's share of Oil and/ or gas shall be only for such reasonable periods of time

as .are consistent with the minimum needs of the industy under the particular circumstances, but in no event. for a

period in excess of one (1) year.

Any such sale by Operator shall be in a manner commcrclally reasonable under the circumstances but Operaror
shall have no duty 10 share any existing market or ‘o obtam_ a price equal to that received -under any existing
market. The sale or delivery by Operator of a non-taking party's share of Oil and/or gas under the terms of .any existing
contract of Operator shall not give the non-taking party any interest in or make the non-taking party a party to said

_contract.  No purchase shall be made by Operator without first giving the non-teking party at least ten (10) days

written notice of such intended purchase and the price to be paid or the pricing basis to be used.

. Al parties shall give timely written notice to Operator of their Gas marketing arrangemenrs for the following
momh. excludmg price, and shall notify Operator immediately in the event of a change in such arrangements.
Operator shall maintain records of all marketing arrangements, and of volumes actually sold or transported, which

_ records shall be made available to Non-Operators upon reasonable request.

In the event one of more parties' separate disposition of its share of the Gas causes split-stream deliveries 10 separate
pipelines and/or deliveries which.on a day-to-day basis for eny reason are not exactly equal to a party's respective proportion-
ate share of total Gas sales 10 be allocated to i, the balancing or accounting between the parties shall be in accbrdar}ce with
any Gas balancing agreement between the parties hereto, whether such an agreement is attached as Exhibit "E" or is a
separale agreement. ‘Operator shall give notice to all parties of the first sales of Gas from any well under this agreement.

North Escavada Unit Operating Agreement -12-
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ARTICLE VIL
EXPENDITURES AND LIABILITY OF PART]ES

A. Liability 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 tiable onlty for its proportionate share of the costs of developing.and operating the Ceontraet Unit Area. Accordingly, the
liens granted among the parties in Articie VILB. are given to secure only the debts of each severally, and no party shall have

-any liability to third parties hereunder to satisfy the default of any other party in the payment of any expense or oblrgauon

hereunder. It is not the intention of the parties to create, nor shall this- agreement be construed as creating, 2 mining or other
partnershrp, joint venture, agcncy relatronshlp or association, or to render the parties liable as pariners, ¢o-venturers, or
principals, In their relarions with each other under this agreement, the parties shall not be considered fiduciaries or to have
established a confidential relationship but rather shall be free to act on an arm's-length basis in accordance with their own
respective self-interest, subject, however, to the obligation of the parties to act in good faith in their dealings with each other
with respect to activities hereunder. ’

B. Liens and Security Interests:

Each party grants to the other parties hereto a lien upon any interest it now owns or hereafter acquires in Oil and Gas
Leases and ‘Oil and Gas Interests in the Centraet Unit Area, and a security interest and/or purchase money security interest in any
interest it now owns or hereafter acquires in the personal property and fixres on or used or obtained for use in connection
therewith, to secure performance of all of its obligations under this agreement including but not limited to payment of expense,
interest and fees, the proper disbursement of all monies paid hereunder the assignment or relinquishment of interest in Oil
and Gas Leases as required hereunder, and the proper performance of operations hereunder. Such lien and security interest™

- granted by each party hereto shall include such party's leasehold interests, working interests, operating rights, and royalty and

overriding royalty interests in the Eentraet Unit Area now owned or hereafter acquired and in lands pooled or unitized therewith or
otherwise becoming subject to this agreement, .the Oil and Gas when extracted therefrom and equipment situated thereon or
used or obtained for use in connection therewith (including, without limitation, all wells, tools, and tubular goods), and accounts

- (including, without limitation, accounts arising from gas imbalances or from the sale of Oil and/or Gas at the wellhead),

contract rights, inventory and general intangibles relating thereto or ansmg therefrom, and all proceeds and products of the
foregoing.

To perfect the lien and security agreement provided herein, each party hereto shall execute and acknowledge the ‘recording
supplement and/or- any financing statement prepared and submitted by any party hereto in conjunction herewith or at any time

“ following execution hereof, and Operator is authorized to file this agreement or the recording supplement executed herewith as

2 lien or mortgage in the applicable real estate records and as a financing statement with the proper officer under the Uni.fomr

a Commercial Code in the state in which the Centract Unit Area is situated and such other states as Operator shall deem appropriate’
" to perfect the security interest granted hereunder. Any party may file this agreement, the recording - supplement executed

herewith, or such other documents as it deems necessary as.a lien or mortgage in the applicable real estate records and/or a

financing statement with the proper officer under the Uniform Commercial Code.

Each party represents and warrants to the other parties ‘hereto that the lien and security interest granted by such party to
the other parties shall be a first and prior lien, and each party herebj agrees to maintain the priority of said lien and security
interest .against all persons acquiring an interest in Oil and Gas Leases and Interests covered by this agreement by, through or -
under such party. All parties acquiring an interest in Oil and Gas Leases and Oil and Gas Interests covered by this agreement,
whether by assignment, merger, 'mongaéc. operation of law, or otherwise, shall be deemed to have taken subject..
to the lien and security interest granted by this Article VILB. as 1o all obligations attributable to such interest hereunder
whether or not such obligations arise before or after such interest is acquired.

To the extent that paries have a security interest under the Uniform Commercial Code of the state in which the
Contraet Unit- Area is situated, they shall be entitled to exercise the rights and remedies of a secured party under the Code.
The bringing of a suit and the obtaining of judgment by a party for the secured indebtedness shall mot be deemed’ an
election  of remedies' or otherwise affect the lien rights or security interest as security for the payment thereof In
addition, upon default by any party in The payment of its share of expenses, interests or fees, or upon the improper use

_ of funds by the Operator, the other parties shall have the right, without prejudice to other rights or remedies, to collect

from the purchaser the proceeds from the sale of such defaultmg party's share of Oil and Gas unul the amount owed by
such- party, plus interest as provided in "Exhibit 'C," has been received, and shall have the’ rrght to offset the amount
owed against the proceeds from the sale of such defaulting . party's” share of Oil and Gas. All purchasers of production
may rely on a notification of default from the non-defeulting party or parties stating the amount due as a result of the
de'fnuh, and all parties waive any recourse availeble against purchasers for releasing production proceeds as prdvided in
this paragraph. ) . .

- If any party fails to pay its share of cost within one hundred twenty (120} 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. The amount paid by each 'pﬁrty 50
paying its share of the unpaid amount shall be secured by the liens and security rights described in Article VIIB., and each
paying party may independently pursue any remedy available hereunder or otherwise.

If any party does not perform all of its obligations hereunder, and the failure to perform subjects such party 1o foreclosure
or execution proceedings pursuant to the provisions of this sgreement, to the extent allowed by goveming law, the defaulting
party’ waives any available right of redemption from and afier the date of judgment, any required valuation or appréisemént
of the mortgaged or secured property prior to sale, any available right to stay execution or to require a marshaling of assets
and any requlred bond in the event a receiver is appointed. In addition, to the extent permitted by applicable law, each party

o hereby grents to the other parties a power of sale as to any property that is subject to the lien and security rights granted

hcrcunder ‘such power to be exercised in the manner provided by apphcable law or otherwise in a commercially rt':a.lronable~
manner and upon reasonable notice, .

Each ‘party agrees that the other parties shall be entitled to urilize the provisions of Oil and Gas lien law or other l1en
law of any staie in which the Centraet Unit Area is situated to enforce the obligations of each party hereunder. Without hmmng'
the generality of the foregoing, 1o the extent permitted by applicable law, Non-Operators agree that Operator may invoke or
utilize the mechanics' or materialmen’s lien law of the state in which the Ceswaet Unit Area is situated in order to secure the

North Escavada Unit Operating Agreement -13-
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' payment 10 Opcraror of any: sum due hereunder for services performed or matenals supplied 'by Operatdr.

C. Advances:

Operator, at its election, shall have the nght from time to time to: dcma.nd and receive from one or more of the other
parties payment in advance of their respective - shares of the estimated, amount of the expense to be_ incurred in operations
hereunder during the next succeeding month which right may be exercised only by submission to each such party" of an
itemized statement of such estimated expensc together with en invoice for its share thereof. Each such statement - and invoice

for the payment in advance of estimated expense shall be submitted on or before the 20th day of the next preceding month.

Each party shall pay to Operator its proportionate share of such estimate within fifteen (15) days after such estimate and
invoice is received. If any party fails to pay its share of said estimate within said time, the amount due shall bear interest as
- provided “in Exhibit "C" until paid. Proper. adjustment shall be made mOnthly between advances and actual expense to the end
that each party shall bear and pay its proportionate share of actual expenses incurred, and no more.

D. Defaults and Remedies: ) )

-~ If any party fails to discharge any finencial obligation under this agreement, including without ‘limitation the failure to
make any advance under the preceding Article VIL.C. or any other provision of this agreement, within the period required- for
such payment hereunder, then in addition to the remedies provrded in Article- VILB. or elsewhere in this agreement, the
remedies specified below shall be apphcablev For pulrposcs of this Aricle VILD., all notices and elections shall be dchvcred_‘
only by Operatar, except that Operator shall deliver any such notice and election requested by a non-defaultmg Non-Operator,
and when Operaior is the party in default, the apphcable notices end_ elections can be delivered by- any Non-Operator.
-Election of any one or more of the following remedres shall not precludc the subsequcnt use of any othcr remedy, spccrﬁcd
below or atherwise available to a non-defaulting party.

1. S_sggnﬁgn_gi_&ghm Any party may deliver to the party in default & Notice of Default, which shail specify. the default.

spccrfy the action to ‘be teken to cure the default, and specify that failure to take such action wilt result in the exercise of one -

~

. or more ‘of the remedies provided in this Asticle. If the defeult is not cured within thirty (30) days of the delivery of such -

Notice of Default, all of the rights of the defaulting party granted by this egreement may upon notice be suspended until the
default is cured, without prejudice to the right of the’ non-defaulting party or parties o continue to enforce the obligations of
the defaulting party ﬂpreviously accrued or thereafter accruing under this agreement. If Operator is the party in default, the
Non-Operators shall have in addition the right, by vote of Non-Operators owning a majority in interest in the Gentraet Unit Area
after excluding the voting interest of Operator, 10 appoint a new Operator effective immediately, The rights- of a defaulting
party that may be suspended hereunder at the clecnon of the non-defaulting pames shall include, w1thout limitation, the nghl
to receive information as to any operation conducted _hereunder during the period of such “default,” the right to elect 10
parucrpate -in an opcratron proposed under Article VIB of this agreement, the right 1o participate in an operatton berng
conducted under this agreement even if the party has “previously elected to participate in such operation, and the nght 0
Teceive proceeds of production from any well subject to thrs agrecmcnt. ) N ‘

2, Suit for Damages: Non-defauiting parties or lOperator for the benefit of non-defau]tmg parties may . sue (at joint
account expense) to collect the amounts in default, plus interest accruing on the amounts recovered from the date of default
~uritil the date of collection at the rate specified in E)l(hrbrt "C" attached hereto. Nothing herein shall prevent any party from
suing any defaultuw party 10 collect consequential damages ‘accruing 10 such party as a result of the default.

3. Deemed Non-Consent; The non-defaulting party may deliver a writien Notice of Non-Consent Election to the
defaulting party at any time afier the expiration of the thlrty-day cure period following delivery - of the Notice of Default, in
which event if the bllllng is for the drilling a new well or the Plugging Back, Srdeuackmg, Reworking or Deepening of a
well which is to be or has been plugged as a dry hole, or for the Completron or Recompletion of any well, the defaulting

party - ‘will be conclusively deemed to have ‘elected not to participate in the operation and to be a \Ion-Consentmg Pa.rty wlth_
respect - thereto under Article VI.B. or VIC., as the case may be, to the extent ‘of the costs unpaid by such” party,

'notwithsianding eny election to participate theretofore 'made. If election "is made to proceed under this prqvision, then the -

non-defaultlng pa.mcs may not elect to sue for the unpaid amount pursuant to Article VII.D.2. - - ;oo

Until the delivery of .such Notice of Non-Consent Election to the defeultmg party, such party shall have 1he nght to cure
its default by paying-its unpaid share of costs plus intersst at the rate set forth in Exhibit *C," 'provrded however such
payment shall -not prejudice the rights of the non-dcfaultmg pames to pursue remedies for damages incurred by the . non-_
dcfaultrng pamcs as a result of the default. Any 1nterest relinquished pursuant to this Article VILD3. shall be offered to. 1.he
non-defaulnng parties in proportion to their- 'interests, land the non-defaultmg parties electing to pamcrpatc in the owncrshtp

of such interest shatl be required to contribute their shares of the defaulted amount upon their election to part1c1pa1e therexn

‘4. Advance Payment: If a default:is not cured within thirty (30) days of the delivery of a Notice of Default Operator, or
Non—Operators if Operator is- the - defaulting party, may thereaﬁer requrre advance payment from the defaulting

party of such defaulting party's antlmpated share of any item of expense for which Operator, or Non-Operators, as the case mey /-
‘be, - would be entitled to reimbursement under any provision of this agreement, whether or not such expense was the subject of
the prevraus default.  Such right includes, but is not llmrted to, the nght 1o require advance payment for the estimated costs of -

. drilling a' well or Completion of a well as to which an election to participate in drilling or Completlon has been made. 'If the

62:_

63

64

65

E. Rentals. Shut-m Well Payments and Minimum Royalties:

‘defouiting party feils.to pay the required advance ‘payment, the non-defaulting parties may pursue any of the remedies prov1dcd
in the Article VILD. or any other default remedy provided etsewhere in lhIS agreement. Any excess of funds advanced remarmng

) when the operation is completed and ell costs have been paid shall be promptly returned to the advancing party. L

QQSE_&DLAM_LQ&. In t.he event any.party is requrrcd to bring legal proceedmgs to enforce any fmancral

"obhgauon of a prm-y hereunder, the prevarlmg party in such action shall be entitled to recover all court costs, costs of

callectron a.nd a reasonable attorney’s fee, which the lien provided for herein shall also secure.

7

. Renmls ‘shut-in chI payments and minimum royalties which may be required under the terms of any lease shall be pald

-66 - by the party or partres who subjected such lease to this agreement at its or their expense. In the event two-or more partrcs

67
68

69

70

71

7
7
74

'own and have comnbuted ‘interests in the same [ease t0 1h|s agreement, such parties may desrgnate one of such parties to-

4

. make ;md payments for ‘and on behalf of all such paries: Any party may request, and shall be entitled to rccerve propcr ’

ewdence of all such payments. In the event of failure o make proper payment of any rental, shut-in well payment or

mrmmum royalty rhrough mistake or oversight where such payment is required to continue the lease in force, any loss whrch

results from such non-paymcnt shall be borne in accordance with the provisions of Article IV.B.2. ) -
Operator shall notify Non-Operators of the anticipated completion of a shut-in well, or the. shutting in or rerrn to

‘ producuon of a productng well, at least five (S) days (excluding Saturday, Sunday, and legal holrdays) pnor to taking such

North Escavada Unit Opemmg Agreement -14-
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action, or at the earliest opportunity permitted by circumstances, but assumes no liability for failure to do so. In the event.of
failure by Operator to so notify Non-Operators, the loss of any lease contributed hereto by Non-Operators for failure to make -
timely payments of any shut-in well payment shall be bome jointly by the parties hereto under the provisions of Article

- IV.B.3.

F. Taxes: . .

Beginning with the first calendar year after the effective date hereof Operator shall render for ad valorem taxation all
property subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed.
thereon before they become delinquent. Prior to the rendition  date, each Non-Opcrator shall furnish Operator information as
10 burdens (to include, but not be limited to, royalties, overmriding royt_altles and production payments) on Leases and Oil and
Gas Interests contributed by such Non-Operator. If the assessed valuation of any Lease is reduced by reason of its being
subject to outstanding excess royalties, ovérriding royalties or production payments, the reduction in ad valorem taxes.
resulting therefrom shall inure to the benefit of the owner,or owners of such Lease, and Operator shall edjust the charge to
such owner or owners so as to reflect the benefit ‘of such reduction. If the ad valorem taxes are based in whole or in part

_upon separate valuations of each pamy's working interest, then notwithstanding anything to the contrary herein, charges to

the joint account shall be made and paid by the perties hereto in accordance with the tax vatue ‘generated by each - party's
working interest  Operator shall bill the other parties for their propomonate shares of alt tax payments in the manner

* provided in Exhibit "C."

