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Rov J. MacDoNaLp

Attorney at Law
511 W. Olio
Licensed in Texas, Suite 530 913) 688-3939
New Mexico and Colorado Midland, Texas 79701 Fn(x (925) 685-3700

July 21, 1995

ORIGINAL DRILLING TITLE OPINION

GECKO, Inc.
310 W. Wall, Suite 702
Midland, Texas 79701

Attention: Mr. Steve Thomson

Re: Gecko Wilks No. 1 Well - the following-described lands
situated in Lea County, New Mexico:

Township 15 South, Ranqge 37 East, N.M.P.M.
Section 28: N/2 NE/4 and SE/4 NE/4

containing 120 acres, more or less.

Gentlemen:

BASIS OF EXAMINATION

At your request, we have examined the following:

Examination Of The Records

We have examined the records of the Office of the County Clerk
of Lea County, New Mexico, pertaining to captioned land, from
inception of the records to July 10, 1994 at 8:00 a.m., based upon
the indices of Elliott & Waldron Title and Abstract Co., Inc.

Instruments

1. Copy of Lease No. 11, analyzed below.

2. Copy of Assignment No. 7, described below.

FEE TITLE

Based upon examination of the foregoing and subject to the
title requirements hereinafter made, we find title to captioned
land to be vested as follows:

Surface:

Earl T. Wilks, as his separate
Property . « « ¢ ¢ ¢ v v 4 i et e e e e e e e e e e . 1/2

Earl T. Wilks, Life Estate; Remainder to

Lacretia M. Cummings, Patricia Earlene Guy

and Allen C. Wilks, in equal shares, and

all as their separate property . . . . . . . « ¢ « . . 1/2

Minerals:

Name Lease No. Rovalty Interest

|
L
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Name Lease No. Royalty

separate property

Sylvia Janie Sumruld, Individually, 16 3/16

and as Personal Representative of

the Estate of LeRoy Sumruld, and

as Trustee of the LeRoy and Janie

Sumruld Trust, U/T/A dated

February 27, 1987; and the L

and J Sumruld, Ltd., a New

Mexico Limited Partnership.

Interest

1/18

"



]

GECKO, Inc.

Name

T~

\

Devisees of Leslie
Graydon Caudill, Sr.

Leasehold—Esgtate:

Lease No.

July 21, 1995

Royalty Interest

Unleased

N.A.

1/48
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We have set forth below the share of costs of operations
attributable to the interest of the owners of the Leasehold Estate
in captioned land under the heading "Working Interest" and the net
interest in production attributable to the interest of the owners
of the Leasehold Estate in captioned land under the heading "Net
Revenue Interest":

Working Net Revenue
Interest Interest
Anson Gas Corporation 5.47024% 4.10268%
UNLEASED 2.91667% 2.91667%

EXISTING OIL AND GAS LEASES

Lease No. 1:

Date:

Recorded:

Legsor:

Lessee:

Land Covered:

Interest Covered:
Primary Term:

Royalties:

3306/0DTO/GECKO
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captioned land to Perry & Perry, Inc. We note that this interest
is subject to a Judgement Lien in excess of $200,000.00, awarded to
First Interstate Bank of Lea County, (now Lea County State Bank),
in Cause No. CV-90-11-G in the Fifth Judicial District Court of Lea
County, New Mexico. Additionally, we do not believe that Janie
Sumruld, in her Individual capacity, owns record title to the
undivided 1/18 mineral interest claimed to be covered by Lease No.
16. We briefly summarize below the pertinent transactions that
have occurred that apply to the chain of title covering the 1/18
mineral interest alleged to be covered by Lease No. 16.

1. By Mineral Deed dated May 17, 1961, recorded in Book 266, page
103, Deed Records, LeRoy Sumruld acquired an undivided 1/18
mineral interest in captioned land. We note that Frances
Sumruld, who was the wife of LeRoy Sumruld, died on September
10, 1974, and that her entire estate was devised under the
terms of her will to her husband, LeRoy Sumruld.

2. By Memorandum of Agreement dated October 30, 1986, recorded in
Book 476, page 432, Miscellaneous Records, LeRoy Sumruld
stated that he was now married to Janie Sumruld, and that he
hereby conveys to her an undivided 1/2 of his separate
property.

3. By Abstract of Trust dated February 27, 1987, recorded in Book
476, page 473, Miscellaneous Records, LeRoy Sumruld and Janie
Sumruld stated that they had created a Revocable Trust dated
February 27, 1987, and that LeRoy Sumruld and Janie Sumruld
were the Grantors and the Trustees of said Trust. (It appears
that their mineral interest in captioned land was conveyed
into the above trust; however, we have not been able to
confirm this and we have not examined a copy of the actual
Trust Agreement described in the above Memorandum.)

4. By Cause No. CV-90-11-G, First Interstate Bank of Lea County,
(now Lea County State Bank) filed a law suit in the Fifth
Judicial District Court of Lea County, New Mexico (the
"District Court”) against Vertical Air Stabilization Corp. and
LeRoy Sumruld. The plaintiffs obtained a foreclosure on
certain shares of stock and after a public sale of the
collateralized stock, obtained a Deficiency Judgement in
excess of $200,000.00 against the Defendants.

5. By Quitclaim Deed, Transfer and Assignment dated August 7,
1991, recorded in Book 475, page 682, Deed Records, LeRoy
Sumruld, Individually and as the former Trustee of the LeRoy
and Janie Sumruld Trust under Trust Agreement dated February
27, 1987, and Janie Sumruld as the current Trustee of said
Trust conveyed an undivided 1/18 mineral interest in captioned
land to the L and J Sumruld, Ltd., a New Mexico Partnership.
We have examined a copy of the Certificate of Limited
Partnership for the L and J Sumruld, Ltd., which provides that
Janie Sumruld is the General Partner and owns 1% of the
partnership, and Janie Sumruld, Trustee of the LeRoy and Janie
Sumruld Trust under Trust Agreement dated February 27, 1987,
is the sole limited partner and owns 99% of the partnership.

6. Under Cause No. CV-90-11-G, the District Court ordered that
the Plaintiffs, as Receiver, were entitled to take over the
assets of the LeRoy and Janie Sumruld Trust.

7. Under Cause No. CV-90-11-G, the Plaintiffs filed a motion to
set aside the above-described Auqust 7, 1991 Quitclaim Deed,
claiming that the conveyance to the L and J Sumruld, Ltd. was
a fraudulent transfer in an attempt to avoid the existing
deficiency judgement. (We note that the above law suit is
still in process and no decision has yet been made on this
claim of an alleged fraudulent transfer.)

3306/0b0TO/GRCRO
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10.

Leslie Graydon Caudill, Sr. died on October 12, 1989, owning
an undivided 1/48 mineral interest in captioned land, as his
separate property. The probate proceedings for his estate are
being conducted in Cause No. PB-89-137 of the Probate Court of Lea
County, New Mexico. Pursuant to the terms of his will, an amount
equal to the Estate and Gift Tax Unified Credit was devised to
Leslie Graydon Caudill, Jr., as Trustee of the Non-Marital Estate
Trust, with the residual of his Estate devised to his widow,
Mildred A. Caudill, in fee. We cannot determine from the materials
examined which portion of the estate will be used to satisfy the
devise into the Non-Marital Estate Trust.

We note that Lease No. 13, analyzed above, was executed by H.
V. Caudill and his wife, Betty R. Caudill, and L. G. Caudill, Jr.;
however, Leslie G. Caudill, Jr. did not own any mineral interest in
captioned land in his individual capacity. We have therefore not
treated the undivided 1/48 mineral interest of the Estate of Leslie
Graydon Caudill, Sr. as being included in Lease No. 13. To
effectuate the leasing of the mineral interest of the Estate of
Leslie Graydon Caudill, Sr., it will be necessary to obtain a
ratification of Lease No. 13, by lLeslie Graydon Caudill, Jr., as
Personal Representative of the Estate of Leslie Graydon Caudill,
Sr. We also advise that you obtain additional ratifications of
Lease No. 13, by Leslie Graydon Caudill, Jr. as Attorney-In-Fact
for Mildred A. Caudill (this Power of Attorney is of record in
County Records of Lea County, New Mexico), and Leslie Graydon
Caudill, Jr., as Trustee of the Non-Marital Estate Trust under the
Will of Leslie Graydon Caudill, Sr.

REQUIREMENT: (a) Submit for examination a
Ratification of Lease No. 13, by Leslie Graydon Caudill,
Jr., as Personal Representative of the Estate of Leslie
Graydon Caudill, Sr.

(b) Submit for examination a
Ratification of Lease No. 13, by Leslie Graydon Caudill,
Jr., as Attorney-In-Fact for Mildred A. Caudill

(c) Submit for examination a
Ratification of Lease No. 13, by Leslie Graydon Caudill,
Jr., as Trustee of the Non-Marital Estate Trust under the
Will of Leslie Graydon Caudill, Sr.

11.

By Lease No. 16, analyzed above, "Janie Sumruld, widow and
sole Heir of LeRoy Sumruld” leased all of her mineral interest in

3306 /0DTO/GECKO
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10.

11.

LeRoy Sumruld died on July 6, 1992. The probate proceedings
for his Estale are being conducted in Cause No. 92-97-J of the
Probate Court of Lea Counly, New Mexico. Sylvia Janie Sumruld
has been appointed Personal Representative of the Estate of
LeRoy Sumruld. Under the terms of his will, all of his estate
was devised to the LeRoy and Sylvia Janie Sumruld Trust dated
January __, 1987. (The date of the trust was originally
changed from January _, 1987 to February 27, 1987). We note
that certain of the potential heirs of LeRoy Sumruld have made
claims that he was not mentally competent at the time he
executed the will.

The Plaintiffs in Cause No. CV-90-11-G, described above, then
filed a claim against the Estate of LeRoy Sumruld for the
above-described deficiency judgement, which was stated as
being $292,829.57 on February 9, 1993.

The District Court then ordered that the Estate of LeRoy
Sumruld, Sylvia Janie Sumruld, the LeRoy and Sylvia Janie
Sumruld Trust and the L & J Sumruld Ltd. partnership shall be
joined as additional parties in Cause No. CV-90-11-G.

The District Court then ordered the consolidation of Cause No.
CV-90-11-G with Probate Cause No. 92-97-J. We note that both
Cause No. CV-90-11-G and Probate Cause No. 92-97-J are still
in process with several issues outstanding.

Due to the complexity of transactions we advise that certain

Ratifications of Lease No. 16 be obtained by Sylvia Janie Sumruld
in her capacity as Personal Representative of the Estate of LeRoy
Sumruld, as General Partner of the L and J Sumruld, Ltd., and as
Trustee of the LeRoy and Janie Sumruld Trust. Additionally, we
advise that you obtain a Subordination of Lien from Lea County
State Bank as to the working interest covered by Lease No. 16.

REQUIREMENT : (a) Submit for examination a
Ratification of Lease No. 16, by Sylvia Janie Sumruld, as
Personal Representative of the Estate of LeRoy Sumruld.

(b) Submit for examination a
Ratification of Lease No. 16, by Sylvia Janie Sumruld, as
Trustee of the LeRoy and Janie Sumruld Trust, under Trust
Agreement dated February 27, 1987.

(c) Submit for examination a
Ratification of Lease No. 16, by Sylvia Janie Sumruld, as
General Partner of the L and J Sumruld, Ltd., a New
Mexico Limited Partnership.

(d) Submit for examination a
Subordination of the above-described Judgement Lien,
whereby Lea County State Bank (formerly First Interstate
Bank of Lea County) subordinates its Judgement liens and
claims resulting from Cause No. CV-90-11-G, as to the
working interest acquired by Lease No. 16, as ratified
above.
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COMMENTS

This opinion does not cover any matters not revealed by the
materials examined. The opinions expressed herein are for your
sole use and benefit, and may be relied upon only by you or your
counsel. This opinion is not to be circulated, quoted or otherwise
relied upon by any other party except with my prior written
consent.

Respectfully submitted,

3306/0DTO/GRECRO




G I C KO
310 W. WALL
SUITE 702 - LB 106
MIDLANDTENANS 70701

(915) 686-0121 FAX: (915) 686-0134

July 5, 1995

Anson Gas Corporation

Attn: Mr. Charles E. Lundeen

P. O. Box 24060

Oklahoma City, Oklahoma 73124

Re:  Well Proposal
Jake Prospect
GECKO Wilks -28- No. 1
Section 28, T-15-S, R-37-E
Lea County, New Mexico

Ladies and Gentlemen:

GECKO, Inc. purposes a 11,700' Lower Penn test on the Jake Prospect. The
proposed well will be drilled in the section referenced above. Attached for your review are
two (2) copies of the AFE detailing the anticipated costs of the well and invoice for your
share of the BCP costs. According to the appropriate take-off, your working interest in the
proposed test is 5.47025%. Copies of the drilling permit, survey plat, and a title opinion will
be forwarded to you in the near future.

Pursuant to the terms of the applicable Operating Agreement, please complete the
attached AFE, indicate your election, and return one copy of the executed AFE and
payment for your proportionate share of the BCP costs to GECKO, Inc. at the letterhead
address. The other copy of the AFE is for your files. Questions should be directed to the
undersigned at the letterhead address or telephone number.

Sincerely,
GECKO, Inc.

Y

Steve L. Thomson, P.E.
President

Enclosure

BEFORE THE
OIL CONSERVATION DIVISION
Case No. 11471 Exhibit No. 3
Submitted By:
GECKO, Inc.
GEOSCIENCE EXPLORATION CKO, INC. Hearing Date: February 22, 1996

009500



‘GECKO, Inc. GECK” Wilks -28- No. 1

Authorization for Expenditure 1902’ k..L and 708 FEL
Jake Prospect SW/4 NE/4 Section 28, T15S, R37E
Lea County, New Mexico 12,000’ Lower Penn Test

Spud Date; Approximately August 1, 1995
512-5600 Intangible Drilling Costs

01 - BCP 02 - ACP TOTAL
07 Administrative Overhead $ 8,000 $ 3,000 $ 11,000
10 Engineering Services 7,000 7,000 14,000
12 Field Supervision 7,000 9,000 16,000
13 Completion Rig 24,000 24,000
14 Location and Roads 6,000 6,000
16 Geological 7,000 7,000
18 Damages 8,000 8,000
23 Rentals 10,500 7,500 18,000
29 Water 10,000 10,000
31 Water Hauling 5,000 5,000 10,000
32 Wire Line Logging 25,000 10,000 32,000
37 Casing Crews 4,000 4,000
39 Cement - 22,000 15,000 37,000
40 Contingencies (at 5%) 20,420 7,500 27,920
41 Contract Labor 7,000 12,000 19,000
42 Dirt Work and Locations 20,000 20,000
44 Drill Stem Testing (1) . 7,000 7,000
51 Mud Logging 8,000 8,000
52 Mud 20,000 20,000
53 Permits 5,000 5,000
56 Rig - Footage 239,400 239,400
57 Rig - Daywork ' 22,680 17,000 39,680
60 Roustabout 8,000 8,000
61 Stimulation 10,000 10,600
P&A 20,000 -20.000
Subtatal $459.000 $165,000 $624,000
510-5500 Tangible Drilling Cost
‘ 01 - BCP ' 02 - ACP TOTAL
03 Tangible Equipment $ 3,500 $ 9,000 $ 12,500
06 Wellhead 4,000 4,000 8,000
34 Casing - Surface 11,000 11,000
35 Casing - Intermediate 70,000 - 70,000
36 Casing - Completion 73,000 73,000
40 Contigencies (at 5%) 2,500 4,500 7,000
43 Downhole 5,500 5,500
45 Electrical 6,000 6,000
47  Flowlines and Surface Equipment a 20,000 20,000
54 Production Tubing 39,000 39,000
55 Pumping Units
59 Rods
62 Subsurface Equipment 1,000 1,000
63 Surface Equipment 13.000 —13.000
Subtotal $91.000 $175.000 $266.000
TOTAL AFE $550.000 $340,000 $890.000
APPROVALS:
GECKO, Inc. Non-Operator:  Anson Gas Corporation
By: - By:
Title: President Titlc:
Date: July 5, 1995 : Dute:
WIi__ 5.47025% Cost Interest 5,47025%
Approve Nonconsent

Jake Prospect AT



GECKO
310 W, WALL
SUITE 702 - LB 106

MIDLAND.TENAR 7070
(915) 686-0121 FAX: (915) 686-0134

July 10, 1995

Anson Gas Corporation

Attn: Mr. Charles E. Lundeen
P. O. Box 24060

Oklahoma City, Oklahoma 73124

Re: Well Location
Jake Prospect
GECKO Wilks -28- No. 1
Section 28, T-15-S, R-37-E
Lea County, New Mexico

Ladies and Gentlemen:

Please be advised that the actual location of the above referenced well is the SE/4
of the NE/4 of Section 28 not the SW/4 of the NE/4 as shown on the original AFE. We
hope that the typo on the AFE did not create undue confusion.

If you have any questions, please do not hesitate to contact the undersigned at the
letterhead address or telephone number.

Sincerely,
GECKO

-~
A7 . By
rard

o N —
ol e
%& Pt ON v o
Steve L. Thomson, P.E.
President

012500

GEOSCIENCE EXPLORATION CKO. INC.



ANSON COMPANY

ANSON Gas CorRPORATION

AN OKLAHOMA
GENERAL PARTNERSHIP J"‘ly 17, 1995 MANAGING GENERAL PARTNER

Mr. Steve L. Thomson
GECKO

310 W. Wail

Suite 702 - LB 106
Midland, TX 79701

RE: Weli Proposal
GLECKO Wilks 28-No.1
Section 28-T15S8-R37E
Lea Co., New Mexico

Dear Mr. Thomson:

AnSon Gas Corporation has received the above referenced well proposal. We are currenty reviewing
this proposal and would like to address the following problems:

1) The well proposal references the terms of the applicable Operating Agreement. In reviewing
our records, AnSon has not been able to locate any Operating Agreement covering this
property. In the absence of a JOA, AnSon is not required t0 make an election on this well at
this time. If you would like us to consider executing a JOA, please forward one to Rebecca

Zaikis in our land department.

2) It appears that the AFE for this well is approximately $120,0C0 higher than our estimated cost
to drill and complete this type and depth of well. The single largest discrepancy is in the rig
cost. The footage estimate calculates to $20.29/ft. Estimates we have received in the area range
from $15.70 to $17.50/ft. Also, the BCP daywork charges, cngineering and geological charges,
and estimated cost of intermediate casing are areas of concern.

3) Unless required by a pooling order, JOA or special arrangement, AnSon does not typically
prepay dry hole costs.

4) AnSon is also concerned about the shape and size of the proration unit which might be formed
in the event of a producing well. It appears that we could be spaced out of a significant portion
of our leasehold position under certain conditions.

We would appreciate your response and/or conunents regarding these problems. If you would like to
discuss this situation, please call me at (405) 528-0525.

Respectfully,

%m&b-}“&\-

Ja1 4

Daniel W. Fischer
Operations Manager

e
NORTH SANTA 'E, OF¥LAHOMA CiTY, OXLAHOMA 1113 « TELIPHONE (405) 5284.051258
A\
. )
FAAIL ADDRESS: P.O. BOX 24060 - ZIP CODE 73124 anL >



(915) 686-0121

July 24, 1995

Mr. Daniel W. Fischer

AnSon Company

P. O. Box 24060

Oklahoma City. Oklahoma 73124

RE; Well Proposal
Our GECKO Wilks -28- #1
Lea County. New Mexico

Dear Mr. Fischer:

Thank vou for vour letter dated July 17. 1995, Before addressing your concerns. plcase be
advised that 94.6 % of the working interest owners that we identified have executed an AFE agreeing to

G IO KO
310 W. WALL
SUITE 702 - LB 106

MIDLAND, TEXAS 79701

FAX: (915) 686-0134

participate in the referenced we!l and consequently we are proceeding to drill the well. Contacting AnSon
should be viewed as a courtesy to your leasehold position and a straight forward attempt to ask AnSon to
participate in the well. We hope that you will join the well.

You did not have to search vour files for an Operating Agreement: previous discussions with
Becky in your Land Department established the fact that AnSon is not party to an operating Agreement
governing this well. GECKO endeavors to minimize paper work where possible. We will be happy to
forward a copy of the same JOA that all of the working interest owners agreed to prior to committing to

participate in the well. We do not see the need to prepare the copies or the need for your staff to read the

agreement if AnSon does not want to participate in the well. We will gladly accept the execution of a

JOA as a condition of acceptance once you agree to participate.

As Operations Manager. you understand that an AFE is an AFE. The AFE you received is a
form AFE that we use for all of our Strawn tests in Lea County. Past wells included directional work

bascd on work - in - progress directional surveys. You have adequatc experience with drilling, plugging
back. and kicking wells in Lea County to understand where these costs can go. Rest assured that working

interest owners in GECKO operated wells are charged exactly what is spent; no more and no less. All
JOA's. including ours, encompass market pricing clauses that we strictly adhere to.

Prepaying costs regardless of basis is an accepted industry practice. We discuss these
arrangements from time to time but endeavor to treat all partners equally. Special considerations arise
when two foreign corporations to the State of New Mexico do business together. This issue is only an

issue if AnSon agrees to participate in the well and executes an JOA.

The shape and size of a proration unit is a side issue to drilling a wildcat well in.New Mexico.
The well will be drilled under State rules for a wildcat. Participating in the well affords a working

intcrest owner the opportunity to be an intcgral part of the spacing process. Establishing the spacing for a
successful wildcat is one of the more pleasant problems to have.

GEOSCIENCE EXPLORATION CKO, INC.



Mr. Daniel W. Fischer
AnSon Company Page 2

We are available to discuss any issue regarding AnSon’s leasehold in this well. We do not
anticipate an extended letter writing campaign to establish AnSon’s participation or lack thereof in the
proposed well. If we can be of assistance or if we can help you in any way, please do not hesitate to
contact the undersigned at the letterhead address or telephone number.

Sincerely,

GECKO, Inc.

o,

Steve L. Thomson, P. E.

President
cc: Rod McDonald
—> Kellahin & Kellahin
Well File

AnSon Correspondence



GECKO
310 W. WALL
SUITE 702 - LB 106

MIDLAND, TEXAS 79701
(915) 686-0121 FAX: (915) 686-0134

' February 16, 1996

VIA FACSIMILE
(403) 523-3141

Mr. Danicl W. Fischer

AnSon Company

AnSon Gas Corporation

P.O. Box 240060

Oklahoma City, Oklahoma 731138

RE: NMOCD Cuse 11471
GECKQO Wilks -28-No. |
Sce. 28, T-138. R-37C
Lea County, New Mexico

Dcar Mr. Fischer:

On January 10, 1996 [ provided AnSon Company and AnSon Gas Corporation with a final
apportunity to participate on a voluntary basis in the reterenced well which | first proposed by my letter
dated July 3, {993,

Because | have not heard lrom AnSon on this matier since your July 17, 1993 letter in which you
expressed concern about GECKO's proposed AFE, we have a compulsory pooling hearing sct for next
Thursday before the NMOCD . [ you are still concerned about the AFE Thwish you to know that the AFE
you received was consistent with other AFE’s we have provided to interest owners for other Strawn wells.
Also. | wish vou to know that we have successfully drilled and completed these other Strawn wells for
actual costs averaging about $100,000 less that this AFE. Wc hope to continuc that success with the
referenced well.  As you know, vou will be paving actual costs and if the AFE exceeds actual costs the
difference is refunded.  We hope that you will participate in the subject well on a voluntary basis.

If we can help vou in anyv way. please do not hicsitate to contact the undersigned at the letterhead
address.

Sincerely.

GLECKO, luc.

Lo / -
{bie o8 e
\ Ty 23 s
- T Sy

Steve L. Thbmson. PE.
President

SLT:kw

AWIN 03 tr
GEOSCIENCE EXPLORATION CKO, INC.
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PACSIMILE TRANSMITTAI SHEET

To: Tom Kellahin’s Office

Attn: Holly

From: ROD MACDONALD

FAX #: 505-~982-2047

Time: 10:00 a.m., Central Standard Time
Date: Janunary 29, 1996.

Number of pages sent, inoluding thie cover eheet:i 7

Eee attached information you ragueated.

COWPIDENTIALITY ROTICE: The documents acoompanying this teletax trausaission contaln information balonging to
Rod J. MacDonald, attorney at law, that is conifidestial. The information is intended only for the use of the
individual or satity named adove. 1If you are not the iotended recipient, you are hereby netified that any
examioation, disalosure, copying, dietribution or the taking of say action in raliance an, or with respect to,
ths contents of this tel ied information is strictly prohibited. If you have received this telefax in errvor,
please immediately notify J. MacDonald by collect calephone call at 915-669-3933 to arrange for return of
the origisel documents to ue, at our expense.

Note: Please call (915) 688-3939 should there be a problem with
this transmission. Return Fax Number is 915-685-3700.

BEFORE THE
OIL CONSERVATION DIVISION
Case No. 11471 Exhibit No. &/
Submitted By:
GECKO, Inc.
Hearing Date: February 22, 1996
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STATE OF NEW MEXICO )

) .
COUNTY OF LEA ) .o

FOR VALUE RECEIVED, LEROY SUMRULD, individually and as a
former Trustee, and JANIE SUMRULD, the current Trustee of THE
LEROY AND SYLVIA JANIE SUMRULD TRUST Under Trust Agreement dated
February 27, 1987 (the “GRANTOR"), whose address is %03 Avenue J,

-.-’ Lovington, New Mexico 88260, hereby QUITCLAIM, GRANT, TRANSFER
and ASSIGN to L AND J SUMRULD, LTD., a New Mexico Limited
Partnership (the "GRANTEE"), whose address is 903 Avenue J,
Lovington, New Mexico 88260, all of the GRANTOR'S right, title
and interest in the surface estate ownership interests, cil, gas
and mineral interests, oil and gas leasehold interests, working
interests, operating rights, royalty interests, overriding
royalty interests, production payments and all other oil and gas
related interests of any kind or type located in LER COUNTY, NEW
MEXICO, and more particularly described in EXHIBIT “A" attached
hereto and incorporated herein for all purposes by this specific
refer-nce, together with all improvements, buildings, fixtures,
appurtanances, personal property and rights of ingress and egress
attached thereto, located thereon or associated, used or obtained
in connection therewith.