If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time and manner
prescribed by law, and prosecute the protest-to a final determination, unless all parties agree to abandon the protest prior to final
determination. Durmg the pendency of administrative or judicial proceedmgs Operator may elect to pay, under protest all such taxes
and any interest and penalty. When any such protested assesSment shall have been finally determined, Operator shall pay the tax for

-the joint account, together with any interest ‘and penalty accruecL and the total cost shall then be assessed against the parties, and be

paid by them, as provided in Exhibit "C." .
Each party shall pay or cause 10 be paid all production, severanee, excise, gathering and other taxes imposed upon or with respect
10 the production or handling of such party's share of Oil and Gas produced under the terms of this agreement.
N ARTICLE VI
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST
A. Surrender of Leases: - - .
The Leases covered by this agreement, insofar as they embrace acreage in the Gentraet Unit Area, shall not be sun'endered in whole

. or in part unless all parties consent thereto.

However, should any party desire to surrender its interest in any Lease or in any portion thereof, such party shall give written
notice of the proposed surrender 1o all parties, and the parties to whom such notice is delivered shall have thirty (30) days after
delivery of the notice within which to notify the party proposing the surrender whether they elect 10 eonsent thefeto Failure of a
party 1o ‘whom such notice is delivered to repiy within said 30-day period shall constitute a consent to the surrender of the Leases
described in the notice. If all parties do not agree or consent thereto, the party desmng to surrender shall asslgn, without express or
implied warranty of title, all 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 anOil and Gas Interest, the assigning party shall execute and deliver to the party or parties not
consenting to such sumender an oil and gas lease covering such Oil and Gas Interest for a term of one (1),ycar and so long
thereafter as Oil and/or Gas is produced from the land covered thereby, such lease 1o be on the form attached hereto aé Exhibit “B."
Upon such assignment or lease, the assigning party shall be relieved from all obllgatlons thereafter accrumg, but not thcretofore
accrued, with respect to the interest assigned or leased and the operation - of zmy well artributable thereto, end the assigning party
shall have no further interest in the assigned or leased prcmlses and its equipment and production other then the royalties retained
in any lease made under the terms of this Article. The pany assignee «or lessee shall pay to the party assignor or lessor the
reasonable salvage value of the lamer's interest in any well's- salvable materials and equipment attributable to the assigned or.leased
acrea.gc. The value of all salvabie materials and equipment shall be determined in accordance with the provisions of Exhibit "C," less

‘the estimated cost of salvaging and the estimated cost of plugging and abandoning and restoring the surface. If such value is less
. than such costs, then the party assignor or lessor shall pay to the party assignee or lessee the amount of such deficit.  If the

assignment or lease is in favor of more than one party, the interest shall be shared by such parties in the propomons that the
interest of each bears to the toral interest of all such parties. If the interest of the parties to whom the assignment is to be made

* varies according to depth, then the interest assigned shall similarly reflect such variances.

Any assignmeni, lease or surrender made under this provision shall not reduce or change the assignor's, 1essor'5 or surrendering
pim'y'g interest as it was immediately before the assignment, lease or surrender in the balance of the Ceneraet Unit Area; and the acreage

assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject 1o the terms and provisions of this
"agreement but shall be deemed subject to an Operating Agreement in the form of this agreement,

B. Renewal ar Extension of Leases:

If any party secures a renewal or replacemem of an Qil and Gas Lease or Interest subject to this agreement, then all other parties
shall be notified promptly upon such acquisition or, in the case of a replacement Lease taken before expiration of an existing Lease,
promptly upon expiration of the existing Lease. The parties notified shall have the right for a period of thirty .(30) days following
delivery of such notice in which to elect to participate in the ownership of the renewal or replaccrﬁcm Lease, insofar as such Lease -
affects lands within the Centrest Unit Area, by paying 1o the party who acquired it their proportionate shares of the acquisition ‘cost -

" allocated to that part of such Lease within the Gentraet Unit Area, which shall be in proportion to the interest held at that time by the

parties in the Coptrret Unit Area  Each party who participates in the purchase of a renewal or replacement Lease shall be given an

' nssigriment of its proportionate interest therein by the acquiring party.

if some, but less than all, of the parties elect to participate in the purchase of a renewal or replacement Lcase, it shall be owned
by the parties who elect o participate therein, in a ratio based upon the relationship of their respective percemage of participation in
the Centract Unit Area to the aggregate of the percentages of participation in the Cemtzast Unit Area of all parties parttclptmng in the
purchase of such renewal or replacement Lease, The acquisition of a renewal or replacement Lease by any or all of the parties hereto [
shall not cause a readjustment of the interests of the parties stated in Exhibit "A," but any renewal or replacement Lease in «which
less than all pam:s elect to participate shall not be subject to this agreement but shall be deemed subject to a separate Operating

' Agreement in the form of this agreement.

TIf l.he interests of the parties in the Contraet Unit Area vary according to depth, then their right to participate propomonate[y in
renewal or replacement Leases and their right to receive an assignment of interest shall also reflect such depth vananccs
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The provisions of this Article shall apply to renewal or replacement Leases whether they are for the entire interest covered by
the expiring Lease or cover only a portion of its area or an interest therein. Any renewal or replacement Lease taken before the
expiration of its predecessor Lease, or taken or contracted for or becoming effective within six (6) months aﬁerl the cxpifation of the
existing Lease, shall be subject to this provision so long as this agreement is in effect at the time of such acquisition or at the time
the renewal or replacement Lease becomes effective; but any Lease taken or contracted for more than six (6) months after the
expiration of an existing Lease shall not be deemed a renewal or replacement Lease and shall not be subject o the provisions of this
agreemcnt

The provisions in this Article shall also be applicable to cxtensnons of all or part of 011 and Gas Leases.

C. Acreage or Cash Contributions:

While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or any other
operation on the Gentraet Unit Area, such contribution shall be paid to the party who conducted the drilling or other operation and shall
be applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the ;Qny to whom
the contribution is made shall promptly tender an assignmerit of the acreaéc. without warranty of title, to the Drilling Parties in the

" proportions said Drilling Perties shared the cost of drilling the well. Such acreage shall become a separate Centraet- Unit Area and, to the
- extent possible, be governed by provisions identical to this agresment. Each party shall promptly notify all other parties of any
acreage or cash contributions it may obtain in support of any well or any other operation on the Centract Unit Area ' The above

provisions shall also be applicable to Opnonal rights to eamn acreage outside the Centrast Unit Area whxch are in support of well drilled
inside Gentraet Unit Area. -

If any party contracts for any consideration relating to dlsposmon of -such party's share of substances produced hereunder,
such consideration shall not be deemed a contribution as contemplatcd in this Article VIILC.
D. usugnment‘—\lamtenem&of-uaﬁom-}meresﬂ

- Every sale, encumbrance, wansfer or other disposition made by any party shall be made expressly subject to this agreement

'ahd‘ shall be made without prejudice to the right of the other parties, and any transferee of an ownership interest in any Oil and

Gas Lease or Interest shall be deemed a party to this agreement as to the interest conveyed from and after the effective date of
the wansfer of ownership; provided, however, that the other parties shall not be required to recognize any such sale,
encumbrance, transfer or other disposition for any purpose hereunder until thirty (30) days after they have received a copy of the

- instrument of wransfer or other satisfactory evidence thereof in writing from the transferor or transferee. No assignment or other

disposition of interest by a party shall relieve such party of obligations previously incurred by such party hereunder with respect

" to the interest transferred, including without' limitetion the “obligation of a party to pay all costs \attributable to an’ operation
conducted hereunder in which such party has agreed 10 participate prior 10 making such assignment, and the lien and security

interest grented by Article VILB. shali continue to burden the interest transferred to secure payment of any such obligations.

If, 2t any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its dlscrenon

may rgqunre such co-owners to appoint a single trusiee or agent with full aulhonty to 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; however, all such co-

owners sha.ll have the right to enter into and execute all contracts’ or agreements for the disposition of their reSpecnvc shares of .

the Qil and Gas produced from the Centaet Unit 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 siare or states in which the propekrty covered hereby is located, each party hereto owning an

undivided interest in the Contraet Unit"Area waives any and all rights it may have to partition and have set a51de to it in severalty its

undmded interest therein.

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION )
‘If, for federal income tax purposes, this agreement and the operations hereunder are regarded as a.partncrship, and if the
pames have not otherwise agreed to fonm a tax partnership pursuant to Exhibit "G" or other agreement between them, each

' party uwreby affected elecis 10 be excluded from the application of all of the provisions of Subchapter "K.* Chapter 1, Subitle

AN of_thellmemal Revenue Code of 1986, as amended ("Code"), as permitted and authorized by-Section 761 of the Code’ and

the ' regulations promulgated thereunder. Operator is authorized and directed (o execute on behalf of each party hereby affected -

.such evidence of this election” as may be required by the Seérctary of the Treasury of the United States or the Federal Intemal’

Révenue Service, including specificatly, but not by way of limitation, all of the retumns, statements, and the data requlrcd by
Treasury "Regulation "§1. 761 Should there be any requirement that each party hereby affected give futher evidence of this
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election, each such party shall execute such documents and fumish 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. [f anjt 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 Subchapicr “K," Chapter
1, Subtitle "A," of the Code, under which an election similar to that provided by Section 761 of the Code is permitted, each party
hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing election, each
such party states that the income derived by such party from operauons hereunder can be adequately determined without the
computation of partnership taxable income.
ARTICLE X.
N CLAIMS AND LAWSUITS
Operator may‘s'ettle any single uninsured third. party damage claim or suit arising from operations hereunder if the expenditure

. does not exceed __Fifty Thousand Dollars ($_50.000,00 ) and if the payment is in complete settlement

of such claim or suit. If the amount required for settlement exceeds the above amount, the parties hereto shall assume and take over
the further handling of the claim or suit, unless such authority is delegated to Operator. All costs and expenses of handling settling,

" or otherwise discharging such claim or suit shall be a the joint expense of the parties participating in the operation from which the’

claim or suit arises. If a claim is made against any party or if any party is sued on account of any matter arising from operations
hereunder over which such individual has no control because of the rights given Operator by this agreement, such party shall
immediately notify all other parties, and the claim or suit shall be treated as any other claim or suit mvolvmg operauons hereunder.
. ARTICLE XI.
FORCE MAJEURE
If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other
than the obligation to indemnify or make money payments or fumish security, thal party shall give to all other parties

- prompt wrilten 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 2
continuance of the force majeure. 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, lightening, fire, storm, flood or other act of

natu‘re explosion, governmental action, governmental delay, restraint or inaction, unavailability of equipment, and a.ny‘ other

cause, whether of the kind specifically enumcrated above or otherwise, which is-not reasonably within the control of the party

claiming susymslon \

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

ARTICLE X1l
NOTICES

All notices authorized or required between the parties by any of the prousnons of this agreement, unless otherwise
spccnﬁcally provided, shall be in writing and delivered in person or by United States mail, courier service, telegram, telex,
telecopier or any other form of facsimile, postage or charges prepaid, and addressed to such parties at the addresses listed on -
Exhibit "A." All telephone or oral notices permitted by this agreement shall be confirmed immediately thereafter by written
notice. The originating notice given under any provision hercof shall be deemed delivered only when received by the party to
whom such notice is directed, and the time for such party 1o deliver any notice in responsé thereto shall run from the date

_ the originating notice is received. “Receipt" for purposes of this agreement with respect to written notice delivered hereunder

shall be acrual delivery of the notice to the address of the party to be_notified specified in accordance with this “agreement, or
to the telecopy, facsimile or telex machine of such party, The second or any responsive notice shall be deemed delivered when
deposited in the United States mail or at the office of the courier or telegraph service, or upon transmittal by.telex, telecopy
or facsimile, or when personally delivered to the party to be notified, provided, thai when résponse is required within 24 or
48 hours, such response shall be given orally or by telephone, telex, telecopy or other facsimile within such period. Each party
shall .have the right to change its address at any time, and from time to time, by giving ‘written notice thereof to all other
parties. If a party is not available to receive notice orally or by telephone when a party attempts to deliver a notice rcqﬁired
1o be delivered within 24 or 48 hours, the notice may be delivered in writing by any other method specified herem and shall
be deemed delivered in the same manner provided above for any responsive notice.
ARTICLE XINL

TERM OF AGREEMENT .
This agreement shall remain in. full force and effect as to the Oil and Gas Leases and/or Oil and Gas Interests subject
. hereto for the period of time selected beiow; provided, however, no party hereto shall ever be consmued 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.
B Oprion No 1. So long as any- of the Oil and Gas Leases subject to this agreement remain or ar¢’ continued. in
force as to any pan of the Gemee Unit Area, whether by producuon extension, renewa] or otherwise.

The termination of this agreement shall not relieve any party hereto from any expense, liability or other obligation or any
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remedy therefor which has accrued or attached prior to the date of such termination.
Upon termination of [hlS agreement and the satisfaction of all obligations hereunder, in t.he event a memorandum of this
Operntmg Apgreement has been filed of record, Operator is anthorized to file of record in all necessary recording offices a

notice of termination, and each party hereto agrees to execute such a notice of termination as to Operator's interest, upon‘

request of Operator, if Operator has satisfied all its financial obligations.
ARTICLE X1V.
COMPLIANCE WITH LAWS AND REGULATIONS
A. Laws, Regulations and Orders:

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

B. Governing Law:.

This ‘agreement and all matters pertaining hereto, including but not limited to matters of performance, non-
performance, breach, remedies, procedures, rights, duties, and interpretation or conmstruction, shall be governed and
determined by the law of the state in which the Centraet Unit Area is located. If the Contraet Unit Area is in two or more states,

“the law of the state of __New Mexico __shall govern.

C. Regulatory Agencies:

Nothing herein contained shali grant, or be construed to grant, Operator the right or authonty to waive or release any
rights, privileges, or obligations which Non-Operators may have under federal or -state laws or under rules, regulations or
orders promulgated under such faws in reference to oil, gas and mineral operations, including the location, operation, or
production of wells, on tracts offsetting or adjacent to the Geatract Unit Area.

With respect to the operations hereunder, Non-Operators agree to release Operator from any and all losses, da.magcs
injuries, claims and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation

_or application of rules, rulings, regulations or orders of the Department of Energy or Federal Energy Regulatory Commission

or predecessor or successor agencies to the extent such interpretation or application was made in good faith and' does not
constitute gross negligence.  Each Non-Operator further agrees to reimburse Operator for such Non-Operator's - share of
production or any refund, fine, levy or other governmental -sanction that Operator may be required to pay as a result of such
an incorrect inierpretation or application, together with interest and penalties thereon owing by Operator as a result of such
incorrect interpretation or application. .
ARTICLE XV.
MISCELLANEOUS

_A, Execution:

This agreement shall be bmdmg upon each - Non-Operator when this agreement or a .counterpart thereof has been
executed by such Non-Operator and Operator notwithstanding that this agreement is not then or thereafter executed by all of
the parties to which it is tendered or which are listed on Exhibit "A" as owning an interest in the Contraet Unit Area or which
own, in fact, an interest in the Conmteaet Unit Area. Operator may, however, by written notice to all Non-Operators who have
become bound by this agreement as aforesaid, given at any time prior to the actual spud date of the Initial Well but in no
event later than five days prior to the date specified in Article VL.A. for commencement of the Initial Well, terminate ‘this
agreement if Operator in its sole discretion determines- that there is insufficient participation to justify commencement of
drilling operations. In the event of such a termination. by Operator, all further obligations of the parties hereunder'shﬂall cease
as of such termination. .In the event- any Non-Operator has advanced or prepaid any share of drilling or other costs
hereunder, all sums so advanced shall be remmed to such Non-Operator without interest. In the event Operator proceeds -
with " drilling operations for the Initiat Well without the execution hereof by all persons listed on Exhibit "A" as having a

- current working " interest in such well, Operstor shall ‘indemnify Non-Operators with respect to all costs incurred for the

Iniiial Well which would have been charged to such person under this agreement if such person had executed the same and
Opcrator shall receive all revenues which would have been received by such person under this agreement if such person had

executed the same.

B. Successors and Assigns:

This agebmen[ shall be binding upon and shall inure to the benefit of the parties hereto and their respective heirs,
devisees, “legal representatives, successors and assigns, and the terms hereof shall be deemed to ‘run with the Leases or
Interests included within the Centraet- Unit Area.

C. Counterparts: -

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

D. Severability:

‘For the purposes of assuming or rejecting this agreement as an execuiory contract pursuant to federal bankruptcy laws,
u-ns sgreement shall not be severable, but rather must be assumed ‘or rejected in its entirety, and the failure of any party to
this agreement to comply with all of its financna] obligations provided herein shall be a material default.

ARTICLE XVI.
OTHER PROVISIONS

A

- The pasties hereto agree that until such time as the Unit Agreement unitizing the lands listed on Exhibit “A™ of this agreement is approved by the Burean of

Land Managemeni, the Federal Indian Minerals Office, and the New Mexico Oil Conservation Division, this agreement shall not become effective. In the event
such approval is never granted, then this agreement shall be deemed null and void ab nitio. This agreement shail not be deemed to either modify nny of the

terms ‘and conditions of the Unit Agreement or to relisve the Unit Operator of any right or obligation established under the Unit Agreement, and in case of any

inconsistency or conflict between the Unit Agreemeat and this agreement, the Unit Agreement shall govern. Notwithstanding anything in this ngreement to the
contrary, in the event of any conflict between the provisions of Article [ through Article XV of this agreement ami the provisions of this- Anticle XVL the
provmons of this Article XVI shall control. .

B . .
Notwithstanding Atticle VI B.6 or anything else in this agreement to the contrary, it is agreed that where a Horizontal or Multi-Latern! Well subject to this
agreement bas been drilled to the objective fanmation and the Consenting Parties cannot agree upon the sequence and timing of further operntions regardmg
such Horizontal er Multi-Lateral Well, the following elections shall contro! in the order of priority enumerated hereafter:
1.~ Prior to Reaching the Objective Depth:
a  Drilingawelloits ob:a:uve depth shall hnve first pricrity over all other operations and proposals.
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b.  Inthe event that impenetrable conditions or mechanical difficulties prevenl mnhlng the objective depth, a proposal to Sidetrack in an eﬂ‘ort

. to reach the objective depth shall have pricrity over a proposal to mempt a Completion in a formation already reached.

2. ARer the Objective Depth has been Reached:

An election to do additionat logging, caring or testing; ' L.

An election to attempt to complete drilling aperations of all proposed L Is;

An clection to extend or Deepen e Lateral; :

An election to kick out and drill an additional Lateral in the same locnnon.

- - An election to Plug Back the well to a formation or Zone above the formation in which a Lateral was drilled; if thene is more 1han one
" propasal to Plug Back, the proposal to Plug Back to the next despest prospective Zone or I'ormalmnshall have pnonryovcu propasal to
plug back to a shallower prospective Zone or formstion; . - . T

f, An election 10 Sidetrack; and -

An election to plug and abandon said well as pmwded for in Article VLE. , ‘
lt is provtded, however, that if at the time the Consenting Parties are considering any of the above elections, the hole is in such a wndmon that n rmonn.bly '
prudent Operatar would oot conduct the operations contemplated by (he particular election involved for fear of placing (he holc in jeopardy or losing the hole
priarto Complaing the Horizomtaf or Muln'-uteral Well in the objective formation, such election shall be eliminated from prioritics hereinabove set fotlh. '~.

C. Qm“&mmmm

“In the cvent any Non-Operator becomes one hundred and twenty (120) days d:lmquem on payment of any joint interest billing, cxcept for any paymems related
to charges on any joint interest blllmg that such Non-Operator has provided wrilten notice that they are disputing in good failh, Operutor iy authorized to deduct
opummgcnsl! and charges assessable 1o slthon-Opu'nluraspa'mmedumlhuagmemem, and remit to such Non-Operator its respectivo net share of any
procesds atu'ﬂmable to the interest of the Non-Opemttor being received directly from any purchasers of production from the Unit Area. At such timo as the

ppagp

172 delinquency has been recovered by Operator, Operator will restore full payment of revenues to the delinquent Non-Operator. The rights granted hereunder shall

18-
19
20
21
22°
oy
24
25

26

be on-going and may be utilized at any time that a NonoOpemtar is delingoent on the payment of joint interest billings. The foregoing provision shall not

dummsh any of Opmxor s rights contained within Article VII(b).

D. E:d:ml.m.Ssm.Ammmm

Opemorshallaunsthemm!znve forlheparneshmtownwnmgdl ﬁllngsmqmredbyandbamgsandprmdmgsbefmal-‘edanlorsme

administrative bodies having jurisdiction over the Unit Area nnd all reasonable costs and expenses incurred by Operatar, directly or by utumon of outside

p:rsonnel. in making such f‘ lings or participating in  such hea.nnss or proceedings shall be proper charges against the joint account. Nothing hemn canwned

“shall prohibit any of the pames to this ngreement from participating in any such hearings or proceedings in its own behalf and at its own cost, expense and nsk. .
- S0 longassuchpmydoamuake an adverse ponhontothatbemglakcn bytheOpemuronbehalfofI!w Non-Operators under this agreement.

a Limitgtion on Damages : .
WITH RESPECT TO ANY DISPUTE, CLAIM, COUNTERCLAM CONTROVERSY OR OTHER MATTERS (THE "CLAIMS ") ARISING BETWEEN

27 THE PARTB OUT OF OR RELATING TO THIS AGREEMENT OR THE SUBJ'ECI‘ MATTER HEREOF, OR ANY ALLEGED BREACH THEREOF,

28 -
" 29

30 -

31
32.
33
34

"35
36
37
38
39 -

. 40
41
42
43
-
45
46

.
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48

49 .

50 -
51
52

53
54
55,
56
57
58

59

60”

61
62

63

64
65
66
67
68 -

69
=70
n

72 -

73

74

OR OF THE RELATIONSHIP BETWEEN THE PARTIES CREATED BY THIS AGREEMENT EVEN THOUGH SOME OR ALL OF SUCH CLAIMS
M.AY NOT SOUND IN CONTRACT, TORT, WARRANTY OR OTHZERWISE, INCLUDING, DUTY TO DEAL IN GOOD FAITH OR CONFIDENTIAL
RELATIONSHIP, BUT SPECIFICALLY EXCLUDING CLAIMS BASED IN WHOLE OR IN PART ON FRAUD OR BAD-FAITH DEALING, NO PARTY
SHALL EVER BE LIABLE FOR EXEMPLARY, PUNATIVE, CONSEQUENTIAL, SPECIAL, INCIDENTAL, INDIRECT OR OTHER SIMILAR
.'DAMAGES, INCLUDING LOST PROFITS, BUSINESS INTERRUPTION OR LOSS OF OPPORTUNITY, WHETHER SUCH DAMAGES "ARE
' CLAIMED UNDER BREACH OF CONTRACT, BREACH OF WARRANTY, TORT OR ANY OTHER THEORY OR CAUSE OF ACTION AT LAW OR
IN EQUITY, THE LIMITATIONS IN THIS PARAGRAPH ARE PART OF THE M.ATER]AL, BARGAINED-FOR CONSIDERATION FOR ENTERING
‘INTQ THIS AGREWF

F. .mdmf.unmmmmmm

By execting this agreement, and upon the Bureau of Land Management, the Fedeml Indian Minerals Ofﬁee, and the New Mexico Oil Conurvanon Dmsmn .
approval of the Unit Agreement, each party hereby joins the Drilling Unit(s) and pools their lmsehold working interests within the Unit Aren into 1he Drilling
Unit(s). The Dnlhng Unit(s) will consist of all or & portion of the leasehold wuﬂuns interests that are described in Exhibit “A” hereto,

G. Construction - ;

* The parties hereto t\mheracknowledgeandagreethmwnbhnshadtheopwrhmty to contribute lolhednhmgofth:s ngxecmemmoppoﬁm:rytohave it
“reviewed by its legal counse!; therefors, the parties agree that in the event of a dispute over the mcanmg or applxenuon of this agreement, it shall be eonstrued as
lfmhpmypmmedequallymthepwpamnanddmﬁmgofﬂusamem )

M, Unit Arca Adjustmens ' ’ :
The size of the Unit Area shall not be contracted or expanded absent written consent af all parties hereto, which consent shall not be zmrusonzb!y wnhheld. and
apwoval of tbe Bureau of Land Management, the Federal lndmn Minerals Office, and the New Mexico Oil Conservation Division.

I.Ammmsmmd.nmmnmmmmm ’

"No assignment or other transfer or d:spasxuon ‘of an interest subject to this Opermng Agreemem shall be effective as to Operator or the other pnmcs hereto u.nhl

the (a) Opemtor receives an authenticated copy of the instrument evndm:mg such essignment, transfer or disposition, and (b) the person reee:vmg such -
) asslgnment. u'a.usfer or disposition has become obligated by instrument to ah::rve, perform end be bound by all of the covenants, terms and condmons of this'
asneemem Pnano ‘such date, neither Operator nor any other party shall be required to recognize such assignment, transfer or disposition for any purpose but .
may continue to M exclusively with the party making such assignment, trensfer, or dispesition in sfl matters under this Operating Agreement including

bﬂlmgs No mgnmem or othes transfer or disposition of an interest subject to this Operating Agreement shall relieve s party of its obligation accrued prior to

the eﬁ'ecuve date of suth assignment or transfer. Further, no assignment, transfer or other disposition shall relieve any party of its liability for ils share of costs

and expem wIm:h may be incurred in any operation to which such party has previously agreed or consented prior to the effective date of such nssxsument or

mfcf. for the dnllmg. testing, completing and equipping, reworking, recompleting, side-tracking, deepening, plugging-back, or plugging and ebandoning of a

well even ihough such operations are performed aRer said effective date, subject bowever to such paty's right to elect nol to participate in completion

operations not pmvnously consented to, -

lf uny pany to thu Opcraung Ament sha!l fzil to pay its ahare of msls Bnd expenses incurred and/or fails to pay any advance invoice as provided for in .
Am:le VIL C herein for cost to be ineurred in operntions of the Unit Area for a period ane hundred and twenty (120) days from the date ol‘mcmpt ofOperaxor s
~ ipvoice therefore, Operator may notify the affected party of its default by certified mail, return receipt requested, and if such party falls to cure the default within
ten (10) days from the date of receipt of Operator’s notice, by paymem in full of the invoices roropu-umgeostwdu:hhavehemdue for more than thirty (30)
days, at Operator’s election, the affected party shall be deemed in non-consent status and for s long as the affected party remains in defanlt they shall have no -
l‘urlherm to the Uuit Area or information obtnined in connection with aperutions hereunder and shalt not be entitled to vote on any miatter herein, as long ns
! the invoices remain mpmd. This remedy shall be in addition to any and all other remedies provided for in this agreement mclud.ms but not Iuruted to Operator’s
rlgll!tnm-off and/or net out revenues and right to file liens, ,
K. Headings ’
The descriptive headings used in this Operating Agreement are for convenience acly and will not be deemed ta aﬁ‘ect the mmmg af the  Operating Ag‘wmn!

- - - ! -
L.Cmnmmmsmntﬁxmm R
Notmthmdmg anything in Article VLB to the contrary, Operator's election to commence operations prior to and dunng the Nouce Pcnod (fony-enght (48)
houn if apphcahle). ‘will not alter or extend the Notice Period in which a party is required to make an election to participate in the proposad opcm.non, or'
constitute an elmon by that party not to pasticipate in the cost of the proposed operation. L
‘M. Qonﬁdmnam : )
lnlheevemthatOpunwmdNon—Opemar mutual!yngeexnwnnng(hmapamcu!arpmm, mformanan, qumemordmadcwlopedmobmmedbyg-
.~'Operator in connection with dnl!mg ar completion of wells pursuant to this Operating Agreement or that the terms of this Operating Agrecment itself, should be
maintained ‘confidential (“Confidential Information™), each of Operator end Non-Operator shall use the same means they use to protect their own confidential,
pmmetmy information to pmted the confidentiality of the Confidential Infarmation,

N
'
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A.APL.FORM 610 - MODEL FORM OPERATING AGREEMENT - 1989

UNLEASED 'I'RACTS If dunng the Term of lhls agumenx thcte exist any unleased tract(s) located within the Unit Area, which Operator dnems suitable for
inclusion in @ Drifling Unit, Operator is hereby authorized to enter into an oil end gas Iease, covering such unleased tract(s) and the reasonable costs and '
expenses associated wilh any such lease(s) taken under this provision, shall be jointly shared and billed pursuant to Article V.D. (2) of the agreement. Once
such lease(s) is acquired under thiy provision, Operator shall assign to each Consenting Party its proportionate share of such lease based upon the interests set
forth on Exhibit A(4) end such tract(s) shall be added to the Drilling Uni. [n the event that a Consenting Party fails to pay its proportionate share of such lease -
costs within ninety (90) days of the date of its receipt of an invoice for such costs, then such Consenting Party's interest in such lease shall be forfeited as to
such Consenting Party and the amount of interest shall be divided between and paid for by the remaining Consenting Parties. In such event, Exhibit “A” to this
agreement shall be amended to reflect such change in interest,

0.

Operator understands and agrm that eny party consenting to the drilling of a weil under this agreement has full rights to any and all weli information gained in
the drilling, completing, testing, et¢, Furthamore, Operator understands and agrees that the Non-Operators are entitled to this information mmedmtcly (ores.
500N 03 pm:tmlly possible) upon request.

PRMnuI.Amsm

. The Parties hereto agree that this agreement shall not be filed of record in any Coumy, State, Federat or other venue, but instead, that the Recording Supplem:m

and Financing Statersent, Form 610RS, attached hereto as Exhibit “H”, shall be recorded in the County of the Unit Area. Notwithstanding the foregoing, a Party
may file this agreement in the event !lm it ia related to a pending lawsuit or other administrative procedure, or es required by law.

\
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1989

IN-WITNESS WHEREOF, subject to the provisions of Article XVI(A), this Agreement shall be effectwe upon approval by

_ the Bureau of Land Management and the Federal Indian Minerals Office, but shall be deemed to have been executed by all

Parties as of this day of , 2016 (“Execution Date™).

WPX Energy Production, L1L.C , who has prepared and circulated this form for execution, represents and warrants
that the form was printed from and, with the exception(s) listed below, is identical to the AAPL Form 610-1989 Model Form
Operatmg Agreement, as published in computerized form by Forms On-A-Disk, Inc. No changes, - alterations, or
modifications, other than those made by swikethrough and/or 'insertion and that are clearly recognizable as changes in

Articles _mwwmm@ixv , have been made to the form.
N Al . .

"ATTEST OR WITNESS: OPERATOR

Thomas E, Black. Ir.

Type or print name

o Title Attorney-in-Fact
Darte [~12 -] Q

Tax ID or S.S. No.

NON-OPERATORS

Encana Oil & Gas (USA) Inc.,
by its authorized agent,
Encana Services Company Ltd.

By

P

Type or print name

Tide

Date

Tax ID or S.S. No.’

Dugan Production Corp.

By

Type or print name

Title

Date

Tax ID or S.S. No.

By

Type or print name

_ North Escivada Unif Operating Agreement ’ -21-
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A.AP.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1989

Title

Date

“Tax ID or S.S. No.

Nerth Escavada Unit Operating Agreement -22-
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11

19
20
21

22

24
25

26

28
»
30
3
32

33

34

35

36

37

A.APL.FORM 610 - MODEL FORM OPERATING AGREEMENT - 1989

ACKNOWLEDGMENTS

\

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

The validity and effect of these forms in any state will depend upon the statutes of that state.