This QUITCLAIM DEED, TRANSPEBR AND ASSIGNMENT covers and
includes all cf the GRANTOR’S right, title and interest in and to
surface estate ownership interests, oil, gas and mineral
interests, oil and gas leasehold interests, working interests,
operating rights, royalty interests, overriding royalty
interests, production payments and all other oil and gas related
interests of any kind or type described in the attached EXHIBIT
"A", reqardless of the accuracy or correctness of the decimal or

fractional interests or the legal descriptions contained or set
forth thezein.

In addition tc the lands and mineral and related interests
described in the attached EBXHIBIT "A“", this QUITCLAIM DEED,
TRANSTER AND ASSIGNMENT shall and hereby does cover, include and
convey any and all other land, surface estate ownership
interests, oil, gas and mineral interests, working interests,
operating rights, royalty interests, overriding royalty
interests, production payments and all other oil and gas related
interests of any kind or type therein, which are now or may be
owned, claimed or hereafter acguired by the GRANTOR and located
in LEA COUNTY, NIW MEXICO, together with any and all currently
existing and after-acquired tangible and intangible personal
property, fixtures and improvements of the kind and type
descxibed herein that may now or in the future be located
thereon, attached thereto or used or obtained in connection
therewith.

This QUITCLAIM DEED, TRANSPER AND ASSIGNMENT and all surface
estate interests, oil, gaa and mineral interests and related
interests conveyed hereby are subject to:

1. The terms, conditions and provisions of the 0il

and Gas Leases described in the attached EXHISIT
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Lovington, New Mexico 88260
505\396-4927

(Anorney for SYLVIA JANIE SUMRULD,
individually, as Personal Representative

of the Estate of Leroy Sumruld, Deceased,
as Trustee of the Leroy and Sylvia Janie
Sumruld Trust, and as General Partner

of the L & J Sumruld Ltd., 2 New Mexico
limited partnership)

C.PILES\DEST\SUMRULD.ORD 4
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FITTH JUDICIAL DISTRICT COURT

COUNTY OF LEA
STATE OF NEW MEXICO

FIRST INTERSTATE BANK OF
LEA COUNTY, now known as
LEA COUNTY STATE BANK,

Plaintirse,

vs. No. CV-50-11-G

VERTICAL AIR STABILIZATION
CORP., and LEROY SUMRULD,

Defendants,
LEROY AND SYLVIA JANIE SUMRULD
TRUST, ¢/0 LERCY AND SYLVIA JANIE
SUMRULD, Trustess,
Garnishee.
LIB_PENDENS
TO ALL WHOM IT MAY CONCERN:

Take Notica that an action has been commenced in the above
entitled Ccurt by the above named Plaintiff against the parties
named in the Complaint herein, which suit is now pending and is
nunbered CV-30-11-G on the Civil Docket of said Court:; the object
¢f the action is to set aside certain alleged fraudulent
conveyances of real property and certain fraudulent conveyances of
mineral interest; the premises and the mineral interest affected by
this action were at the time of the commencement of acticn and are
now located in Lea County, New Mexico and are described as set
forth in Exhibits “a" & "B" which are attached hareto and

incorporated herein by refarence.
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e
Rod J. MacDonaLD
Altorngy at Law
511 W. Ohio '
New s wd Cotordo M. e 970 Fus (515 6853700

July 14, 1995 Mo‘ h ¢ Y
Tcmmy D. Parker . ‘l=:-‘:,1‘:=.
Attorney at Law
P. O. Box 1094
Bobbs, NM 88241 AN

Re: leroy and Sylvia Janie Sumruld Claim
Dear Mr. Parker:

Please find attached a copy of that certain 0il and Gas Lease
dated June 21, 1994, recorded in Book 504, page 257, Oil and Gas
Records of Lea County, New Mexico, by and between Janie Sumruld, as
Lessor, and Perry & Perry, Inc., as Lessee, covering the following-
described lands:

Township 15 South 37 Bast,; N.M.P.
Section 28: N/2 NE/4, SE/4 NE/4&

Please note that your client, First Interstate Bank of lLea
County, now known as Lea County State Bank, has filed a Lis Pendens
against the interest of Leroy Sumruld in the above-described lands,
in conjunction with Cause No. CV-%0-11-G, being conducted in the
Fifth Judicial District Court of Lea County, New Mexico.

Paladin Exploration Cocmpany, Inc., successor in interest to
Perry & Perry, Inc., is planning to drill a well on this tract in
the very near future and would like to obtain a Subordination of
Lien from your client limited to the working interest acgquired
under the above-described lease.

¥We note that a well is planned to be drilled on this tract in
the very near future and we would appreciate a quick response to
our request.

Should you have any questions on this matter, please feel free
to call me.

Respectfully submitted,
o

Rod J. (y(cuonald

3304/LETYER/ PALADIN
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August 2, 1995

Rod J. MacDonald
311 W. Onio

Suite %30
Midland, TX 795701

Re: Leroy and Sylvia Janie Sumruld Claim

Dear Mr. MacDonald:

I have reviewed ycur letter and the related documents pertaining to
the above-referenced case. In addition, I have conferred with our
bank’s counsel and the management of our bank on this matter. 1It’s
our deciaion not to subordinate our positicn on the described land
until such time as ocur bank has been paid in full.

If I can be of additional assistance, please feel free to call me.

Sincerely,

e
Vice

. o
PreSident
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DATED
July 3 ,19 .95

1

OPERATOR __GECKO, Inc.

CONTRACT AREA _ Shall be the area described in this Agreement on

page 1, Article II, Exhibit "A".

HeW 82, Jake, and Dobie Prospects (only)

COUNTY OR PARISH OF | . STATE OF

COPYRIGHT 1989 — ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 4100 FOSSIL CREEK BLVD.
FORT WORTH, TEXAS, 76137, APPROVED FORM.
AAPL NO. 610 - 1989

BEFORE THE
OIL CONSERVATION DIVISION
Case No. 11471 Exhibit No. &5
Submitted By:
GECKO, Inc.
Hearing Date: February 22, 1996
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1 ' OPERATING AGREEMENT
2 THIS AGREEMENT, entered into by and between ___GECKQ, Tnc, ,
3 hereinafter designated and referred o as “"Operator,” and the signatory party or parties other than Operator, sometimes
4  hereinafter referred to individually as "Non-Operator,” and collectively as "Non-Operators.”
5 WITNESSETH: other than Operator
6 WHEREAS the parties to this agreement are owners of Oil and Gas Leases and/or Oil and Gas Interests in the land
7 identified in Exhibit "A,” and the parties hereto have reached an agreement to explore and develop these Leases and/or Oil
8 and Gas Interests for the production of Oil and Gas to the extent and as hereinafter provided,
9 NOW, THEREFORE, it is agreed as follows:
10 ARTICLE L
It DEFINITIONS
12 As used in this agreement, the following words and terms shall have the meanings here ascribed to them:
13 A. The term “"AFE" shall mean an Authority for Expenditure prepared by a party o this agrecment for the purpose of
14 estimating the costs to be incurred in conducting an operation hereunder,
15 B. The term “"Completion” or "Complete” shall mean a single operation intended 10 complece a well s a producer of Oil
16 and Gas in one or more Zones, including, but not limired to, the setting of production casing, perforating, well stimulation
17 and production testing conducted in such operation.
18 C. The term “Contract Area” shall mean oll of the lands, Oil and Gas Leases and/or Qil and Gas Incerests intended to be
19 developed and operated for Oil and Gas purposes under this agreement. Such lands, Oil and Gas Leases and Qil and Gas
20 Interests are described in Exhibit "A."
21 D. The term “Deepen” shall mean a single operation whereby a well is drilled to an objective Zone below the deepest
22  Zoone in which the well was previously drilled, or below the Deepest Zone proposed in the associated AFL, whichever is the
23 lesser.
24 E. The terms “Drilling Parcy” and “"Consenting Party” shall mean a purty who agrees to join in and pay its share of the
25  cosc of any operation conducted under the provisions of this agreement.

26 F. The term “Drilling Unic” shall mean the area fixed for the drilling of one well by order or rule of any state or federal
27  body having authority. If a Drilling Unit is not fixed by any such rule or order, a Drilling Unit shali be che drilling unic as
28  established by the pattern of drilling in the Contruct Area ualess fixed by express agreement of the Drilling Parties.

29 G. The term "Drillsite” shall mean the Oil und Guas Lease or Oil and Gas Interest on which o proposed well is 1o be
30 located.

31 H. The term “Initial Well” shall meun the well required to be drilled by the parties hereto us provided in Article VLA,
32 I The rerm "Non-Consent Well” shall mean a well in which less than all parties have conducted an operation as
33 provided in Article VLB.2.

34 J. The terms "Non-Drilling Parcy” and "Non-Conseating Party” shall mean a pacty who eleces noc co paricipate in a
35 proposed operation.

36 K. The term "Oil and Gas" shall mean oil, gas, casinghead gas, gas condensate, and/or alf other liquid or gaseous

37 hydrocacbons and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is
38 specifically stared.

39 L. The term “Oil and Gas Interests” or “[nterests” shall mean unleased fee and mineral intereses in Oil and Gas in traces
40 of land lying within the Contract Area which ure owned by pacties to this agreement.

41 ° M. The terms “Oil and Gas Lease,” "Lease” and “Leasehold” shall mean the oil and gas leases or interests therein
42  covering tracts of land lying within the Contract Area which are owned by the parties 1o this agreement.

43 N. The term “Plug Back” shall mean a single operarion whereby a deeper Zone is abandoned in order to attempr 2

44 Completion in a shallower Zone.

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

47 P. The teem "Rewark™ shall mean an operstion conducted in the wellbore of a well after it is Completed to secure,
48 restore, or improve production in a Zone which is currently open o production in the wellbore. Such operations include, but
49 are not limited to, well stimulation operations but exclude any routine répair or maintenance work or drilling, Sidetrucking,
50 Deepening, Completing, Recompleting, or Plugping Back of a well.

51 Q. The term “Siderrack” shall mean the directional control and intentional deviation of a well from vertical so as to
52 change the bottom hole location unless done to straighten the hole or to drill around junk in the hole 10 overcome other
53  mechanical difficulties.

54 R. The term "“Zaone™ shall mean a stratum of earth containing or thought o contain a common accumulation of Oil and
55  Gas sepsrately producible from any other common sccumulation of Qil and Gas.

56 Unleaa the context otherwise cleacly indicates, words used in the singulac include the plural, the word “person” includes
57 natural und arcificiul persons, the plural includes the singular, and any gender includes the masculine, feminine, and neuter.

58 ARTICLE II.

59 EXHIBITS

60 The following exhibirs, as indicared below and atrached herero, are incorporated in and made a part hereof:

61 X A Exhibit "A,” shall include the following information: fo

62 (1) Description of lands subject to this agreement, ‘.

63 (2) Restricdions, if any, as to depths, formations, or substuances, o

64 (3) Pucties to agreement with addresses und telephone numbers for notice purposes, :

65 (4) Percentages or fractional interests of parties o this agreement,

66 (5) Oil and Gas Leases and/or Oil and Gas Interests subject to this agreement,

67 (6) Burdens on production, :

68 .= There is no Exhibit "B"

69 C. Exhibit “C,” Accounting Procedure.
70 _}5.__ D. Exhibit “D,” Insurance.
7 = X L Exhibic °E” Gas Balancing Agreement. “
72 4,8 SIS T e NEAEE 064 X ~ There 15 no ;Lt "pr,
73 ___mmmxxma&ﬁxpé There is no_Exhibit "G" i ”“Tf.‘. :
74 X 1 Oiher: DESCription of Area of Mutual Interest ("AMI") (plats) Iy
R I R
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If any provision of any exhibit, except Exhibits “E,” "F* and "G,” is inconsistent with any provision contained in
the body of this agreement, the provisions in the body of this agreement shall prevail.
ARTICLE II1.
INTERESTS OF PARTIES
A. Oil and Gas Interests:

If any party owns an Oil and Gas Interest in the Contract Area, 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 actached hereto as Exhibic “B,"
and the owner thereof shall be deemed to own both royalty interest in such lease and the interest of the lessee thereunder.

B. Incerests of Parties in Costs and Production:

Ualess changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne
and paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the pacties as their
interests are set forth in Exhibic "A.” In the same manner, the parcies shall also owan all production of Oil and Gas from the
Contract Area subject, however, to the payment of royaltics and other burdens on production as described hereafter.

Regardless 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 shalt pay or deliver, or
cause to be paid or delivered, all burdens on its share of the production from the Contract Area up to, but not in excess of,

existing hnrdens and shall indemnify, defend und hold the ocher parties free from any liability therefor.
Except as otherwise expressly provided in this agreement, if any party has contributed hereto any Lease or Interest which is
burdened with any royalty, overriding royalty, production payment or acher burden on production in excess of the amounts
stipulated above, such party so burdened shall assume and alone bear all such excess obligations und shall indemnify, defend
and hold the other parties hereto harmless from any and all claims atcribucable to such excess burden. However, so long as
the Drilling Unit for the productive Zone(s) is identical with the Contract Area, each party shall pay or deliver, or cause to
be paid or delivered, all burdens on production from the Contract Area due under the terms of the Oil and Gas Lease(s)
which such party has contributed to this agreement, and shall indemnify, defend and hold the other parties free from any
liability cherefor.

No party shall ever be responsible, on a price basis higher thun 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, cthe party contributing the affected Lease shall bear the additional royalty burden artributable to such higher price.

Nothing contained in this Article IILB. shull be deemed an assignment or cross-assignment of interests covered hereby,
and in the event two or more parties contribute to this agreement jointly owned Leases, the parties’ undivided interests in
said Leaseholds shall be deemed separate leasehald interests for the purposes of this agreement. '
C. Subsequendy Created Incerests:

If any party has contributed hereto a Lease or Interest chat is burdened with an assignment of production given as security
for the payment of money, or if, 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 producuon attributable to its workmg
intecest hereunder, such burden shall bc deemed a Subscquemly Crealed Interest.” any—party—has—cants:

The party whose interest is burdened with the Subsequently Created Interest (the "Burdened Party™) shall assume and
alone bear, pay and discharge the Subsequently Creaced Interest and shull indemnify, defend and hold harmless the other
pacties from and againse any liability therefor. Further, if the Burdened Party fails w pay, when due, its share of expenses
chargeable hereunder, all provisions of Article VILB. shall be enforceable against the Subsequently Created Interest in the
same manner as they are enforceable against the working interest of the Burdened Party. If 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, und the Burdencd Party shull indemnify, defend and hold harmless suid other parey, or
parties, from uny and all claims and demands for puyment asserted by awners of the Subsequently Created Intecest.

ARTICLE V.
TITLES
A. Tidle Examination:

Tite examination shall be made on the Drillsite of any proposed well prior to commencement of drilling operations and,
Hmrjorip—in—taterestofthe DrihinpgPartiersorequest-or-Operntarsa-eleers, title examination shail be made on the entire
Drilling Unit, or maximum anticipated Drilling Unir, of che well. The opinion will include the ownerihip of the working
interest, minerals, royalty, overriding royslty and production puyments under the applicable Leases. Each party contributing
Leases and/or Oil and Gas Interests 1o be included in dhe Drillsite or Drilling Unit, if appropriate, shall furnish to Operator
all absteacts (including federal lease status reports), title opinions, tide papers und curative material in its possession free of
charge. All such information not in the possession of or made available to Operator by the parties, but necessary for the
examination of the ticle, shall be obrained by Operator. Operator shall cause title to be examined by attorneys on its scaff or
by outside attorneys. Copies of all title opinions shall be furnished to each Drilling Party. Costs incurred by Opetator in
procuring abstraces, fees paid outside accorneys for citle examination (including preliminary, supplemental, shut- ig'\ coyaley
opinions and division order ritle opinions) and other direct charges as provided in Exhibic “C" shull be borne by tl\ef Drilling

Parties in the proportion that the interest of each Drilling Purty bears o the total interest of all Drilling P.lrne' as such
e

interests uppeur in Lxhibic "A.” Operator shall make no charge for services rendered by its seaff agttorneys or otherij
in the performance of the above functions. "l::;'

Each party shall be cesponsible for securing curative matter and pooling amendments or agreements re&inred in
connection with Leases or Oil and Gas Interests contributed by such party. Operator shall be responsible for the Areparmon
and recording of pooling designations or declarations and communitization agreements as well as the conduct of hcnnngs
before governmental agencies for the securing of spacing or pooling orders or any other orders necessary-or! .npproprme to

* the conduct of operations hereunder. This shall not preven any party from appearing on its own behalf at suck’ helrmgs

Costs incurred by Operator, including fees paid to outside attorneys, which are associated with hearings beforc bovemmcmal
agencies, und which costs are necessary and proper for the activities contemplated under this .nbrecmcm shnll be dm:cr

charges o the joine account and shall not be covered by the udministrative overhead charges as pr,)vldcd m rxhll}“ C,"

N
g
!
.t
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* Lease or Interest acquired by any party hereto (other than the party whose interest has faile

Operator shall make no charge for secvices rendered by its stafl attorneys or ather personael in the pecformance of the above

‘una;ons.

No well shall be drilled on the Contract Area until after (1) the title to the Drillsite or Drilling Unic, if appropriate, has
been examined as above provided, and (2) the title has been approved by the examining attorney or title has been accepted by
all of the Drilling Parties in such well.

B. Loss or Failure of Title:

4—Failure-of-Titler-Should-anyOil-and-Gas-lateresior Oil-and-Gas-Loase-belosi<heough-failure o
reduction of interest from that shown on Exhibit “A,” the party credited with contributing the affected Lease or Intpefst
(including, if applicable, a successor in interest to such party) shall have ninety (90) days from final determinatiog6f title
failure to acquire a new lease or other instrument curing the entirety of che ticle failure, which acquisition will npbe subject
1o Article VIILB,, and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining Oil and Gas
Leases and Interests; and,

(a) The party credited with contributing the Qil and Gas Lease or Interest affected by the € failure (including, if
applicable, a successor in interest to such party) shall bear alone the entire loss and ir shall not b€ entitled to recover from
Operator or the other parties any development or operating costs which it may have previgu§ly paid or incurred, but there
shal] be no addicional liability on its part to the other parties hereto by reason of such titlgAailuce;

(b) There shall be no retroactive adjustment of expenses incurred or reven received from the operation of the
Lease or Interest which has failed, but the interests of the parties contained on Rkhibit “A" shall be revised on an acresge
basis, as of the time it is determined finally that title failure has occurred, sp~that the intcrcst of the party whose Lease or
Interest is affected by the title failure will thereafter be reduced in the Contraet"Area by the amount of the Lease or Interest failed;

(c) 1f the proportionate interest of the other parties hereto igAny producing well previously dritled on the Contract
Area is increased by reason of the ditle failure, the party who borgahe costs incurred in connection with such well actributable
to the Lease or Interest which has failed shall receive the proge€ds attributable to the increase in such interest (less costs and
burdens attributable thereto) until it has been reimbursgd” for unrecovered costs paid by it in connection with such well
atcribucable to such failed Lease or Interes;

(d) Should any person not a party to thigfigreement, who is determined to be the owner of any Lease or Interest
which hus failed, pay in any manner any parc pf the cosc of operation, development, or equipment, such amount shall be paid
ta the party or parties who bore the costs which are so refunded;

(e) Any liability to account to gferson not a party to this agreement for prior production of Oil and Gas which arises
by reason of title failure shall be Sorne severally by each party (including a predecessor to a current party) who received
production for which such accodnting is required based on the amount of such production received, and each such party shall
severally indemnify, defend4nd hold harmless all other parties hereto for any such liability to account;

(hH) No charge skall be made 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 Interest hereto elects to defend its title
it shall bear all€xpenses in connection therewith; and

(g) Af any party is given credit on Exhibic “A"
interegsin the wellbore of any well or wells and the production therefrom, such party’s absence of interest in the remainder
of e Contract Area shall be considered a Failuce of Title as to such remaining Contract Area unless that absence of interest

to a Lease or Incerest which is limited solely to ownership of an

o s
X b

payment, minimum royalty or royalty payment, or other payment necessary to maintuin all or a portion of an Oil
Lease or Interest is not paid or is erroneously paid, and us u resule a Lease or Interest terminates, there shall I/)e monetary
linbility against the party who failed to make such payment. Ualess the party who failed to make theg,réquired payment
secures a new Lease or Interest covering the same interest within ninety (90) days from the discove the failure to make
proper payment, which acquisition will not be subject to Article VIILD., the interests of the papri€s reflected on Exhibit "A"
shall be revised on an acreage basis, effective as of the date of termination of the Lease nterest involved, and the party
who failed to make proper payment will no longer be credited with an interest in the €onteact Ares on account of ownership
of the Lease or Interest which has terminated. I the party who failed 10 make therequired payment shall not have been fully
reimbuesed, ac the time of the loss, from the proceeds of the sale of Oilefid Gas suributable to the lost Lease or Interese,
calculated on an acreage basis, for the development and operating cost€ previously paid on account of such Lease or Interest,
id by it (but not for its share of the cost of any dry hole

it shull be reimbursed for unrecovered actual costs previousl
previously drilled or wells previously abundoned) from so stich of the following as is necessary to effect reimbursement:

(a) Proceeds of Oil and Gas produced prior ga-termination of the Lease or Interest, less operating expenses und lease
burdens churgeable hereunder to the person w ailed to make payment, previously accrued to the credit of the lost Lease or

Interest, on an acreage basis, up to the agdiine of unrecovered costs;

(b) Proceeds of Oil and Gas, keSs operating expenses and lease burdens chargeable hereunder to the person who fanled
tu mike puyinent, up tu the wagune of unrecovered concs uceributuble o thae porcion of Oil snd Gui therenfter pristuced and
marketed (excluding pr ion from uny wells thereafter dritled) which, in the absence of such Leuse ot Interest tarmination,

—+9ehe1—¥=<mes~ All losses of Leases or Interests commicted to this agreement,
Wﬂ-i—:n&—l%ubovc, shall be joinc losses and shall be borne by all parties in proportion to their interescs :hown on
Exhibit “A.” This shall include but not be limited o che loss of any Lease or Interesc through fuilure to develop p ause
express Or :mphcd covenants have not been performed (other than performance which requires only the paymeat of moncy).
and the loss of any Lease by expiration at the end of its primary term if it is not renewed or extended. Ther shﬁu be no

readjustment of interests in the remaining porcion of the Contrace Area on account of any joint loss.

4—Earime—Fitletnthe-event-of-u-Falwre-of—Fidevwnderdsticde VLB L-oraloss ol title under Arnclp IU “7 :h)\v‘-

(90) day period provided by Article IV.B.1. and Arricle SVEing all or a pomon of (ht. |n(eres>; thu hﬁ'fﬂlcd
or was lost shall be of] 1k:
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ARTICLE V.
OPERATOR
A. Designation and Responsibilities of Operator:

GECKO, Inc. shall be the Operator of the Contract Area, and shall conduct
and direct and have full control of all operations on the Contract Area as permitted and required by, and within the limits of
this agreement. In its performance of services hereunder for the Non-Operators, Operator shall be an independent contractor
not subject to che control or dicection of the Non-Operators except as to the type of operation to be undertaken in accordance
with the election procedures contained in chis agreement. Operator shall not be deemed, or hold itself out as, the agent of the
Non-Operators with authority to bind them to any obligation or liubility 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 applicable law and
regulation, but in no event shall it have any liability as Operator to the other parties for losses sustained or liabilities incurred

except such as may result from gross negligence or willful misconduct.
B. Resignation or Removal of Operator and Selection of Successor:

1. Resignation or Removal of Operutor: Operator may resign at any time by giving written notice thereof to Non-Operators.
If Operator terminates its legal existence, no-Jonger-owns-an-interest hereunderin-the-ContsaecAren, or is no longer capable of
secving as Operator, Operator shall be deemed to have resigned withour any action by Non-Operators, except the selection of a
successor. Operator may be removed enly for good cause by the affirmative vote of Non-Operators owaing a majority interesc
based on ownecship as shown on Exhibit "A™ remaining 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 derailing the alleged default and
Operator has failed to cure the default within thirty (30) duys from its receipt of the notice or, if the default concerns an
operation then being conducted, within forey-cight (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 inability to meet the standards of
operation contained in Article V.A. or material failure or inability to perform its obligations under this agreement.