Individual acknowledgment:

State of . )
) ss.
County of )}

This instrument was acknowledged before me on

by
(Seal, if any)
| Title (and Ranki
My commission expires:
' Aclm'owledgment- in representative capacity:
State of ___Qklahoma_ )
b ) ss.
County of Tulsa )
| This i-nsu'unienl was acknowledged before me on
‘ by Thomas E. Black. Ir - as
Atomev-in-Fact of ___WPX Energy Production. LLC
(Seal, if any)
Title (and Rank)
! My commission expire‘s: .
State of | )
) ss.
Count‘y of ) -
This instrument was e;cknowledged before me on
by | as
of
(Séal, if any)
— Title (and Rank)
My commission expires:
Nm;th Escavada Unit Operating Agre:n’llcm -23-
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11

13

15

20

A.AP.L.FORM 610 - MODEL FORM OPERATiNG AGREEMENT - 1989

Commonwealth of )
} ss.
County of )

. This instrument was acknowledged before me on

21

. 2

2%
2
26
27
28
]
30

- 31

32

33 .

34

59
. ,36:

37.

-

- by-
of
) (Seal, if any)
| TitleJ {and Rank)
I My commi.ss.io/n expires:
o Commonwealth of _ )
} ss.
Conjr'lty of )
. This insﬁment was acknowledged before me on- -
by
of
(Seal, if any) -
_ Title (and Rank)
' R .
‘ My commission expires:
No}'lh F_sca\rida Unit Oper;tihg A‘greemem o -23-



EXHIBIT “A”

Artached to and made part of that certain Unit Operating Agreement covering the North Escavada Unit,
Sandoval County, New Mexico, dated the st day of November, 2015 by and between WPX Energy
Production, LLC, Operator, and the Signatory Parties thereto, Non-Operators.

1. UNIT AREA:

Township 22 North — Range 7 West, Section 3: S/2, Section 4: §/2, Section 5: SE/4,
Section 8: NE/4, Section 9: ALL, Section 10 ALL, Section 11: W/2, Section 14:
NW/4, Section 15: N/2

© Sandoval County, New Mexico
Containing 3,040.00 acres, more or less

" 2. DEPTH RESTRICTIONS:

This Agreement shall be limited in depth from the top of the Mancos Formation at a

_ depth-of 3,715 feet down to the stratigraphic equivalent of the base of the Greenhorn
Limestone formation at a depth of 5,575 feét as encountered in the Sandoval 1-23
well located in Section 23, Townshlp 22 North, Range 7 West, N.M.P.M. (API # 30-
043-05150). '

3 PARTIES TO AGREEMENT WITH ADDRESS, TELEPHONE AND FAX
NUMBER FOR NOTICE PURPOSES: '

WPX Energy Production, LLC

P.O. Box 3102, MD 44

Tulsa, OK 74101-3102

Phone: 539-573-6575

_Fax: 539-573-1963

Email: chuck.bassett@wpxenergy.com

Encana Oil & Gas (USA) Inc.
3710 17® Street Suite 1700 -
Denver, Colorado 80202

Phone: 720-876-3881

Email: Thomas.fast@encana.com

Dugan Production Corp.

P.O. Box 420

Farmington, New Mexico 87499
Phone: 505-325-1821

Email:

4, PERCENTAGE OF FRACTIONAL ]NTERESTS OF PARTIES TO THIS

AGREEMENT:

- WPX Energy Production, LLC 78.9473684%
Encana Ol & Gas (USA) Inc. 10.5263158 %
Dugan Productioﬁ Corp. 10.5263158 %

 North Escavada Unit Operating Agreement



5. OIL AND GAS LEASES AND/OR OIL AND GAS INTERESTS:

1. Lease Number:
Effective Date:
Lessor:
Lessee:
Description:

Primary Term:
Royalty:

2. Lease Number:

Effective Date:
Lessor:
Lessee:
Description:

Primaty, Term:
. Royalty:

3. Lease Number:
Effective Date:
_ Lessor:
- Lessee:

Description: -

Primary Term:
Royalty:

_ 4. Lease Number:

Effective Date:
Lessor:
Lessee:
Description:

Primary Term:
Royalty:

5. Lease Number:

Effective Date:
Lessor:
Lessee: '

. Description:

Primary Term:
Royalty:

 North Escavada Unit Operating Agreement

NO-G-1311-1791

November 13, 2013

Heirs of HOSTEIN NEZ

WPX Energy Production, LLC
MSMMLM
Section 5: SE/4

Contammg 160.00 acres, more or less
Sandoval County, New Mexico

5 years -

16.67%

NO-G-1311-1792
November 15,2013 .
Heirs of ES-SUN-E-CLY

- 'WPX Energy Production, LLC

Township 22 North, Range 7 West, NM.P.M.
Section 8: NE/4 .
Containing 160.00 acres, more or less
Sandoval County, New Mexico

" 5 years

16.67%"

NO-G-1311-1786

November 13, 2013 -

Heirs of ES-SKE-YAZZA.

WPX Energy Production, LLC

Township 22 North, Range 7 West, N. M P. M
Section 4: SW/4

Containing 160.00 acres, more or less
Sandoval County, New Mexico

5 years

16.67%

NO-G-1311-1789

November 16, 2013

Heirs of A-HAS-PAH

WPX Energy Production, LLC
M@M@gﬂ_w
Section 9: SW/4

Containing 160.00 acres, more or less
Sandoval County, New Mexico -

5 years '

16.67%

NO-G-1312-1793
December 13, 2013

. Heirs of DI-LE-GO

WPX Energy Production, LL.C

Township 22 North, Range 7 West, N.M.P.M.
Section 9: SE/4 ’

Containing 160.00 acres, more or less
Sandoval County, New Mexico

5 years

16.67%



6. Lease Nuriber: NO-G-1312-1794

Effective Date: December 4, 2013 :
Lessor: Heirs of E-CHEN-E-LEG-OT
Lessee: WPX Energy Production, LLC -

Description: Township 22 North, Range 7 West, NM.P.M.
: Section 4: SE/4 '
Containing 160.00 acres, more or less

. Sandoval County, New Mexico
Primary Term: ‘ 5 years - _ :
Royalty: . '16.67%
7. Lease Number: NO-G-1312-1788
Effective Date: December 4, 2013 y
Lessor: , Heirs of HOSTEIN-NEZ-BEGA
Lessee: WPX Energy Production, LLC . :
Description: : Township 22 North, Range 7 West, NM.P.M.

Section 9: NW/4
Containing 160.00 acres, more or less
Sandoval County, New Mexico

.. Primary Term: 5 years:
Royalty: 16.67% o
8. Lease Number: . NO-G-1311-1787
- Effective Date: November 15,2013
Lessor: Heirs of AH-GA-PAH
Lessee: - _ WPX Energy Production, LLC
Description: Township 22 North, Range 7 West, N.\M.P.M.

"~ Section 3: SW/4
Containing 160.00 acres, more or less
Sandoval County, New Mexico

Primary Term: . 5 years )
Royalty: - 16.67% -
- 9. Lease Number: NO-G-1312-1798
Effective Date: " December 4, 2013
Lessor: Heirs of YAH-BE-MA
- Lessee: ' WPX Energy Production, LLC '
~ Description: . Township 22 North, Range 7 West. N.M.P.M.

Section 9: NE/4
Containing 160.00 acres, more or less
Sandoval County, New Mexico

Primary Term: 5 years :
Royalty: 16.67%
10. Lease Number: NO-G-1312-1808
Effective Date: December 18, 2013
Lessor: _ Heirs of HOSTEIN-NOT-I-AH
Lessee: ; WPX Energy Production, LLC
Description: Township 22 North, Range 7 West, NM:P.M. -

Section 11: SW/4 ~
Containing 160.00 acres, more or less
Sandoval County, New Mexico
Primary Term: 5 years
Royalty: - 16.67%

North Escavada Unit Operating Agreement



11. Lease Number:
Effective Date:
Lessor:

Lessee:
Description:

Primary Term:
Royalty:

12. Lease Number:
Effective Date:
Lessor:
Lessee:
Description:

Primary Term:
o Royalty:

13. Lease Number:

Effective Date:
Lessor:
Lessee:
Description:

Primary Term:
Royalty:

14. Lease Number:
-Effective Date:
Lessor:

"~ Lessee:
Description:

Primary Term:
Royalty:

15. Lease Number:
Effective Date:
' : Lessor:
Lessee: -
Description:

Primary Term:
Royalty:

16. Lease Number:
Effective Date:
Lessor:

Lessee:
Description:

North Escavada Unit Operating Agreement

NO-G-1312-1809

December 10, 2013

Heirs of DE-NA-YAZ-ZA

WPX Energy Production, LLC

Township 22 North, Range 7 West. NM.P.M.
Section 10: SE/4 ‘
Containing 160.00 acres, more or less
Sandoval County, New Mexico

5 years

16.67%

NO-G-1311-1810

November 19, 2013

Heirs of E-NIP-PAH

WPX Energy Production, LL.C
'MMMM
Section 14: NW/4

Containing 160.00 acres, more or less
Sandoval County, New Mexico .

S years
16.67%

NO-G-1311-1811

November 19, 2013

Heirs of KA-HON-A-PAH

WPX Energy Production, LLC

Township 22 North. Range 7 West, NM.P.M.
Section 15: NE/4

Containing 160.00 acres, more or less
Sandoval County, New Mex1co

S years

16.67%

‘NO-G-1311-1812

November 19, 2013

Heirs of NIP-PAH

WPX Energy Production, LL.C

Township 22 North. Range 7 West, NM.P.M.
Section 15: NW/4

Containing 160.00 acres, more or less

. Sandoval County, New Mexlco

5 years

16.67%

NO-G-1311-1781

November 13, 2013

Heirs of NAH-TAH

WPX Energy Production, LLC _

Township 22 North, Range 7 West, NM.P.M.
Section 11: NW/4 .

- Containing 160.00 acres, more or less

Sandoval County, New Mexico
5 years
16.67%

-

NOOC-1420- 55553 laq’qg. !

Heirs of NAH-TAH : 8{}
Township 22 North, Range 7 Wes %

Section 3: SE/4




Containing 160.00 acres, more or less .
Sandoval County, New Mexmo

_ Primary Term: _ 5 years
Royalty: ‘ 16.67%
17. Lease Number: NOOC- 1420 5594 —
L . Effective Date: : December 132613 (Olq lr\\
‘ Lessor: " Heirs of YAH-BE-TA-ZA ;
Lessee: WEX-PIergy Production, e Ou a ProoL
" Description: , Township 22 North, Range 7 Wes;, N M. P M.
s ' Section 10: SW/4 .
N : Containing 160.00 acres, more or-less
. : Sandoval County, New Meéxico
Primary Term: " Syears
Royalty: 16.67%
18. Lease. Number: - NMNM-25821
A Effective Date: . - August 8, 1975 .
. ~" " Lessor: -, . ' United States of America a
. - Lessee: ~ Dugan Production Corp. .
., Description: . ' Township 22 North, Range 7 West, N.M.P, M.

Section 10: NW/4
- Containing 160.00 acres, more or less
Sandoval County, New Mexico

i . Primary Term: : 5 vears
' ‘Royalty: 12.5%
) 19. Lease Number: : NMNM-6680
" Effective Date: . July 7, 1968
" Lessor: ' . United States of America
- Lessee: Dugan Production Corp.

« - Description: - Township 22 North, Range 7 West, N. M L. M
K - Section 10: NE/4 :
Containing 160.00 acres, more or less
B} . Sandoval County, New Mexico
Primary Term: g "~ 5years
Royalty:. ' : ‘ 12.5%

—_

6. BURDENS ON PRODUCTION

Those burdens filed of record as of the Effective Date of this Agreement.

North Escavada Unit Operating Agreement ’ . ) - - »
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EXHIBIT “B”

Attached to and made part of that certain Unit Operating Agreement covering the North Escavada Unit,
Sandoval County, New Mexico, dated the 1st day of November, 2015 by and between WPX Energy
Production, LLC, Operator, and the Signatory Parties thereto, Non-Operators,

There is no EXHIBIT “B” to this agreement

!

' North Eslcavada Unit Operating Agreement



EXHIBIT “ C”.
ACCOUNTING PROCEDURE
JOINT OPERATIONS

Aftached to and made part of that certain Unit Operating Agreement covering the North Escavada Unit,
Sandoval County, New Mexico, dated the 1st day of November, 2015 by and between WPX Energy
Production, LLC, Operator, and the Signatory Parties thereto, Non-Operators.

L GENERAL PROVISIONS ACCOUNTING PROCEDURE

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

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

L DEF]NITIONS

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

“Affiliate” means for a person, another-person that controls, is controlled by, or is under common

control with that person. In this definition, (a) control means the ownership by one person, directly or

indirectly, of more than fifty percent (50%) of the voting securities of a corporation or, for other persons,

the equivalent ownership mterest (such as partnership interests), and (b) “person” means an individual,
- corporation, partnership, trust, estate, unincorporated organization, association, or other legal entity.

“Agreement” means the operating agreement, farmout agreement, or other contract betwéen the
Parties to which this Accounting Procedure is attached.

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

“Equalized Freight” means the procedure of chargmg transponanon cost to the Jomt Account based
. upon the distance from the nearest Railway Receiving Point to the property.

“Excluded Amount” means a specified excluded trucking amount most recently recommended by
COPAS.

“erld _Office” means a structure, or portlon of a structure, whether a temporary or permanent
msta]]anon, the primary function of which is to directly serve daily operation and maintenance activities
of the Joint Property and which serves as a staging area for directly chargeable field personnel.

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

o Responsibility for field employees and contract labor engaged in activities that can include
field operations. maintenance, construction, well remedial work, equipment movement and-
drilling.

Responsibility for day-to-day direct oversight of rig operations
Responsibility for day-to-day direct oversight of construction operations ' .

-Coordination of job priorities and approval of work procedures ‘
Responsibility for optimal resource utilization (equipment, Materials, personnel)
Responsibility for meeting production and field operating expense targets

—
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o Representation of the Parties in local matters involving commumty, vendors, regulatory
agents and landowners, as an incidental part of the supervisor’s operating responsibilities
Responsrblhty for all emergency responses with field staff

Responsibility for implementing safety and envrronmental practices

Responsibility for field adherence to company policy

Responsibility for employment decisions and performance appraisals for field personnel
Oversight of sub-groups for field functions such as electrical, safety, envuonmental
telecommumcatlons which may have group or team leaders. '

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

_“Joint Operations” means all operations necessary or proper for the exploration, appraisal,
development, production, protection, maintenance, repair, abandonment, and restoration of the Joint
Property.

“Joint Property” means the real and personal property subject to the Agreement.

“Laws” means any laws, rules, regulations, decrees, and orders of the United States of America or any
state thereof and all other governmental bodies, agencies, and other authorities having jurisdiction over
or affecting the provisions contained in or the transactions contemplated by the Agreement or the Parties
and ‘their operations, whether such laws now exrst or are hereafter amended, enacted, promulgated or
issued.

“Material” means personal property, equipment, supplies, or consumables acquired or held for use by
the Joint Property.

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

“Offshore Facilities” means platforms, surface and subsea development and production systems, and
other support systems such as oil and gas handling facilities, living quarters, offices, shops, cranes,
“electrical supply equipment and systems, fuel and water storage and piping, heliport, marine docking
instailations, communication facilities, navigation aids, and other similar facilities necessary in the
“conduct of offshore operations, all of which are located offshore.

#Off-site” means any location that is not considered On-site as defined in this Accounting Procedure.
“On-site” means on the Joint Property when in direct conduct of Joint Operations. The term “On-site”
shall also include that portion of Offshore Facilities, Shore Base Facilities, fabrication yards, and
staging areas from which Joint Operations are conducted, or other fac111t1es that directly control
equipment on the Joint Property, regardless of whether such facilities are owned by the Joint Account.

“QOperator” means the Pany designated pursuant to the Agreement to conduct the Joint Operations.

“Parties” means legal entities signatory to the Agreement or their successors and a551gns Parties shall
be referred to md1v1dual ly as “Party.”

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

“Participating Party” means a Party that approves a proposed operation or otherwise agrees, or
becomes liable, to pay and bear a share of the costs and risks of conducting an operat:on under the
Agreement.

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

“Railway Receiving Point” means the raithead nearest the Joint Pro'perty for which freight rates are
published, even though an actual railhead may not exist.