Subject to Article VILD.1., such resignation or removal shall not become effective until 7:00 o'clock A.M. on the first
day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator
or action by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of
Operator at an carlier date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as 2
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 Operator: Upon the resignation or removal of Operator under any provision of this agreement, a
successor Operator shall be selected by the parties. The successor Operator shall be selected from the parties owning an
interest in the Contract Area ac the time such successor Operator is selected. The successor Operator shall be selected by the
affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown on Exhibit “A";
provided, however, if an Operator which has been removed or is deemed (o have resigned fails to vote or vortes only to
succeed itself, the successor Operator shall be selected by the affirmacive 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 celating to
the operations conducted by the former Operator to the extent such records and dara are not already in the possession of the
successor operator. Any cost of obtuining or copying the former Operutor's records and data shall be charged to che joint

account.
3. Effect_of Bankruptcy: If Operator becomes insolvent, bunkrupt or is placed in receivership, it shall be deemed to have

resigned without any action by Non-Operators, except the selection of a successor. If a perition for relief under the federal
bankruptcy laws is filed by or against Operator, and the removal of Operator is prevented by the federal bankruptey court, all
Non-Operators and Operator shall comprise an interim operating committee to seeve until Operator has elected to reject or
assume this agreement pursuant to the Bankruptcy Code, and an election to rejece this agreement by Operator as a debtor in
possession, or by 2 trustee in bankrupccy, shall be deemed a resignation as Operator withour any action by Non-Operators,
except the selection of a successor. During the period of time the operacing committee controls operations, sll actions sh.nll

require the upprovil of swe—()-oemore-partics-owning a mujority interest based on ownership av shawn on Hxhibit "A”
the event there are only two (2) parties to this agreement, during the period of time the operating committee commll
operations, a third party acceprable to Operator, Non-Operator and the federal bunkruptey coure shall be selected as s
member of the operating commicree, and all actions shall require the approval of two (2) members of the operating
committee without regard for their interest in the Conrrace Area bused on Exhibit A"
C. Employees and Contractors:

The number of employees or contractors used by Operator in conducting operations hereunder, their selection, and the
hours of labor and the compensation for secvices performed shall be determined by Operacor, and ull such employees or

contractors shull be the employees or contractors of Operator.

D. Rights and Duties of Operator: .
1. Competitive Rates and Use of Affiliates: All wells drilled on the Contrace Area shall be drilled on a competitive

conteace basis at the usual rates prevailing in che area. If ic 5o desires, Operator may employ its own tools and equipment in
the drilling of wells, but its charges therefor shall not exceed the prevailing rates in the area and che rate of such ‘charges
shall be agreed upon by the parties in writing before drilling operations are commenced, and such work shall be performed by
Operator under the suine terms and conditions as are customary und usual in the ares in contracts of independent coptucton
who are doing work of a similar nature. All work performed or materials supplied by uffiliates or related parties of Opernmt
shall be performed or supplied ac competitive rates, pursuant 0 written agreement, and in accordance with cus&oms and

standards prevailing in the industry.

2. Discharpe of Joint Account Obligations: Lxcept as herein otherwise specifically provided, Operator shall prqr{lpcly pay
and discharge expenses incurced in the development and operation of the Contract Area pursuant to this ag,reemen d shall
charge each of the parties hereto with their respective proportionate shares upon the expense basis provulc;d in Exhlb*t “C”
Operator shall keep an accurate record of the joint account hereunder, showing expenses incurred and: chargc; and crcdlts

e T

. made and received. - O

3, Protection from Liens: Operator shall pay, or cause to be paid, as and when they become due and payablcl ul!)ccqums

QO AAY

of contractors and suppliers and wages and salaries for services rendered or performed, and for materials supphed o, ¢o or in
respect of the Contract Area or any operations for the joint account thereof, and shall keep the (_()n(mu Arew free. from

4.
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liens and encumbrances resulting therefrom except for those resulting 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-Operactors 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’
Concract Area, and such funds shall cemain che funds of the Noa-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 VILB. Nothing in this paragraph shall be construed to establish a fiduciary relationship between Operator
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 accouats for che funds of Non-Operators unless the
parties atherwise specifically agree.

5. Access to Contract Area and Records: Operator shall, except us otherwise provided herein, permit each Non-Operator
or its duly authorized representative, ac the Non-Operator’s sole risk and cost, full and free access at all reasonable times to
all opecations of every kind and character being conducted for the joint account on the Contract 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 2 manner interfering with Operator's conduct of an operation hereunder and shall not obligate
Operator to furnish any geologic or geophysical data of an interpretive nature unless the cost of preparation of such
interpretive data was charged to the joint account. Operator will furnish to each Non-Operator upon request copies of any
and all reports and information obrained by Operator in connection with production and related items, including, without
limitation, meter and chart reports, production purchaser statements, run tickets and monthly gauge reports, but excluding
purchase contracts and pricing information to the extent not applicable to the production of the Non-Operator seeking the
informacion. Any audit of Operator’s records relating to amounts expended and the appropriateaess of such expendicures
shall be conducted in accordance with the audit protocol specified in Exhibic “C"

" 6. Filing and Furnishing Governmenta] Reports: Operator will file, and upon written request promptly furnish copies to
each requesting Non-Operator not in default of its paymenc obligations, all operational notices, reports or applications
required to be filed by local, State, Federal or Indian agencies or authorities having jurisdiction over aperations hereunder.
Lach Non-Operator shail provide to Operator on a timely basis all information necessary to Operator to make such filings,

7. Drilling and Testing Operations: The following provisions shall apply to each well drilled hereunder, including but not
limited to the Initial Well:

‘(a) Operator will promptly advise Non-Operators of the date on which the well is spudded, or the date on which
drilling operstions are commenced.

(b) Operator wlill 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, duily drilling reports, completion reports, and well logs.

(c) Opeator shall adequately test all Zones encountered which may reasonably be expected to be capable of producing
Oil and Gas in paying quantities as a resulc of examination of the electric log or any other logs or cores or tests conducted

hereunder.
8. Cost Estimates. Upon request of any Conseating Party, Operator shall furnish estimates of current and cumualative costs

incurred for the joinr account ar reasonable intervals during the conduct of any operation pursuvant to this agreement.
Operartor shall not be held liable for errors in such estimates so long as the estimates are made in good faich.

9. Insurance; At all cimes while operations are conducted hereunder, Operator shall comply with the workers
compensation law of the state where the operations are being conducted; provided, however, chat Operator may be a self-

ifsurer for Jiability 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
ss ouclined in Exhibit "D" attached hereto and made a part hereof. Operator shall require all contractors engeged in work on
or for the Contract Ares to comply with the workery compensation luw of the atate where the operations are being conducted
and to maintain such other insurance as Operator may require.

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

ARTICLE V1.
DRILLING AND DEVELOPMENT
A, Inicial Well:
On or before the —___ day of , 19 , Operaror shall commence the deilling of the Initial

Well ut the following location:

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

praducing in paying quantities in whlch such plr(y has not mhcrwm. uhnquhul its interest in the prupuscd ()blgst“xc ‘mﬂ_der
lhls agreement, the party dcsmng to drill, Rcwork Sidetruck, Deepen, Rccompletc or Plug B.\ck such a .well shall ‘i .
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under this agreement, and to all other partics in the ase of a proposal for Sidetracking or Deepening, specifying the work to be
performed, the location, proposed depth, abjective Zone and the estimated cost of the operacion. The partics o whom such a
notice is delivered shall huvrm ' 5:“ reccipt of the notice within which to notify the party proposing to do the work
whether they clet 1o participate in the cost of the proposed operation. 1f & drilling rig is on location, notice of & proposal 1o
work, 2( ack, Recomplete, Plug Back or Decpen may be given by telephone and the response perid shall be limited ¢
M % , exclusive of Sacurday, Sunday aad legal holidays. Failure of a party to whom such notice is delivered to reply
within the pcnod sbove {lxcd shall constitute 2n clection by that party not to participate in the cost of the proposed operation.
Any proposal by s party to conduct an opcration conflicting with the operation initially proposed shall bé " delivered to all parties
within the time and in the manner provided in Article VIB.G. )

If all parties to whom such notice is delivered clect to participate in such a proposed operation, the parties shall be
contractually committed to participate thercin provided ;u_ch opcntiom are commenced within the timé period herealter set
facth, and Operator shall, no later than nincty (90) days alter cxp n of the notice period of thirty (30) days (or »s
promptly as peacticable after the expiration of lhc%@&hﬁ&ﬁ ﬁnod when 1 deilling rlg is on location, a3 the case
may be), scrually commence the proposed operation and thereafter complete it with due diligence at the cisk and expense of
the partics participating therein; provndcd however, said commencement date may be extended upon written notice of same
by Operacor ta the other partics, for a period of up to thirty (30) additional days if, in the sale opinion of Opcrator, such
additional time is reasonably neccessary to obtain permits from governmental authorities, surface nghu (including rights-of-
way) or appropriate drilling equipment, or to complete title examination or curative matter required for title approval or
acceptance. If the actual operation has not been commenced within the time provided (including any extension thereof as
specifically permitted hetein or in the force majeuce provisions of Article X1) and if any pacty hereto still desices to conduct
said operation, written notice proposing same must be resubmitted 1o the other partics in accordancs herewith as if no prior
peopossl had been made. Those partics that did not participate in the drilling of a well for which a proposal to Deepen or
Sidctrack is made hercunder shall, if such partics desire to participate in the proposed Decpening or Sidetracking operation,
reimburse the Drilling Paccies in accordance with Article YLBA. in the event of a Deepening operation and in accordance
with Article YLB.S. in the cvent of a Sldcmckmg operation. '

2. Opecacions by Less Than All Pacties:

(s) Determination of Participation. If any party to whom such notice is delivered as provided in Article VI.B.1. or

‘YLC.1, (Option No, 2) elects not to participate in the proposed operation, then, in order to be entitled (0 the benefits of this

Aticle, the party or parties giving the notice and such other partics as shall clect to participste in the operation shall, no
later than ninety d%s alter the T?K tion of the notice peciod of thirty (30) days (or as promp(ly 13 pncucablc aftee the
expiration of the M h prd whea s drilling rig is on location, as the case may be)’ actually commence the
proposed operation and complete it with duc diligence, Operator shall perform all work for the account of the Consenting
Partics; provided, however, if no drilling rig or other equipment is on locution, and if Operator is a Non-Comenung Party,
the Consenting Partics shall clther: (i) request Opcrator to perform the work required by such proposed opeestion lor the
asccount of the Consenting Parties, or (li) designate onc of the Conscnting Partics 13 Operator to perform such work. The
rights and dutics granted to and imposed upon the Opcrator under chis xgrecment are granted to and impoded upon the party
designated as Operator for 2o operation in which rhc original Operator is 2 Non-Conscnting Party, Conscnting Pacties, when

conducting opcrations on the Contract Arca pursuam to thls Acticle V1B.2,, shall comply with all tecms snd conditions of ‘this
sgreement.

If less than sll pactics approve any proposed operation, the proposing pacty, immediscely aftec: thc expleation of the
appliaable notlce peclod, shall advise sll Partics of the total interest of the parties approving such gperation and it
recommendstion g3 1o w}glﬁr the Con:cnnn Partjcs should proceed with the operation as proposed, Eich Consenting Parry,
wuhnm y.\Sunchy and legal holidays) alter delivery of such, notice, shall advise the
proposing party of its desire to (i) hmn pamapauon to such party’s interest as shown on Lxhibit "A™ or (ii) carry only its
proportionate part (determined by dividing such party’s interest in the Contract Area by the interests of all Consenting Pacties in
the Contract Ares) of Non-Consenting Parties' interests, or (jii) cacry its propoctionate part (determined as provided in (Ii)Y of
Non-Consenting Partics’ incerests together with all or  portion of . its proportionate pact of any Nen-Consenting Pactics’
intccests that any Conseating Party did oot clect to take, Any interest of Non-Consenting Parties that is not carried by a
Consenting Patty shall be decmed to be carried’ by the party proposing the operation if such party doey not withdeaw jts
peopossl, Fallure to advlse the proposing party wlthin the time required shall be deemed an election under (i) . In the event »
drilling, rlg is on lacation, g)ﬂ{ c may bc gwcn f(] tedephone, snd the time permitted for such a response shall not exceed a
total ofm s 3y, ﬁmday and legal holidays), The proposing puty. at jts clection, may
withdeaw such proposal if there is less lhm 100% pacticipation and shall notify all pactics of such decision within ten (10)
days, or within twenty-four (24) hours if a drilling tig is on location, following expiration of the applicable response’ period.
1f 1009 subscription to the proposed operation is obtained, the proposing party shall promptly notify the Cotisenting Parties
of thcir proportionate interests in the opcrmon and the party serving as Opcrator shall commence luch operation within the
period provided in Article VLD.1,, subject to the same ¢xtension right as provided thescin,

{b) Relingyishment of Interest for Non-Participation. The entire cost and risk of. conducting luch operations shall be

borne by the Consenting Pacties in the proportions they have clected o bear same under the tgrms of the preceding
parageaph, Consenting Partics shall keep the leaschold estates involved in such operations fece and clear of all liens and
encumbrances of every kind creaced by or arising {rom the operations of the Conscnting Parstics, If such an operation results
in a dry hole, then subject to Articles VLB.G. and YLE.3,, the Consenting Parties shall plug and abandon the well aad restore
the surface location ar their sole cost, risk snd expense; provided, however, thac those Non-Cohsenting Parties that
pacticipated in the drilling, Decpening or Sidetracking of the well shall remain liable for, and shall pay, theie praportionate
shares of the cost of plugging and abandaning the well and restoring the surface location insofac only as chose coststwere not
increased by the subsequent operations of the Consenting Partics, If any well drilled, Reworked, Sidetracked, Deepened,
Recompleted or Plugged Back under the provisions of this Article results in 2 well aapable of producing Oil andfor Gas in
paying quaatitics, the Consenting Parties shall Complete and equip the well to produce st their sole cost and risk,. sad the
well shall then be tuened over to Opgrator (if the.Operator did not conduct the operation) and shall be ~operated by it at the
expense and for the account of the Conseating Parties. Upon commencement of opcrations for the’ drilling, Reworking,
Sidetracking, Recompleting, Deepening or Plugging Back of any such wcll by Conseating Parties in accordance ‘with the
provisions of this Acticle, each Non-Cansenting I’arty shall be decmed to have relinquished o Conscating Pasticsvand the
Consenting Parcties shall own and be cntitled to reccive, in proportion to their respective interegts, ail “of “such Non-
Conscating Parey’s interest in the well and shace of production therefrom or, in the case of » Reworking, Sidetracking,

' 6
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. agreement and Exhibit "C" attached hereto.

Deepening, Recompleting or Plugging Back, or a Completion pursuant to Arti¢fe” VI.C.1. Option No. 2, all of such Non-
Consenting Party's interest in the production obtained from the operation in which the Non-Consenting Party did not elect
to participate. Such relinquishment shall be effective until the proceeds of the sale of such share, calculated ar the well, or
market value thereof if such share is not sold (afrer deducting applicable ad valorem, production, severance, and excise taxes,
royulty, overriding royalty and other interests not excepted by Acticle 1ILC. payable out of or measured by the production
from such well accruing with respect to such interese until it reverts), shall equal the total of the following:

(iy —200__ % of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment
beyond the wellhead connections (including but noc limited to stock tanks, sepurators, treaters, pumping equipment and
piping), plus 100% of each such Non-Consenting Party’s share of che cost of operation of the well commencing with firse
production and continuing until each such Non-Consenting Party’s relinquished interest shall revert to it under other
provisions of this Article, it being agreed that each Non-Consenting Party's share of such costs and equipment will be that
interest which would have been chargeable to such Non-Consenting Party had it participated in the well from the beginning
of the operations; and

(iiy =22 9% of (a) that portion of the costs and expenses of drilling, Reworking, Sidetracking, Deepening,
Plugging Back, testing, Completing, and Recompleting, after deducting any cash contributions received under Article VIILC,
and of (b) that portion of the cost of newly acquired equipment in the well (to and including the wellhead connections),
which would have been chargeable to such Non-Consenting Party if it had participaced therein.

Notwithstanding anything to the contrary in this Arcicle VLB, if the well does not reach the deepest objective Zone
described 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 operations impracticable, Operator shall give notice thereof to each
Non-Consenting Party who submitted or voted for an alternative proposal under Article VL.B.6. to drill the well to a
shallower Zone than the deepest objective Zone proposed in the notice under which the well was drilled, and each such Non-
Consenting Pacty shall have the option to participate in che 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 Arcicle VL.B.A. (a). If any such Non-
Consenting Party does not elect to participate in the first Completion proposed for such well, the relinquishment provisions
of this Article VLB.2. (b) shall apply to such party's interest.

(c) Reworking, Recompleting or Plugping Back. An clection not to participate in the drilling, Sidetracking or
Deepening of a well shall be deemed an election not to participate in any Reworking or Plugging Back operation proposed in
such a well, or portion thereof, to which the initial non-consent election applied that is conducted ac 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 Recompleting of a well shall be deemed an election not to participate in any Reworking
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. Any such
Reworking, Recompleting or Plugging Back operation conducted during the recoupmenc period shall be deemed part of the
cost of operation of said well and there shall be added to the sumns to be recouped by the Consenting Parties 400 9% of
that portion of the costs of the Reworking, Recompleting or Plugging Back operation which would have been chargeable to
such Non-Conseating Party had it participated therein. If such a Reworking, Recompleting or Plugging Back operation is
proposed during such recoupment period, the provisions of this Article VLB. shall be applicable as between said Consenting

Pacties in said well.
(d) Recoupment Matters. During the period of time Consenting Parties are entitled to receive Non-Consenting Party's

‘share of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of all ad valorem,

production, severance, excise, gathering snd other taxes, and all royalty, overriding royalty and other burdens applicable to
Non-Consenting Party's share of production not excepted by Arcicle HI.C.

In the case of any Reworking, Sidetracking, Plugging Back, Recompleting or Deepening operation, the Consenting
Pacties shall be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of all
such equipment shall remain unchanged; and upon abandonment of a well after such Reworking, Sidecracking, Plugging Back,
Recompleting or Deepening, the Consenting Parties shall account for all such equipment to the owners thereof, with each
party receiving its proportionate part in kind or in value, less cost of salvage.

Within ninety (90) days after the completion of any operation under this Article, the party conducting the operations
for the Consenting Parties shall furnish each Noan-Conseating Party with an inventory of the equipment in and connected 10
the well, and an itemized statement of the cost of drilling, Sidetracking, Deepening, Plugging Back, testing, Completing,
Recompleting, and equipping the well for production; or, ac its option, the operating party, in lieu of an itemized statement
of such costs of operation, may submic a detailed statement of monthly billings. Each month thereafter, during the time the
Consenting Parties are being ceimbursed as provided above, the party conducting the operations for the Consenting Parties
shall furnish the Non-Conseating Parties with an itemized statement of all costs and liabilities incurred in the operation of
the well, together with a statement of the quaatity of Oil and Gas produced from it and the amount of proceeds realized from
the sale of the well's working incerest production during the preceding month. In determining the quantity of Oil and Gas
produced during any month, Consenting Parties shall use industry accepred merhods such as but not limited to metering or
periodic well tests. Any amounc realized from the sale or other disposition of equipment newly scquired in connegtion with
any such operation which would have been owned by a Non-Consenting Party had it participated thetein shall be credited
against the total unretuened costs of the work done and of the equipment purchased in determining when the interedt-of such
Noa-Consenting Party shall revert to it as above provided; and if there is a credit balance, it shali be paid o S;‘L Non-
Consenting Party. rps

If and when the Consenting Pacties recover from a Non-Consenting Party's relinquished interese the amount;f{ rovnded
for above, the relinquished interests of such Non-Consenting Party shall automatically revert o it as of 7:00 a.m. dn.\thc day
following the day on which such recoupment occurs, and, from and after such reversion, such Non-Consenting P shall
own the same imercst in such well, the macerial and equipment in or penaining thereto, and the production th l;yom as

“““ lzqurkmg,
Decpemng. Recompleting or Plugging Back of said well. Thereafter, such Non-Consenting Party shall bc char;ed wn\h and
shall pay its proportionate part of the furcher cosis of the operntion. of suid well in accordance wuh éhc tefmsl qf this

3. Stand-By Costs: When a well which has beea drilled or Deepened has reached its authorized dep(h md all ‘&ﬂlb}.“
been completed and cthe resules thereof furnished w the parties, or when operations on the well;: hn'e bccn 'othe' 3
terminated pursuant to Article VLE., stand-by costs incurred pending response to a party’s notice propqs;ng 2 Rew

-7 -
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Sidetracking, Deepening, Recompleting, Plugging Back or Completing operation in such a well (including the period required
under Article VIB.6. to resolve competing proposals) shall be charged and borne as purt of the drilling or Deepening
operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the respanse time permitred,
whichever first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms
of the second grammatical paragraph of Article VLB.2. (), shall be charged to and borne as part of the proposed operation,
but if the proposal is subsequently withdrawn because of insufficient participation, such stand-by costs shall be allocated
berween the Consenting Parties in the proportion each Consenting Party’s interest as shown on Exhibic “A™ bears ta the total
interest as shown on Exhibit "A" of all Consenting Partics.

In the event that notice for u Sidetracking operation is given while the drilling rig o be utilized is on location, any pany:
may request and receive up to five (5) additional days after expiracion of the forty-eight hour response period specified in
Arsicle VIB.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 estimated stand-by time in advance as a condition to extending
the response period. If more than one party elects to take such additional time to respond to the notice, 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
interest 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 the parties elect to participate in a drilling, Sidetracking, or Deepening operation proposed
pursuant o Article VLB.1,, the interest relinquished by the Non-Consenting Parties to the Consenting Parties under Article
VI.B.2. shall relate only and be limited to the lesser of (i) the totl depth actually drilled oc (ii) the objective depth or Zone
of which the parties were given notice under Article VI.B.1. ("Initial Objective™). Such well shall not be Deepened beyond the
Initial Objective without first complying with this Article to afford the Non-Consenting Parties the opportunity to participate
in the Deepening operation.

In the event any Consenting Party desires to drill or Deepen a Non-Consent Well to a depch below the Initial Objective,
such party shall give notice thereof, complying with the requirements of Article VIB.1, to all parcties (including Non-
Consenting Parties). Thereupon, Articles VI.B.1. and 2. shall apply and all parties receiving such notice shall have the right to
participate or not participate in the Deepening of such well pursuant to said Articles VLB.1. and 2. If 2 Deepening operation
is approved pursuant to such provisions, and if any Non-Conseating Party elects to participate in the Deepening operation,
such Non-Consenting party shall pay or make reimbursement (as the case may be) of the following costs and expenses:

(a) If the proposal to Deepen is made prior to the Completion of such well as a well capable of producing in paying
quantities, such Non-Consenting Party shall pay (or reimburse Consenting Parties for, as the case may be) that share of costs
and expenses incurred in connection with the drilling of said well from the surface to the Initial Objective which Non-
Consenting Party would have paid had such Non-Consenting Parcy agreed to paccicipate therein, plus the Non-Consenting
Party’s share of the cost of Deepening and of participating in any further operations on the well in accordance with the other
provisions of this Agreement; provided, however, all costs for testing and Completion or attempted Completion of the well
incurred by Consenting Parties prior to the point of actual operations 10 Deepen beyond the Initial Objective shall be for the
sole account of Consenting Parties.

(b) If the proposal is made for a Non-Consent Well chat has been previously Completed as a well capable of producing
in paying quantities, but is no longer capable of producing in paying quantities, such Non-Consenting Party shall pay (or’
reimburse Consenting Parties for, as the case may be) its proportionate share of all costs of drilling, Completing, and
equipping said well from the surface to the Initial Objecrive, calculated in the manner provided in paragraph (a) above, less
those costs recouped by the Consenting Parties from the sale of production from the well. The Non-Consenting Party shall

"also pay its proportionate share of all costs of re-entering said well. The Non-Coasenting Parties’ proportionate part (based

on the percentage of such well Non-Consenting Party would have owned had it previously participated in such Non-Consent
Well) 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 che Consenting Parties have recouped the
cost of drilling, Completing, and equipping the well at the time such Deepening operation is conducted, then s Non.
Consenting Party may participate in the Deepening of the well with no payment for costs incuered prior to re-entering the
well for Deepening.

The foregoing shall not imply a right of any Consenting Party 1o propose uny Deepening for a Non-Consent Well prior
to the drilling of such well to its Inicial Objective without the consent of the other Consenting Parties us provided in Article
VLFE.

5. Sidetracking: Any party having the right to participate in a proposed Sidetracking operasion that does not own an
interest in the affected wellbore ac the cime of che notice shall, upon electing to participate, tender to the wellbore owners its
proportionate shure (equal to its incerest in the Sidetrucking operation) of the value of chat porcion of the existing wellbore
to be utilized os follows:

(a) If the proposal is for Sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs
incurred in the initia! drilling of the well down to the depth ac which the Sidecracking operation is initiated,

(b) If the proposal is for Sidetracking a well which has previously produced, reimbursement shall be on the basis of
such party's propocrionace share of drilling and equipping costs incurred ia che initial drilling of che well down to the depth
at which the Sidetracking operartion is conducred, calculuced in the wanner described in Article V1I.B.4(b) above. Such party’s
proportionute share of the cost of the well's salvable materials and equipment down to the depth ac which the Sidetracking
operution is initiated shall be determined in accordance with the provisions of Exhibic “C.” \},%r

T such
party shall have fifreen (15) days from delnvery of the initial proposul in the casc of a proposal 1o dri -’:Pgrform
an operation on a well where no drilling rig is on locacion, or (wency -four (24) hours, exclysi Saturday, Sunday!md legal
well on which such opcrauqm is to be
conducted, to deliver to .|II p.nrncs cnmlLd 1o parucnparc in the pr opcr.uion auch party’'s alternative prop< sal, such
nng such
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2 within five (5) days after expiration of the clection period (or within twenty-four (24) hoyrss i OT Saturdsy, Sunday
3 and.legal holidays, if-2 drilling rig is on location), Each pacty shall ¢hend %0 deys (o twenry-fouc (24) hours if a rig
4 is on location) from receipe of such noticg In by TTivery of notice to Operstor to participate ‘in such operation or to
3 relinquish intergr Lotk T we l purxum: to (hc provmons of Arnclc V1.B.2,; failure by = party to deliver notice within
6 'YL eind J g o 5 g . .