“Shore Base Facilities” means onshore support facilities that during Joint Operations provide such
services to the Joint Property as a receiving and transshipment point for Materials; debarkation point for

Noﬁh Escavada Unit Operating Agreement Page 2 of 18
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drilling and production personnel and services; comrnunlcatlon scheduling and dispatching center; and
other associated functions serving the Joint Property

“Supply Store” means a recognized source or common stock point for a given Material item.

“Techmcal Servnces” means services provrdmg spcclﬁc engineering, geoscience, or other

professional skills, such as those performed by engineers; geologists, geophysicists, and techmmans,'

_required to handle specific operating conditions and problems for the benefit: of Joint Operations;

provided, however, Technical Services shall not include those functions specifically identified ‘as -

overhead under the second paragraph of the infroduction. of Section III (Overhead). . Techmcal

Services may be provided by the Operator, Operator s 'Affiliate, Non-Operator, Non-Operator

Afﬁllates and/or third partles . . _ \

STATEMENTS AND BILLINGS o o S

The Operator shall bill Non-Operators on or before the last day of the month for their pr0port10nate -
~ share of the Joint Account for the preceding month. Such bills shall be accompanied by statements that'
o 1dent1fy the AFE (authority for expenditure), lease or facility, and all charges and credits sumrnarrzed by

. appropriate categories of investment and expense. Controllable Material shall be separately identified

" and fully described in detail, or 'at the Operator’s option, Controllable Material may be summarized by - .

. major Material classifications. Intangible drilling costs; audit adjustments, and unusual charges and
credlts shall be separate[y and clearly 1dent1ﬁed . ‘

" The Operator may make avallable to Non-Operators any statements and bills required under Section 1.2
_and/or-Section'1.3.A (4dvances and Payments. by the Partzes) via email, electronic data interchange;

" internet ‘websites or, other’ equivalent electronic media in lieu of paper copies. The Operator shali -

prowde the Non-Operators instructions and any necessary information to access and receive the
‘statements and bills within the timeframes specified herein. A statement or billing shall be deemed as
dehvered twenty-four (24) hours (exclusive of weekends and holidays) after the Operator notifies the

e Non-Operator that the statement or billing is available on the website and/or sent via email or electronic

3.

data-interchange transmission. Each Non-Operator tndmdually shall elect to receive-statements- and
~ billings electronically, if available from the Operator, or request paper copies. Such election may be
changed upon thirty (30) days prior written notice to the Operator.

ADVANCES AND PAYMENTS BY THE PARTIES

A. Unless otherwise provided for in the Agreement the Opcrator'may require the Non-Operators to

advance their share of the estimated cash outlay for the succeeding month’s operations-within

fifteen (15) days after receipt of the advance request or by the first day of the month for which the

advance is required, whichever is later. The Operator shall adjust each monthly billing to reflect

~ advances received from the Non- Operators for such month. If a refund is due, the Operator shall }t

- apply the amount to be refunded to the subsequent month’s billing or advance, unless the Non-

_-Operator sends the Operator a written request for a cash refund. The Operator shall remit the réfund

to the Non—Operator within fifieen (15) days of receipt of such written request.

.B. Except as provided below, each Party shall pay its pr0portlonate share of all bills in full within
fifteen (15) days of receipt date. If payment is not made within such time, the unpaid balance shall
“bear interest compounded monthly at the prime rate published by the Wall Streer Jowrnal on the
- first day of each month the payment is delinquent; plus three percent (3%), per annum, or the
maximum contract rate penmtted by the applicable usury- Laws governing the Joint Property,
_whichever is the lesser, plus attorney’s fees, court costs, and other costs in connectlon with the
‘collection of unpaid amounts. If the Wall Street Journal ceases to be published or discontinues
publishing a prime rate, the unpaid balance shall bear interest compounded monthly at’ ‘the prime

« ‘rate published by the Federal Reserve plus three percent (3%) per annum. -Interest shall begin
accruing on the first day of the month in which the payment was due. Payment shall not be reduced
.or delayed as a result- of inquiries or anticipated credits unless the' Operator has agreed.
"Notwithstanding the foregoing, the Non-Operator may reduce payment, provided it furnishes
documentation and explanation to the Operator at the time payment is made, to the extent such

' reduction is caused by:

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

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

.(3) being billed for a property in which the Non- Operator no longer owns a workmg interest,

: provrdcd the Non-Operator has furnished the Operator a copy of the recorded assignment or

letter in- heu Notwithstanding the foregoing, the Non-Operator sha.ll remain responsible for - .. -
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paying bills attributable to the interest it sold or transferred for any bills rendered during the
thirty (30) day period following the Operator’s receipt of such written notice; or
(4) charges outside the adjustment period, as provided in Section 1.4 (Adjustments).

‘4. ADJUSTMENTS

A. Payment of any such bills shall not prejudice the right of any Party to protest or question the
correctness thereof; however, all bills and statements, including payout statements, rendered during .
any calendar year shall conclusively be presumed. to be true and correct, with respect only to
expenditures, after twenty-four (24) months’ following the end of any such calendar year, unless.
within said period 2 Party takes, specific detailed written exception thereto makinga claim-for.
adjustment. The Operator shall provide a response- to all written exceptions, whether or’ not
contamed in an audit report within the time periods prescn'oed in Section 1.5 (Expendzture Audzts)

B. All adjustments initiated by the Operator except those described in items (1) through (4) of this .
Section 1.4B, are limited to the twenty-four (24) month period following the end of the calendar
year in Wthh the original charge appeared or should have appeared on the Operator’s Joint Account
statement or payeut statement. Adjustments that may be made beyond the tweity-four (24) month

_ -period are limited to adjustments resulting from the following:

(1) a physical inventory of Controllable Materlal as provided for in Section V (Inventorzes of
Controllable Material), or

(2) an offsetting entry (whether in whole or in part) that is the direct result of a spec1ﬁc joint -
interest audit exception granted by the Operator relating to another prOpeﬁy, or

3) a govemment/regulatory audit, or

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

5. EXPENDITURE AUDITS

A A Non-Operator, upon written notice to the Operator and all other Non-Operators, shall have the
~ right to audit the Operator’s accounts and records relating to the Joint Account within the twenty-
four (24) month period following the end of such calendar year in which such. bill was rendered;
however, conducting an audit shall not extend the time for the taking of written exception to and the
adjustment of accounts as provided for in Section 1.4 (Adjustments). Any Party that is subject to
payout accounting under the Agreement shail have the right to audit the accounts and records of the
Party. responsible for preparing the payout statements, or of the Party furnishing information to the °
"Party. responsible for ‘preparing payout statements. Audits of payout accounts may include the
volumes of hydrocarbons produced and saved and proceeds received for such hydrocarbons-as fthey
pertain to payout accounting required under the Agreement. Unless otherwise provided in the
. Agreement, andits of a payout account shall be conducted within the twenty-four (24) month period
. following the end of the ca]endar year in which the payout statement was rendered. '

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

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

A timely filed written exception or audit report containing written exceptions (hereinafter

S “written exceptions™) shall, with respect to the claims made therein, preclude the Operator from
asserting a statute of limitations defense against such claims, and the Operator hereby waives its

right to assert any statute of limitations defense against such claims for so long as any Non-
Operator continues to comply with the deadlines for resolving exceptions provided in this

v Accounting Procedure. If the Non-Operators fail to comply with the additional deadlines in

. Section 1.5.B or L.5.C, the Operator’s waiver of its rights to assert a statute of limitations defense
against the claims brought by the Non-Operators shall lapse, and such claims shall then be subject

- to the applicable statute of limitations; provided that such waiver shall not lapse in the event that .

the Operator has failed to comply with the deadlines in Section 1.5.B or 1.5.C.
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B.

The Operator shall provide a written response to all exceptions in an audit report within one
hundred eighty (180) days after Operator receives such report. Denied ‘exceptions should be
accompanied by a substantive response. If the Operator fails to provide substantive response to an

~ exception within this one hundred eighty (180) day period, the Operator will owe interest on that

exception or portion thereof, if ultimately granted, from the date it received the audit report. Interest
shall be calculated using the rate set forth in Section 1.3.B (Advances and Payments by the Parties).

The lead audit company shall reply to the Operator’s response to an audit report within ninety (90)
days of receipt, and the Operator shall reply to the lead audit company’s foliow-up response within
ninety (90) days of receipt; provided, however, each Non-Operator shall have the right to represent
itself if it disagrees with the lead audit company’s position or believes the lead audit company is not
adequately fulfilling its duties. Unless otherwise provided for in Section L.5.E, if the Operator fails
to provide substantive response to an exception within this ninety (90) day period, the Operator will
owe interest on that exception or portion thereof, if ultimately granted from the date it received the
audit report. Interest shall be calculated usmg the rate set forth in Section L3.B (ddvances and

" Payments by the Parties).

If any Party fails to meet the deadlines in Sections L5.B or 15.C or if any audit issues are
outstanding fifteen (15) months after Operator receives the audit report, the Operator or any Non-

" Operator participating in the audit has the right to call a resolution meetmg, as set forth in this

.Section 1.5.D or it may invoke the dispute resolution procedures included in the Agreément, if

- applicable. The meeting will require one month’s written notice to the Operator and all Non-

Operators participating in the audit. The meeting shall be held at the Operator’s office or mutually

.agreed location, and shall be attended by representatives of the Parties with authority to resolve such’

outstanding issues. Any Party who fails to attend the resolution meeting shall be bound by any
resolution reached at the meeting. The lead audit company will make good faith efforts to

~ coordinate the response and positions of the Non-Operator participants throughout the  resolution

process; however, each Non-Operator shall have the right to represent itself. Attendees . will make
good faith efforts to resolve outstanding issues, and each Party will be - -required to present
substantive information supporting its position. A resolution meeting may be held as often as

- agreed to by the Parties. Issues unresolved at one meetmg may be dxscussed at subsequent meetings

unn] each such issue 1s resolved

If the Agreement contains no dispute resolution procedures and the audit issues cannot.be resolved

by -negotiation, the dispute shall be submitted to mediation. In such event, promptly following
one Paity’s written request for mediation, the Parties to the dispute shall choose a mutually
acceptable mediator and share the costs of mediation services equally. The Parties shall each
have present at the mediation at least one individual who has the authority to settle the dispute.
The Parties shall make reasonable efforts to ensure that the mediation commences within sixty
(60) days of the date of the mediation request. Notwithstanding the above, any Party may file a
lawsuit or complaint (1) if the Parties are unable after reasonable efforts, to commence mediation
within sixty (60) days of the date of the mediation request, (2) for statute of limitations reasons,

. or (3) to seek a preliminary injunction or other provisional judicial relief, if in its sole judgment

an injunction or other provisional relief is necessary to avoid irreparable damage or to preserve

" the status quo. ‘Despite such action, the Parties shall continue-to try to resolve the dispute by
. mediation.

o (Opnonal Provision — Forfeiture Penalties)

, ,.I_f the Non-Operators fail to meet the deadline in Section 1.5.C, any unresolved axceptzons that .

were not addressed by the Non-Operators within one (1) year Jollowing receipt of the last

~ substantive response of the Operator shall be deemed to have been withdrawn by the Non-

Operators. If the Operator fails to meet the deadlines in Section L5.B or 'L5.C, any unresolved

“ exceptions that were not addressed by the Operator within one (1) year Sollowing receipt of the

audit report or receipt of the last substantive response of the Non-Operators, whichever is later,
shall be deemed to have been granted by the Operator and adjustments shall be made, without
interest, to the Joint Account.

6. APPROVAL BY PARTIES -

A

General Matters

Where an approval or other agreement of the Parties or Non-Operators is expressly required under
other Sections of this Accounting Procedure and if the Agreement to which this Accounting
Procedure is attached contains no contrary provisions in regard thereto, the Operator shall notify all

" . Non-Operators of the Operator’s proposal and the agreement or approval ofa ma_]orlty in interest of -
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This Section L6.A applies to specific situations of limited duration . where a Party proposes to
change the accounting for charges from that prescribed in this Accounting Procedure. This

provision does not apply to amendments to this Accounting Procedure, which are covered by
Section 1.6 B.

B. Amendments

It the Agreement to which this Accounting Procedure is attached contains no contrary provmons in
regard thereto, this Accounting Procedure can be amended by an affirmative vote.of ___ two__
(__2_) or more Parties, one of which is the Operator, having a combined working interest st of at least

fifty-one percent (__S1_%), which approval shall be binding on all Parties, provided, however,
approval of at least one (1) Non-Operator shall be required.

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

For the purposes of administering the voting procedures in Section 1.6.A, if a Non-Operator is an
* Affiliate of the Operator, votes under Section 1.6.A shall require the ma_;onty in interest of the Non- .
Operator(s) after excluding the interest of the Operator’s Aﬁihate

L. DIRECT CHARGES

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

-

1. . RENTALS AND ROYALTIES

Lease rentals and royalties paid by the Operator, on behalf of all Parties, for the Joint Operations.

2. LABOR

A. Salaries and wages, mcludmg incentive compensation programs as set forth in COPAS MFI 37
§ ‘Chargeablhty of Incentive Compensation Programs’ ), for:

(1) Operator’s field employees directly employed On-site in the conduct of Joint Operations,

~ (2) Operator’s employees directly employed on Shore Base Facilities; Offshore Facilities, or
other facilities serving the Joint Property if such costs are not charged under Section I1.6

(Equipment and Facilities Furnished by Operator) or are not a function covered under
f Section III (Overhead), _

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

‘(4) Operator’s employees providing On-site Technical Serv1ces for the Joint Property if such
charges are excluded from the overhead rates in Section T (0verheaa'),

| (5) Operator’s employees providing Off-site Technical Services for the Joint Property if such |
charges are excluded from the overhead rates in Section III (Overhead). -

Charges for the Operator’s employees identified in Section I1.2.A may be made based on the
employee s actual salaries and wages, or in lieu thereof, a day rate representing the Operator ]
average salaries and wages of the employee’s specific job category.

Charges for personnel chargeable under this Section 11.2.A who are foreign nationals shall not
exceed comparable compensation paid to an equivalent U.S. employee pursuant to this Section
II. 2 unless otherwise approved by the Parties pursuant to Section 1.6.A (General Matters)

+ B. Operator’s cost of holiday, vacation, sickness, and disability beneﬁts, and other customary

allowances paid to employees whose salaries and wages are chargeable to the Joint Account -

. under Section I.2.A, excluding severance payments or other termination allowances. Such costs

~ under this Section I1.2.B 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 Section -

I1.2.A. If percentage assessment is used. the rate shall be based on the Operator’s cost
experience.

!
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C. Expenditures or contributions made pursuant to assessments imposed by governmental authority
that are applicable to costs chargeable to the Joint'Account under Sections II.2.A and B.

D. Personal Expenses of personne]l whose salaries and wages are chargeable to the Joint Account

under Section I1.2.A when the expenses are incurred in connection with directly chargeable
activities.

E. Reasonable relocation costs incurred in transferring to the Joint Property personnel whose salaries
and wages are chargeable to the Joint Account under Section IL2.A. Notwithstanding the
foregoing, relocation costs that result from reorganization or merger of a Party, or that are for the
primary benefit of the Operator, shall not be chargeable to the Joint Account. Extraordinary
relocation costs, such as those incurred as a result of transfers from remote locations, such as
Alaska or overseas, shall not be charged to the Joint Account unless approved by the Parties
pursuant to Section 1.6.A (General Matters). :

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

G. Operator’s current cost of established plans for employee benefits, as described in COPAS MFI-

. 27 (“Employee Benefits Chargeable to Joint Operations and Subject to Percentage Limitation™),

5 applicable to the Operator’s labor costs chargeable to the Joint Account under Sections I1.2.A and

: B based on the Operator’s actual cost not to exceed the employee benefits limitation percentage
most recenﬂy recommended by COPAS.

H. Award payments to employees, in accordance with COPAS MFI-49 (“Awards to Employees and
- Contractors™) for personnel whose salaries and wages are chargeable under Section I1.2.A.

3. MATERIAL

. Material purchased or furnished by the Operator for use on the Joint Property in the conduct of Joint
Operations as provided under Section IV (Material Purchases, Transfers, and Dispositions). Only
such Material shall ;be purchased for or transferred to-the Joint Property as may be.required for
immediate use or is reasonably practical and consistent with efficient and economical operations. The
accumulation of surplus stocks shall be avoided.