7 7. Con!ormlmto Spacing Pateern. Nomuhsundmg the provmonx of thu Article V1.D.2,, it is :grced that no wells shall be
8 proposed to be drilled to or Completed in or produced from 1 Zonc from which 2 well located elsewhere on the Conttsc
9  Area is producing, unless such well conforms to the then-existing well spacing pattern for such Zone X .

10 8. Paying Wells, No party shall conduct any Reworking, Decpening, Plugging Back, Completion, Rccornplcuon. or
11 Sidetracking operation undec this agreement with respect 1o any well then capable of producing in paying quantities except
12 with the consent of all parties that have not zelinquished interests in the well at the time of such opcnuon

13 C. Completion of Wells; Reworking and Plugging Dack:

14 1. Completion: Without the consent of all partics,-no well shall be drilled, Decpened of Sadcmd:cd except any well
15 driiled, Decpened or Sidcteacked pursuant to the provmons of Article VLB.2, of this :grccmcm. Consem to the deilling,
16 Decpenlng or Sldetracking shall include:

1?7 O Option No. 1: All necessary expenditures for :hc dnllmg. Dccpcnmg or Sld:rnckmg. xcsung. Completing and
18 equipping of the well, including necessacy tankage 1ad/ac sutface facilitics,

19 X Option No. 2: All necessary expendituces for the drilling, Deepening or Sidetracking and :ming of the well. When

20 such well has reached its authorized depeh, and all logs, cores and other tests have been complctcd and the results
21 thereof fuenished to the pacties, Operacor shall give immeditte notice to the Non-Opcrstars having the right to
22 . patticipate in 1 Completion attempt whether ‘or not Operator recommends attempting to Complete the well,
23 “ together with Operator's AFE for Completion costs if not previously provided, The parties recelving such notice
24 shall have focty-cight (48) hours (exclusive of Sacucday, Sunday snd legal holidays) in which, (o elect by delivery of
23 notice to Opcruor to participate in a recommended Completion attempt or to make & Compl:uon proposal with an
26 accompanying AFE. Operator shall deliver any such Completion proposal, or any Gomplcnon proposal conllicting
27 with Operator’s proposal, to the other parties cnmlcd to participate in such Complcnon m accoedance with the
28 procedures specified in Acticle YIB.G, Election (o pzmcxp:tc in & Completion attempt shall "include consent o all
29 nccessary expenditures for the Completing and equipping of such well, including necessary tankage and/or suclace
1] facilities but excluding any stimulation operation not contsined on the Completion AEE. Failute of any pacey
3 recciving such notice to reply within the period above fixed shall constitute an election by-that party pet to
Y] © participate in the cost of the Completlon stempt; provided, that Artlcle W::Kd:&shnll conttol in -the case of XVI.
33 conllicting Complcuon proposals, If one or more, but less than all of the partics, ¢clect 1o attempt a*Completipn, the
34 provisions of Acticle VI.D.2, hercof (the phrase I\cworkmg. Sidetracking, Dccpcmng. Rccompledn; oc Plugging
» Dack” as contained in Acticle YLB.2. shall be deemed to include “Completing™) shall npplx to the. opeeations
3G thereafter conducted by less than all parties; provided, however, that Article Y1.D.2 shall apply‘ scparately to each
3 scparate Completion or Recompletion astempe undertaken hereunder, and an election to become 3 Non-Consenting
38 Party as to one Completion or Recompletion attempt shall not prevent a party from becoming a Cpnscnung Parcy
39 in subsequent Completion or Rccomplcuon attempts regardless whether the Consenting Parties as to earlicr
40 Completions or Recompletions have recouped their costs pursuant to Article V1.B.2.; provided further, that any
44 recoupment of costs by a Consenting Parry shall be made solely ftom the production attributable to the Zone in
412 which the Completion attempt is made. Election by 2 previous Non-Consenting Party to participate in a subsequent
43 Completion or Recompletlon sttempt shall require such party to pay its propoctionate share of the cost of salvable
44 materials and cquipment installed in the well pursuan to the previows Completion or Recompletion attemps,
43 ' insofar and only insofar as such matetials and cqu:pm;m benefit the Zone in which such party participates in a
46 Completion sttempt. .

47 2, Rework, Recomplete or Plug Back: No well shall bc Reworked, Recompleted or Plugged Dack except a, well Rewacked,
48 Reccompleted, or Plugged Back pursuant to the provisions of Article V1D.2, of this agreement, Comcm to the Reworking,
49 Recompleting or Plugging Back of a well shall include all necessary expenditures in conducung such operations and
50  Completing and equipping of said well, including ncccxs:ry unkagc and/oc sucface facilitics.
31 D. Other Operations:
52 Operator shall not undcreake any single project rcuonably estimated to require an expenditure In exccu of
33 Dollaes (§ ——25,000_00. ) except {d connection with the
54  driliing, Sidetracking, Reworking, Decpening, Completing, Recompleting or Plugging Back of a well that has been previously
35 authorized by or putsusnt to this sgreemene; provided, however, that, In case of explosion, lirg, flood or other sudden
36 emcrgency, whether of the same or dilferent nature, Operator may fake such'steps and incur such expenses as In its opinion
57  are requited 10 deal with the emergency to salcguard life and property but Operator, as prompely a3 passible, shall report the
58 emergency to the other partics. 1f Operator prepares an AFE for its own usc, Operator shall futnish any Non-Operator s0
39 requesting an information copy thereof for any single projcct costing in excess of _.mgnty_ime_mhausand__ Dollars
6 (3 m ). Any party who has not relinquished its intcrest in a well shall have the right t0 propoese that
61 Opersior perform repalt work or undectake the installation of amhml lift equipment or ancillagy production facllities'such as
62 saht water disposal wells or to conduct additional wock with respecr 10 2 well drilled hercunder of other similar project (bus
63 not including the installation of gathering lines or other transporeation or m:rkcung facilities, the instaljation of which shall
64 be governed by scparate agreement berween the parties) rcasonably estimated to fequite an cxpcndmm: in excess of the
65 smoun fiest set forth above in this Article YLD, (except in conncction with an ‘opcration required to be proposcd under
66 Articles VLB.1. or VLCI1, Option No. 2, which shall be governed exclusively by those Artidles). Operator shall deliver such
67  peoposal (0 all parcies eacitled to pardicipate theccin, If within thicey (30) days chereof Operator secures the written-consent
68 of any parcy or partics owning at least 80 % of the interests of the parties enticled to parricipatt in. such .operation,
69  cach pacty having the right to participace in such project shall be bound by the terms of such proposal and shall be obligated
70 to pay its proportionate share of the costs of the proposed project as if it had consented to such project pursusat to the teems
71 of the proposal. | ,
72 E. Abandonment of Wells:. o LT
73 1. Abandodment of Dry Holes: Except for any wcll drilled o Dc:pcncd pucsuant to Acticle vVLB2, my well which has
74 been drilled or Deepened under the terms of this agreement and i3 proposed 10 be completed as 1 dry.holé shall not be
*or such well has been approved as an exception to the then: existing”

Ll e e e b e B it mrrrmt ewrrmm Yiey b om e el
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plugged and abandoned without the consear of all pactics. Should Opcrator, afier diligent cffore, ‘bz unable to contact any
pacry, or should any party fail to reply within forcy-cight (48) hours (cxclusive of Sarurday, Sunday and legal holidays) afier
delivery of notice of the proposal to plug and sbandon such well, such pacty shall be deemed to have tonsented to the
proposcd sbandonment, All such wells shall be plugged and abandoned in accordance with applicable cegulations and at the
cost, risk and expense of the partics who participated in the cost of drilling or Decpening such well. Any parry who objects to
plugging and abandoning such well by natice delivered to Operator within (ory-cight (48) hours (exclusive of Saturday,
Sunday and lcgal holidays) after delivery of notice of the proposed plugging shall take over the well as of the end of such
forcy-cight (48) hour notice period and conduct fucther opcrations in search of Oil and/or Gas subject to the provisions of
Acticle YLB.; failure of such’ party 1o provide proof reasonably satisfactory 1o Operator of its financial ¢capability to conduct
such operations or (o 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 renzin or take possession of the well and plug and sbandon the well. The party
taking over the well shall indemnify Opcrator (if Opcerator is an abandening party) and the other abandon'ing parties against
liability for any further operations conducted on such well except for the costs of plugging snd abandoning the well and
testaclng the sutface, for which the sbandoning pacties shall cemain propoctionately liable.

2, Abandonment of Wells That Have Produced: Except for any well in which 1 No-Consent opemlon has been
conducted hereunder for which the Consenting Pastics have not been fully reimbursed as herein provided, any well which has
been completed as a producer shall not be plugged and 2bandoned without the consent of all parties. Il all parties consent to
such abandonment, the well shall be plugged 1nd sbandoned in accordance with applicable regulations and ac the cost, risk
and expense of all the partics hercto, Failure of 2 pacty to reply within sixty (60) days of delivery of notice of proposed
sbandonment.shall be deemed 2n clection to consent to the propasal. If, within sixcy (60) days after aclivcry of notice of the
proposed abandonment of any well, all partics do not agree to the abandonment of such well, those -wishing to continuc its
operatlon from the Zonce then open to production shall be obligated to take over the well as of the expiration of the
applicable notice period and shall indemnify Operator (if Operator is an abandoning party) and the other sbandoning partics
sgalnst labilicy for any further operations on the well conducted by such partics, Failure of such party be parties to provide
prool reasonably satsfactory to Operator of thelr fingncial capability to conduct such operations oc lo take over the well
within the required period or therealter to conduct opcrmom on such well shall eatitle Operator to rcuin or take possession
of such well and plug and sbandon the well.

Parties taking over s well as provided héreln shall tcndcr to cach of the other partics its propomom(c ﬂhre of the value of
the well's salvable material 1nd 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 sbandoning snd-surface restoration costs and the estimated cost of salvaglng are higher than the
value of the well's salvable material and equipment, cach of the abandoning partics shall tender to the parties. continuing
operadlons theic proportionate shares of the estimated excess cost, Each abandoning party shall assign 10 the non-abandoning
parties, without warrsnty, expeess or implied, as to title or as to quantity, or fitness for use of the vquipment and material, all
of its interest in the wellbore of the well and rclated cquipment, 1ogether with its intecest in the I.caschold msollr and only
Insofar as such leaschold covers the right to obtain production from that wellbore in the Zone then open to production, Il the
interest of the sbandening party is or includes an Qil and Gas lntceest, such parry shall execute and deliver to the non-
abandoning party or partics an oil and gas lease, limited to the wellbore and the Zone then open to production, for a term of
one (1) year and 30 long thereafter as Oil and/or Gas is produced from the Zone covered thereby, such leaie 10 be on the-form-*
sttached-s-Bxhibic28:" The assignments or leases so limited shall encompass the Drilling Unlt upon which the well Is located.
The piyments by, and the sssignments oc leases to, the assignices shall be in 1 ratio based upon the relationship of their
respective percentage of pacticipation in the Contract Arca to the aggregate of the percentages of participstion in the Contract
Arca of all assignees. There shall be no readjustment of interests in the remaining portions of the Contract Area.

Therealter, abandoning parties shall have.no further cesponsibility, liability, or interest in the operation of or production
from the well in the Zone then open other than the royaltics retained in any lease made undee the terms of this Asticle. Upon
request, Operator shall continue to operatc 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 acisc a3 the resule of the scparate
owncrship of the issigned well. Upon proposed abandoament of the producing Zone assigned or Jeased, the hssignor or lessoc
shall then have the option to repurchase its prior interest'in the well (using the same valuation formuls) 1nd participate in
!urlhcr opcrations thecein subject to the provisions hercol.

3, Absndonment of Non-Consent Operations: The provisions of Article YLE.L or VL2, sbove’ shall be spplicable as
between Consenting Parties in the event of the proposed abandonment of any well excepied from uld Acticles; provided,
however, no well shall be permancatly plugged and abandoncd ualess and until all parties having the'right to conduct further
operatlons thereln have beeni notificd of the proposed abandofiment and afforded the oppoitunity to elact to take aver the well
In sccordance wlth the provisions of this Artlcle VLE.; and provided further, that Non-Consenting Pmm whu own 10 Interest
in 2 portlon of the well shall pay their proportionate shares of abandonment apd surface r:nomlon costs’ for such well 13
provided in Acclcle Y1.B.2.(b), , .

F. Terminatlon of Operations: : -

Upon the commencement of an operation for the dnlhng, Reworking, Sidctracking, Plugging Back, Decpening, testing,
Completion or plugging of a well, including but not limited to the Initial Well, such opcration shall not be terminated without
consent of pacties beacing —S0 % of the costs of such operation; provided, however, that, in the event _Branite-or other
practically impenctrable substance or condition in the hole is encouniered which cenders [urther opcuuom irmpractical,
Opcrator may discontinue opcrations 1nd give notice of such condition in the manner proyided in Article V1B,1,“and the
provisions of Article VLB, or VLE. shall therealtier apply to such operation, as appeopriate.

G. Taking Production in Kind: !
B Option No. 1: Gus Balancing A ent Amchcd . :

Each pary shall rake in kind I scparatcly dispose of ‘its proportionate share of all Oil and, Gas prcduced !tom the
Contract Ares, exclusive of production which may be wsed in development and producing opcnuom and § in prepazing and
treating Oil and Gas for macketng purposes and production unavoidably Jost. Any extra expenditure iocurred in‘the taking
in kind or separute disposition by any party of its proportionate share of the production shall be’borne by such party. Any

' party taking its share of production in kind shall bc sequired 1o pay for only its proportionate shm: of such part of
Opcrator's sucface facilities which it uses. R

Each pacty shall exccute such division ocdecs and contraces as may be necessary for the. s1|e of lu interest in

producuon from the Contrace Ares, and, except as provided in Article VILD,, shall be entitled to reccive plymcm

* a mutuallv aaread farmn
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directly from the purchaser thereof for i its share of all production. ' .

1f any party [ails 10 make the xrrzngcmcms nccessary 10 take in kind or separately duposc ol its proportionate
share of the Oil produced from the Contract Arca, Operator shall have the right, subject to the revocation ac will by
the party owning it, but not the obligation, to pucchase such Oil or sell it to others at ariy time and from time 1o
time, for the account of the non-taking pacey. Any such purchase or sale by Operatqe.may be terminated by
Operator upon at Jeast 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 Opcrator 10 exetcise &t any
time its right to take in kind, or scparately dispose of, its share of all Oil not previously delivered to 2 purchaser,
Any puschasc oc sale by Operator of any other pirry's share of Oil shall be only {or such ressonsble periods of time
15 arc consistent with the minimum nceds of the industry under the particular cnrcummncc: but in no event for a
period in excess of one (1) year.

Any such ssle by Operstor shall be in 2 manncr commercially rc:son:blc under the circumstances but Operator
shall have .no duty to share any existing market or to obuin 1 pricc cqual to that reccived under any existing
market. The sale or delivery by Operator of a non-taking parry’s share of Oil under the terms of any existing
conteact of Operntor shall not give the non-taking party any interest in or make the non-taking party a party 10 sid
contract, No purchase shall be made by Operatar without first giving the non-taking party at least ten (10) days
written notice of such intended purchase and the price to be paid or the pricing basis 10 be used.

All pacties shall give timely written notice to Operator of their Gas marketing arrangements for the following
month, excluding price, and shall notify Operator immediately in the cvent of a change in such arrangements.
Operator shall maintain records of all marketing arrangements, snd of volumes xcm:Hy sold or, teansported, which
rccords shall be made available to Non-Operators upon reasonsble request.

In the event onc or more partics’ separate disposition of i s share of the Gas auses split-stream, deliveriss 1o separate
pipclines and/or deliveries which on & day-today basit for any reason are not exactly equal to 1 party's respective proportion-
ate share of toal Gas sakes o be allocated 1o it, the balinding or saounting between the partics shall be in acordance with
any Gas balancing agreement berween the parties hercto, whether sudy an agreement is attached, as Exhibit E" or is s

) scpamc sgreement. Operator .thxll gwc notice to all parties of the first sales of Gas !mm any well undec this agreement,

""b "B' vvvvvvv e

Each patry shall ukc in kind or xcp:mcly dupos: of its propomomtc share of all Oil znd Gas produccd}r(

be borne by such party. Any party taking its share of production in kind shall be rcquxrcd .o/pay lor only iis
proportionate share of such part of Operator's surface facilities which it uses. g ,

Each party shall exccute such division orders and contracts ss may be necessary for the sale of its interest in
production from the Contract Ares, and, exccpt as provided in Article VILD,, shall be nmf:d 1o receive payment
directly from the purchascr thereof for its sharc of all production.

I any party fails to make the acrangements nccessary to take in kind or seppdately dispose ol jts propoctionate
share of the Oil and/or Gas produced from the Contract Ares, Operator fhall have the right, subject to the
revocation at will by the party owaing, it, but not the obligation, to purchas€ such Oil and/or Gas or sell It 1o others
at any time and from time to time, for the account of the non-tsking pdrey. Any such purchase or sale by Operator
may be terminated by Operator upon at least ten (10) days written rfbtice to the owher of .said production and shall
be subjeet always to the right of the owner of the production u at lease ten (10) days writien hotice 10 Oparstor
1o exercize its right to take in kind, or sepacatcly dispose of, J& share of all Oil and/or Gas not praviously dellvered
to a purchaser; provided, however, that the cffective dax€ ol any such revocatioo may be delerred st Operator's
clection for s period not to excced nincty (90) dayp/if Opcrator has committed such production .to a purchase
contract having a term cxtending beyond such ten #10) -day period.. Any purchase or sale by Opcrator of any other
party's share of Oil and/or Gas shall be onlyfor such. reasonable periods of time a3 arc consistent with the
minimum needs of the industry under the patticular ciccumstances, byt in no event for o p«_’io'd in axéess of ane (1)
yeac. J

Any such sale by Operator shall be/in 3 manner commercially reasonable under the sircumdtahees, but Operator
shall have no duty to sharc any exiéting market or'transportation arrangement or to obtaln 1 pelce br transportation
fec cqual to that reccived upder any existing market or transportation arrangement, The asle or Jelivery by
Operator of a noa-taking pafty's shace of production under the terms ol any existing cantract of Opcmor shall not
give the non-taking parsf any interest in or make the non-taking party a party to said contract. No purchase of Ol
and Gas and no salgOl Gas shall be made by Operator without first giving the non.taking. pacty ten days written
notice of such inpefided purchasc or sale and the price to be paid or the pricing basis 10 be vied, Opernor shall glve
notlce to all paftics of the first salc of Gas from my well under this Agrccmcm.

ARTICLE V1L
EXPENDITURES AND LIABILITY or PAR’I‘IES v

A. Liablility of Parties:

The liability of the parties shall be scveral, noc joint or collective. Each party shall be responsible only for its obligacions,
and shall be liable only for its proportionace shace of the costs of dcv:lopmg and operating the Contract Area, Accordingly, the
licns granted among the partics in Acticle VILB, are given 1o securc only the debts of each severally, and no party «shall have
any liabiliry 1o third partics hercunder to satisfy the default of any other parcy in the payment of any expense or obligation
hereunder, It is not the intention of the parties to create, nor shall this agreement be construed as cregting, s mining oc other
parinership, joint venture, sgency relationship or association, or (o render the parties liable as partness, co-venturers, or
principals. ln their relations with cach othee under this agreement, the partics shall not be considered fiduciaries or to have
csuablished a conlidential relacionship but racher shall be free o act on an arm'sJdength basis in accordance with. thelr own
respective self-intcrest, subject, however, to the obligation of the pamc: to act in good falth in their dealings with each othcr

with cespect to activities hcrcundcr
»



A.AP.L FORM 610 -‘IMODEI; FORM OPERATING AGREEMENT - 1989

B~ O\ WA D W N e

AW N e O\~ ~ N e NV O NNV N~ OGSOV DA N — OV OV AW RN e OO0 SOV o we BN)em O D O WA WA — OV

B. Licns and Securicy Intcreses: . _ ,

Each party grants to the other pacties hercto a lien upon sny interest it now owns or hereafter acquires in Oil snd Gus
Leases lnd Oil and Gas Interests in the Contract Aren, and . security Interest and/or purchase money security interest in any
iatecest it now owns or heresaflter acquires in the personal property and fu:mrc: on or used or obtained for usc in connection
therewith, to secure performance of all of its obligations under this agreement including but not limited to payment of expense,
interest and fecs, the proper disbursement of al) monics paid hercunder, the assignment or relinquishment of interest in Oil
and Gas Leascs a3 required hereunder, and the proper pecformance of operations hercunder. Such licn and securley Interest
granted by each party hercto shall include such pacty's leaschold interests, working intcrests, operating nghu. snd royalty and
overriding royalty interests in the Contract Area now owned or hereafier acquired and in lands pooled or unitized therewith or
otherwisc becoming subject to this agreement, the Oil and Gss when extracted therefrom and equipment situated thereon or
used or obtained for use in conncction therewith (including, without limitation, all wells, tools, "1nd rubular goods), and accounts
(including, without limitation, sccounts arising from gas imbalances or from the sale of Oil snd/or Gas st the wellhead),
contract rights, inventory and gencral intangibles relating-chereto oc arising therefrom, and all procced.x and products of the
forcgoing.

To perfect the lien 2nd security agreement provided herein, cach party hereto shall execute and 1cknowledge the recording
xup;;lcmcm and/or sny finsncing statement prepared and submitted by any party hereto in conjunction herewith or st any time
lollowing excqution heteof, and Opceator is authorized to file this agreement ot the recording supplement executed herewith as
a lien or moctgage in the spplicable real cstate records and as & financing statement with the proper officer under the Uniform
Commercisl Code in the state in which the Contract Area is situated and such other states a3 Operator shall deem sppropeiate
to perfect the security interest granted hereunder. Any party may file this agreement, the recording supplement executed
herewith, ar such other documents as it deems necessary ‘as & licn or mortgage in the zpplicable real dstate records and/oc 1
financing statement with the proper officer under the Uniform Commercial Code.

Each parry represents and wacrants to the other partics heceto that the lien and security interest gnntcd by such party to
the other parcies shall be 2 fiest and prior licn, and cach party hereby sgrees to mainain the priociry.of said licn and securiy
interest sgainst all peesons icquiting an interest in Oil and Gas Lenses and Interests covered by this 1greement by, through or
under such parey. All pactics acquiring an interest in Oil 1nd Gas Leases and Oil and Gas Interests coveréd by this agreement,
whether by sssignment, merger, mortgage, opcration” of law, or otherwise, shall be deemed to have taken subject

.to the lien and sccurity interest granted by this Acticle VILB. a3 to all obligations attributable to such interest hereunder

whether or not such obligations arise before or after such interest is 1cquired.

To the extent that parties have 1 sccurity interest under the Uniform Commercisl Code of lhc state in which the
Contract Arca is situated, they shall be eatitled to exercise the rights 1nd remedics of 1 sccured party under the Code.
The bringing of a suit and the obuining of judgment by 2 party for the secured indebiedness shall not be deemed an
clection of remedics or otherwise affect the lien rights or security interest as security for the’ payment thereof, in
addition, upon dcfault by any paccy in the payment of'its sharc of expenses, interests or fecs, or upon the improper use
of funds by the Opecrator, the other partics shall have the right, without peejudice to other rights or remedies, to collect
from the purchaser the procecds from the sale of such defauliing parcty's share of Oil and Gas untll the amount owed by
such party, plus interest a5 provided in “Exhibic C,” has been teccived, 2nd shall have the cight 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 tely on a notiflcation of default from the non-defaulting pacty or pactics stating the amount due 2s 2 result of the

default, and all parties waive any recourse available against purchasers for releasing production proceeds a3 provided in

this paragraph, : :

Il any party fails 10 pay its share of cost wuhmhmmmm/dasy?:hcr rendition of s statement therelor by
Operator, the non-delaulting parcics, including Opcrator, shall, upon request, by Operstor, pay the unpsld amount In the
propaction thac the interest of cach such party beacs to the interest of all such pacties. The amount paid by each paety so
paying its share of the unpaid amount shall be secured by the licns and sceurity rights described in Acticle ViLB., and each
paying party may independently pursuc any remedy available hercunder or otherwise.

I any party docs not peeform all of its obligations hercunder, and the failure 1o perform subjects such party to foreclosutc
or cxccution proceedings pursuant to the provisions of this agreement, to the extent allowed by governing law, the delaulting
party waives any available right of redemption from and after the date of judgment, any required valuation or appraisement
of the mortgaged or sccured propercy prioc to sale, any available right to stay exccution or to requite & marshalling of assets
snd sy required bond In the event s receiver Is tppainted. In sddition, to the extent peemltied by appliaable law, ench party
hereby grants te the other partles a power of sale as to any property that is subjact to the Hen and decutlty eights grantad
hereundet, such power to be cxercised in the manner prowdcd by applicable law or otherwise In & commercially reasonable
manner and upon teasonable notice,

Bach party ageees that the other partics shall be entitled o utilize the provisions of Oil and Gas lien law or other lien
law of any state In which the Contract Areais sicuated to enforce the obligations of cach party heteupder. Without limiting
the generality of the foregoing, (o the extent permitced by spplicable law, Non-Operators sgeee that Opeestor may invoke or
utilize the mechanics' or macerialmen’s lica law of the state in which the Conteser Acca is situated In ordee to seccure the
pryment to Operator of any sum duc hereunder for services performed or materials supplied by Operator.

C. Advances: :

Operator, at its clection, shall have the right {rom time to time 10 demand and reccive from one or more of the other
pactics payment in advance of their respective shares of the estimated amount of the expensc to be incurred in operations
hercunder during the next succecding month, which right may be excrcised only by submission to each such party of an
itemized statement of such estimated expense, together with an invoice for its share thercol. Each such unemcm‘.'aﬁd.lnvokc
for the payment In advance of estimated cxpense shall be submitted on or bc(ore TEZZOE my the next preceding. month,
Each parry shall pay to Operator its proportionste share of such estimate within x slier such esdmate and
invoice is received, If any parcy fails to pay its sharc 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 beeween sdvances and actual expense.to the end
thac cach parry shall bear and pay its propomonuc share of actual expenses incurred, 1nd ao mare. .

D. Dcfaules and Remedies:

W any party lails 1o discharge any financial obligation under this agecement, including without limitation -the fallure to
make sny advance under the preceding Acticle VILC or any other provision of this agreement, within the period.required for
such paymecat hercunder, then in addition to the remedics provided in Arcicle VILB. oc elsewhere i .in ‘this agreement, the
cemedics spccxllcd below shall be applicable. For purposes of this Article VILD,, all notices and clccnons shall be delivered
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only by Operator, except-that Operator shall deliver any such notice and election tequested by 2 non-defaulting Non-Operator,
and when Operator is the party in default, the applicable notices and elections can be delivered by any Non-Operator,
Election of sny onc oc more of the following remcdics shall not peeclude the subsequent usc of any other remedy specificd
below or otherwise availsble to 2 non-defaulting party.

1. Suspension of Rights: Any pacty may deliver to the pacty in defaule & Notice of Defaul, which shall spccnfy the default,
specify the action to be taken to cure the defaule, and specify that failure to take such action will tesult in the exercise of one
or more of the remedics provided in this Acticle. If the default is not cured within thicey (30) days of the delivery of such
Notice of Default, all of the rights of the defaulting pacty granted by this agreement may upon notice be suspended until the
default is cured, withoue prejudice to the right of the non-defaulting party or partics to continue to enlorce the obligations of
the defaulting party previously accrucd or thereafter accruing under this sgreement. If Operator is the party in default, the
Non-Operators shall have in sddition the right, by vote of Non-Operators owning a majority in interest in the Contrace Area
aftec excluding the voting interest of Operstor, to appoint 2 new Operator elfective immedintely. The rights of 1 defsulting
party that may be suspended hercunder st the election of the non-defaulting partics shall include, without limitation, the right
1o reccive information as to xny operation conducted hercunder during the period of such default, the right o clect to
participate in an operstion proposed under Article VLB, of this agreement, the right to participate in an operation being
conducted undee this agreement cven if the party has previously, elected to participate in such operation, and the right to

reccive proceeds of production from any well subject to this agreement.

2. Suit for Damages: Non-defaulting parties or Opcrator for the benefit of non-defaulting parties may suc (at joiat
account cxpensc) to collect the amounts in delsule, plus intctest accruing on the amounts recovered from the date of defaule
until the date of collection at the rate specified in Exhibit "C" attached hereto. Noching hetein shall peevent any parey from
suing 1ny defaulting party to collect conscquential damages accruing to such party as a result of the defaule.

3. Deemed Non-Consent: The non-defaulting pacty may deliver & wricten Notice of Non- Conscnt Election to the
defaulting parey at any time alter the expleation of the thirty-day cure peciod follawing delivery of the Notice of Defauk, in
which event if the billing Is for the drilling of 2 new well or the Plugging Back, Sidetracking, Reworking or Deepening of a
well which Is to be or has been plugged a3 a dry hole, or for the Completion or Recompletion of any-well, the defaulting
pacty will be conclusively deemed to have elected not to participate in the operation and to be & Non-Consenting Pacty with
respect thereto under Article VLB, or VIC, as the case may be, to—the—cxtent—oi—~the—costrenprid=brsuch—purtyr
notwithstanding any clection to participate theretofore made. If clection is made to procced under this provision, thea the
non-defaulting partics may not ¢lect to sue for the unpaid amount pursuant to Acticle YILD.2,

Until the delivery ol"‘such Notice of Non-Consent Election to the defaulting party, such party shall have the right to cure
its defaule by paying its unpaid share of costs plus interest at the rate sct forth in Exhibit “C,” provided, however, such

payment shall not prejudice the rights of the non-defaulting partics to pursuc remedies for damages incurred by the non.
defaulting partics as a result of the default. Any interest relinquished pursuant to this Article VILD.3. shall be offered to the
non-defaulting pactics in proportion to theic interests, and the non-defaulting pactics clecting to pacticipate in the ownership
of such interest shall be requiced to conteibute their shares of the defaulted amount upon their clection to participate thereln,

4. Advance Payment: If a default is not cured within thirty (30) days of the delivery of & Notice of Delault, Operator, or
Noan-Operators if Operator is the defaulting party, may thetealter require advance payment from the delaulting
pacty of such defaulting pary's anticipated share of any item of expease foc which Operator, or Non. Opcmou. 13 the case may
be, would be entitled to relmbursement under sany provision of thls sgreement, whethee o not such expcmc was the subject of
the prevlou.s default, Such right includes, but is not limlted to, the eight to requice advance payment for the estimated costs of
drilling a well or Completion of & well as to which an clection 10 participate In drilling or Completion has becn made. If the
defaulting pacty falls to pay the required sdvance payment, the non-defaulting partics may pursue any of the remedics provided
in this Article VILD, or any other delault remedy provided elsewhere in this sgreement. Any excess of funds advanced remaining
whea the opecration ls completed 1nd slf costs have been paid shall be promptly returned to the advancing paety.

5. Costs and Acttorneys’ Pees, In the event any party is required to bring legal procecdings to enlorce any [financial
obligation of & party hercunder, the prevailing party in such action shall be entitled to recover all court costs, costs of
collection, and a reasonable sttorncy’s fce, which the licn provided for herein shall also sccure.

E. Rentals, Shut-in Well Payment and Minimum Roysltics: ' e

Reatals, shut-ln well payments snd minimum royaltics which may be required under the teems of sny lsase shell be paid
by the party or partles who subjected such lease to this agreement at its or their expense. In the event two or moce partles
own and have contributed iaterests In the same lease to chis agreement, such pacties may designate one of such pacties o
make 3ald payments for and on behalf of all such parties. Aay parcy may request, and shall be entitled to receive, proper
evidence of all such payments. In the cvent of failure to make proper payment of any cental, shutsin we)l payment or
minimum royalty through miscake or oversight where such  payment is required to continue the lease In force, any loss which
ccsults from such nonspsyment shall be borne in accordance with the provisions of Article 1V.D.2,

Opecstor shall notify Non-Operators of the anticipated completion of s shut-in well, or the shuumg in or ceturn o
production of s producing well, st least five (5) days (cxcluding Ssturday, Sunday and legal holidays) prior to taking such
action, or at the eacliest opportunity permitted by circumstances, but assumes no liability for failure 1o do 10, In the event of
failuce by Operator to 30 notify Non-Operators, the loss of any Jeasc contributed heteto by Non-Operators foe failure ro make
timely payments of any shut-in well payment shall be borne jointly by the parties hereto under the provisions of Article
V.03, " ' %
F, Taxes: ‘ ' . : ' -

Deginaing with the first calendar year after the effective date hereof, Operator shall render for ad valorem tag
property subject to this sgreement which by law should be tendered for such taxes, and it shall pay all such taxedk
thercon belore :hcy become dclinqucnt Prior to lhc rcndition dzu:, each Non -Operator sh:ll fucnish Operator inlo

subject to outstanding excess myalncs, ovcmdmg royalucs or productjon payments, the reduction in :'d,gyllgr qt taxes
resulting thercfrom shall inure (o the benefit of the owner or owners of such Lesse, and Operator shall ’;3 usi hi’ sﬂc to
such_owner or owners 5o as to reflect the benefit of such reduction.- If the 3d valorem taxcs arc bucd nlw qlf part
upon scparate valuations of each party’s working interest, then notwithstanding™ snything to the cunmrf\hg?y es to
the joint account shall be made and paid by the parties hercto in accordance with the tax value gencraieft ‘b
working interest, Operator shall bill the other parties for their propomomtc shaces of al) 1ax p:)" ediy Tmﬁ"h‘inﬂf
provided in Exhibic "C." ) {:‘:a..-.\ m‘:ﬂa-l?:.)::":l-::
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* s mutually agreced form,

“extein possible, be governad by provisions identical to ¢his agreement. Each party shall promptly notify all

If Opcrator considers any tax asscssment improper, Operator may, at its discretion, protest within the time and manner
presceibed by law, and prosccute the protest to a final determination, unless all parties agree to abandon the protest prior to final
determination. During the pendency of administrative or judicial proceedings, Opcrator may clect 10 pay, under protest, all such taxes
and any interest and penalty, When any such protested assessmeat shall have beea finally determined, Operacor shall pay the tax for
the joint scoount, together with any interest and penalty accrued, and the total cost shall then be assessed agaimr the partics, and be
paid by them, 1s provided in Bxhibit “C."

Each party shall pay of cause to be p:ud all producnon, severance, excise, gathering and othcr taxes 1mposed upon ot with respect
""" - ARTICLE V1L

ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST
A. Surrcnder of Leases: »

The Lezses covered by this sgreement, insofar as they embrace acreage in the Contract Arca, shall not be surrendered in whole
of in part unless all parties consent thercto,

However, should any party desire to surcender its intercst in any Lease or in :ny portion thereof, such party shall give written
notice of the proposed surrender to all partics, and the partics to whom such notice is delivered shall have thirty (30) days after
delivery of the notice within which to notify the party proposing the surtender whether they clect 1o consent therero. Failure of a
party to whom such notice is delivered to reply within said 30-day period 'shall constitute & consent to the sucrender of the Lesses
desceribed in the notice, If all pacties do not agree or consent thereto, the pacty desiring o surcender shall assign, without express oc
implicd warranty of sitle, all of s interest in such Leasc, ‘or portion thescof, snd any well, material and equipment which may be
located thercon and sy rights In production thereaflter scaured, to the pacties not consenting to such succendet, If the interest of the
assigning party is oc includes sn Oil and Gus Interest, the assigning pacty shall exceute and deliver to the party or parties not
consenting to such surrender an oil and gas lease covering such Oil and Gas Interest for a term of onc (1) year and so long
thereafter as Oil and/or Gas is produced from the land covered thereby, such lease 10 be on Hre-formetteched-hereto-ss-Brhiie—Br
Upon such assignment or lease, the assigning perty shall be celicved from all obligations thercafter accruing, but not therctolore
accrued, with respect to the interest assigned or leased and the operation of 20y well auributable thereto, and the assigning party
shall have no further interest in the assigned oc leased premises and its equipment and production other than the coyaltics retained
in any lase made under the terms of this Article. The party assignee oc lessce shall pay to the parry assignor oc Jessor the
reasonable salvage value of the lauer's interest in any well's salvable macetials and equipment attributable 1o the assigned of leased
acreage. The value of all salvable matetials and equipment shall be determined in accordance with the provisions of Exhibit “C* less
the cstimated cost of salvaging and the estimated cost of plugging and abandoning and restoring the surface, Il such value is less
than such costs, then the party wssignoc oc 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 partics in the proportions that the
interest of cach bears to the tofal interest of all such pactics. If the inteeest of the partics to whom the assignment is to be made
varics acoording to depth, ‘then the intercst assigned shall similacly reflect such variances.

Any assignment, Jease or sucrender made under this provision shall not reduce oc change the assignor's, lessoc's or surrendering
party's Interest as it was immediaccly befloce the wssignment, lcase or surrender in the balance of the Contract Arca; and the acreage
assigned, Jeased or surrendered, and subsequent operations thercon, shall not therealter be subject to' the terms and provisions of this
agreement but shall be deemed subject to sa Operatlng Ageeement in the form of (hu sgreement.

D, Renewn! or Extension of Leases:
“ Il any party sccures a rencwal or replaccment of an Oil and Gas Lease or Interest subject to this agreement, then all other partics

promptly upon expiration of the existing Lease. The partics notificd shall have the right for a period of thirty (30) days lollowing
delivery of such notice in which to clect 1o pacticipate in the ownership of the renewal or replacement Lease, insofar as such Lesse
slfocs lands within the Contract Arca, by paying to the party who acquited it theic proportionate shares of the scquisition cost
nllkecated to that part of such Lease within the Contract Area, which shall be in propottion to the interests held st that time by the
puartics in che Conteact Arer. Bach party who participates in the purchase of a renewal or rcplaccmcm Lease shall be given an
susignment af lts propoctionate Intecest therein by the acquiting pacty,

If some, but less than sll, of the partics elect to pacticipate In the putchuc of a renewal or replacement Lease, it shall be owned
by the partics who elect to participate thercin, in 1 ratio based upon the relationship of their respective percentage of pacticipation In
the Contract Arca o the aggregate of the percentages of participation in the Contract Arca of all pacties pacticipating i 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 then all parties elect to participate shall not be subject to this sgreement but shall be deemed subject to 1 separate Operating
Ageeement in the form of this agreement.

If the interests of the partics in the Contract Area vary according to depth, then their right to participsie propottionately In
rencwal ot raplacament Lesses snd theic right to reccive 1n wssignment of interest shall also reflect tuch depth varlaneas,

The provlslons of thls Article shall apply to renewal or replacement Leases whether they are for the entlre interest covered by
the expiring Lesse or cover only a portion of its area or an interest thercin. Any rencwal or replicernent Lesse taken belore the
cxpliration of I predecassor Lease, or taken or contracted for or becoming effective within aix (6) montha after the explestion of the
cxisting Lesse, shall be subject to this provision so long a3 this agreement is in effect at the time of such sequisition or st the iime
the renewal or replacement lense becumes cffective; but any lease taken or aontracied for more than six {6) monthsfafter the
expiration of 1n exlsting Leuse shall not be deemed & rencwal oc rcpl-ccmcm Lease and shall not be subject 10 the provuio%s of this
ageecment, Al

The provisions in this Articde shall also be applicable to extensions of Qil and Gas Leases.
C. Acreage or Cash Coneributions:

While this agreement Is in lorce, if any party contracts for a contribution of ash towsrds the drilling of & well orﬂ

operation on the Contract Area, such contribution shall be paid (o the party who conducted the drilling or other opecatio md shall
be applicd by it against the cost of such drilling or other opecation. If the contribution be in the form of acreage, (hcjxmy q,whom
the contribution is made shall prompdly tendee an wssignment of he acreage, without wacranty of title, to the Drx luf l@ in the

o the
r pu m -o{ any
ucreage o¢ cash contributions it may obwin in support of any well or any other operation on the Contra m ‘shove
provisions shall also be applicable to optional rights to carn actcage outside the Contract Atea which are td'}u;&gﬁr{‘y ?‘Ejf'd““c{':

inside the Conteatr Arca . . e Netos i e et

pruportions said Drilling Partics shared the cost of drilling the well, Such scrcage shall become & separate Cong
th
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Il any party contracts for any consideration relating to disposition of such party's share of substances produced hercunder,

- such considcration shall not be deemed 2 contribution as contemplated in (hu Artide VII.C

D. Assignmeat; Matoronane-oi-Uailosm-latencii.,

0 UrpOT™U oo ofo Go Oti—srrd~Gur—bxwoes re-
Interests, wells, equipment and produmon covered by this agreement no pmy shall sell, encumly riet™ Ot mzkc other
dispasition of its interest in the Oil and Gas Leases and Oil and Gas Interesty cmbeeccd*Within the Contract Arez or in wells,
cquipment and production unless such disposition covers gjth

1, the entire interest of the papy.in-eOMTnd Gas Leases, Oil and Gas lnterests, wells, cquipment and production; or

2. 1n g ndivid®T percent of the party’s present interest in all Oil and Gas Leascs, Oil and Gas Interests, wells,

Evcry sale, encumbrance, transfer or othcr duponuon madc by sny parey shall be mude expressly subject to this ageeement
and shall be made without prejudice to the right of the oxhcr pactics, and any transferee of an ownership interest in any Oil and
Gas Lease or Interest shall be deemed & party to this sgreement 13 to the interest conveyed from and after the effective date of
the teansfer 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 untif thirty (30) days after they have received 2 copy of the
instrument of traasfer oc other satisfactory evidence thereol in writing from the teansferor ot teansferee. No assignmeat oc other
disposition of interest by a party shall relieve such party of obhgauom previously incurred by such party hereunder with respect
to the intcrest transferred, including without limitation the obligation of s party to pay sll costs attributable to an operation
conducted hereunder in which such party has agreed to participate prior to making such sssignment, and the licn and security
interest granted by Article VILB. shall continue to burden the interest transferred to secure payment of any such obligations.

If, at any time the interest of 20y pacty is divided among and owned by four or mote co-owners, Operator, at its discretion,
may tequire such co-owners to appoine a single trustee or agent with full nurhori(i' to reccive potices, approve expenditures,
receive billings for and apptove and pay such party's share of the joint expenses, and to deal gencrally with, and with power to
bind, the co-owners of such party’s interest within the scope of the opeations embraced in this agreement; however, all such co-
owners shall have the right to enter Into and execute all contracts or sgreements foc the disposition of their respective shares of
the Oil and Gss produced from the Conteact Area and xhcy shall have the right to receive, separately, payment of the sale
proceeds thereol,

E. Waiver of Rights to Particion;

If permitted by the Jaws of the state or states in which the property covered hereby is located, cach party hereto owning an
undivided interest in the Contract Arca waives sny and all rights it may have to partition and have sct aside to it in severalty its
undivided interest therein,

Frroterontial-Righr-so-Burehestc
Optionch-Chosibapplisebled

Acca, it shall promptly give written notice to the other parties, with full information concerning its proposed dispesttfn, which
shall include the name and sddress of the prospective teansfcree (who must be ready, willing and sbl ptchase), the pucchase
price, a legal description sufficient to identify the property, and all other tetms of the offer A other partics shall then have an
optional prior right, for & period of ten (10) days alter the notice is delivergdmrPurchase loe the stated consideration on the

- ssme terms and conditions the interest which the other party propos®s 1o sell; and, il this optional right is excrcised, the

purchasing partics shall share the purchased interest in the=ptoportions that the interest of cach bears to the toul interest of all
putchasing pactics. However, there shall be_po-ptflercntial right to purchase in those cases where any party wishes to morigsge
its intesests, or to teansfer title o isetilieresis o its mortgagee in licu of or pursuant to foreclosure of s mortgage of ks interests,
or to dispose of its ig by merger, reorganization, consolidation, or by sale of all or substantially all of its Oil and Gas assets
10 any paoyror by transfer of its intercsts to a subsidiary or parent company or to s subsidiary of ¢ parent company, or to sny

Mlanuio sulish sushomasts  aeiivttthostodds - .

ARTICLE IX,
INTERNAL REVENUE CODE ELECTION

If, for federal income tax purposes, this sgreement and the operations hercunder are regarded as 1 partnership, and if the
parties have not otherwise agreed to form a tax partnership pursuant to Exhibit "G" or other sgreement between them, cach
party thereby affected clects to be excluded from the application of all of the provisions of Subchapter "K," Chapter 1, Subkitle
“A," of the Internal Revenue Code of 1986, a3 amended (“Code™), a5 permitted and authorlzed by Sestion 761 of the Code and
the regulstions promulgsted thereunder. Operator is authorized snd directed to exccute on behalf of esch party hereby sffected
such evidence of this clection as may be tequited by the Sceretary of the Treasury of the United States or the Federal lnteenal
Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, and the data requiced by
Treasury Regulations §1.761, Should there be any requirement that each party hereby affected givg\hxnhcr cvidenke of this
election, each such party shall execute such documents and furnish such other evidenge as may be-requited by the Federal latecnal
Revenue Scrvice or as may be necessary 1o evidence this clection. No such party shall give any notices or take any other action
inconsistent with the election made hereby. If any present or funure income tax Jaws of the state or states in which the Contrsct
Atca s located or any future income tax laws of the United States contain provisions similar to those in Subchapter “K,* Chaper
1, Subtlitle "A,” of the Code, under which sa election similac to that provided by Scctlon 761 of the Code is permitted, ench pany
hereby alfected shall make such clection as may be permitted or required by such laws. In makipg the foregoing ¢lection, each
such party states that the income derived by such party from opcrations hercunder can be adequately determined without the
computation ol partnership taxable income. ) r

ARTICLE X. Iy
CLAIMS AND LAWSUITS o

Operator may sewtle any single uninsured third party damage claim or suit arising from operations hereunder if the qpcndmm:
docs not exceed Twenty=five Thousand  Dollars (4 .25.000,00 ) and if the payment is in complete sctdement
of such claim or suit. If the amount required for scttlement cxcreds the above amount, the parties hereto shall assune.and ‘take over
the further handling of the claim or suit, unless such authority is delegated (o Operator, All costs and expenses of. handling,:settling,
or otherwise discharging such claim’or suit shall be ac the joing expense of the partics participating In the openuon ‘from which the
chaim or sult arises. If & claim s madc sgalnst sny party or If any party is sucd on sccount of any master asising’ lmmqpuubm
hereunder over which such lndividusl has no control because of the rights given Operator by this Wmn&%hﬂ
immedistely notify all other partics, and the claim or suite shall be treated a3 any other claim or suit mvolvmg ‘operations hereunder.’

] 15 . ' ‘-L- e .  steme com
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ARTICLE XI. '
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeurc to carry out its obligations under this sgreement, other
than the obligation to indemnify or make monecy payments or furnish sccuricy, that parry shall give to all other parties
prompt written notice of the force majeure with reasonably full pacriculars concerning ic; thereupon, the obligations of the
party giving the notice, so far as they are affected by the force majeure, shall be suspended during, but no longer than, the
continuance of the force majeure. The term “force majeure,” as here employed, shall mean an act of God, strike, lockout, of
other industrial disturbance, act of the public enemy, war, blockade, public tiot, lightning, fire, stotm, flood or other act of
nature, explosion, governmental action, governmental delay, restraint or inaction, unavailability of equipment, and any other
cause, whether of the kind specifically enumerated above or otherwise, which is not reasonably within the control of the party
claiming suspension,

The alfected parcy shall use all reasonable diligence to remove the {orce majeure situation as quickly as peacticable. The
requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of steikes,
lockouts, or other labor difficulcy by the party involved, conmry to its wishes; how all such difficultics shall be handled shall
be entirely within the discretion of the parey concerned.

ARTICLE X1I.
NOTICES

All notices authorized or roquired between the pacties by any of the provisions of this agreement, unless otherwise
specifically provided, shall be in writing and delivered in person or by United States mail, couricr service, telegram, telex,
tclecopicr or any other form of fscsimile, postage or chacges peepaid, and sddressed to such partics at the addresses listed on
Exhibit “A." All tclephone or oral notices permitted by this agreement shall be confirmed immediately theceaftee by written
notice. The originating notice given under any provision hereof shall be deemed delivered only when received by the party to
whom such notice is directed, and the time for such parry to deliver any notice in response thereto shall run from the date
the originating notice is received. "Receipt” foc purpo:.cs of this agreement with respect to written notice delivered hercunder
shall be acrual delivery of the notice to the address of the parcy to be notilied specificd in accordance with this agreement, or
to the telecopy, facsimile or telex machine of such party. The second or any responsive notice shallbe deemed delivered when
deposited in the United States mail or at the office of the courier ar telegraph service, or upon transmiteal by telex, telecopy
or facsimile, or when personally delivered to the party to be notified, provided, that when response 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
partics. If a party is not available to receive notice orally or by telephone when a party attempts to deliver 2 notice required
to be delivered within 24 or 48 hours, the notice may be delivered in weiting by any other method specified hercin and shall
be deemed delivered in the same manner provided above for any responsive notice.

ARTICLE XI1l.
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
hercto for the period of time sclected below; provided, however, no party hereto shall ever be construed as having any right, title
or interest in or to any Lease or Oil and Gas Interest contributed by any other party beyond the term of this agreement.

Kl  Option No. 1: So long as say of the Oil and .Gas Leases subject to this agreement remain o are continued in

lorcc as to any part of the Contract Arca, whether by production, extension, renewal or otherwise.
8 a S . VUK SR N N oH-d LJ"A'IJIXA- L N Uedoillod usnd o
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of this agreement, results in the Completion of s well as a well capable of producnon of Qil and/or Gas |
quantitics, this agreement shall continue in force so long as any such well is capable of productips”and for an
additional period of days thereafter; provided, however, if, prior to ¢ xpiration of such
additlonsl period, one or more of the parties hereto arc engaged in drilling, Rewarki cepening, Sidetracking,
Plugging Back, testing or attempting to Complete or Re-complete s well or wells-tiercunder, this agreement shall
continue in force until such operations have been completed and if pr on results therefrom, this agreement
shall continue in force s provided hercin. In the event the well d d in Article YLA,, or sny subscquent well
drilled hereunder, results in & dry hole, and no other we capable of producing Oil and/or Gas from the
Contract Area, this sgreement shall terminate uphst drilling, Deepening, Sidetracking, .Complcting. Re-

completing, Plugging Back or Reworking o ons are commenced within : days from the. .

date of abandonment of said well, “Aba ment” for such purposes shall mean either (i) a decision by all partles
not to conduce any further opera@ns on the well or (i) the clapsc of 180 days from the conduct of any
operations on the well, whigheVer first occurs.
The teemination of this agregm@nt shall not relieve any party hereto from any expense, liability or Lolhcr obligation or any
remedy therelor which ha cmcd or attached pnor to (hc date of such xcrmmmqn

ARTICLE X1V, B .
COMPLIANCE WITH LAWS AND REGULATIONS .
A. Laws, Regulations and Ocders: .

This agreement shall be subject to the applicable laws of the statc in which the Contract Area is Jocated, 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 agrecement and all marters pertaining hereto, including but not limited to matters of pcdormlncc, non-
performance, breach, remedices, procedures, rights, duties, and interpretation or construction, shall .be governed and
determined by the law of the state in which the Contract Arca is located, If the Contract Arca is in two or more states,
the law of the statc of . "._Texas . shall govern,

C. Regulatory Agencies: e

Nothing hecein contained shall grant, or be construed to grant, Operator the nght or authority to walve or telnu any
cights, privileges, or obligations which Non-Opcrators may have under ledecal or state laws or under rules, regulations or
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orders promulgated under such laws in reference to oil, gas and mineral aperations, including the location, opecation, or

production of wells, on tracts offsetcing or adjaceat to the Contract Area.