4. TRANSPORTATION |

A. Transportation of the Operator’s, Operator s Afﬁhate s, Or contractor’s personnel necessary for
Joint Operations.

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

" Property using one of the methods listed below:

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

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

5. SERVICES |

The cost of contract services, equipment, and utilities used in the conduct of Joint Operations, excépt for
contract services, equipment, and utilities covered by Section III (Overhead), or Section I1.7- (Aﬁihaz‘es),

or ‘excludéd under Section 1.9 (Legal Expense). Awards paid to contractors shall be chargeable '
pursuant to COPAS MFI- 49 (“Awards to Emplovees and Contractors™).
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The costs of third party Technical Services are chargeable to the extent excluded from the overhead
rates under Section III (Overhead).

6. EQUIPMENT AND FACILITIES FURNISHED BY OPERATOR

In the absence of a separately negotiated agreement, equipment and facilities furnished by the
Operator will be charged as follows:

A.

Operator shall charge the Joint Account for use of Operator-owned equipment and facilities,
including but not limited to production facilities, Shore Base Facilities, Offshore Facilities, and
Field Offices, at rates commensurate with the costs of ownership and operation. The cost of Field
Offices shall be chargeable to the extent the Field Offices provide direct service to personnel who
are chargeable pursuant to Section I1.2.A (Labor). Such rates may include labor, maintenance,
repairs, other operating expense, insurance, taxes, depreciation using straight line depreciation
method, and interest on gross investment less accumulated depreciation not to exceed _twelve
percent (12%) per annum; provided, however, depreciation shall not be charged when the
equipment and facilities investment have been fully depreciated. The rate may include an
element of the estimated cost for abandonment, reclamation, and dismantlement. Such rates shall
not exceed the average commercial rates currently prevailing in the immediate area of the Joint
Property.

In lieu of charges in Section IL.6.A above, the Operator may elect to use average commercial rates
prevailing in the immediate area of the Joint Property, less twenty percent (20%). If equipment
and facilities are charged under this Section I1.6.B, the Operator shall adequately document and
support commercial rates and shall periodically review and update the rate and the supporting
documentation. For automotive equipment, the Operator may elect to use rates published by the
Petroleum Motor Transport Association (PMTA) or such other organization recognized by
COPAS as the official source of rates.

7. AFFILIATES

A.

Charges for an Affiliate’s goods and/or services used in operations requiring an AFE or other
authorization from the Non-Operators may be made without the approval of the Parties provided
(1) the Affiliate is identified and the Affiliate goods and services are specifically detailed in the
approved AFE or other authorization, and (ii) the total costs for such Affiliate’s goods and
services billed to such individual project do not exceed $ 25,000 . If the total costs for an
Affiliate’s goods and services charged to such individual project are not specifically detailed in
the approved AFE or authorization or exceed such amount, charges for such Affiliate shall
require approval of the Parties, pursuant to Section 1.6.A (General Matters).

For an Affiliate’s goods and /or services used in operations not requiring an AFE or other
authorization from the Non-Operators, charges for such Affiliate’s goods and services shall

require approval of the Parties, pursuant to Section 1.6.A (General Matters), if the charges exceed
$_ 25,000 in a given calendar year. ‘

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

If the Parties fail to designate an amount in Sections II.7.A or II.7.B, in each instance the amount
deemed adopted by the Parties as a result of such omission shall be the amount established as the
Operator’s expenditure limitation in the Agreement. If the Agreement does not contain an
Operator’s expenditure limitation, the amount deemed adopted by the Parties as a result of such
omission shall be zero dollars ($ 0.00).

8. DAMAGES AND LOSSES TO JOINT PROPERTY

All costs or expenses necessary for the repair or replacement of Joint Property resulting from
damages or losses incurred, except to the extent such damages or losses result from a Party’s or

Parties’ gross negligence or willful misconduct, in which case such Party or Parties shall be solely
liable.
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10.

11.

12.

13.

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

LEGAL EXPENSE

Recording fees and costs of handling, settling, or otherwise discharging litigation, claims, and liens
incurred in or resulting from operations under the Agreement, or necessary to protect or recover the
Joint Property, to the extent permitted under the Agreement. Costs of the Operator’s or Affiliate’s
legal staff or outside attorneys, including fees and expenses, are not chargeable unless approved by
the Parties pursuant to Section 1.6.A (General Matters) or otherwise provided for in the Agreement.

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

TAXES AND PERMITS

All taxes and permitting fees of every kind and nature, assessed or levied upon or in connection with
the Joint Property, or the production therefrom, and which have been paid by the Operator for the
benefit of the Parties, including penalties and interest, except to the extent the penalties and interest
result from the Operator’s gross negligence or willful misconduct.

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

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

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

INSURANCE

Net premiums paid for insurance required to be carried for Joint Operations for the protection of the
Parties. If Joint Operations are conducted at locations where the Operator acts as self-insurer in regard
to its worker’s compensation and employer’s liability insurance obligation, the Operator shall charge the
Joint Account manual rates for the risk assumed in its self-insurance program as regulated by the
jurisdiction governing the Joint Property. In the case of offshore operations in federal waters, the
manual rates of the adjacent state shall be used for personnel performing work On-site, and such rates
shall be adjusted for offshore operations by the U.S. Longshoreman and Harbor Workers (USL&H) or
Jones Act surcharge, as appropriate.

COMMUNICATIONS

Costs of acquiring, leasing, installing, operating, repairing, and maintaining communication facilities
or systems, including satellite, radio and microwave facilities, between the Joint Property and the
Operator’s office(s) directly responsible for field operations in accordance with the provisions of
COPAS MFI-44 (“Field Computer and Communication Systems™). If the communications facilities
or systems serving the Joint Property are Operator-owned, charges to the Joint Account shall be made
as provided in Section 1.6 (Equipment and Facilities Furnished by Operator). If the communication
facilities or systems serving the Joint Property are owned by the Operator’s Affiliate, charges to the
Joint Account shall not exceed average commercial rates prevailing in the area of the Joint Property.
The Operator shall adequately document and support commercial rates and shall periodically review
and update the rate and the supporting documentation.

ECOLOGICAL, ENVIRONMENTAL, AND SAFETY

Costs incurred for Technical Services and drafting to comply with ecological, environmental or safety
Laws or standards recommended by Occupational Safety and Health Administration (OSHA) or other
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regulatory authorities. All other labor and functions incurred for ecological, environmental and safety
matters, including management, administration, and permitting, shall be covered by Sections II.2
(Labor), I1.5 (Services), or Section III (Overhead), as applicable.

Costs to provide or have available pollution containment and removal equipment plus actual costs of
control and cleanup and resulting responsibilities of oil and other spills as well as discharges from
permitted outfalls as required by applicable Laws, or other pollution containment and removal
equipment deemed appropriate by the Operator for prudent operations, are directly chargeable.

14. ABANDONMENT AND RECLAMATION

Costs incurred for abandonment and reclamation of the Joint Property, including costs required by
lease agreements or by Laws.

15. OTHER EXPENDITURES

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II (Direct
Charges), or in Section IIl (Overhead) 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. Charges made
under this Section II.15 shall require approval of the Parties, pursuant to Section 1.6.A (General
Matters).

III. OVERHEAD

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

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

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

e design and drafting (except when allowed as a direct charge under Sections II.13, III.1.A(ii), and
I11.2, Option B)

® inventory costs not chargeable under Section V (Inventories of Controllable Material)

e procurement

e administration

e accounting and auditing

e gas dispatching and gas chart integration

¢ human resources

e management

e supervision not directly charged under Section I1.2 (Labor)

e legal services not directly chargeable under Section I1.9 (Legal Expense)

e taxation, other than those costs identified as directly chargeable under Section I.10 (Zaxes and
Permits)

* preparation and monitoring of permits and certifications; preparing regulatory reports; appearances
before or meetings with governmental agencies or other authorities having jurisdiction over the
Joint Property. other than On-site inspections; reviewing, interpreting, or submitting comments on
or lobbying with respect to Laws or proposed Laws.

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

1. OVERHEAD—DRILLING AND PRODUCING OPERATIONS

As compensation for costs incurred but not chargeable under Section I (Direct Charges) and not
covered by other provisions of this Section III, the Operator shall charge on either:

X (Alternative 1) Fixed Rate Basis, Section III.1.B.

— (Alternative 2) Percentage Basis, Section I1I.1.C.
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A. Technical Services

(i) Except as otherwise provided in Section I.13 (Ecological Environmental, and Safety) and
Section IIL.2 (Overhead — Major Construction and Catastrophe), or by approval of the Parties
pursuant to Section 1.6.A (General Matters), the salaries, wages, related payroll burdens and
benefits, and Personal Expenses for On-site Technical Services, including third party Technical
Services: '

X (Alternative 1 — Direct) shall be charged direct to the Joint Account.
= (Alternative 2 — Overhead) shall be covered by the overhead rates.

(ii) Except as otherwise provided in Section I.13 (Ecological, Environmental, and Safety) and
Section II1.2 (Overhead — Major Construction and Catastrophe), or by approval of the Parties
pursuant to Section 1.6.A (General Matters), the salaries, wages, related payroll burdens and
benefits, and Personal Expenses for Off-site Technical Services, including third party Technical
Services:

X (Alternative 1 — All Overhead) shall be covered by the overhead rates.
Z  (Alternative 2 — All Direct) shall be charged direct to the Joint Account.

~  (Alternative 3 — Drilling Direct) shall be charged direct to the Joint Account, only to the
extent such Technical Services are directly attributable to drilling, redrilling, deepening, or
sidetracking operations, through completion, temporary abandonment, or abandonment if a dry
hole. Off-site Technical Services for all other operations, including workover, recompletion,
abandonment of producing wells, and the construction or expansion of fixed assets not covered
by Section II1.2 (Overhead - Major Construction and Catastrophe) shall be covered by the
overhead rates.

Notwithstanding anything to the contrary in this Section III, Technical Services provided by Operator’s
Affiliates are subject to limitations set forth in Section I1.7 (4ffiliates). Charges for Technical personnel
performing non-technical work shall not be governed by this Section III.1.A, but instead governed by
other provisions of this Accounting Procedure relating to the type of work being performed.

Real Time Operations Center (RTOC)

Notwithstanding the foregoing, technical services provided by a ROTC not located on the drill site used
to monitor wells and take corrective action shall be directly charged to the Joint Account.
B. Overhead—Fixed Rate Basis
(1) The Operator shall charge the Joint Account at the following rates per well per month:
Vertical Drilling Well Rate per month: from the surface to the base of the Mancos Shale
formation $7.500 and from the base of the Mancos Shale formation to all deeper depths

$15.000 (prorated for less than a full month)
Horizontal Drilling Well Rate per month $10.000 (prorated for less than a full month)

Horizontal Producing Well Rate per month $_1.000

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

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

(b) Charges for any well undergoing any type of workover, recompletion, and/or abandonment
for a period of five (5) or more consecutive work days shall be made at the Drilling Well
Rate. Such charges shall be applied for the period from date operations, with rig or other
units used in operations, commence through date of rig or other unit release, except that no
charges shall be made during suspension of operations for fifteen (15) or more consecutive
calendar days.

North Escavada Unit Operating Agreement Page 11 0f 18



(3)

4)

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

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

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

(c) A one-well charge shall be made for the month in which plugging and abandonment
operations are completed on any well, unless the Drilling Well Rate applies, as provided in
Sections I1I.1.B.(2)(a) or (b). This one-well charge shall be made whether or not the well
has produced.

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

(e) Any well not meeting the criteria set forth in Sections III.1.B.(3) (a), (b), (¢c), or (d) shall not
qualify for a producing overhead charge.

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

C. Overhead—Percentage Basis
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2. OVERHEAD—MAJOR CONSTRUCTION AND CATASTROPHE

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

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

Catastrophe is defined as a sudden calamitous event bringing damage, loss, or destruction to property
or the environment, such as an oil spill, blowout, explosion, fire, storm, hurricane, or other disaster.
The overhead rate shall be applied to those costs necessary to restore the Joint Property to the
equivalent condition that existed prior to the event.

A. If the Operator absorbs the engineering, design and drafting costs related to the project:
(1) _6__ % of total costs if such costs are less than $100,000; plus
(2) _4_ % oftotal costs in excess of $100.000 but less than $1,000,000; plus
(3) _2_ % of total costs in excess of $1,000,000.

B. If the Operator charges engineering, design and drafting costs related to the project directly to the
Joint Account:

(1) _2 % of'total costs if such costs are less than $100,000; plus
(2) _2_ % of total costs in excess of $100,000 but less than $1,000,000; plus
(3) _ 2 % of total costs in excess of $1,000,000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the
component parts of a single Major Construction project shall not be treated separately, and the cost of
drilling and workover wells and purchasing and installing pumping units and downhole artificial lift
equipment shall be excluded. For Catastrophes, the rates shall be applied to all costs associated with
each single occurrence or event. ‘

On each project, the Operator shall advise the Non-Operator(s) in advance which of the above options
shall apply.

For the purposes of calculating Catastrophe Overhead, the cost of drilling relief wells, substitute
wells, or conducting other well operations directly resulting from the catastrophic event shall be
included. Expenditures to which these rates apply shall not be reduced by salvage or insurance
recoveries. Expenditures that qualify for Major Construction or Catastrophe Overhead shall not
qualify for overhead under any other overhead provisions.

In the event of any conflict between the provisions of this Section III.2 and the provisions of Sections
I1.2 (Labor), 115 (Services), or I1.7 (Affiliates), the provisions of this Section III.2 shall govern.

3. AMENDMENT OF OVERHEAD RATES

The overhead rates provided for in this Section IIl may be amended from time to time if, in practice, the
rates are found to be insufficient or excessive, in accordance with the provisions of Section 1.6.B
(Amendments).

IV. MATERIAL PURCHASES, TRANSFERS, AND DISPOSITIONS

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

|

1

DIRECT PURCHASES

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

TRANSFERS

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

A. PRICING

The value of Material transferred to/from the Joint Property should generally reflect the market
value on the date of physical transfer. Regardless of the pricing method used, the Operator shall
make available to the Non-Operators sufficient documentation to verify the Material valuation.
When higher than specification grade or size tubulars are used in the conduct of Joint Operations,
the Operator shall charge the Joint Account at the equivalent price for well design specification
tubulars, unless such higher specification grade or sized tubulars are approved by the Parties
pursuant to Section 1.6.A (General Matters). Transfers of new Material will be priced using one
of the following pricing methods; provided, however, the Operator shall use consistent pricing
methods, and not alternate between methods for the purpose of choosing the method most
favorable to the Operator for a specific transfer:

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

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

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

Section IV.2.B (Freight).
(2) Based on a price quotation from a vendor that reflects a current realistic acquisition cost.

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

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

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

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

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

(3) Transportation costs for special end tubular goods shall be calculated using the interstate
truck rate from Houston, Texas, to the Railway Receiving Point.

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

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

C. TAXES

Sales and use taxes shall be added to the Material transfer price using either the method contained
in the COPAS Computerized Equipment Pricing System (CEPS) or the applicable tax rate in
effect for the Joint Property at the time and place of transfer. In either case, the Joint Account
shall be charged or credited at the rate that would have governed had the Material been a direct
purchase.

D. CONDITION

(1) Condition “A” — New and unused Material in sound and serviceable condition shall be
charged at one hundred percent (100%) of the price as determined in Sections IV.2.A
(Pricing), IV.2.B (Freight), and IV.2.C (Taxes). Material transferred from the Joint Property
that was not placed in service shall be credited as charged without gain or loss; provided,
however, any unused Material that was charged to the Joint Account through a direct
purchase will be credited to the Joint Account at the original cost paid less restocking fees
charged by the vendor. New and unused Material transferred from the Joint Property may be
credited at a price other than the price originally charged to the Joint Account provided such
price is approved by the Parties owning such Material, pursuant to Section 1.6.A (General
Matters). All refurbishing costs required or necessary to return the Material to original
condition or to correct handling, transportation, or other damages will be borne by the
divesting property. The Joint Account is responsible for Material preparation, handling, and
transportation costs for new and unused Material charged to the Joint Property either through
a direct purchase or transfer. Any preparation costs incurred, including any internal or
external coating and wrapping, will be credited on new Material provided these services were
not repeated for such Material for the receiving property.