With respect to the operations hereunder, Non-Operators agree (o release Operator from any and all losses, damages,
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 oc 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
consticute gross negligence. Each Non-Operator further ageees to reimburse Operatoc for such Non-Operacor'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 interpretation or application, together with interest and penalties thereon owing by Operator as a result of such
incorrect interpretation or application.

ARTICLE XV,
MISCELLANEOUS
A. Execucion:

This agreemenc shall be binding upon each Noa-Operator when this agreement or a counterpact 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 Contract Area or which
own, in fact, an interest in the Contract Area. Operator may, however, by written notice to sll Non-Operators who have
become bound by this agreement as aforesaid, given ac 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 Arcicle VLA, for commencement of the Initisl Well, terminate this
agreemeac if Operator in its sole discretion determines thae there is insufficient participation ta justify commencement of
drilling vperations. In the event of such a termination by Operator, all fucther obligations of the parties hereunder shall cease
as of such termination. In the event any Non-Operator has advanced or prepaid any share of drilling or other costs
hereunder, ail sums so advanced shall be returned to such Non-Operator without interest. In the event Operator proceeds
wich drilling operations for the Inicial Well withaut the execution hereof by all persons listed on Exhibit “A™ as having a
current working intecest in such well, Operator shall indemnify Non-Operators with respect to all costs incucred for the
Initial Well which would have been charged 10 such persoa under this agreement if such person had executed the same and
Operator 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 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, and the terms hereof shall be deemed to run with the Leases or
Intereses included within the Contract Area.

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

purposes.

D. Severabilivy:

For the purposes of assuming or rejecting this agreement as an executory contract pursuant to federal bankruptey laws,
this agreement shalli not be severable, but rather must be assumed or rejected in its entirety, and the failure of any party to
chis agreement to comply with all of its financial obligations provided herein shall be a material defaul,

ARTICLE XVI.
OTHER PROVISIONS

5 v !
PR e
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IN WITNESS WHEREOF, this agreement shall be elfecive as of che —3LQ_ duy of __July

ATTEST OR WITNESS: OPERATOR

.4

S

’ WW 2 I
)
" u,&&‘%«

Type or print name

lﬂ(/ﬂ /L,@ KL ( / (7}/ Steve L. Thomson

Tid LPresident

Dare 2Ogust 24, 1995

Tax ID or 8.5. No, _19-2445357

NON-OPERATORS

F. Howard Walsh

By

Type or print name

Tide

Date

Tax ID or S.S. No.

Rachel Lyman

By

Type ot print name

Ticle

Date =

—

Tax ID or S.5. No.

L& g Baglling Sure.
By’ %Z’?ﬂb}/ (/) ﬂ?/#a/x/
—THomps C. DRown

Type or print name

Ticle Lhﬁ wmde{, é’dﬁ

Dace d"’é//' Zé/ /4245
Tax ID or ss No. 22/ 335 Sl

Cotept whan untirlud is wiltlng by the

r\'r o NG wentiyieg weh is poblbaed |
Astrivimt Abavebti of Petvivmd Larduisa

« 18 .
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ACKNOWLEDGMENTS
Note: The following forms of acknowledgment are the shoet forms approved by the Uniform Law on Notarial Aces. The

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

Individua!l acknowledgment:

State of -ZE/{/Z' S )

) ss.

County of ML//’ﬁV“/ )

This instrument was ucknowledged before me on S
Argus7 2, (778 Thpgs O SR o
6#7‘7//&/7/?/« v”/: V2 S Y »C
o LA S S e
et e Dilsecry T Z’/?/\/i_ //ﬂ’l)/wur\-_
/

(Sesl, if sny)

/

SO Title (snd Rank) /L/A’/}ﬂﬁr Bl
rW‘ "0 L|NDA ROBINSON
NOTARY PUBLIC } My commission expires: }/‘/ /l/lf
; State of Texas
1*- Comim. Exp. 02-03-98

e o o e o o o

,;..w.«..- g
”1
faf
i

La e e o e o 0 o o

Ackpowledgment in rcpmcnuu;vc capacity;

State of Texas )
) ss.
Counyy of _Mid1and

This instrument was acknowledged before me on

© August 24, 1995 by Steve L. Thomson “
President of GECKO, Inc.

Seal, if ) N

(Gerl .‘ér) 1strative Assis

Title (and Rank) 204 Notary Public

W

A \'ﬂ.""‘i{i; KAWCEK WILKINSON My commission expires: September 11, 1997
’.o
fﬁ\;“

*“ MY COMMISSION EXPIRES

Seplamber 11, 1997

oot S
e of vhir wtekiitgiad 101k 2 gralidnad
SR et eutiaited 10 witlmg by W
L Burism o b 31habivn 2 Puriulvws | oidies
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IN WITNESS WHEREOF, this agreement shall be clfective as of the 33X day of

995 .

ATTEST OR WITNESS:

%W%D/ﬁa/@

U

By ¢

July

OPERATOR

GECKO, Inc.

7

| Steve L. Thomson

Type or print name

Tid ‘,President

Dat

. August 24, 1995

Tax ID or S.5. No. -12-2445357

NON-OPERATORS

By

F. Howard Walsh

B

Type or print name

Title

Date

Tax ID or 8.5, No.

/Rachel Lyman/)

/

' i

By

Type o¢ print name

Ticle o W/‘/é—‘&

Date X; QAX/- 7f

Tax ID ot 5.5. No. 446~/ =

/953

.18 -

Type of princ name

Title

Date

Tax 1D or $.S. No.

[Use uf Nie i ek is prelbacd
iecg) wheis anthinirted ia wilthag by e
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ACKNOWLEDGMENTS
Note: The following forms of acknowledgment are the short lorms approved by the Uniform Law on Notarial Acts. The

validity and effece of these forms in any state will depend upon the statutes of that seate.

Individual acknowledgment:

State of 727(4 S )

) ss.

Councy of ﬂLMQ_)
This instrument was scknowledged before me on

Auins T 28 1774 vy LCALHE L Lyman :

z(lﬂ/j/%@/%/

Title (and Rank) Lo 74 v/ pﬂﬂL/ c.
My commission expires: YVESTE 9é

(Scal, if any)

Acknowledgment In representative cupacley:

State of Texas )
) ss.
Couny of _Midlland e

This instrument was acknowledged before me on

- .7 August 24, 1995 Steve L. Thomson

President of GECKO, Inc. :

(Sesl, if zay)

1strative
and Notary Public

Title (sand Rank)

September 11, 1997

A5 KANDICE K. WILKINSON
5 * MY COMMISSION EXPIRES

i’k'."- ¥ September 11, 1997

My commission expires:

Wb i St ad 14 Wity by Wt

r:'-.'.- CEihir utehutyiag 8000k U gahnad
Aneisi o b 10Riatont 3 P obkiuivwes | stduson




ARTICLE XV] |
OTHER PROVISIONS

A, CONFLICTING PROVISIONS:  Inthe event of a conflict between the provisions of this
Article XVI. and any other provision of this Operating Agrcemcnt the prowslons of this

Article XVI. shall control and prevail,

B.  DEEMED NON-CONSENT FOR DEFAULTING PAYMENT - Notwithstanding
anything to the contrary contained herein: "If the lien or security interests conferred herein
has been enforced, or if any party to this agreement shall fail to pay its share of costs and
expenses incurred and\or fails to pay any advance invoice as provided for in Article VII.C.
hercin for cost to be incurred in operations of the Contract Area for & period of forty-five
(45) days from the date of Operator's invoice therefor, Operator may notify the affected party
.of its default by certified mail, return receipt requested, and if such party fails to cure the
default within'ten (10) days from the date of receipt of Operator's notice, by payment in full
of the invoices for operating costs which have been due for more than thirty (30) days, at
Operator’s election, the affected party shall be deemed in non-consent status and for so long
as the affected party remains in default it shall have no further access to the Contract Area
or information obtained in connection with operations hereunder and shall not be entitled to
vote on any matter hereunder. As to any proposed operation in which it otherwise would
have the right to participate, such party shall have the right to be a Consenting Party therein
only if it pays the amount it is in dcfault before the operation is commenced; otherwise, at
Operator's electlon, it automatically shall be. deemed a Non-Consenting Party to that
operation. Nothing herein shall affect each partys right to protest ahy item charged to the
Joint Account by Opcrator under the provision of Article 1.5. of Exhibit "C" attached
hereto.

In the event a’party disputes in good faith the existence of a default on his part that is the
subject of a Notice of Default, such party may avoid the 1mposmon of the remedies for such
default contained in this agreement by paying the disputcd amount into an account at a bank
requiring the signatures of such party and the Operator (or, if the Oporator.is the party in
default, a Non-Opcrator designated by the Non-Operators) in order to release such funds.
Such funds shall be released to the party entitled thereto upon the resolution .of the issue
raised by the objcctmg party. .

C. ERIQRIIX_QF_QREEAIIQI’:{S_; If the parties participating in the drilling of any well
under this agreement cannot mutually agree upon the sequence and liming of - further
operations, the opcratnons proposed to be conducted shall be governed by the following
sequence of priority: ‘e

€)) A propésal to do additional logginjg, coring or testing, then; :

(2)  Aproposal to attempt to complete the well in the objcctivc formation or the deepest
zone considered prospective by participating partics owning an interest of at least
fifty percent (50%), then; :

(3) A proposal to plug the well back and to attempt a completion in a formahon above
the objective formation, then;

4 A pr’qposal to sidetrack the well, then; '

(5) A proposal to deepen the well, then;

(6) A proposal to plug and abandon.

If, however, at the time said participating pamcs are considering any of the above proposals,

the hole is in such condition that a prudent .operator would not conduct proposal (1) for fear

of placing the hole in jeopardy or losing tho samoe prior to an attempt to complete the well

in the objective formation, proposal (1) shall not be given the priority sct forth above.

FAPPS\WPWINGOWPALADIN\DOCS\ARTICLES. WFPD . 1.
H .
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This paragraph "D" shall be deemed an addmon to Article VI.B. Notwithstanding anything
to the contrary herein contained, it is understood and agreed that any well: drilled or
operation conducted on any well thhm the Contract Area, except a reworkmg orpl&ggmg-
baeole-operation—aad any decpening operation conducted on any wells shall be.deemed a
“required operation". As to anyrequired opcration proposed, in which any party elects not
to participate, the non-participating party shall, upon completion of the well as‘a commercial
producer of oil and/or gas and upon written request by the consenting party, execute an
assignment proportionately to the consenting parties, assigning all of its interest in the
proration unit established by order of the appropriate governmental regulatory- agency for
such well from the surface down to the stratigraphic cqunva]ent of 100 feet below total dcpth
drilled, In addition, the non-consenting party shall assign propomonately {o the consenting
parties all of its interest In each contiguous proratxon unit of comparable size not held by
ongolng drilling operations in which such non-consenting party is or was a participant or by
production from a well drilled by the parties pursuant to the terms of this Agreemcm

Notwithstanding the terms of Article VI.B. hercof, no more than an aggregate of lhrcc wells,
other than the Initial Prospcct Wells, may be proposed by the parties hereto during any
calendar quarter. No well may be proposcd by any party hereto pursuant to:Article VI.B.
until all of the Initial Prospect Wells have been drilled and completed or pluggcd and
abandoned, as the casc may be, .

MULTIPLE OPERATIONS:

‘

-No party to this agreement shall propose the drilling of more than one well ata time nar shall

any party to this agreement propose the drilling of a well during the time that another well
is being drilled except; (1) by the mutual consent of all parties hereto; or (2) if one or more,
of said proposed wells qualify as "a required operation" necessary for the maintenance of any

~lcasehold interest on acreage covered by this agreement as defined in Article XV D hereof.

LIABILITY: AFE ESCROWS:

Notwithstanding any provision contained herein to the contrary, subject to the'provisions of
Article VII.D.3, herein, Operator shall not be obligated to perform nor shall be liable for its
failure to perform or to continue any work or incur any expenditure of indebtedness
hereunder for the Joint Account until all funds rcqucstcd of Non-Operators pursuant to cash
calls given in accordance ‘with' the apphcablc provisions hereof have been” recexved by
Operator. '

Notwithstanding any other provisions of Article XVI., if Operator or any Non-Operator so
requests, the parties tothis Operating Agreement shall enter into mutually acceptable Escrow
Agreement for the escrow of all funds (including Opcrators share) prior to the drilling of any
well hereunder or any operation which requires the issuance of an AFE in which lhe
Operator has clected to advance bill all parties.

ASSIGNMENTS: ,
Notwithstanding any provision of this agrcement to the contrary, where, under the terms of
this agreement, & party hereto is requxred to assign to one or more of the other parties its
intercst in one or more leases or.portion or part thereof, such assignment shall be made free
and clear of all overriding royalties, producuon payments, nel profits interests, mortgages,
fiens or other burdens placed thereon by the assigning party, or resulting from its ownership
and opcration of such leasc or interest, on and after the date of the Opcralmg Agrccmcnt but
otherwise without warranty of title, cither.express or implied, and assignee shall have the
right of subrogation as to any warranties to which it may be entitled.
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H.  SEPARATE MEASUREMENT:

In the event of transfer, sale, cncumbrance or other disposition of interest within the'Contract
Arca which creates the necessity of separatc measurement of production, the party creating
the necessity for such measurement shall alone bear the cost of purchase, installation and
operation of such facilities.

I SIDETRACKING OPERATIONS:

The phrase "necessary cxpendxturcs" in Article VI C.1. (Option No. 2) on page 9 shall not
be deemed to include sidetracking operations, unless specifically included | in an Authority
for Expcndlture approved by the participating pames R

J. RENTALS, SHUT-IN WELL PAYMENTS AND MINIMUM ROYALTIES:

All rentals, shut-in well payments and minimum royaltics which may be required under the
terms of any lease shall be administered and paid by Operator and charged to the Joint
Account except where otherwise expressly provided to the contrary in this Operating
Agreement. Any party may rcqucst and shall be entitled to receive proper cwdcncc of all
such paymcnts

Operator shall diligently attempt to make or cause to be made proper payment of any rentals
and/or shut-in well payments and/or minimum royaltics under the foregoing provisions, but
Operator shall nqt be held liable to the other parties in damages for the loss of any leasc or
interest therein if, through mistake or ovcrsxghl ‘any rental and/or a shut-in well payment
and/or a minimum royalty is not- pald or is erroneously paid . The loss of any lease or
interest therein which results from Operator's failure to pay or an erroneous payment of
rental and/or a shut-in well payment and/or a minimum royalty shall be bornc;omtly by the
parties hereto under the provisions of Article IV.B.3.

Each party hereto shall be oblxgatcd to bear its proportionate part of any ang all rentals
necessary to continue in force and cffect the oil and gas leases covered by the agrecment
unless and until it timely gives the notice provided for in the next sentence hercof, If any
party does not wish to bear its proportionate part of any rental necessary to continue iri force
any lease covered by this agreement, such party may give Operator and all other-parties
hereto written notice of such clection, and the party giving such written notice shall be
released of obligation to bear its proportionate part of any rentals which accrue under the
terms of the leases spccnﬁcd in such written notice at any time after thirty (30) days after the
date Operator receives such party's aforesaid written notice. Unless mutually agreed
otherwise, the proportionate part of the rental attributable to any such lease which. would
have been borne by the party giving the aforesaid written notice shall be borne by the parties
hereto who do not exercise the aforesaid election, in the proportion that the interest of each
bears to the total of their interests, and the party giving the aforesaid written notice of
clection not to pay its part of such rental shall assign, without express or implied warranty
of title, all of its interest in the lease or leases specified in said written notice to the aforesald
parties in the respective proportions that they bear the rental on any such lease or leases and
shall not thercafter be entitled to any production, or the procecds thereof, attributable to such
lease. .

K. TRANSITION: -

As provided in Article V.B.2., the records and data that the Operator, who has been removed
as has resigned, shall promptly deliver to the successor Operator shall include:.

All original records relating to opcrations on the Contract Area, including current accounting
information with regard to the status of the joint account, information concerning all invoices
not yet paid by the Operator who has resigned or been removed, all logs, maps and all other
information concerning operations. Duplicating expenses rcquxrcd by virtue of. thc change
of Operator shall be charged to the Jomt account.
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L. FINANCING STATEMENT:

Cons:stent with Article VII. B., the sccunty interest granted to each Operator and Non-
Operator under Paragraph VII. B. of this agreement which secures payment of each party's
-share of costs and expenscs of operations shall extend to each such party's share of all oil and
gas equipment, fixtures, personal property, accounts, inventory and general intangibles and
proceeds or products thereof relating or pertaining to the leases and lands included in the
Contract Area as described in Exhibit "A" attached hereto. For purposes of compliance with
New Mexico Uniform Commercial Code § 55-9-402 NMSA 1978, cach party agrees that this
instrument shall serve and may be filed as a f'mancmg statement to pcrfect the security
interest mutually granted herein,

In that regard, each party hereto agrees that its signature herein shall bc its signature as
debtor of an appropriate financing statement, and that for purposed of compliance with the
requirements of § 55-9-402 NMSA 1978 of the New Mexico Uniform Commercial Code
each secured party and debtors' names and-addresses are as follows:

Sce Exhibit "A"

The collateral to which the sccurity interests apply are all of cach debtor's interest in oil and
gas, equipment, fixtures, personal property, accounts, inventory and general intangibles and
proceeds or products thereof to the extent, but only to the extent, the same relate or pertain
to oil and gas leases covered by this'agreement and included in the Conlract Area as
described in Exhibit "A",

M.  TRUSTEE'S SALE FOR DEFAULTING PAYMENT:

If Operator should elect to foreclose the lien of Operator as agalnst the interest-of a Non-
Operator having an interest in the Contract Area located in the State of Texas, this Operating
Agreement does hereby include provxsxons for nonjudicial sale under the laws of the State
of Texas, and John T. Mitchell is hereby appointed as Trustee for such purpose.
Accordingly, the Trustee shall have the right and power to foreclose the lien of this
agreement and to sell, at one or more sales, as an entirety or in parcels, as he may elect, the
real property subject to such lien, at the location, at such time and in such manner as may be
permitted by applicable law, including, without limitation, Chapter 51 of the Texas Property
Code, as amended from time to time, or, in the absence of any such requirement, as the
Trustee may deem appropriate. Upon such default, said Trustee or Operator shall at least
21 days preceding the date of nonjudicial sale serve written notice of the proposed sale by
certified mail on Non-Operator according to the records of Operator. Service of such notice
shall be deemed completed upon deposit of a notice enclosed in a post-paid wrapper properly
addressed to Non-Operator and each other party obligated to pay such obligations at the most
recent address or-addresses shown on the records of the Operator in a post office or-other
official depository under the carc and custody of the United States Postal Service, The
affidavit of any person having knowledge of the facts to the effect that such servics was
completed shall be prima facie-evidence of the facts ‘of service. After such notlce, sald
Trustee shall proceed to sell part or all of the interests of Non- Opcrator in the Contract Arca
at public auction to the highest bidder for cash after having given notice of the time and
place of a sale in the manner and after the advertisement.of such sale as now or hereafter
required or pemuttcd by the statutes of the State of Texas in making sales of real estate under
deeds of trust. Sale of a part of the realty shall not exhaust the power of sale and sales may
be made from time to time until all of the property is sold or the obligations are paid in full,
Said Trustee shall have authority to appoint an attorney-in-fact to act as Trustee in
- conducting the foreclosure sale and exccuting a deed to the purchasers; and it is'further
agreed that said Trustee or his successor may sell said property together or in lots and/or
parcels as he shall deem expedient and after such sales as aforesaid shall make, execute and
deliver to the purchaser or purchasers title to the Non-Operator's interest in the Contract
Area in fee simple together with all personal property used or obtained in connection
therewith and together with all of the proceeds of production attributable thercto including
proceeds of production held by any party for payment to Non-Operator. From the proceeds
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of said sale said Trustcc shall first pay all charges, costs and cxpcnscs incurred in enforcing
these provisions and secondly pay any sums due by Trustee for taxes in preservation of
security and thercaﬁgr pay all of the remaining sums to Operator for the satisfaction of the
debts of Non-Operator hereunder and the balance, if any, shall be paid to Non-Operator,

It is agreed-that such sale shall be a perpctual bar against Non-Operator and its heirs,
successors, and assigns and legal representatives and all other persons claiming under him,
them or any of them. It is further agreed that said Trustee or any holder or holders of said
obligation or Operator shall have the right to become the purchaser or purchasers at such sale
if the highest bidder or bidders in which cvent the bid or bids may be credited,upon said
indebtedness of Nori-Operator, It is stipulated and agreed that in case of any sale hereunder
by Trustee or his successor all prerequisites of said sale shall be presumed o have been
performed and any conveyance given hereunder, all statements of fact or recitals therein
made as to the advertisement of salc or the time, place and terms of sale or as to any other
preliminary act or thing shall be taken in all courts of law and equity as prima facie evidence
that the facts so stated are true, Opcrator may appoint a substitute or successor Tmstcc in
the cvent the Trustee above named is unable for any reason to serve.

FOR PURPOSES OF THE OBLIGATIONS SECURED BY LIENS GRANTED IN
PROPERTY LOCATED IN NEW MEXICO, THE MAXIMUM AMOUNT OF
OBLIGATIONS SECURED HEREBY, INCLUDING FUTURE ADVANCES AND
OBLIGATIONS, SHALL NOT EXCEED $20,000,000, WHICH SHALL BE THE
MAXIMUM AMOUNT SECURED HEREBY AT ANY ONE T[ME. l

THIS PROVISIONS O * THIS OPERATING AGREEMENT GRANTING A LIEN TO
SECURE OBLIGATIONS SHALL CONSTITUTE A "MORTGAGE TO SECURE
FUTURE ADYANCES" FOR THE PURPOSE OF SECTION 48-7-9- N.M. S A 1978
COMP.

With regard to any part of the Contract Area located in the State of New Mexico, the parties
hereto agree pursuant to Section 39-5-19-NMSA, 1978 Compilation, that the redemption
period as to such Contract Area situated in the State of New Mexico shall be one (1) month,

Within ten (10) days from the execution of this Operating Agrecment, cach party agrees 0
execute a "Memorandum: of Joint Operating Agreement" to be filed of record in each
county where the Contract Area lies, imparting constructive notice that the Contract Area
is subject to all of the terms, conditions and provisions containcd in this agrccmcnt

0.  ARVYANCE PAYMENT OF WELL COSTS:
Notwnhstandmg any other provisions herein, Operator shall have the right to request and
receive from each Non-Operator payment in advance of its respective share of (i) the dry
hole cost for the Initial Well to be drilled under Article VI.A., (ii) the dry hole cost for any
other well to be drilled hereunder to which such Non-Opcrator has consented, and (iii) the
cost of any Completion, Reworking, Recompletion, Sidetracking, Deepening or-Plugging
Back operation to which such Non-Operator has consented (any such operation under clause
(@), (i) or (iii) being herein called a "Drilling Operation”). Such request for advance
payment may be made upon all Non- Opcrators or upon any one or more of them to the
exclusion of others, and shall be made in writing no carlier than twonty (20) days
(inclusive of Saturday, Sunday and lcgal holidays) prior to the anticipated commencement
date for such Drilling Operation. The amount of each Non-Operator's advance shajl be based

upon the latest AFE approved by persons participating in the Drilling Operation who own
a majority of the working interest for such operation.

A Non-Operator receiving a request for advance payment shall, within 48 hours (mcluswc
of Saturday, Sunday and legal holidays) of the receipt of such request if a drilling rig is on
location and within thirty (30) days (inclusive of Saturday, Sunday and legal holidays) of
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the receipt of such request in all other cascs pay to Operator in cash the full amount of such
request or tender to Operator an lrrcvocabic bank letter of credit (which shall permit partial
draws) issued by a bank sntisf'actory to Operator and contammg terms satisfactory to
Operator for the full amount due. In the cvent payment is in cash, Operator shall credit the
amount to the Non-Operator's account for the payment of such Non-Opcrator‘s share of costs
of such Drilling Operation, and following the end of each month Operator shall charge such
account with such Non-Operator's share of actual costs incurred during such month.

Payment of an advance shall in no event relieve a Non-Operator of its obligation to pay its
share of the actual cost of a Drilling" Operation, and when the actual costs have been
determined, Operator shall adjust the accounts of the parties by refunding any net amounts
due or invoicing the parties for additional sums owing, which additional sums shall be paid
in accordance with the Accounting Procedure.

In the event a Non-Operator to whom a request for advance payment was made does not,
within the time and manner above provided, fully satisfy the request for advance payment
by depositing cash or furnishing a satisfactory letter of credit as aforesaid, the Operator shall
make a second written or telephone request for such advance. Non-Operators shall pay or
give security for said advance as aforesaid within 24 hours (inclusive of Saturday, Sunday
and legal holidays) from receipt of such second request.

Ifa Non-Opcrator fails to pay or furnish the aforesaid sccurity within 24 hotirs i(inciusiv.c
of Saturday, Sunday and legal holidays) of the receipt of such second. request, then:

1. If the advance was requested for the drilling of the Initial Well under Article VLA,
Non-Operator shall be dcemed to have relinquished and shall assign all of its
Leasehold and contract rights in the Initial Well, within five (5) days (inclusive of
Saturday, Sunday and legal hohdays) of a request for such assignment, to those
parties who have participated in such Drilling Operation, in proportion that such
partics elected to share the relinquished interest.

2. Ifthe advance was requested for any other Drilling Operation (including Complcuon
of Initial Well), Non-Operator shall be deemed to have relmqunshcd an interest in
the well to vhich the Drilling Operation relates computed in the same manner and
with same force and cffect as if such Non-Operator had originally clected under
Article VI.B.2. (and, if apphcabie Option No.2 of Article VI.C.1) not to participate
in such operation.

If the Non-Operator fails to make such payment or furnish such security within 24 hours
(inclusive of Saturdays, Sundays and legal holidays) -of the receipt of such second request,
Operator shall promptly notify all other parties still participating in such Drilling Operalion
of the relinquishment of an interest under this provision, The parties who wish to participate
in the Drilling Operation shall have 48 hours (inclusive of Saturdays, Sundays and legal
holidays) from receipt of such notice to elect to assume the costs chargeable' to such
relmqmshcd interest and shall share such rehnquxshed interest, in. proponion to their
assumption of such relinquished interest. If the parties who wish to. pamclplte in the
Drilling Operation are unwilling to assume the costs chargeabie to such relinquished interest,
the Drilling Operation shall be cancelled. .

P. A&EA_QF_MIMAL}NIERESI All prospect areas outlined in red on the map attached
hereto as Exhibit H are hereby cstablished as an Area of Mutual Interest ("AMI"). "The AMI

shall become effective on the date hereof. Unless sooner terminated by mutual consent, the
AMI shall remain in effect until April 1, 1997. Additionally, any transactions between .
Gecko, Inc. and/or Benny Barton or any affiliatc of Benny Barton, on the one hand and
TMBR Sharp Drilling Co., Inc.;, F. Howard Walsh, Jr. and/or Rachel Lyman, on the other
hand, shall not be subject to thc terms of this AMI provision and Tenneco shall have no right
to pamcnpate thcrem
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If any Party hereto shall acquire any leasehold interest or acquire the right to acquire such
interest within the AMI, then the Party acquiring such interest or right shall give writien
notice to the other Party hercto of the acquisition or proposed acquisition of such interest or
the right to be acquired and the cost and other terms of such acquisition. The Party, receiving
such notice shall then have thirty (30) days in which to notify the acquiring Party whether
it desires to participate in such acquisition by bearing its proportionate part of the cost
thereof and/or by participation in the requirements precedent of such acquisition; which shall
be in proportion to the interest held at that time by the Party pursuant to the ownership of
interest in Paragraph IILA. herein. Provided, however, that if a well is drilling. in the AMI
pursuant to this Operating Agreement, the notice of acquisition shall be giveri'as’ promptly
as possible and the notice of election shall be given within forty-eight (48) hours (not
including Saturdays, Sundays and legal holidays) of receipt of the notice of acquisition.

Failure to reply within the appropriate period shall be construed and constitute an election
not to share in the acquisition. Any acquisition acquired by both the Parties to this
Agreement shall be subject to this Agreement.

All leases acquired either by direct acquisition, Farm-in, sublease, purchase and\or any other
means within the AMI shall be subject to an overriding royalty interest due Rumson Royalty
Company, L.L.C. based on the following scale:

ROYALTY ORRI DUE RUMSON °
Less than 20% Difference between royalty burden
and 20%

Greater than 20% _ No Overriding Royalty -

Q. Additional Leases. Gecko (and/or other affiliates of Benny Barton) is currently engaged in
obtaining additional oil and gas leases on acreage within the AMI; with respect to leases received
or paid for on or after April 1, 1995 (other than those leases listed on Exhibit A-1 hereto), Tenneco
agrees to either (i) pay one-half of all costs and expenscs, mcludmg without limitation lessors'
bonuses, previously incurred or to be incurred by or on behalf of Gecko in obtaining each such lease
or (ii) relinquish all of its interest in each leasc which Tenneco does not wish to pay for’ (a 'Rejected
Lease") and permit Gecko to obtain such Rejected Lease without any obligation to permit Tenneco
to participate therein. Any Rejected Lease acquired by Gecko shall not be subject to thls Operatmg
Agreement,

R. Controllinq Agreement. If there is a conflict or inconsistency between
any provision of this Operating Agreement and any other agreement between the
non-operators, on the one hand, and operator, Behny M. Barton or any affiliate
of Benny M. Barton (mcludmg Paladin Exploration Company, Inc.), on ‘the other
hand, the terms and provisions of this QOperating Agreement shall control to the
exclusion of the other agreement.
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EXHIBIT "A"

Attached to and made a part of that certain Opcratmg Agreement dated May 1, 1995, by and
between Gecko, Inc,, as Operator,

1. ificati f i Agrecement:
The oil and gas leases described on Exhibit A-1 hercto.,
2, Restrictions:

This agreement shall be limited only to those depths, formations, or substances in accordance
with the terms of the oil, gas and mineral leases and other agreements that are covered by
this agreement,

3.
4. il and G n il an Inter 1b] his Agreement:
Sec Exhibit "A"
.S,
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EXHIBIT. wogom

Atlnched o and mudcnparlor that cert:ain Operating Agreément dated May 1, 1995 .
by and between GEI.'KO , INC. Ooerator and Non-Operators

ACCOUNT[NG PROCEDURE o
"~ JOINT OPERATIONS
1. GENERAL PROVISIONS

Delinitlons

“Joint Proparty” shall mean the real and personal property subject o the agreement o which this Accounting Procedure
is attached,
“Joint Oporations” shall mean all operations necessary or proper for the development, operatlon, protection and

malntenance of the Joint Property. .
*Joint Account” shall mean the account. showmg the charges paid and credits received in the conduct of the Joint

Operntions and which are to be shared by the Parties.

MOperator” shall mean the party designated o conduet the Joint Operulions.

“Non-Operators” shall mean the Parties lo this agreement other than the Operator.
“Partics” shall mean Operator and Non- Opcrnu)rs. .

“[est laval Supervisars” shall maoan thowo amployoen whose pr Imury funclion fn Jolnt Oporutions Iv the direat
suparylsion of other employsos and/or contract lnbor dlroclly employed on the Joint Property In a fleld oporntlmr
ity .
“Ivehinien] Simployees” shall mean those employees having special und  specifie Lnglncuing. gwlomdtl or olher
professional skills, and whose primary function in Joint Operations is the handling of specific operating. condmons and
prublems for Lthe benelit of the Joint Property. _

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator's cmployccs.

“Malerial” shall mean personal proparty, cqunpmcnt. or supplies acquired or held for use on the Joint Property.
“Controllable Matarial” shall mean Material which at the timo is so classified in the Matoria! Classification Manual aa
mart recently recommended by the .Council of Petrolecumy Accountants Sociclies,

Statament and Billings

Operator shall bill Non-Operators on or before the last day of cach month for their proportionate’ share of the Joint

- Account for the preceding month. Such bills will be nccompanied by stalemenls which identify the authority for

expenditure, lease or facility, and all charges and credits summarized by appropriate classifications of investment and

‘uxpense excepl that items of Conlrollable Material and unusual charges and credils shall be separalely identified and'

fully deseribed in detail.
Advances and Payments by Non-Operalors

A. Unless otherwise provided for in the agreement, the Operalor may require the Non- Opcrnlors L advance their
share of estimaled cash outlay for the succeeding month's operntion within (iftoen (1b) days Aallor roceipt of the
bLilling or by the {irst day of the month for which the advance is required, w)nchcvor s lnl.cr. Opornlor shall adjust
cach monthly billing to reflect advances received from the Non- Operalors.

B.  Each Non-Oporator shall pay its proportion of all bills within fiftcen (16) days after recaipl. If payment Is nol made
within such tme, the unpiid balance shall bear inlerest manthly nl the prime rale in effeet at
: nk, N.A, on the first day of the month in whigh delinquency ocgurs plus 1% or the
maximum contract rale permitled by the applicable usury laws in the state in which the Juint Property ts loented,
whichever is the lesser, plus atlorney's fees, court costs, and other costs in conncetion with the collection of unpaid
nmounly, :

Adjustiments

Payment of any such bills shall not prejudice the right of any Non-Operator lo protest or question the corroctnons thercol;
pravided, howover, all bills nnd statements rendercd to Non-Operalors by Operator diring nny calendur yonr shall
conclusively be presumed o be true and correet alter Lwenly-four (24) months following thae end of any such enlendar
yorer, unless within the sald twenty-four (24) month period a4 Non-Operator takes wrilten exccphgn therelo and makes
cluim on Operator for adjustment. No adjustment favorable to Operator shall be made unless it is mndc wilhin the sume
prescribed period. The provisions of this paragraph shall not prevent adjustments resulling rrom a physical invenlory of

CControllable Material as provided for in Seclion V.

COPYRIGHT® 1985 by the Councii of Petroleum Accountants Societies.
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Audils

A. A Non-Operator, upon notice in writing to Operator and all ather Non-Operators, shall have the right o audit
Operalor's accounts and records relating to-the Joint Account for any calendar yeur within the twenty- -four
(24) month period following the end of such caléndar year; provided, however, the making of‘an audit shall not

extend the time for the taking of written exception to and the adjustments of accounts .as provided for in .

Paragraph 4 of this Section I. Where there are two or more Non-Operators, the Non- -Operators shall make
every reasonable effort to conduct a joint audit in a manner which will result in a minimum of inconvenience
to the Operator, Operator shall bear no portion of the Non-Operators' audit cost incurred .under this
paragraph unless agreed to by the Operator. The audits shall not be conducted more than once each year
without prior approval of Operator, except upon the resignation or removal of lhc Operalor, and shall be, made
it the expense of those Non-Operators approving such audil.

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

Approval By Non-Operators _ ..

Where an approval or other agreement of the Parties or Non-Operalors is expressly required under other sections of
this Accounting Procedure and if the agreement to which this Accounting Procodurc is ultachod conlins no

contrary provislona In regard thereto, Operator shall nolify all Non-Operalors of the Operator's proposal,‘and the
ngreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Operalors.

f
u

i

’

IL. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1

FEeologlical and Environmental

Coasls incurred (or the benefit of the Joint Properly as a rvesult of governmental or regulalory rcquil'cr;.\dan o sallsly
environmental considerations applieable to the Joint Operations. Such costs may include surveys of an ccological or
archacological nature and pollution control procedures as required by applicable laws and regulations.

Rentals and Royalties

lanac roninls and royaltics pnid by Operator for the Joint Operations.

A.

Employos Benefits

" Labor

(1) Salaries nnd wages of Operator's ficld enmloym direetly employed on the Joint Pr opcrly in the conduct of
Joint Operations, e

{2)  Salarics of First Level Supervisors in the Iipl(i.

(3) Salarics and wages of Tuchnical Employces directly’ employed on the Juint Propcrly il such’ charges are
excluded from the overhcad rates.

(1) Salaries a.nd wages of Technical Employees cither lemporarily or permanantly assigned o and dircctly
employed i:) the operation of the Joint Propertly if such charges are excluded from the overhoud rales.

Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employces whose salnries and wagos are chargeable lo Lthe Joint Account under Puragraph 3A of this Section 11,
Such costs under this Paragraph 3B may be charged on a "when and.ns paid basis” or by “purdentuge asscssinant”
on the amobn.t of salarics and wages chargeable to the Joint Accounl under Paragraph 3A' of this Section 11, If
percenlage assessment i3 used, the rate shall be based on the Operator's cost experience.

.
. .

. N ,"-
ISxpenditlures or contributions made pursuant o assessmenly imposed by governmentul authority which arg

applicable lo Opcrntor'a cosls ch;\rgcab_lc to the Joint Account under Paragraphs 3A and 38 of this Section 1.

Personal Expenses of those employces whose salaries and ‘wages are chargeable to the Jomt Account undor
Parngraph 3A of this Section I1.

' . .

Operalor's current costs of -established plans for employees' group life insurance, hospitalization, pension, retirement,
stock purchuse, thrifl, bonus, und other benelit plans of a like nature, applicable to Operator’s labor cost churgeuble to the
Joinl Account under Pnrngrnphs 3A snd 3B of this Section II shall be Operalor's actual cost not to exceed the percent
most recently recommended by the Council of Petroleum Accognmnls Socicties.

. g
.
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Malerial

Malerial purchased or furnished by Operalor for use on the Joint Property as provided under Scction V. Only such
Matorial shall be purchased for or transferred to the Joint Property as may be required for immediate use and is
reasonably practical and consistent with efficient and cconomical operations. The accumulallon of surplus stocks shall be
avoided.

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

A, If Material is moved to the Joint Property from the Operalor's warchouse or other properties, no charge shall be
made to the Joint Account for a distance greater than the distance from the nearest reliahle supply store where like
matar{al {s normally available or railway receiving point nearest the Joint Property unless agrecq to by the Partles,

B, If surplus Material is moved to Operator's warchouse or other storage point, no charge shall'be made to the Joint
Account for a distance greater than the distance to the nearest reliable supply slore where like material is normally
available, or railway recciving point nearest the Joinl Property unless agreed to by the Parties. No charge shall be
made to the Joint Accounl for moving Malterial to other properties belonging W Operulor, unlc& agreed W by Lhe
Partics.

C. In the application of subparagraphs A and B above, the option lo cqualize or ch:;rge actual trucking cost is
.available when the actual choarge is $400 or less excluding accessorial charges. The $400 will be adjusted lo the
amount most recently recommended by the Council of Pelroleum Accountants Socicties.

Services

“he cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Secction Il and Paragraph i, ii, and iii, of Scction [1[. The cost of professional consultunt services und contruet
services of lechnical personne! direelly engaged on the Jeint Propcrly if such charges nre cxcluded from the ovarhand
rutes. Tha cost of professionnl consultant services or contract services of technieal personnel.not directly cngugcd on the
Joint Property shall not be charged Lo the Joint Account unless previously agreed o by Lhc Pnrtu.s'

Equipment and Fncililics Furnished By Operatlor

A.  Operntor shall churie the Juint Account for use of Operator awned cquipment and fucilitics bl ralos commuensurate
with cosls of ownership and operation. Such rates shall include costs of maintennnee, repairs, othor vperating
axpense, insurance, tuxes, depreciation, and inlerest on ‘gross investment less accumulitted deprecinton not to
cxceed —elghteen percent { 18 %) per annum. Such rates shall not exceed average commercinl
rates currently prevailing in the immedinte area of the Joint Property.

‘B, In lieu of charges in paragraph 8A above, Operator may clect lo use average commercial rales prevuiling in the

immediale arca of the Joint Property less 20%. For aulomotive equipment, Opcrnlm' may clect (o use rales
pmblished by the Petroleum Motor Transport Association,

Damages and Losses lo JoinL'PropcrLy

All costs or expenses necessary for the repair or replacement of Joint Property made necessury because of dumages or
logses [ncurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operalor’s yross
negligonce or willful misconduct. Operator shall furnish Non-Operator written notice of dnmagcs or losses Incurrcd as
soon ns practicable after n report thercofl has been received by Operator.

Legal Expense

Expaenaa of handling, investigating and settling litigalion or claims, discharging of licns, payment of judgements and
amounts paid for seltlement of claims incurred in or resulting from operations under the agreement or necuessary lo
protect or recover the Joint Property, except that no charge for services of Operalor's legal stafl or [ces or expense of
oulside attorneys shall be made unless previously agrecd to by the Partics. All other legal expense is considered to be
cavered by the overhead provisions of Section 111 unless otherwise ngreed o Ly the Purties, excopl as providued in-Section
1, Parwgraph 3, .

‘Inxos

Al taxes of every kind and nalure assessed or levied upon or in conncction with the Joint Property; the operalion thercof,
or the produclion therefrom, und which taxes have been paid by the Operator for the Lenefit of the Parties. If the ad
valorem laxes are based. in- whole or in part upon separale valuations of cach parly's’ working ml.crcsl. then
nolwithstanding anything to the contrary hercin, charges to the Joinl Accounl shall be made :md paid by the Partics

. herelo in accordance with the lax value generated by each party’s working interest.
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| 1 12, Insurance -.‘,':

.2 Y
|3 Net premiums paid for insurance required to.be carried for the Joint Operations for the protection.of the Parties. In th
T4 event Joint Operations are conducted in a state in which Operator may sct as self-insurer for Worker'’s Compensatio

b and/or Employers Liability under the respective state’s laws, Operator may, at its election, include the risk under its sclf:

6 insurance program and in that event, Operntor shall include n charge at Operator's cost not to exceed manual rates. |

.1

8 13. Abandonment and Reclamation

9 . . . .

10 Cosls incurred for abandonment of the Joinl Properly, ‘including cosls required by governmental or other regulatory,

authority.

12

13 14, Communlcalions

14 '

15 Cost of acquiring, leasing, installing, operaling, repaiving and mainlaining communication systems, including radio and

16 microwave [acilities directly scrving the Joint Property. In the event communication {acilities/systems serving the Joint

17 Propertly are Operator owned, charges to the Joint Account shall’ be made ns provided in Paragraph 8 of this Scetion I1.

18

19 15, Other Expendilured

20 ..

21 Any other expenditure not covered or dealt with in the foregoing provisions of this Scetion I1, or in Section 111 and which
22 is of direct benefit to the Joint Property and is incurrcd by the Operator in the nccessary and proper conduet of the Joint
23 - QOperations. )

24

2h .

26 : L OYERHIEAD

27 .

28 1. Overhead - Drilling and Producing Operations

29

30 i As compensation for administrative, supervision, office services and warchousinjr costs, Opcr.ltor shall charge
31 drilling and producing operations on cither: .

32

an (X ) Fixed Rate Bnsis, Paragraph 1A, or

3 ( ) Pereentage Basis, Paragraph 1B

35 . ‘

36 Unless otherwise ngreed lo by the Parlics, such chirge shall Le in licu of costs and cxponscs of all officer and

37 suluries or wages plus applicable burdens and oxpenses of all personnel, except those directly chargeablo under

a8 Paragraph 3A, Section 11, The cost and expense nf services from outside sources in conncttion with maltors of
34 taxation, traffic, accounting or matters belore or involving governmental agencics shall be cansidered ns included in
40, the overhead rates provided for in the above sclécled Paragraph of this Section 111 unless such’ cost und expeonse are
41 agreed W by Lthe Parties as a direct charge lo l.hc Joinl Account.

42

43 i, The salaries, wages and Personal Expenses of Technical Employces and/or the cost of profeasional consultant
14 services and contracl services of technical personne! direetly (.mploycd on the Jainl Prop(.rly.

45

46 ( ) shall be coverad by the overhead rates, or

47 ( X ) shall not be covered by the overhead rates.

48

49 iii.  The salarics, wages and Pcrsonnl Expenses of Technical Employeces WMMMMMW
50 mmw”mmnﬁmmmw permanently assigned o and directly employed in
6l the operation’of the Joint Property:

62 ‘ :

63 { X ) shall be covered by the overhead rates, or .

64 ( ) ahall not ba covered by the overhead rales. .

55 . S

60 A.  Overhead - IPixed Rale Basis

67 . T o

h8 (1) Operator shall charge the Joint Account al the following rales per well per month;

69

60 Drilling Well Rate $ 2,000.00

61 (Prorated for less than a full month)

62 '

63 Producing Well Rate $450.00-

64 .

65 (2) Application of Overhead - Fixed Rate Basis shall be as follows:

66

67 o () Drilling Well Rate

68

69 o (1) Charges for drilling wells shall begin on the date the well is spudded and lcrmmnu: on the data
70 the drilling rig, completion rig, or other ur_ut.s used in completion of the well is reieased, whichever

-4 -
L
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is later, except that no charge shall be made during suspension of drilling or completion operation:
for fifteen (15) or more consccutive calendar days.

(2) Charges for wells undergoing any lype of workover or rccompletion for a period of [ive (5
consecutive work days or more shall be made at the drilling well rale. Such charges shall be
applied for the period from date workover operations, with rig or other-units used in waorkovar,
commence through date of rig or other unit release, except that no charge shall be made during
suspension of operations for {ifteen (15) or more conseculive calendar days.

(b) Producing Well Rates

(1)  An active well cither produced or injected into for any portion of the month shall be considered as
a onc-well charge for the entire month,

(2) Each active completion in a multi-completed well in which production is not commingled down
hole shall be considered as a one-well charge providing cach completion ix considered n separalo
well by the governing regulatory authority.

{3) An inactive gas well shut in because of overproduction or failurc of -purchaser o lake the
production shall be considered as a onc-well charge providing the gas well is directly connccted lo
a permanent sales outlet.

(4) A onc-well charge shall be made for the month in which plugging and abandonment operations
are completed on any well, This one-well charge shall be made whelhor or nol the well has
produced except when drilling well rate applies. .. .

(6). Al other inactive wells {including but not limited to inactive wells covered by unit allowable, lease

" allowable, transferred allotwvable, ele.) shall not qualify for an overhead charge.

(3)  The well rates shall be adjusted as of the fivst day of April cach year following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying
the rale currenlly in use by the percentage increuse or decrease in the average weekly earnings of Crude
Petroleum and Gas Production Workers for the last calendar year compared to the calendar year preceding as
shown by the index of average weekly carnings of Crude Petroleum and Gas Prodyction .Wprkcr: as publishod
by the United States Department of Labor, Bureau of Labor Statlistics, or the equivalent Canadian index as
pubhahed by Statistics. Canada, as applicablo. The adjusted rotos shall be tha rales currently In use, plus or
minus the compuled adjustmaent. .

O peratorvholl-churge-the-toint-Aseouni-al-the-foHowingraicos

(2)

(Overhend -

{my—Developmert-

Rongepi—~— o) -of-the-coot-of-develepment-of-the—Joint~Proper
provxdcd under Parngraph 10 of Scction Ul and all salvage credits.

(b) Operating
e Percent ( %) of the cost of operating the Joint Pro axclusive pf costs provided
under Paragraphs 2 and 10 of Scction II, all salvage credits, the v of Injected substances purchased
for sccondary rccovery and all taxes and assessments whigh-arc levied, assessed and puid upon the
mineral interest in and to the Joint Property.

Application of Overhead - Percentage Basis shall be-4s (ollows:
For Lhe purpase of determining charge§ on an percenlage basis under Paragraph 113 of this Section 11,
development shpdl inchde all_eas® in conneetion with drilling, redrilling, deepening, o0 any  remsdial
operations on any or all welsTinvolving the use of drilling rigr and erew eapuble of drilling W the producing
interval on the JointAToperty; also, preliminary expenditures necessary in prepnrauon for drilling and
expenditures i fed in abandoning when the well is not completed as a producer, and original cost of
~or installation of fixed assets, the expansion of fixed asscts and any other project clearly
ible as a fixed assot, except Major Construcuon as defined in Paragraph 2 of this Section 111, All other
wi-be-connidered-anoperatings

Muajor Construclion

% compensate Qperator for overhead costs incurred in the construction and installation of fixed assely, the expunsion of
fined assels, und any other project clearly discernible as a fixed assel required for the development und dperation of the
Juint Properly, Operator shall either negotiate a rate prior lo the beginning of construction, or shall charge the Joint
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Account for overhead based on the following rates for any Major Conslruction project in excess of §22,000.00 .,

A, ____.___5_ % of first $100 000 or lotal cost if less, plus
B 3 % o[ costs in excess of $100 000 but less than §1,000,000, plus
C. 2% of costs in excess o( $1,000,000.

Tolal cost shall mean the gross cost of any one préjcct For the purpose of this parngraph, the componaent parts of a single
projoct shall not be treated scpnrnwly and the cost of drilling and workover wells and artiticial 1i{t equipment shall be
excluded, : .

Catnstrophe Overhead

‘I'o compensatle Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
o oil spill, blowaut, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are
nccessary lo restore the Joint Property to the cquivalent condition that existed prior to the ovent causing the

oxpondituros, Oparator shall either negotiale a rate prior o charging the Joint Account or shall charga the Jolnl Account
for overhand based on the following rates;

A 5% of total cosls through $100,000; plus
B. 3 %of lotal costs in excess of $100,000 bul less than $1,000,000; plus
C.oe— 2 %of total costs in excess of $1,000,000.

LExpenditures subject to the overheads above will not be reduced by insurance rccovcrlcs, 'md no other overhead
provisions of this Section m shall apply. '

Amendment of Rates

The overhead rates provided for in this Sccuon 111 may be amended (rom time to time only by mutunl agreement
between the Parties hereto if, in practice, the rates are found o be insufficient or cxcessive.

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

Operator is responsible for Joint Account Material and shall make proper and limely charges and credits for all Matorial
movements affecting the Joint Property. Operator shall provide all Malerial for use on tha Joint Property; however, at
Operatar's option, such Material may be supplied by tha Non-Operator, Operutor shall make timely diwposilion of idle nnd/or
surplus Material, such dlsposal being made cither through sile W Operator or Non-Operator, division in kind, or sale to
oulsiders. Operator may purchase, but shall be under no obligation o purchase, interest of Non-Operatlors in-surplus condition
A or B Matorial, The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Partics.

1.

Purchases

Malerinl purchased shall be charged al the price paid by Operalor alter deduction of all discounls roceivaed, In cusa of
Material found to be defective or returncd lo vendor for any other recasons, credit shall be passed to, ‘the Joinl Account
whaen adjustment has becn received by the Operator.

Translers and l)isposi(ions
Material furnished to the Joint Property and Mab:rml transferred (rom the Joint Property or disposad of by the Operntor,
unloss otharwlso agread to by the Parties, shall be priced on the following basis oxclusive of cash dlscoynu.

A.  New Material (Condition A)

(0 "Nibulae Goods ()Lhcr’lh:\i\ Line Dipe
(a)  ‘lubular goods, sized 2% inches OD and larger, except line pipe, shull be priced al Lustern mill
published carload base prices effeclive as of date of movement plus transportation cost using the 80,000
pound carload weight basis to the railway receiving point nearcst tha Joint Proparty for which
published rail rates for tubular goods exist. If the 80,000 pound rail rate is not offered, the 7Q,000 pound
or 90,000 pound rail rate may be used. Freight charges for tubing will be calculated from Lorain, Ohio
and casing from Youngstown, Ohio.