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

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

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

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

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

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

(4) Condition “D” — Material that (i) is no longer suitable for its original purpose but useable for
some other purpose, (ii) is obsolete, or (iii) does not meet original specifications but still has
value and can be used in other applications as a substitute for items with different
specifications, is considered Condition “D” Material. Casing, tubing, or drill pipe used as
line pipe shall be priced as Grade A and B seamless line pipe of comparable size and weight.
Used casing, tubing, or drill pipe utilized as line pipe shall be priced at used line pipe prices.
Casing, tubing, or drill pipe used as higher pressure service lines than standard line pipe,
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. For other items, the
price used should result in the Joint Account being charged or credited with the value of the
service rendered or use of the Material, or as agreed to by the Parties pursuant to Section
1.6.A (General Matters).

(5) Condition “E” — Junk shall be priced at prevailing scrap value prices.
E. OTHER PRICING PROVISIONS
(1) Preparation Costs

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

(2) Loading and Unloading Costs

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

3. DISPOSITION OF SURPLUS

Surplus Material is that Material, whether new or used, that is no longer required for Joint Operations.
The Operator may purchase, but shall be under no obligation to purchase, the interest of the Non-
Operators in surplus Material.

Dispositions for the purpose of this procedure are considered to be the relinquishment of title of the
Material from the Joint Property to either a third party, a Non-Operator, or to the Operator. To avoid
the accumulation of surplus Material, the Operator should make good faith efforts to dispose of
surplus within twelve (12) months through buy/sale agreements, trade, sale to a third party, division
in kind, or other dispositions as agreed to by the Parties.

Disposal of surplus Materials shall be made in accordance with the terms of the Agreement to which

this Accounting Procedure is attached. If the Agreement contains no provisions governing disposal of
surplus Material, the following terms shall apply:
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The Operator may, through a sale to an unrelated third party or entity, dispose of surplus
Material having a gross sale value that is less than or equal to the Operator’s expenditure
limit as set forth in the Agreement to which this Accounting Procedure is attached without the
prior approval of the Parties owning such Material.

 If the gross sale value exceeds the Agreement expenditure limit, the disposal must be agreed
to by the Parties owning such Material.

* Operator may purchase surplus Condition “A™ or “B” Material without approval of the
Parties owning such Material, based on the pricing methods set forth in Section IV.2
(Transfers).

* Operator may purchase Condition “C” Material without prior approval of the Parties owning
such Material if the value of the Materials, based on the pricing methods set forth in Section
IV.2 (Transfers), is less than or equal to the Operator’s expenditure limitation set forth in the
Agreement. The Operator shall provide documentation supporting the classification of the
Material as Condition C.

* Operator may dispose of Condition “D” or “E” Material under procedures normally utilized
by Operator without prior approval of the Parties owning such Material.

4. SPECIAL PRICING PROVISIONS

A. PREMIUM PRICING

Whenever Material is available only at inflated prices due to national emergencies, strikes,
government imposed foreign trade restrictions, or other unusual causes over which the Operator
has no control, for direct purchase the Operator may charge the Joint Account for the required
Material at the Operator’s actual cost incurred in providing such Material, making it suitable for
use, and moving it to the Joint Property. Material transferred or disposed of during premium
pricing situations shall be valued in accordance with Section IV.2 (Transfers) or Section IV.3
(Disposition of Surplus), as applicable.

B. SHOP-MADE ITEMS

Items fabricated by the Operator’s employees, or by contract laborers under the direction of the
Operator, shall be priced using the value of the Material used to construct the item plus the cost of
labor to fabricate the item. If the Material is from the Operator’s scrap or junk account, the
Material shall be priced at either twenty-five percent (25%) of the current price as determined in
Section IV.2.A (Pricing) or scrap value, whichever is higher. In no event shall the amount
charged exceed the value of the item commensurate with its use.

C. MILL REJECTS

Mill rejects purchased as “limited service” casing or tubing shall be priced at eighty percent
(80%) of K-55/J-55 price as determined in Section IV.2 (Transfers). Line pipe converted to
casing or tubing with casing or tubing couplings attached shall be priced as K-55/J-55 casing or
tubing at the nearest size and weight.

V. INVENTORIES OF CONTROLLABLE MATERIAL

The Operator shall maintain records of Controllable Material charged to the Joint Account, with sufficient
detail to perform physical inventories.

Adjustments to the Joint Account by the Operator resulting from a physical inventory of Controllable
Material shall be made within twelve (12) months following the taking of the inventory or receipt of Non-
Operator inventory report. Charges and credits for overages or shortages will be valued for the Joint
Account in accordance with Section IV.2 (Transfers) and shall be based on the Condition “B” prices in
effect on the date of physical inventory unless the inventorying Parties can provide sufficient evidence
another Material condition applies.

1. DIRECTED INVENTORIES

Physical inventories shall be performed by the Operator upon written request of a majority in working
interests of the Non-Operators (hereinafter, “directed inventory”); provided, however, the Operator
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shall not be required to perform directed inventories more frequently than once every five (5) years.
Directed inventories shall be commenced within one hundred eighty (180) days after the Operator
receives written notice that a majority in interest of the Non-Operators has requested the inventory.
All Parties shall be governed by the results of any directed inventory.

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

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

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

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

2. NON-DIRECTED INVENTORIES
A. OPERATOR INVENTORIES

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

B. NON-OPERATOR INVENTORIES

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

C. SPECIAL INVENTORIES

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

Attached to and made part of that certain Unit Operating Agreement covering the North Escavada Unit,
Sandoval County, New Mexico, dated the 1st day of November, 2015 by and between WPX Energy
Production, LLC, Operator, and the Signatory Parties thereto, Non-Operators.

INSURANCE

At all times while operations are conducted under this Agreement, Operator shall maintain, for the benefit
of all parties hereto, insurance of the types and in maximum amounts set forth below. Premiums for such
insurance shall be charged to the Joint Account. Operator may elect to self-insure provided Operator
complies with applicable laws. In such event Operator shall charge to the Joint Account, a premium
amount determined by applying manual insurance rates to the applicable rating base. Upon Non-
Operators written request Operator shall furnish evidence of Schedule A insurance.

SCHEDULE A — Operator for the Joint Account

(a) Workers’ Compensation and employer’s liability insurance in full compliance with all applicable
state and federal laws and regulations. The employers liability limits shall be $1,000,000 each
accident for bodily injury by accident or bodily injury by disease.

(b) As respects drilling, work-over or re-completion operations only, Control of Well insurance
covering the costs of controlling a blowout, the expenses involved in redrilling the well, certain
other related costs, and seepage and pollution liability with a minimum limit of $ 10,000,000
(100%). (These are descriptive terms only and exact coverage can be found only in the policy.)
Non-Operator may elect to furnish their own control of well insurance however must notify
Operator in writing per attached Insurance Election Ballot and provide proof of satisfactory
insurance. If no election is made prior to spud date, Non-Operator will be included under
Operator’s control of well policy and will be billed a proportionate share of the premium or if
Operator elects to self insure for a proportionate share of any charges which would otherwise
have been paid by insurance.

Operator shall require all third party contractors performing work in or on the premises covered hereby to
carry such insurance and in such amounts as Operator shall deem necessary.

Non-operating working interest owners agree that the limits and coverage carried by Operator are
adequate. Such coverages and limits may change or be unavailable from time to time, and Operator does
not guarantee their continuance, but will use its best efforts to provide such coverages and limits at
reasonable costs.

Upon execution of this Agreement each party shall at all times while this Agreement is in effect, carry or
cause to be carried the following coverages pertaining to its proportionate interest.

SCHEDULE B — Operator and Each Non-Operator

(a) Commercial General Liability insurance with a limit of $10,000,000 (for 100% interest) each
occurrence and in the aggregate, including property damage by blowout and cratering, completed
operations, and broad form contractual liability as respects any contract under the terms of this
agreement. Umbrella or excess general liability may be used to comply with required minimum
limit.

(b) Automobile Liability insurance with a limit of $1,000,000. Such insurance shall cover liability
arising out of any auto (including owned, hired, and non-owned).

As respects Schedule A (b) and B (a) above limits shown are for 100% interest and scale to the respective
interest for each party.

Operator and Non-operating working interest owners hereby waive any rights of recovery of damages
against each other (including their officers, directors, agents, representatives, employees, or consultants)
to the extent that these damages are covered by the insurance maintained pursuant to Schedule A and B of
this agreement. Operator and Non-Operating working interest owners agree to obtain mutual waivers of
subrogation from any entity insuring acts or omissions by either party.

Non-renewal or cancellation of each parties’ policies described above will be effective only after written
notice is sent to each Party from the insurance company thirty (30) days (except 10 day notice for non-
payment of premium) in advance of any such non-renewal or cancellation. Upon written request each
party shall furnish the other party a certificate of insurance evidencing Schedule B coverages.
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EXHIBIT “E”

Attached to and made part of that certain Unit Operating Agreement covering the North Escavada Unit,
Sandoval County, New Mexico, dated the 1st day of November, 2015 by and between WPX Energy
Production, LLC, Operator, and the Signatory Parties thereto, Non-Operators.

GAS BALANCING AGREEMENT

The Parties to the Operating Agreement to which this Agreement is attached own the working
interest in the gas rights underlying the Contract Area covered by such Agreement in accordance
with the percentages of participation as set forth in Exhibit “A” to the Operating Agreement. Under
the terms of the Operating Agreement, each Party thereto has the right, subject to existing contracts,
to take its share of gas produced from the Contract Area and market same. However, recognizing
that one or more of the Parties may be unable to take its share of the gas from time to time, and to
permit each Party to take and dispose of its share of gas production from the Contract Area with as
much flexibility as possible, the Parties agree to the balancing arrangement herein set forth. In the
event there is more than one well on the Contract Area, then the terms hereof shall apply individually
to each such well in the Contract Area; i.e., on a well-by-well basis. In the event any well subject
herein is completed in multiple zones, then each zone shall be treated as a separate well. All
balancing hereunder shall be on the basis of Gas taken from the Contract Area measured in MMBtus.

1. Effective Date and Term

In the event any Party hereto is not at any time taking or marketing its full share of gas or has
contracted to sell its share of gas produced from the Contract Area to a purchaser, which does not, at
any time while this Agreement is in effect, take the full share of gas attributable to the interest of
such Party, the terms of this Agreement shall automatically become effective on the date of initial
deliveries of gas from the Contract Area and shall continue in full force and effect as long as the
Operating Agreement to which it is attached remains in effect.

2. Rights of the Parties

The Parties actually taking or marketing gas produced from the Contract Area shall always
have the option to produce, take and deliver each month all gas which may be legally and efficiently
produced by the wells in the Contract Area. All Parties hereto shall, however, share in and own the
liquid hydrocarbons recovered from such gas by lease equipment in accordance with their respective
interests under and subject to the Operating Agreement to which this Agreement is attached
regardless of how gas production is being allocated. All Gas taken by a Party in accordance with the
provisions of this Agreement, regardless of whether such Party is underproduced or overproduced,
shall be regarded as Gas taken for its own account with title thereto being in such taking Party.

-

3. Accounting for Gas Sales

On a cumulative basis, (a) each underproduced Party (a Party who has taken or delivered a
lesser volume of gas than the quantity to which such Party is entitled) shall be credited with a volume
of gas equal to its full share of the gas produced from the Contract Area, less its share of gas used in
Unit operations, vented or lost, and less that portion which such underproduced Party took or
delivered to its purchaser; and (b) each overproduced Party (a Party who has taken or delivered a
greater volume of gas than the quantity to which such Party is entitled) shall be debited with a
volume of gas equal to the excess which it has actually taken or marketed over its full share of the
gas produced from the Contract Area after deduction of its share of gas used in Unit operations,
vented or lost. Each Party taking gas shall furnish or cause to be furnished to the Operator of the
Contract Area, a monthly statement of gas taken.
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4, Operator Statements

The Operator will maintain a current account of the gas balance between the Parties hereto
and will furnish all Parties monthly statements, mailed quarterly, showing the total quantity of gas
produced, the total quantity of liquid hydrocarbons, if applicable, and the monthly and cumulative
over-and-under account of each Party.

5. Current Volumetric Balancing

Upon fifteen (15) days prior written notice to Operator, any Underproduced Party may in the
month following notice begin taking or delivering to a purchaser its full share of the gas produced.
To allow for the recovery of quantities of Underproduced gas and to balance the gas account of the
Parties in accordance with their respective interests and subject to Paragraph 6 herein, the
Underproduced Parties shall also be entitled to take, in addition to their full share of the gas
produced, a quantity of gas (the “make-up gas™) of up to fifty percent (50%) of the Overproduced
Parties’Cfull share of gas produced and taken plus any portion of all gas produced and saved which is
attributable to any Party not taking its full share of available production. To the extent practicable,
such Gas shall be made available initially to each Underproduced Party in the proportion that its
percentage interest in the Contract Area bears to the total percentage interests of all Underproduced
Parties desiring to take such Gas.

6. Winter Make-up

It is specifically agreed that no Underproduced Party will be allowed to take make-up gas
during the months of November, December, January, or February (the “Winter Period”C); provided,
however, that an Underproduced Party will be allowed to take make-up gas during the Winter Period
if the Underproduced Party has taken at least one hundred percent (100%) of the make-up gas to
which it was entitled during the four (4) consecutive months immediately prior to the Winter Period.

[ Operating Costs

Nothing in this Agreement shall change or affect any Party’s obligation to pay its
proportionate share of all costs and liabilities incurred in operations on or in connection with the
Contract Area, as its share thereof is set forth in the Operating Agreement, irrespective of whether
any Party is at any time selling and using Gas or whether such sales or use are in proportion to its
percentage interest in the Contract Area.

8. Final Cash Balancing

Should production of gas from said zone or well be permanently discontinued before the gas
accounts are balanced, the Operator shall make a final determination of the volume of the last
accrued over- and underproduction, if any, as of the date of such permanent discontinuance and the
identity of the Party or Parties who are over- or underproduced. A cash settlement will then be made
between the Underproduced and Overproduced Parties. Within sixty (60) days after receipt of the
final gas settlement statement, each Overproduced Party will send its cash settlement, accompanied
by appropriate accounting detail, to the Operator. The Operator will distribute the monies so
received, along with any settlement owed by the Operator as an Overproduced Party, to each
Underproduced party to whom settlement is due within ninety (90) days after issuance of the final
gas settlement statement.

The amount of the cash settlement will be based on the proceeds received by the
Overproduced Party under an arm’s length agreement for the volume of Gas that constituted
Overproduction by the Overproduced Party from the Contract Area. For the purpose of implementing
the cash settlement provision of this section, an Overproduced party will not be considered to have
produced any of an Underproduced party’s share of Gas until the Overproduced Party has produced
cumulatively all of it’s percentage interest share of the Gas ultimately produced from the Contract
Area.
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The values used for calculating the cash settlement under this provision will include all
proceeds received for the sale of the Gas by the Overproduced Party calculated at the Contract Area,
after deducting any production or severance taxes paid and any royalty actually paid by the
Overproduced Party’s to an Underproduced Party’s royalty owner(s), to the extent said payments
amounted to a discharge of said Underproduced Party’s royalty obligation, as well as any reasonable
marketing, compression, treating, gathering or transportation costs incurred directly in connection
with the sale of the overproduction.

9, Transfer of Interests

Any Overproduced Party selling, assigning, exchanging or otherwise transferring any of its
interest in a proration unit covered by this Agreement shall: (a) immediately notify the Operator and
all working interest owners of such transfer, and (b) cash balance within ninety (90) days with each
Underproduced Party (unless the applicable Underproduced Party notifies the overproduced Party
during such ninety (90) day period that it elects not to cash balance) as if production had permanently
discontinued.

10. Deliverability Tests

Nothing herein shall be construed to deny any Party the right, from time to time, to produce
and take or deliver to its purchaser an entire well stream, if necessary, for a deliverability test not to
exceed seventy-two (72) hours duration required under such Party’s gas sales contract.