(b) For grades which are special to one mill only, prices shall be computed at the mill baso of thut mill plus
transportition cost from thal mill to the railwny receiving point nearest the Juinl Property ns pravided
above in Parsgrnph 2A0160). For Gransportation cost from points other than astern miljs. the 30,000

-G -
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pound Qil Field Haulers Association interstate truck rate shall be used.

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

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

Line Pipe

(n) Line pipe movements (except size 24 inch OD and larger with walls 3% inch and over) 30,000 pounds or
more shall be priced under provisions of tubular goods pricing in Paragraph A.(1Xa) as provided above,
Freight charges shall be calculated (rom lorain, Ohio.

(b) Line pipe movements (except size 24 inch OD and larger wilh walls 3 inch and over) less than 30,000
pounds shall be priced at Eastern mill published carload bLase prices effeclive as.of dale of shipment,
plus 20 percent, plus transportation costs based on freight rates as sal forth under provisions of tubular
gooda pricing in Paragraph AJ{1)a) as provided ubove. Freight charges shall be caleulated from Lorain,
Ohio.

(¢) Line pipe 24 inch 0D and over and % inch wall and larger shall be priced Lo, the point of
manufacture al current new published prices plus transporlation cost o' Lhc. rnllway reeeiving point
nearest the Joint Property.

() Line pipe, including fabricated line pipe, drive pipe and conduil not listed on published price lists shall
be priced at quoted prices plus freight to the railway recciving poinit ncnrcst Lho Joint Propertly or at
prices agreed o by the Parties. .

Other Material shall be priced al the current new price, in effeet al dale of mavement, as listed Ly n rellnble
supply store ncarest the Joint Property, or point of manufacture, plus transportation costs, if applicable, lo the
railway receiving point nearcest the Joint Properly.

Unused new Material, except tubular goods, moved from the Joint Property shall be priced al the current
new price, in effeet on date of movement, as listed Ly a relisble supply store nearest the Juint Property, or
paint of manufacture, plus transportation cosls, if applicable, o the railway receiving point nearcst the Joint
Property, Unused new tubulars will be priced as provided above in Paragraph 2.A.(1) and (2).
Good Used Matorinl (Condition B)
Material in sound and serviceable condition and sultable for reuse without reconditioning:
(1) Malerial mos;.cd to the Joint Property

Al seventy-five percent (76%) of current new price, as determined by Paragraph A.

(2) Material used on and moved {rom the Joint Property .

(a) Al seventy-five percent (76%) of current new price, as determined by Paragraph A, if Malerial was
originally charged to the Joint Account as new Malerial or

(L) Al sixty-five percent (66%) of current new price, as delermined by Pnrngrnbh A/ if Material was
originally charged to the Joint Account as used Material.

(3) Malerial not used on and moved (rom the Joinl Property
Al saventy-five percent (75%) of current new price as determined by Paragraph A.

he cost of reconditioning, if any, shall be absorbed by the transferring property.

Other Used Material

(1) Condition C
Malerial which is nol in sound and serviceable candition and not suitable for its or.ig'innl function until
afler reconditioning shall be priced at [ifty percent (50%) of current new: price as determined by

Paragraph A. The cost of reconditioning shall be charged to the receiving property, provided Condition
C value plus cost of reconditioning does: not excecd Condition B value. .
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(2) Condition D

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

(a) Casing, tubing, or drill pipc 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 ulilized as line pipe shall be
priced at used line pipe prices.

(b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e
power oil lines, shall be priced under normal pricing procedures for casing, tubing, or drill pipe.
Upset tubular gooda shall be priced on.a non upset basis. .

(3) Condition &

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

D. Obsolete Material

Material which is serviceable and usnblc for ils original function but condition and/or value of such Muterial
is not equivalént lo that which would Justify & price as provided above may be specially priced as ngreed W Ly
the Parties. Such price shduld resull in the Joint Account being charged with the velue of the service
rendered by such Material..

-
13

Pricing Conditions
actual cost incurxed.

(1) Loading or unloading costs may be charged to the Joint Account at
per hundred weight on all tubular goods movements, in licu of aclual londi ading cosls
sustained at the slocking point. The above rale shall be adjust @ lirst day of April oach yoar

‘ ¢ or decrense used o ndjust overhead ratos In

following January 1, 1986 by the SW
Scction 111, Paragraph LA, ar, the ratle calculated shall be rounded o the nearest cont and
shall be th t ect until the first day of April next year. Such rate shall be published each yecar

lerm-Acceuntunia-Bocieties,
- (2) Material involving erection costs shall be charged at applicable pcrccnbnge of the current knockcd down
price of new Material,

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other:
unusual causes over which the Operator has no control, the Operator may charge the Joinl Account for the required
Muterial at the Opaerator’s actunl cost incurred in providing such Malerial, in making it suitublu for use, and in moving it
to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed-charge prior W billing
Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifylng Operalor within
ten days after receiving nolice rom Operator, to furnish i in kind all or part of his share of such Matcrlal suitable for use
and aceeptable to Operator. .

Warranty of Malerlnl Furnished By Operator ' S

Operatar does not warrual the Material furnished. In case of defective Materiul, eredit shull nol be passed to the Joint
Account until adjustment has been received by Operator from the manufacturers or their agents.

V. INVENTORIES

The Oparator shall maintain detailed records of Controllable Malerial. o

1,

Periodic Inventorics, Nolice and Representation

Al rcasonable inlervals, inventories shall be taken by Operalor of the Joint Account Controllable Malerial, Wrilten notice
of intention to take inventory shall be given by Operator at least thirty {30) days before any inventory is to begin so that
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be, represented al an
inventory shall bind Non-Operators to accept the inventory taken by Operator,

Reconcitiation and. Adjustment of Inventories
Adjustments o the Joinl Account resulling from the reconcilintion of u physical inventory shall be made within six

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

] | '8’
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overages and shorlages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.
Special Inventlories : .

Special inventorics may be taken whencver there is any sale, change of interest, or change ol Operator in the Joinl
Property, It shall be the duty of the party selling to notify all other Parties as quickly as poss'ible.after the transfer of
interest takes place. In such cases, both the seller and the purchaser shall be governed by such inventoby. In cases
involving a change of Operator, all Parties shall be governed by such inventory.

Expense of Conducting Inventories

A, Phe expense of conducting periodic inventories shall not be charged Lo the Joint Aceount unleas agreed W by the
Ui Uaos,

3. The expense of conducting special invenlorics shall be charged o the Partics requesting such invenlories, except
invenlories required due to change of Operator shall be charged o the Joinl Account.
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Attached to and .madc a part of that certain
Opernting Agreement dated May 1, 1995..
-by and betwveen GECKO, Inc., as Operator, and

{
Non-Operators

INSURANCE;,

‘Opcmtor, or its contractors, shall provide for Workers’ Compensationr Insurance

coverage In accordance with the laws of the State of New vMexico, Operator shall
provide an ATFE Insurance program-with coverage as follows: Control of well,
seepage, pollution cleanup and contamment, redrilling expense, property of others,
owned _property, jolnt venture contingent liability, and cvacuation expense. No
other insurance shall be provided by. the Operator for the benefit ol‘ the parties
hereto, -

Except as otherwise provided in Articlé V D.9 of the Operating Agreement to which
this Exhibit {s attached, all premiums on the above provided for insurance shall be
charged to the Joint Account. .

Operator shall not be obligatcd or authorized to at the cost of the Joint Vcnmrc
carry any Insurance other than that specificd above. In particular unless provided
for above, Operator will not carry fire, windstorm, tornado, cxplosion, vandalism
or malicious mischief insurance., Any party may, at its own cxpense acquire such
insurance as it deems proper to protect itself against claims, losses, damagcs or
destruction arising out of the opcmhon of the Contract Arca.

LExcept as may be othenvise cxprcsslyf,. provided in the Operating Agrccm'cnt:'to
which this Exhibit Is attached, the Joint Account shall be charged with all liabilltles

and expenditures resulting from any claims, damages or losses nguinst which
Operator is not required to carry insumncc

Operator shall not be liable to Non-Operators for loss, suffered on account of the
insuffTiciency of Insurance carried, or of the insurer with whom carried, nor shall
Opcrator-be Jiable to Non-Operators [or any loss occurring by reason of Operator’s
inabllity to provide or maintain the insurance specified above, provided, however,
that If at any time Operator is unable to obtain or maintain such insurance,
Operator shall promptly notify Non-Operators in writing of such fact and Non-

Opcrators may, on behalf of the Joint Account, obtain and maintain such
insurance.



EXHIBIT "E".
GAS BALANCING AGREEMENT

Attached’ to and made a part of that certain Operating
Agreement dated ' , 199 Dby and between,

GECKO, Inc., as Operator. and

., as Non-Operatox

Ownership of Gas E;oduction.

Except as specifically set forth in this Exhibit “E*, it is
the intent of the Parties that each Party shall have the right
to take in kxind or separately dispose of its propoxrtionate
share of gas (ipcluding casinghead gas) produced from each
formatdion in each well located on the Contract Area, to the
same extent and as provided in the Operating Agreement.

Gas Imbalqnces.

Notwithstanding anything to .the contrary in the, Operating
Agreement to which this Gas Balancing Agreement is attached,

if any Party hereto takes and disposes of less than Lts
percentage interxest share of gas (including casinghead gas)
produced and saved during any calendar month, then the volume
not taken by such Party may be taken by any othexr Party or
Parties hereto. If such volume is taken by more than one
Party, then each taking Party shall be entitled to take the
proportion thereof that its percentage interest bears to the
sum of the percentage interests of all taking Parties, oxr in
such other prqportions as the taking Parties may agree among
themselves. ' :

Volumetric Balancing.

3.1 Balancing. Volumetric balancing hereundexr, based on
MMBTU's rathexr Mcf'’s, shall apply to each separate well
located - on the properties covered by the Operating Agreement.

Each producing formation shall be considered a separate well
for this Gas Balancxng Agreement.

3.2 Q_jig;;;gngb The terms "Cumulative Underproduction®
means the amount by which the.cumulative volume of gas taken
by a Party within a particular well is less than the
cumulative volume +that the Party was entitled to take
according to such Party’s percentage ownership interest in
such well; the term "Cumulative Overproduction" means the
amount by which the cumulative volume of gas taken by a Party
within a particular well exceeds the cumulative volume that
Party was entlitled to take within such well accozrding to such
Party’s percentage ownership interest in such well; -the term
"Underproducer" or *Underproduced Party" means a Party
credited with Cumulative Underproduction; the' term
"Overproducer” oxr "Overproduced Party" means a Party charged
with Cumulative Overproduction; and the' term "Make-Up Gas"
means the -volume taken by an Underproducer to make up
Cumulative Underproduction pursuant to Paragraph 3.4.

. 3.3 Operator’s Information Requirements and Statement
Qbligations. Each Paxty taking gas shall notify Operator or

cause Operator to be notified, at least two (2) business days
prior to the applicable.pipeline’s nomination deadline, of the
gas volumes such Party wishes to take during the following
month. No Party may .take more gas volumes than it is entitled
to pursuant to the terms of this Agreement. Each Party shall
also provide such information required for the Operator to
properly allocate monthly gas production, including, hut not
limited to, the time period for which specific gas volumes are

going to be taken, the transportlng pipeline, the transporting

’
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pipeline’s contract number and the pipeline’s meter or station
number. On or before the end of each calendar month, Operatox

shall use diligent efforts to furnish the Parties hereto a
written statement showing for each well for the preceding

month: (1) the quantities of gas to which each Party was
entitled; (2) the total quantity of gas taken by each Party;
and, . (3) the Cumulative .Overproduction or Cumulative

Underproduction of each Party under this Agreement. The Non-
Operators shall be .responsible for providing all data and
information specified herein to enable the Operator to perform
the duties contemplated by this paragraph; the Operator shall
have no liability to any Party hereto for any errors in the
monthly statement provided by Operator. The operating costs
and "expenses shall be borne as provided in the Operating
Agreement, regardless of whether 'all Parties are selling or
using gas or whether the sales and use of each are in
proportion to their respective interests in such gas.

3.4, Volumetric Make-Up. An Underproducer may give written
notice to Operator and all other Parties hereto at least 15
days before the beginning of a calendar month, stating its
desire to take Make-Up Gas during that. month. Each
Overproducer shall promptly notify its purchaser so that such
purchaser will adjust its takes to. accommodate the Make-Up.
The Underproducer shall thereupon be entitled to take Make-Up
Gas in accordance with the rates set out below but not in
excess of its Cumulative Underproduction. To allow for an
Underproduced Party to make up and to balance its gas account,
an Underproduced Party shall be entitled to take and/or
deliver to a purchaser its full entitled share of gas produced
from such well (less any used in operations, vented or lost)
plus all production attributable to Parties not taking gas
plus an amount up to an additional 50% of the monthly quantity
of gas attributable to the Overproduced Parxty ox Paxties.
working interest. If moxe than one Underproduced Party dis
entitled to take additional gas, they shall divide the
additional gas in proportion to their respective working
interest ownership in the property covered by the Operating
Agreement. The first gas made up shall be assumed to be the
first gas underproduced. .

3.5 04l and Other Minerals. Regardless of thae volume of gas
actually taken by any Party hereto, such Party shall share, as

otherwise provided in the Operating Agreement, in the
production of crude o0il, condensate and other minerals
saparated ;from the gas in facilities operatad for the joint
account.

3.6 Costs and Expenses. Regardless of the volume of gas
actually taken by any Party hereto, such Paxty shall bear
costs and expenses as otherwise provided in the Operating
Agreement. c ¥

Eipal Cash Balancing.

4.1 Procedure. Upon bermanent cessation of all gas
production-from the well, the Operator shall submit notice of
such cessation to all Parties in the well. If all the Parties
in the well have not achieved volumetric gas balance in the
well at the time of such notice, then within 30 days of
submitting the notice, the Operator shall furnish to all
Parties a statement showing the remaining final Cumulative
Overproduction and Cumulative Underproduction of each Party in
the well, and the month and year in which it accrued. In
determining the timing of accruals, Make-Up Gas shall be
applied against Cumulative Overproduction on a first-in-first-
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out basis. Within 60 - days after .-receipt of Operatox’s
statement, each Overproducer shall furnish to all other
Parties ~a statement showing the wvalue of {its Cumulative
Overproduction based on the. price the Overproducer actually
received .for the Cumulative :rOverproduction. Value of such
overproduction shall be based on the net proceeds received for
such overproduction at the time ‘the overproduction occurred.

Based upon the statements furnished by Overproducers, the net
amount owed by or to each Party combined shall be calculated
by Operator and furnished to all Parties in a £final cash
balancing statement. Operator shall have no llability to any
Party for errorg .in any. of such statements.

.\1.2 Settlements., Within 30 days after receipt of the
final cash balancing statement, each Overproducer shall pay
sach Undexrproducer in accordance with the .statement and
without interest. After such'30-day period, any unpaid amount

‘'shall .bear {interest in accordance with the accounting

procedure, Exhibit "C" to .the Operating Agreement. To the
extent any value used to calculate a cash settlement hereunder
is, subject to. refund by the Overproducer pursuant to ‘law,
regulation or governmental ordexr, tha Underproducer entitlaed
to such cash settlement shall, priox to payment thereof, agree
in writing to indemnify ‘the Overproducer against the
Underproducer’s proportionate part of any refund (including
penalties and interest) which the Overproducer shall be
raquired to make. Any Party may challenge any volumas ox
values or amounts specified .in any of the statements furnished
under Paragraph 3.3 or 4.1. above, in the same manner and
subject to the same limitations as an invoice from Opexrator
may be challenged under ‘the Operating Agreement or the
accounting procedure thereto. The Operator shall not be
liable for any misstatements or m;srepresentatlons contained
in statements received from others nox shall it be responsible
for any collection efforts by and Undexrproduced Party against
any Overproduced Party.

-Pavments on Production.

Each Party taking gas shall pay all royalties, overriding
royalties, production payments and other such payments on
production which such Paxty takes. Each Paxrty haereto agrees
to indemnify and hold harmless the other Parties hereto
against all claims, losses -or liabilities arising out of its
failure to fulfill such obligations.

Taxes,

It is agreed that all Part;es shall report and pay income
taxes, severance taxes or other taxes on production based on
what the Parties actually produce and take, ~,

4
"
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EXHIBIT "A"

Attached to and made a part of that certain Opcmtmg Agreement dated May 1, 1995, by and
between Gecko, Inc., as Operator, y

1, ificati i reement:
The oil and gas leases described on Exhibit A-1 hereto,
i. Restrictions:
This agreement shall be limited only to those depths, formations, or substances in accordance

with the terms of the oil, gas and mineral leases and other agreements that are covered by
this agreement.

See Exhibit "A"
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING CALLED
BY THE OIL CONSERVATION DIVISION
FOR THE PURPOSE OF CONSIDERING:

CASE NO. 11471
Application of GECKO, Inc.
for Compuisory Pooling,
Eddy County, New Mexico.

CERTIFICATE OF MAILING
AND
COMPLIANCE WITH ORDER R-8054

W. THOMAS KELLAHIN, attorney in fact and authorized
representative of GECKO, Inc., states that the notice provisions of
Division Rule 1207 (Order R-8054) have been complied with, that
Applicant has caused to be conducted a good faith diligent effort to
find the correct addresses of all interested parties entitled to receive
notice, that on the 29th day of January, 1996 | caused to be sent, by
certified mail return receipt requested, notice of this hearing and a
copy of the application for the referenced case along with the cover
letter, at least twenty days prior to the hearing set for February 22,
1996, to the parties shown in the application as evidenced by the
attached copies of receipt cards, and that pursuant to Division Rule
1207, notice has been given at the correct addresses provided by
such rule. -

W. Thoma}é Kellahin

SUBSCRIBED AND SWORN to before me on this 20th day of Pepruary, 1996.

Notary Public

My Commission Expires: June 15th, 1998
Y P BEFORE THE

OoiL CONSERVATION DIVISION

Case No. 11471 Exhibi

. bit yi
Submitted By: it No.
GECKO, Inc.

Hearing Date: February 22, 1996



is your BETURN ADDRESS completed on the reverse side?

SENDER:
aComplete items 1 and/or 2 for additional services.
IComplete items 3, 4a, and 4b.

:; Gecko Wilks/
I February 1, 1996

al
du

..... 4 thie fnem an that we can return this

| also wish to receive the
following services (for an
extra fee):

s does not 1. O Addressee's Address
le number. 2. O Restricted Delivery
1d the date

Consult postmaster for fee.

3. Article Addressed to:
Robert J. Floyd
Vice President
Lea County State Bank
PO Box 400
Hobbs, NM 88241-0400

4a. Article Number

g0z
4b. Service Type
O Registered \B\Cerﬁﬁed
O Express Mail O tnsured

\‘El\ﬂetum Receipt for Merchandise [0 COD

7. Date of Delivery

. -~

5. Received By: (Print Name)

8. Addressee’s Address (Only if requested
and fee is paid)

6. Signature: (Addressee or Agent)

X

Is your RETURN ADDRESS completed on the reverse side?

PS Form 3811, December 1994

Domestic Return Receipt

Thank you for using Return Recelpt Service.

SENDER:
sComplete items 1 and/or 2 for additional services.
sComplete items 3, 4a, and 4b.

card to you.

. Gecko/Wilks 02/22/96
* January 29, 1996

®Print your name and address on the reverse of this form so that we can return this

lAttach this form to the front of the mailpiece, or on the back if space does not

| also wish to receive the
following services (for an
extra fee):

1. O Addressee’s Address
2. O Restricted Delivery
Consult postmaster for fee.

cle number.
ind the date

3. Article Addressed to:

Sylvia Janie Sumruld

c/o0 C. Barry Crutchfield, Esq.
Templeman and Crutchfield
113 East Wahington Ave.
Lovington, NM 88260

4a. Article Number
L7¢

52( 30
\B Certified

4b. Service Type
O Insured

[J Registered
etum Receipt for Merchandise [ COD

P 326 930 702
Js Pcs@r Service
Receipt for Certified Mail

No Insurance Coverage Provided.
Do not use fer international Mail (See reverse)

Robert J. Floyd

Vice President

Lea County State Bank
PO Box 400

Hobbs, NM 88241-0400

Cenified Fee

Speciai Celivery Fee

Restricted Delivery Fee

Retum Seceipt Showing to
Whom & Date Celivered

Apnl 1995

Retum Fecetpt Showmng to Whem,
Cate, & Acaressee's Address

P 22k 930 L7%

US Postal Service

Receipt for Certified Mail

No Insurance Coverage Provided.

Da net use for international Mail (See reverse)

{ Sentto
yivia Janie sumruld
/o0 C. Barry Crutchfield, Esq.
empleman and Crutchfield
13 East Wahington Ave.
ovington, NM 88260

[

i
| Soecal T awvery

O Express Mail
7. Date of Dehvell
- f,_,

5. Received By: (Print Name)

8. Addressee s Address (Only if requested
and fee is paid)

Is your RETURN ADDRESS completed on the reverse side?

5’445\,_/ ﬁ/paniﬁ/

h 3811{Becember 1994

Domestic Return Receiot

SENDER:

s Complete items 1 and/or 2 for additional services.
sComplete items 3, 4a, and 4b.

s Print your name and address on the reverse of this form so that we can return this

card to you.

» Attach this form to the front of the mailpiece, or on the back if space does not

.&uecko/wnks U2/22/96
-SJanuary 29, 1996

| also wish to receive the
following services (for an
extra fee):

1. O Addressee's Address
2. [ Restricted Delivery
Consult postmaster for fee.

e number.
d the date

3. Article Addressed to:

rommy D. Parker, EsqQ.
Lea County State Bank

P. O. Box 1094

Hobbs, New Mexico 88241

\§l Retum Receipt for Merchandise 3 COD

4a. Article Number

32( 95» 7 ¥

4b. Service Type
O Registered \S Certified
O Insured

O Express Mail

7. Date of Delivery

o

5. Received By: (Print Name)

C T I L

8. Addressee’s Address (Only if requested
and fes is paid)

Thank you for using Return Receipt Service.

6. Signature: (Addressee or Agent)

PS Form 3811, December 1994

Domestic Return Receipt

Thank you for using Return Receipt Service.

: Restratea Tawven: Fee

P 32k 930 bL78

_S Postal Service

Raceipt for Certified Mail

‘ic insurance Coverage Provided.

=1 nct use ‘or intemational Mail (See reverse)

[Sentto
yommy D. Parker, £sq.
_ea County State Bank
2, 0. Box 1094
Hobbs, New Mexico 88241

L

q
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Restncted Delivery Fee
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Whom & Cate Detivered

Return Aecerot Showng to Wrom
Cate. § Aadressee's Address

00. Aprit 1995

TOTAL Postage & Fees I L

Gecko/Wilks 02/22/96
January 29, 1996
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SEHNDER: -

sComplete items 1 and/or 2 for additional services.

sComplete items 3, 4a, and 4b.

aPrint your name and address on tha reverse of this form so that we can retum this
card to you.

222~k thia inrm in tha front of the mailpiece, or on the back if space does not

Gecko/Wilks 02/22/96 icle number.
« January 29, 1996 s the dse

wewvorou.

| also wish to receive the
following services {for an
extra fee):

1. [J Addressee’s Address
2. [ Restricted Delivery
Consult postmaster for fee.

3. Article Addressed to:
AnSon Company

4a. Amde Numbe,

3o )6

AnSon Gas Corporation
PO Box 24060
Oklahoma City, OK 73118

4b. Semce Type

Attn: Daniel W. Fischer

5. Received By: (Print Name)

6. Slgna re: (:ﬁsee or ZZ/

PS Form 3811, December 1994

Domestic Return Receipt

Thank you for using Return Recelpt Service.

P 32k 930 L7k

US Postal Service

Receipt for Certified Mail

No Insurance Coverage Provided.

Do not use for International Maif (See reverse)

1 | Sentto

fAnSon

Company

' AnSon Gas Corporation
| PO Box 24060

| Oklahoma City, OK 73118

i Attn: Daniel W. Fischer
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- . i -

-

!
|
|

Special Delivery Fee

| Restnicted Deliverv Fee

] Q

P 32k 930 L40

US Paostal Service

Receipt for Certified Mail
No Insurance Coverage Provided.
Do nct use for intemational Mail (See reverse)
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sylvia Janie Sumrulid
114 Eagle Drive
Ruidoso, NM 88345

[ororpe

TV

Special Delivery Fee

Restricteg Deiivery Fee

il 1995

Retum Receipt Showing to
Whom & Date Defiverad

aﬁemm Recept Showng to Whom,

< Date.

% Adaressee’s Adcsess

(=] !TOTAL Pcstage & Fees

Gecko/Wilks 02/22/96
laniiars 20 1Q0R

P 32b 930 L?7

US Postal Se*v ca

Y¢ insurar. e uuverage vrovnded

~and J

a New Mexico Partnership

Sumrulg, Ltd.

;-«.ecas;:z for Certified Mail

c/o Sylvia Janie Sumruld
903 Avenue J
Lovington, NM 88260

Certified Fee

Soecial

Restrictea Deiivery Fee

|
|
|
Cetivery Fee ‘
{
I

Retum Receiot Showing to
‘Whom & Date Ceiivered

Retum Receint Showing to Whom,
Date. § Addressee’s Address

0, April 1995

C?egl’go/

Actama

Wiiks 02/22/96

January 29, 1996
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PS Form 331 1, December 1994

Domestic Return Receipt
+

% SENDER: . ]
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US Postal Service

Receipt for Certified Mail
No Insurance Coverage Provided.
Do nct use for International Mail (See reverse)
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