11. Nominations

Each Party shall, on a monthly basis, give Operator sufficient time and data either to
nominate such Party’s respective share of gas to the transporting pipeline(s) or, if Operator is not
nominating such Party’s gas, to inform Operator of the manner in which to dispatch such Party’s gas.

Operator will use its best efforts to cause said deliveries to be made to the designated gas
purchasers. Itis expressly agreed that Operator shall not be responsible for any fees and/or penalties
associated with imbalances charged by any pipeline to any Non-Operator(s), unless the Operator is
proven in the dispatching of such Party’s gas to be grossly negligent or to have engaged in willful
misconduct.

12. Payvment of Rovalties: Indemnity for Rovalty Settlements

Unless otherwise provided in the Operating Agreement (or otherwise required in lease
agreements), each Party shall pay or cause to be paid all royalty due with respect to royalty owners to
whom it is accountable as if such Party were taking its full share of current production, and only its
full share of current production. Each Party agrees to indemnify and hold each and every other Party
harmless from any and all claims for royalty payments asserted by royalty owners to whom each
indemnifying Party is accountable. The term “royalty owner” shall include owners of standard
royalties, excess royalties, production payments and similar interests.

13. Taxes

Each Party producing and taking or delivering gas to its purchaser shall pay, or cause to be
paid, all production and/or excise taxes due on such gas.

14. Assignment and Rights Upon Assignment

Notwithstanding anything in this Agreement or in the Operating Agreement to the contrary, if
any Party assigns (including any sale, exchange or other transfer) any of its working interest in the
Contract Area when such Party is an Underproduced or Overproduced Party, the assignment or other
act of transfer shall, insofar as the Parties hereto are concerned, include all interest of the assigning or
transferring Party in the gas, all rights to receive or obligations to provide or take makeup Gas and all
rights to receive or obligations to make any monetary payment which may ultimately be due
hereunder, as applicable. Operator and each of the other Parties hereto shall thereafter treat the
assignment accordingly, and the assigning or transferring Party shall look solely to its assignee or
North Escavada Unit Operating Agresment
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other transferee for any interest in the Gas or monetary payment that such Party may have or to
which it may be entitled, and shall cause its assignee or other transferee to assume its obligations
hereunder.

This Agreement shall bind the Parties in accordance with the provisions hereof, and nothing

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

Norih Escavada Unit Operating Agreement



EXHIBIT “F”

Attached to and made part of that certain Unit Operating Agreement covering the North Escavada Unit,
Sandoval County, New Mexico, dated the 1st day of November, 2015 by and between WPX Energy
Production, LLC, Operator, and the Signatory Parties thereto, Non-Operators.

Non-Discrimination and Equal Employment Opportunity Clauses

In performance of this Agreement, Operator shall not engage in any conduct or practice which
violates any applicable law, order or regulation prohibiting discrimination against any person by
reason of race, religion, color, sex, national origin or age. Operator, unless exempt therefrom,
further agrees to comply fully with the non-discrimination provisions of Section 202 and
Executive Order No. 11246, Obligations of Contractors and Subcontractors, 41 C.F.R. §60-1
(1995), which are hereby included in this Agreement as fully as if copied herein, pursuant to 41
C.F.R. §60-1.5 (c)(d).

Further, Operator agrees to comply fully with the non-discrimination provisions of Affirmative
Action Obligations of Contractors and Subcontractors for Disabled Veterans and Veterans of the
Vietnam Era, 41 C.F.R. §60-250 (1995), which are hereby included in this Agreement as fully as
if copied herein, pursuant to 41 C.F.R. §60-250.20,.22.

Further, Operator agrees to comply fully with the non-discrimination provisions of Affirmative
Action Obligations of Contractors and Subcontractors for Handicapped Workers, 41 C.F.R. 741
(1995)m which are hereby included in this Agreement as fully as if copied herein, pursuant to 41
C.F.R. §60-741.20, .22.
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EXHIBIT “H”

Attached to and made part of that certain Unit Operating Agreement covering the North Escavada Unit,
Sandoval County, New Mexico, dated the 1st day of November, 2015 by and between WPX Energy
Production, LLC, Operator, and the Signatory Parties thereto, Non-Operators.

MODEL FORM RECORDING SUPPLEMENT TO
OPERATING AGREEMENT AND FINANCING STATEMENT

THIS AGREEMENT, entered into by and between WPX Energy Production. LLC, hereinafter referred to as “Operator,” and the signatory party
or parties other than Operator, hereinafter referred to individually as “Non-Operator,” and collectively as “Non-Operators.”

WHEREAS, the parties to this agreement are owners of Qil and Gas Leases and/or Oil and Gas Interests in the land identified in Exhibit “A™
(said land, leases and interests being hereinafter called the “Centraet Unit Area™), and in any instance in which the Leases or Interests of a party
are not of record , the record owner and the party hereto that owns the interest or rights therein are reflected on Exhibit “A™;

WHEREAS, the parties hereto have executed an Operating Agreement dated November 1%, 2015(herein the “Operating Agreement”), covering
the Eesatraet Unit Area for the purpose of exploring and developing such lands, Leases and Interests for Oil and Gas; and

WHEREAS, the parties hereto have executed this agreement for the purpose of imparting notice to all persons of the rights and obligations of the
parties under the Operating Agreement and for the further purpose of perfecting those rights capable of perfection.

NOW, THEREFORE, in consideration of the mutual rights and obligations of the parties hereto, it is agreed as follows:

1. This agreement supplements the Operating Agreement, which Agreement in its entirety is incorporated herein by reference, and all terms
used here in shall have the meaning ascribed to them in the Operating Agreement.

2. The parties do hereby agree that:

A.  The Oil and Gas Leases and/or Oil and Gas Interests of the parties comprising the Centraet Unit Area shall be subject to and burdened
with the terms and provision of this agreement and the Operating Agreement, and the parties do hereby commit such Leases and
Interests to the performance thereof.

B. The exploration and development of the Centraet Unit Area for Oil and Gas shall be governed by the terms and provisions of the
Operating Agreement, as supplemented by this Agreement.

C.  All costs and liabilities incurred in operations under this agreement and the Operating Agreement shall be borne and paid, and all
equipment and materials acquired in operations on the Centraet Unit aArea shall be owned, by the parties hereto, as provided in the
Operating Agreement.

D. Regardless of the record title ownership to the Oil and Gas Leases and/or Oil and Gas Interests identified on Exhibit “A” all
production of Oil and Gas from the Cesntraet Unit Area shall be owned by the parties as provided in the Operating Agreement;
provided nothing contained in this agreement shall be deemed an assignment or cross-assignment of interests covered hereby.

E. Each party shall pay or deliver, or cause to be paid or delivered, all burdens on its share of the production from the Ceatraet Unit Area
as providad in the Operating Agreement.

F.  An overriding royalty, production payment, net profits interest or other burden payable out of production hereafter created,
assignments of production given security for the payment of money and those overriding royalties, production payments and other
burdens payable out of production heretofore created and defined as Subsequently Created Interests in the Operating Agreement shall
(i) borne solely by the party whose interest is burdened therewith, (ii) subject to suspension if a party is required to assign or relinquish
to another party an interest which is subject to such burden, and (iii) subject to the lien and security interest hereinafter provided if the
party subject 10 such burden fails to pay its share of expenses chargeable hereunder and under the Operating Agreement, all upon the
terms and provisions and in the times and manner provided by the Operating Agreement.

G.  The Oil and Gas Leases and/or Oil and Gas Interests which are subject hereto may not be assigned or transferred except in accordance
with those terms, provisions and restriction in the Operating Agreement regulating such transfers.

This agreement and the Operating Agreement shall be binding upon and shall inure to the benefit of the parties hereto, and their
respective heirs, devisees, legal representatives, and assigns, and the terms hereof shall be deemed to run with the leases or interests
included within the lease Cantraet Unit Area.

H.  The parties shall have the right to acquire an interest in renewal, extension and replacement leases, leases proposed to be surrendered,
wells proposed to be abandoned, and interests to be relinquished as a result of non-participation in subsequent operations, all in
accordance with the terms and provisions of the Operating Agreement.

I The nights and obligations of the parties and the adjustment of interests among them in the event of a failure or loss of title, each
party's right to propose operations, obligations with respect to participation in operations on the Centrast Unit Area and the
consequences of a failure to participate in operations, the rights and obligations of the parties regarding the marketing of production,
and the rights and remedies of the parties for failure to comply with financial obligations shall be as provided in the Operating
Agreement.

J. Each party’s interest under this agreement and under the Operating Agreement shall be subject to relinquishment for its failure to
participate in subsequent operations and each party’s share of production and costs shall be reallocated on the basis of such
relinquishment, all upon the terms and provisions provided in the Operating Agreement.

K.  All other maners with respect to exploration and development of the CentraetUnit Area and the ownership and transfer of the Oil and
Gas Leases and/or Oil and Gas Interest therein shall be governed by the terms and provisions of the Operating Agreement.

3.  The parties hereby grant reciprocal liens and security interest as follows:

A Each party grants to the other parties hereto a lien upon any interest it now owns or hereafter acquires in Qil and Gas Leases and Oil
and Gas Interests in the Eentzaet Unit Area, and a security interest and/or purchase money security interest in any interest it now owns
or hereafter acquires in the personal property and fixtures on or used or obtained for use in connection therewith, to secure
performance of all of its obligations under this agreement and the Operating Agreement including but not limited to payment of
expense, interest and fees, the proper disbursement of all monies paid under this agreement and the Operating Agreement, the
assignment or relinquishment of interest in Oil and Gas Leases as required under this agreement and the Operating Agreement, and the
proper performance of operations under this agreement and the Operating Agreement. Such lien and security interest granted by each
party hereto shall include such party’s leasehold interest, working interest, operating rights, and royalty and overriding royalty

North Escavada Unit Operating Agreement 1




AAPL - FORM 610RS - 1989

w

North Escavada Unit Operating Agreement

interests in the Eentraet Unit Area now owned or hereafter acquired and in lands pooled and unitized therewith or otherwise becoming
subject to this agreement and the Operating Agreement, the Oil and Gas when extracted therefrom and equipment situated thereon or
used or obtained for use in connection therewith (incuding, without limitation, all wells, tools, and tubular goods), and accounts
(including without limitation, accounts arising from the sale of production at the wellhead), contract rights, inventory and general
intangibles relating thereto or arising therefrom, and all proceeds and production of the foregoing.

B.  Each party represents and warrants to the other parties hereto that the lien and security interest granted by such party to the other
parties shall be a first and prior lien, and each party hereby agrees to maintain the priority of said lien and security interest against all
persons acquiring an interest in Oil and Gas Leases and Interests covered by this agreement and the Operating Agreement by, through
or under such party. All parties acquired an interest in Oil and Gas Leases and Oil and Gas Interests covered by this agreement and the
Operating Agreement, whether by assignment, merger, mortgage, operation of law, or otherwise, shall be deemed to have taken
subject to the lien and security interest granted by the Operating Agreement and this instrument as to all obligations attributable to
such interest under this agreement and the Operating Agreement whether or not such obligations arise before or after such interest is
acquired.

C.  To the extent that the parties have a security interest under the uniform Commercial Code of the state in which the Contraet Unit Area
is situated, they shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the
obtaining of judgment by a party for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as security for the payment thereof. In addition, upon default by any party in the payment of its share of
expenses, interest or fees, or upon the improper use of funds by the Operator, the other parties shall have the right, without prejudice
to the amount owed by such party, plus interest, has been received and shall have the right to offset the amount owed against the
proceeds from the sele of such defaulting party's share of Oil and Gas. All purchasers of production may rely on a notification of
default from the non-defaulting party or parties stating the amount due as a result of the default, and all parties waive any recourse
available against purchasers for releasing production proceeds as provided in this paragraph.

D. Ifany panty fails 10 pay its share of expenses within one hundred-twenty (120) 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. The amount paid by each party so paying its share of the unpaid
amount shall be secured by the liens and security rights described in this paragraph 3 and in the Operating Agreement, and each
paying party may independently pursue and remedy available under the Operating Agreement or otherwise.

E. If any party does not perform all of its obligations under this agreement or the Operating Agreement, and the failure to perform
subjects such party to foreclosure or execution proceedings pursuant to the provisions of this agreement or the Operating Agreement,
to the extent allowed by governing law, the defaulting party waives any available right of redemption from and after the date of
Judgment, any required valuation or appraisement of the mortgaged or secured property prior to sale, any available right to stay
execution or 1o require a marshalling of assets and any required bond in the event a receiver is appointed. In addition, to the extent
permitted by applicable law, each party hereby grants to the other parties a power of sale as to any property that is subject to the lien
and security rights granted hereunder or under the Operating Agreement, such power to be exercised in the manner provided by
applicable law or otherwise in 2 commercially reasonable manner and upon reasonable notice.

F.  The lien and security interest granted in this paragraph 3 supplements identical rights granted under the Operating Agreement.

G. To the extent permitted by applicable law, Non-Operators agree that Operator may invoke or utilize the mechanics’ or materialmen’s
lien law of the state in which the Centraet Unit Area is situated in order to secure the payment to Operator of any sum due under this
agreement and Operating Agreement for services performed or material supplied by Operator.

H.  The above described security will be financed at the wellhead and the well or wells located on the Ceontract Unit Area and this
Recording Supplement may be filed in the land records in the County, or Parish in which the Centraet Unit Area is located, and as a
financing statement in all recording offices required under the Uniform Commercial Code or other applicable state statutes to perfect
the above-described security interest, and any party hereto may file a continuation statement as necessary under the Uniform
Commercial Code, or other state laws.

This agreement shall be effective as of the date of the Operating Agreement as above recited. Upon termination of this agreement and the
Operating Agreement and the satisfaction of all obligations thereunder, Operator is authorized to file of record in all necessary recording
offices a notice of termination, and each party hereto agrees to execute such a notice of termination as to Operator’s interest, upon the
request of Operator. if Operator has complied with all of its financial obligations.

This agreement and the Operating Agreement shall be binding upon and shall inure to the benefit of the parties hereto and their respective
heirs, devisees, legal representatives, successors and assigns. No sale, encumbrance, transfer or other disposition shall be made by any
party of any interest in the Leases and Interests subject hereto except as expressly permitted under the Operating Agreement and, if
permitted, shall be made expressly subject to this agreement and the Operating Agreement and without prejudice to the rights of the other
parties. If the transfer is permitted, the assignee of any ownership interest in any Oil and Gas Lease shall be deemed a party to this
agreement and the Operating Agreement as to the interest assigned from the after the effective date of the transfer of ownership; provided,
however, that the other parties shall not be required to recognize any such sale, encumbrance, transfer or other disposition for any purpose
hereunder until thirty (30) days after they have received a copy of the instrument or transfer or other satisfactory evidence thereof in writing
from the transferor or transferee. No assignment or other disposition of interest by a party shall relieve such party of obligations previously
incurred by such party under this agreement or the Operating Agreement with respect to the interest transferred, including without limitation
the obligation of a party to pay all costs attributable to an operation conducted under this agreement and the Operating Agreement in which
such party has agreed to participate prior to making such assignment, and the lien and security interest granted by Article VILB. of the
Operating Agreement and hereby shall continue to burden the interest transferred to secure payment of any such obligation.

In the event of a conilict between the terms and provision of this agreement and the terms and provisions of the Operating Agreement, then,
as between the parties, the terms and provision of the Operating Agreement shall control,

This agreement shall be binding upon each Non-Operator when this agreement or a counterpart thereof has been executed by such Non-
Operator and Operator notwithstanding that this agreement is not then or thereafter executed by all of the parties to which it is tendered or
which are listed on Exhibit “A” as owning an interest in the Centraet Unit Area or which own, in fact, an interest in the Centract Unit Area.
In the event that any provision herein is illegal or unenforceable, the remaining provision shall not be affected, and shall be enforced as if
the illegal or unenforceable provision did not appear herein.

Other provisions. OTHER PROVISIONS ARE SET FORTH IN THE OPERATING AGREEMENT.
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OPERATOR

ATTEST OR WITNESS

NON-OPERATORS

ATTEST OR WITNESS
Encana Oil & Gas (USA) Inc.

Dugan Production Corp.

Date
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